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ABSTRACT 
 

Based on the institutional logic that enterprises will conform with the immediate cultural values 

and settings in a nation, the important influence of culture on corporate governance has been 

acknowledged in recent research. It has been shown that the quality of corporate governance varies 

strongly within regions and globally. Therefore, tests of cultural influences on single components 

of corporate governance or surrogates thereof have been conducted and their outcomes discussed. 

This research investigates the influence of culture on corporate governance using all 6 Hofstede 

cultural dimensions and a uniquely broad set of corporate governance factors that are present in 

reality. Using 565,787 year observations relating to 18,344 companies in 41 countries for the years 

2010-2015, the results of cross-sectional regression analysis with appropriate control variables is 

presented. The ensuing results further enhance our understanding of culture’s influence on the 

composition of the board of directors and will help regulators and lawmakers in their endeavors to 

improve relevant legislation as well as allow multinational companies to design effective and 

reliable corporate governance structures in their enterprises.  

In my analysis, I find a substantial influence of cultural dimensions on the structural elements of 

the composition of the board of directors around the globe. In particular board independence, time 

on the board, gender diversity, and absolute size of the board are impacted by the surrounding 

cultural environment of the enterprise. These results also hold true in a robustness test with 

alternative cultural dimensions. A final moderating test gives some evidence of the moderating 

influence the cultural environment has on the relationship between board structural elements and 

the quality of corporate governance. 
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CHAPTER 1. INTRODUCTION 

1.1 Background of the Study 

Corporate governance is meant to ensure that the interests of a wide variety of companies’ 

stakeholders are protected. While historically corporate governance has been seen more as a “tick 

the box” exercise to accommodate legislation, numerous corporate scandals in the last 15 years 

have brought the importance of effective and impactful corporate governance to the center of the 

business and regulation stage. Starting with the Cadbury report (Cadbury, 1992), through to 

Corporate Governance (Tricker, 2015), much academic and business research has tried to 

understand better the inner functionality of corporate governance and how it can potentially be 

enhanced. Boards of directors are arguably the centerpiece of corporate governance, assuming the 

important tasks of hiring and firing the senior management of an enterprise, approving corporate 

strategy and monitoring its execution, and defining and implementing compensation schemes for 

senior managers. While the quality of corporate governance varies widely among countries, 

several studies have shown the importance of boards’ structural characteristics – degree of 

independence, size, percentage of women on the board, education, experience – for economic 

outcomes (Guest, 2009; Hermalin & Weisbach, 1991; Song et al., 2017). Additional research 

shows that national culture exerts an influence on these structural characteristics (i.e., on the 

composition of the board of directors). 

Moreover, while the importance of national culture in respect of a board’s composition has been 

recognized, no study has comprehensively analyzed the influence cultural dimensions have on 

important elements of a board’s characteristics. This influence needs to be better understood by 

legislators to create effective corporate governance legislation and by multinational organizations 
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to set up more effective corporate governance structures within their global organizations. Also, 

in academia there is an increasing demand for testable hypotheses to show the influence of culture 

in an economic context, with corporate governance as an important factor (Greif, 2006; Guiso et 

al., 2006). Having myself worked in six countries in three continents over the last 25 years, and 

having overseen the corporate governance structure of a global financial institution with roughly 

100 entities in 13 countries in Asia, I have experienced the influence national cultures have on the 

structural characteristics of boards of directors and the ensuing quality of corporate governance. 

In Italy, I chaired the board of directors of an asset management company for four years (1999-

2003), which consisted of five males (four of whom were Italian) and a majority of outside 

directors. From 2006-2010 I served as chairman of a Korean asset management company, heading 

a board of nine individuals, all male and seven of whom were Korean, with a majority of outside 

directors. From 2012-2018 I chaired the board of directors of the subsidiary bank of a large 

international universal bank in China. The board consisted of five individuals, three of whom were 

female, and one outside director. Moreover, while national legislation certainly determines to some 

extent the structures of the national board of directors, it is the idiosyncratic cultural identity that 

turns this legislation into board realities. This influence needs to be better understood to increase 

the efficacy of corporate governance in addition to sharing best practice around the globe. The 

widespread structural differences in the composition of boards of directors around the globe 

combined with significant differences in the quality of corporate governance in individual 

countries are a testament to the importance of the topic. For this reason, I endeavor to analyze 

comprehensively the direct influence of cultural dimensions on the composition of boards of 

directors. 
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1.2 Limitations in Prior Research 

While there is ample research on how corporate governance influences corporate outcomes 

(Brown & Caylor, 2006; El-Faitouri, 2014; Guiso et al., 2006), there is less research on what 

actually determines important characteristics of the board of directors, an important part of 

corporate governance (John & Senbet, 1998), and even less comprehensive research on how 

culture influences the actual composition of the board of directors.  

The importance of cultural influence regarding corporate governance has been acknowledged 

previously in different areas, namely research into its effect at the institutional level and at the 

corporate level. At the institutional level, it has been shown that cultural dimensions have an 

impact when regulators and governments develop legislation for corporate governance 

(Humphries & Whelan, 2017). Duong et al. (2015) find that national culture informs the 

contracting environment as an informal constraint influencing the choices and decisions made 

regarding corporate governance. Similarly, it is argued that national economic culture has a direct 

influence on a country’s specific institutional environment, which directly influences corporate 

governance practice within that country (Daniel et al., 2012). For a sample of 67 countries, Haxhi 

and Van Ees (2010) show that the cultural dimension of “Individualism” is positively related to 

the development of codes of corporate governance, and that in countries with a high Power 

Distance Index it is most often the government that issues such codes (as opposed to stock 

exchanges or industry organizations). It has also been shown that national culture significantly 

influences the level of governance-related performance and the rigor with which corporate 

governance is applied in different countries (Thanetsunthorn & Wuthisatian, 2016). At the 

corporate level, it has been shown that national culture significantly influences boards’ gender 

diversity (Carrasco et al., 2015) and degree of independence (Li & Harrison, 2008). However, 
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there is still the potential to provide a better understanding of how culture directly influences the 

composition of boards of directors around the globe. To improve on the existing literature in a 

meaningful way, the primary contribution of this study is to analyze the influence of all six cultural 

dimensions identified by Hofstede on the composition of boards of directors. 

1.3 Research Question and Research Objective 

In the aftermath of corporate failures like Enron and WorldCom as well as the veritable crises 

triggered by the meltdown of the financial markets ten years ago, the fundamental importance of 

corporate governance for the marketplace as well as society at large has become evident. The 

implementation of a structure or system allowing corporate governors to effectively monitor the 

activities of firms’ senior management as well as assigning accountability for the results of actions 

is an indisputable necessity for a functioning marketplace. 

Notwithstanding this increased importance of corporate governance, the quality and efficacy of its 

application varies widely. According to the Global Competitiveness Report 2017-2018, the 

governance index scores of the 41 countries underlying this study range from 4.096 to 6.858 with 

a mean of 5.236 (Schwab, 2017), while in the 2018 edition of the report Haiti ranks lowest and 

Singapore highest among 140 countries, with scores of 2.267 and 7.433, respectively (Schwab, 

2017).  

Over time the understanding has settled in that corporate governance is a complex matter, and that 

its efficiency is not simply determined by the laws and economics surrounding it, but equally by 

the cultural setting in which it is embedded (Licht, 2018). 
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In order to develop efficient regulation of corporate governance we also need to appreciate the 

influence culture has on important tools of corporate governance and therefore we need to 

understand better what drives boards’ composition and answer the question:  

“How do cultural dimensions influence the structural composition of boards of directors 

around the world?”   

 

The results of this study will answer the often-solicited academic request for empirical testing of 

the impact of culture on corporate governance (Licht, 2001) and will provide important insight 

into the causal interrelation between cultural settings and the structural composition of boards of 

directors. This will enable regulators and governments to develop more effective corporate 

governance regulations. Although an institutional isomorphism has been demonstrated – mature 

corporations tend to become similar as they change (DiMaggio & Powell, 1983) – by no means 

can a convergence of corporate governance rules be expected; cultural influences will among other 

things lead to a gap between “de jure” and “de facto” governance rules which will, in turn, 

complicate the governance model and muddle the accountability and responsibility for corporate 

decisions. A firm understanding of the cultural setting of an entity and the respective influence of 

culture on the structure of the board of directors will inform regulators to develop more adequate 

governance regulation, and multi-national enterprises will be able to set up more effective 

corporate governance schemes in their global organizations. Also, investors need to appreciate 

how boards’ compositions are derived and what degree of governance can be reasonably expected.  
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1.4 Structure of the Thesis 

Chapter 1 has presented the background of the study and highlighted the limitations of the existing 

research. It has proceeded to formulate the research question and the objective of the study. 

Chapter 2 presents a literature review of the conceptual framework, corporate governance, and 

culture, resulting in a discussion of the research gap. Chapter 3 occupies itself with developing the 

conceptual model and ultimately developing the hypotheses. In Chapter 4 I discuss the research 

methodology, and in Chapter 5 I present the data analysis and results. These are discussed in 

Chapter 6, which also presents the conclusion of the study. 
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CHAPTER 2. A LITERATURE REVIEW  

2.1 Overview  

In this chapter, I discuss the conceptual framework of my study, which draws predominantly on 

previous research in the areas of sociology, new institutionalism within organizational theory, and 

new institutional economics. Subsequently, I review the literature on corporate governance and 

important structural elements of corporate governance and discuss of the phenomenon of culture. 

Based on the above-mentioned literature reviews I then formulate the research gap. 

The theoretical framework for this work on how culture influences the composition of the board 

of directors is derived from three eminent academic streams: sociology, new institutionalism, and 

new institutional economics (which also includes principal agency theory). The combination of 

these three theoretic streams to frame an investigation into the influences of the national culture 

on the structural composition of an important element of corporate governance – the board of 

directors – and to measure its impact on the quality of corporate governance is unique to my 

knowledge. 

The sociology of culture concerns itself with the systematic analysis of culture and how it presents 

itself with society. In its practical application, sociology of culture seeks to explain specific cultural 

situations as the result of the cultural impact. To that extent, Jeffrey C. Alexander proclaimed: “To 

believe in the possibility of cultural sociology is to subscribe to the idea that every action, no matter 

how instrumental, reflexive, or coerced [compared to] its external environment, is embedded to 

some extent in a horizon of effect and meaning.”i As the important impact of culture on social 

phenomena became more evident, researchers and academics increasingly occupied themselves 
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with making cultural dimensions measurable in order to be operational for quantitative research. 

The efforts of Geert Hofstede (Hofstede, 1984) and Shalom Schwartz (Schwartz, 1994) are 

noteworthy in this regard. In this paper, I will use the cultural dimensions developed by Geert 

Hofstede, namely Power Distance, Uncertainty Avoidance, Masculinity, Individualism, Long 

Term Orientation, and Indulgence. 

Based on Coase’s introduction of transaction costs into the market efficiency debate (Coase, 1937), 

Williamson questioned this very market efficiency and showed that other elements, like culture, 

distort the equilibrium (Williamson, 1975, 1979, 1991). While establishing the new institutional 

economics, he also showed how institutions like corporate governance help to remediate such a 

disruption of market efficiency (Williamson, 1991, 1996). This research stream, therefore, forms 

an important part of this paper. 

Lastly, I draw on the knowledge of the new institutionalism, with its interest in the relationship 

between social structure and organizations. In this regard, it was noted early on that a more granular 

view is needed when researching complex enterprises, acknowledging a broader set of influences 

as the simple requirements of production needs, which might even lead to a separation of internal 

policies and actual practices in enterprises (Meyer & Rowan, 1977). Similarly, Powell and 

Bromley stated quite recently: “In economics, rational choice institutionalism emphasizes 

coordination mechanisms that solve collective action problems by generating new forms of 

commitment and rule-following or norm-abiding behavior” (Powell & Bromley, 2013). This new 

institutionalism incorporates a cultural view when determining corporate actions. These new 

findings were well summarized by DiMaggio and Powell (1991): “The new institutionalism in 

organization theory and sociology comprises a rejection of rational-actor models, an interest in 

institutions as independent variables, a turn toward cognitive and cultural explanations, and an 
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interest in properties of supraindividual units of analysis that cannot be reduced to aggregations or 

direct consequences of individuals’ attributes or motives.” 

Given its prevalent and augmented presence in the economic discussion, agency theory lends itself 

as the theoretical backdrop to this investigation: “… the rise of agency theory, with its emphasis 

on optimal incentive contracting and monitoring structures, has provided a ubiquitous intellectual 

apparatus for addressing a variety of questions related to the managerial behavior and the need for 

its oversight” (Hambrick et al., 2008). In this respect, the board of directors is viewed as the pivotal 

mechanism for controlling managerial activities and ensuring that corporate actions are in line with 

stakeholders’ expectations (Goodstein et al., 1994). 

 

2.2 Conceptual Framework: A Literature Review 

2.2.1. Sociology 

The important influence of culture as a sociological phenomenon has been shown by Gary Becker 

to such an extent that, though he was arguably one of the most influential economists of the last 

century, receiving the Nobel Prize for economics in 1992, he is also remembered as the most 

important social scientist of the last fifty years (Justin Wolfers in The New York Times, May 5th, 

2014). Becker demonstrated the fundamental causal link between the sociological phenomenon of 

culture and economic outcomes as follows: “Individuals have fewer controls over their culture 

than over social capital. They cannot alter their ethnicity, race, or family history, and only with 

difficulty can they change their country or religion. Because of the difficulty of changing the 
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culture and its low depreciation rate, culture is largely a ‘given’ to individuals throughout their 

lifetime” (Becker, 1996, p. 16). 

Following this fundamental thought, Hofstede, using a self-regulating quasi-equilibrium model 

(see below), posits that organizational structures and their values are determined by the national 

culture the organization is surrounded by. The societal norms at the center of the model influence 

individuals who subsequently construct and maintain institutions (Hofstede, 1984, pp. 22-23). 

 

 

Figure 1. 

 

https://www.google.com.hk/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=2ahUKEwiRnpLwkebaAhWDoZQKHb2UArIQjRx6BAgBEAU&url=https://www.researchgate.net/figure/The-emergence-and-stabilization-of-culture-patterns-Note-This-diagram-explains-the_fig1_5223192&psig=AOvVaw12I-zymhKfKG2aUcTqwPgW&ust=1525319983449839
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The importance of culture for organizational settings finds further support in academic research 

dealing with cross-cultural theory of corporate governance systems. In discussions about important 

elements of corporate governance (shareholding structures, self-dealing regulations, insider 

trading, and executive composition, etc.), culture’s influence on these items is found to be so 

significant that culture is defined as the mother of all path dependencies regarding choices in 

corporate governance (Licht, 2001). This is supported by the finding that the corporate structures 

of an economy are a result of how the economy started (structure driven path dependency), and 

that corporate rules rely on the corporate structure in place at the beginning of the economy 

(Bebchuk & Roe, 1999). The relationship is relatively simple and fits within Hofstede’s 

framework. Although legislators, judges, and regulators around the world face similar problems 

such as the agency problem and the impossibility of completely contingent contracts, they address 

these problems in different fashions. Culture is constantly mentioned as a reason for this diversity 

of solutions, as a particular culture might augment path dependence or exacerbate the persistence 

of existing solutions. Greif (1994) supports these findings by showing that prevailing informal 

institutions in society (beliefs, norms, and values; culture) act as a motivation for and justification 

of the establishment of alternative formal institutions. 

2.2.2. Organizational Theory and Sociology: New Institutionalism  

New developments in organizational theory and sociology provide for another element of the 

theoretical framework of my research. While classical economists emphasized the rational 

behavior of market participants (Smith, 1817), the new institutionalism acknowledges the fact that 

additional factors influence the action of market participants. The underlying theoretical 

conviction is the important interaction between social structures and organizations. An early 

example of such a broadened perspective is Weber’s articulation of the eminent influence of the 
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prevailing religion in a defined environment on the economic actions of market participants 

(Weber & Tawney, 1930). 

Similarly, Stulz and Williamson (2002) show that investor protection for creditors is higher in 

countries with an overwhelmingly Catholic culture. This evolving understanding in organizational 

theory and sociology, which questions the notion of a purely rational market participant in favor 

of also considering cultural and cognitive explanations, has been dubbed “new institutionalism” 

(DiMaggio & Powell, 1991). New institutionalism or neo-institutionalism is a theory that 

emphasizes that organizations, and their structures and activities, are impacted by their 

sociological and cultural environment (Powell & DiMaggio, 1983) and that their routines and 

practices reflect rules and laws and an understanding that “that’s the way we do things around 

here” (Scott et al., 2001, p. 57). While the theory stresses the importance of the wider institutional 

environment in providing the framework for the unfolding of economic action, it also holds the 

key insight that individual preferences and choices cannot be understood separately from the larger 

cultural setting and historical period in which they are embedded (Powell, 1991). The starkly 

different ways in which profit and risk are defined in different cultural settings are a good example 

that clearly also pertains to the understanding of and expectations regarding corporate governance 

activities. Equally, it has been argued that formal structures of postindustrial societies strongly 

mirror the beliefs embedded in their environment rather than actual practical requirements (Meyer 

& Rowan, 1977). 

An additional aspect of new institutionalism is the phenomenon of institutional isomorphism: 

although enterprises display significant differences in their structures and activities during the 

initial stages of their life cycles, over time enterprises become more similar in structure and 

organization due to the mechanism of political influence (coercive isomorphism), their unified 
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response to uncertainty (mimetic isomorphism), and professionalization (normative isomorphism) 

(DiMaggio & Powell, 1983). This highlights the tendency for enterprises in similar cultural 

settings to align their corporate structures, including the mechanism of corporate governance – an 

aspect we need to discuss later in this work.  

2.2.3. New Institutional Economics 

To complete the theoretical framework, I finally draw on findings from the academic field of new 

institutional economics, which concerns itself with broadening the scope of research on the actions 

and structures of companies; it expands on the rational approach of classical economics by also 

integrating culture (informal institutions) and laws and regulations (formal regulations) to create a 

more comprehensive view of economics. In this context norms, customs, and traditions are 

understood as informal institutions that act as the informal rules of the game (North, 1990). 

Williamson (2000) has identified four levels of social analysis, namely: embeddedness (informal 

institutions), institutional environment (formal rules of the game), governance (play of the game), 

and resource allocation and employment (prices and quantities). 
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Figure 2. 

 

It is important to note that in this model each level imposes constraints regarding the development 

of the levels below it. With that in mind, it is posited that culture – situated at the level of 

embeddedness – influences the alignment of governance structures with transactions via its more 

direct influence on the shaping of the law, judiciary, and bureaucracy. These norms are consistent 
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with the prevailing cultural value orientation within a specific nation (Griffin et al., 2014; Licht et 

al., 2005). It can be generalized that as culture determines the unwritten and unspoken rules of a 

society while at the same time arranging individuals’ epistemic understanding and expectations 

(Licht et al., 2005), decisions relating to corporate governance will be influenced by the prevailing 

culture as they will be informed by their social environment (Rottig, 2016). Licht et al. (2005) go 

as far as to state that for corporate governance to be effective it must align with the values and 

priorities of the surrounding cultural setting.  

As part of this stream, the agency problem highlights the necessity of proper corporate governance 

in the economic world. The agency problem is essentially that in most modern organizations the 

providers of financial resources for establishing and running firms are not the individuals making 

managerial decisions. At the contractual level, this problem is only resolvable insofar as a complete 

contract providing for all eventualities can be drawn up, which is impossible because future 

contingencies are hard to predict, so only incomplete contracts prevail (Shleifer & Vishny, 1997). 

The agency problem is thus irresolvable at the contractual level. Nevertheless, this separation of 

funding and management requires a mechanism allowing fund providers to monitor and if 

necessary sanction the actions of management in order to ensure that decision-making managers 

act in the best interests of fund providers (shareholders). As argued by Fama and Jensen, it is the 

separation of the monitoring of decisions from the initiation and implementation of such decisions 

that provides an effective tool for dealing with the agency problem (Fama & Jensen, 1983). The 

main tool for such monitoring is the board of directors of an organization, which occupies itself 

with the establishment and execution of the corporate governance of a firm.  
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2.3 Understanding Corporate Governance: A Literature Review 

2.3.1. Definition of Corporate Governance 

Corporate governance concerns the frameworks and organizational mechanisms that are set in 

place to ensure that different stakeholders enjoy sufficient transparency to understand what is 

going on in a given organization and to provide means of control to effect correcting measures if 

and when required. The Organization for Economic Cooperation and Development (1999), defines 

corporate governance as the set of relationships between a company’s board, its shareholders, and 

other stakeholders. Denis and McConnell (2003) describe corporate governance as “the set of 

mechanisms – both institutional and market-based – that induce the self-interested controllers of a 

company (those that make decisions regarding how the company will be operated) to make 

decisions that maximize the value of the company to its owners (the suppliers of capital).” Shleifer 

and Vishny (1997) define corporate governance as a means through which financiers of 

corporations ensure adequate returns for themselves. Gompers et al. (2003) compare corporations 

and their corporate governance with republics, in which the voters (shareholders) elect 

representatives (directors), who in turn delegate most decisions to bureaucrats they have nominated 

(managers). While these definitions emphasize the protection of shareholders’ rights and the 

controlling of the senior management of a firm, Daily et al. (2003) assign corporate governance a 

broader remit, defining it as the agreed deployment of organizational resources, procedures, and 

processes to resolve conflicts among the multiple stakeholders of an organization. More broadly, 

Aguilera and Jackson (2010) define corporate governance as “the study of power and influence 

over decision-making within the corporation.” Often a distinction is made between internal and 

external corporate governance: Internal means are mainly the board of directors, the related sub-
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committees, and possibly compensation schemes for senior management, while external means 

include regulatory provisions and laws, external audit firms, and relevant accounting rules. 

2.3.2. Underlying Theories 

The definition of corporate governance depends largely on the theoretical background in which it 

is researched. 

2.3.2.1 Agency Theory 

In general, corporate governance is discussed and researched in the context of agency theory 

(Aguilera & Jackson, 2003; Shleifer & Vishny, 1997). This theory has developed from the 

separation of companies’ funding (ownership) from their management. Such separation leaves 

management with substantial room to exercise discretion, and it is posited that self-interested 

managers (agents) need to be supervised by a framework to ensure that stakeholders (principals) 

receive their expected results (Jensen, 1976, p. 130). According to Shleifer and Vishny (1997), the 

main risks associated with high management discretion are the expropriation of funds through 

transfer pricing and asset sales, and managers staying on even when no longer competent or 

adequate. Corporate governance is seen as a group of various processes and procedures meant to 

align the interests of shareholders and managers. Notwithstanding agency theory’s prominence in 

the theoretical foundation of corporate governance research, significant gaps remain; Aguilera and 

Jackson (2010) have pointed out that the diverse identity of stakeholders is not reflected, the focus 

on the principal-agent relationship overlooks important interdependencies between other 

stakeholders, and the institutional environment in which corporate governance takes place is not 

reflected. In this work, the agency theory background is prevalent. 
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2.3.2.2 Stewardship Theory 

In stewardship theory, the underlying assumption is that managers are not financially motivated 

except by the desire to do value-adding work for the firm (Donaldson & Davis, 1991). Reliable 

and trustworthy, they are good allocators and users of the firm’s resources (El-Faitouri, 2014). 

Their interests are largely aligned with those of the shareholders. Corporate governance in this 

context is mainly seen as a facilitator to enable managers to execute their tasks and obligations in 

the most efficient fashion.  

2.3.2.3 Resource Dependence Theory 

In resource dependency theory, the enterprise is seen as part of its surrounding environment with 

all its constraints, chiefly constraints on the enterprise’s access to required resources. Managers 

are eager to manage these resource constraints in the best possible way, often by acquiring other 

enterprises. Corporate governance in this context is understood as directors’ provision of additional 

resources to managers in the form of expertise, access to networks, and/or facilitation of financing. 

Pfeffer and Salancik (1978) propose four benefits rendered by the directors to an organization: (a) 

support through advice and counsel, (b) access to channels of information between the firm and 

environmental contingencies, (c) preferential access to resources, and (d) legitimacy. 

2.3.2.4 Team Production Theory 

In team production theory, it is posited that the contributing team members purposefully delegate 

authority over the strategic direction of the company and the allocation of production rents and 

surpluses to the board of directors (Blair & Stout, 1999). This is triggered by the fact that a) the 

team members do not trust each other (LoPucki, 2004), and b) it is impossible to ex-ante determine 
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and contract for the correct distribution of production rents and surpluses. Therefore, the team 

members delegate such authority to the board of directors and expect it to correctly conduct such 

a distribution.  

2.3.3. The Board of Directors 

Presumably, the board of directors is the pivotal agent of corporate governance. The Cadbury 

Report identifies the board as the locus of final authority (Cadbury, 1992), a view mirrored in this 

statement of the OECD (2015): “The corporate governance framework should ensure the strategic 

guidance of the company, the effective monitoring of the management by the board, and the 

board’s accountability to the company and the shareholders.” 

A vast body of research has shown that the mechanism, structure, and elements of corporate 

governance have an impact on its effectiveness and efficacy. The board of directors is arguably 

the most important element of corporate governance and is discussed in detail below.  

An alternative allowing shareholders to control and review a firm’s management directly is the 

governance of management by a board of directors elected by the shareholders (Bebchuk & 

Weisbach, 2010). In an agency theory context, the board of directors (representing the principal(s)) 

is the most important body, approving and monitoring important decision as well as appointing, 

rewarding, and sanctioning the activities of the most senior executive management (agents). Fama 

and Jensen (1983) posit: “The common apex of the decision control systems of organizations, large 

and small, in which decision agents do not bear a major share of the wealth effects of their 

decisions is a board of directors (trustees, managing partners, etc.) that ratifies and monitors 

important decisions and chooses, dismisses, and rewards important decision agents.” 
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2.3.3.1 Activities of the Board of Directors 

In essence, co-operation remediates the agency problem by separating the decision-making process 

from the controlling and monitoring of such decisions and their execution (Fama & Jensen, 1983). 

Adams and Ferreira (2007) add an advisory role to the monitoring function of the board of directors. 

In this more hands-off approach, the board of directors uses their knowledge, expertise, and 

connections to guide the management regarding important strategic decisions. Adams et al. (2010) 

summarize the board of directors’ activities in two main categories: a) hiring, firing, and assessing 

management and b) setting strategy. 

2.3.3.2 Structure of the Board of Directors 

Structurally, boards of directors are mostly either one-tier or two tier-boards. The phenomena of 

these two structures is largely a function of the legal and cultural history of the relevant 

environment; inherited norms and values act like a path, guiding the development of a system (Roe, 

1996). Countries with roots in common law predominantly have one-tier structures, while 

countries with civil law heritage predominantly use two-tier structures. Also, there are countries 

where both one- and two-tier structures are allowed (e.g., Belgium, Portugal, and Spain) 

(Jungmann, 2006). In the two-tier structure, a management board and a board of directors 

(sometimes called a “supervisory board”) coexist. The management board conducts the day-to-

day management of the enterprise under the supervision of the board of directors. The members of 

the board of directors are elected by the shareholders and in turn, appoint the members of the 

management board. In a one-tier board structure, the enterprise is governed by one board 

conducting both the day-to-day management and the supervisory responsibilities. The members 

are elected by the shareholders. The key advantage of the two-tier structure is the clear separation 
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of management and supervisory duties, while the one-tier structure is credited with the advantages 

of equal information dissemination and a swifter decision-making process (Jungmann, 2006).  

2.3.3.3 Independence of the Board of Directors 

The degree of independence of a board of directors is typically measured by the percentage of 

outside directors on the board of directors and the composition and chairmanship of important 

subcommittees like the audit committee and the nomination and remuneration committee. The 

underlying concept is again embedded in agency theory, where self-interested managers should be 

supervised by independent third parties to ensure the protection of shareholders’ interests. 

According to Fama and Jensen (1983), independent directors have incentives to scrutinize, because 

they seek to protect their reputation as effective monitors of managerial discretion. However, 

outside directors are not necessarily independent directors, as they could work for banks providing 

credit facilities or for law firms giving legal advice to the corporation, and would thus have a 

vested interest in the firm.  

Research has shown that committees with a primarily monitoring function (nominating and 

remuneration committee, audit committee) are predominantly staffed by independent directors, 

while more advice-related committees (finance committee, strategy committee) are mainly 

comprised of inside directors (Klein, 1998). 

The results of academic research on the optimal degree of independence with respect to a firm’s 

performance are ambiguous: Gordon (2006) lists three main positive effects triggered by 

independent directors in a U.S. context: enhanced adherence of management to shareholders’ 

objectives, increased quality of enterprises’ public disclosures, and improved responsiveness of 

enterprises to stock market signals. In contrast, Adams and Ferreira (2007) show theoretically that 
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more independence reduces the board’s information production, impede its advisory role, and may 

also reduce its monitoring function. This is triggered by the fact that if the board monitors more 

intensely, the CEO faces a tradeoff between sharing more information for better advice from the 

board of directors and avoiding too much interference from the board by sharing information 

selectively. According to Adams and Ferreira (2007), a high degree of board independence is more 

beneficial for shareholders in a two-tier board structure than in a single board structure. De Andres 

et al. (2005) have found an uncertain relationship between board independence and firm value 

when looking at 450 non-financial firms across ten countries in Western Europe and North 

America. While board independence increases after poor performance, over the tenure of one CEO 

it decreases (Hermalin & Weisbach, 1998). Guest (2009) links the lesser effectiveness of UK 

outside directors compared to their US counterparts to three main factors: 1) lower degree of being 

held accountable by regulators and legislators, 2) lower overall degree of board independence, and 

3) lower level of incentives and compensation for outside directors.  

Notwithstanding the inconclusive academic research on the optimal composition of a board of 

directors, increasingly the view has been taken by regulators across the globe that a large degree 

of independence is desirable and considered best practice (Cadbury, 1992). 

2.3.3.4 Diversity of the Board of Directors 

Boards diversity relates to the differences in gender, age, genetic background, education, and 

experience of the individual members of the board of directors. Harrison and Klein (2007) present 

three constructs for diversity: 1) separation, reflected by the degree of diverging views and 

positions of the individual members of the board; 2) variety, reflected by differences in attributes 

such as information or knowledge, and 3) disparity, reflected by their differing degrees of social 
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status or wealth. More generally, diversity can be defined as differences in representation and skill 

(Basaglia et al., 2012). 

The diversity of the board of directors has been reviewed in different contexts: Using a sample of 

North American and UK firms, Delis et al. (2017) show that creating a genetically diverse board 

of directors by adding board members of different genetic nationalities than that of the company 

is positively correlated with firm performance. This corroborates findings in the sociology and 

management literature, demonstrating the positive effects of diversity on pursuing excellent 

outcomes. Similarly, Erhardt et al. (2003), looking at 112 US firms, show that the firms’ financial 

indicators are positively correlated with the proportion of women and minorities on their boards 

of directors. A common supporting argument for this is that diversity increases board 

independence, which is critical for boards to act in the best interests of shareholders (Carter et al., 

2003). As so often with corporate governance research, the academic evidence is not conclusive: 

Goodstein et al. (1994) prove that too great a diversity of a board of directors may hamper the 

strategic decision-making process and ultimately the performance of a firm. Hermalin and 

Weisbach (1991) find that there is no relationship between the board’s composition and the firm’s 

economic results when using in- or outside directorship and Tobin’s q as proxies. Raheja (2005) 

argues that enterprises with complex and difficult-to-verify business models and activities benefit 

from a larger number of outside directors, while firms with easily understandable business 

activities benefit from a smaller number of outside directors. According to the above definition of 

resource dependence theory, in this theoretical environment – that of an enterprise evolving and 

going through different developing stages with fluctuating resource needs – a firm should foster 

the diversity of the board of directors. 
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2.3.3.5 Size of the Board of Directors 

No optimal size for a board has been identified as of now, and numbers of board members vary 

from one or two directors to more than 20. While a lager board increases its capacity for monitoring 

and advising management, it potentially also carries higher coordination costs, more complex 

decision-making processes, and increased free rider problems (Jensen, 1993). Nevertheless, for 

larger, more diversified, and debt-funded firms, Coles et al. (2008) find that larger boards create 

more value for the firm (as do very small ones – U-shaped relationship). Exploring a very narrow 

industry, Kim et al. (2012) similarly show the positive effect large boards have on the financial 

success of members of the Club Managers Association of America. A smaller board is more 

efficient in terms of decision-making and coordination but might not provide the optimal capacity 

for monitoring and advising. Raheja (2005) concludes that smaller firms in which the incentives 

of the management are better aligned with those of the shareholders benefit from smaller boards. 

Swift information dissemination and quick decision-making processes are suggested as the major 

advantages. The empirical research shows if anything a mildly negative correlation between the 

size of the board of directors and its effect on the company: Using a model approach, De Andres 

et al. (2005) conclude that there is a negative relationship between a firm’s value and the size of 

its board. The disadvantages of complicated and complex coordination and communication 

processes outweigh the advantages of increased management monitoring. Testing 2,746 UK listed 

firms for the period 1981-2002, Guest (2009) finds a negative relationship between board size and 

firm performance (profitability, Tobin q, share returns). While results regarding an optimal board 

size are inconclusive, a board with fewer than ten members is suggested as optimal. Yermack 

(1996) uses data from 452 large U.S. industrial co-operations between 1984 and 1991 and finds an 

inverse relationship between board size and firm valuations. The biggest relative loss of a firm’s 
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value seems to occur when the board of directors grows from small (6 members) to medium (12 

members). It is also found that financial indicators like sales over assets, return on assets, and 

return on sales are negatively related to the size of the board of directors. Eisenberg et al.’s (1998) 

study corroborates these findings: Looking at 879 small and mid-sized Finnish firms (785 healthy 

and 94 bankrupts), they find a negative correlation of board size and firm performance. 

2.3.3.6 Time on the Board  

Although the length of time directors spend on a board of directors is crucial for the composition 

of the said board, the topic has scarcely been researched in terms of board diversity and 

independence.  

A healthy board turnover injects the energy and intellectual curiosity necessary to keep up with 

fast-moving industries while at the same time ensuring continuity and the continuous 

establishment of thorough know-how of the company as well as its industry and the associated 

regulatory environment and competitive landscape, which is a vital tool for efficiently performing 

the tasks of a board of directors. To that extent, Vance (1983) opines that asking directors to step 

down often leads to a loss of talent and expertise. However, there is also the danger that if directors 

stay on too long, intra-group communication will decline, making accessing information more 

cumbersome (Katz, 1982). Therefore, focus should be placed not on the tenure of the individual 

board member but on the average tenure of the total board. Long service as a board member is also 

seen as an impediment to robustly challenging management, as too close a relationship with the 

senior executive management might be developed. Looking at 29,000 firm-year observations, 

Clements et al. (2018) find a more differentiated picture; while at short tenure levels the 
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relationship between tenure and performance is positive, this association turns negative with longer 

tenures. 

Although at some companies director tenure is prescribed in the articles of association, the most 

effective way to change board members seems to be via an effective evaluation of directors that 

carefully measures the contribution of each director with respect to the given mandate and agenda. 

Such an evaluation also needs to consider the coming strategic and organizational challenges of 

the company and its industry.  

2.3.3.7 Level of Education on the Board of Directors 

Education has been identified as one of the demographic characteristics of members of boards of 

directors that significantly shape corporate outcomes (Hambrick & Mason, 1984). The educational 

schooling an individual has received forms part of the observable characteristics considered when 

selecting individuals for board positions (Bhagat et al., 2010). The sharp focus on the educational 

background of board members is driven by the fact that one’s degree of acquired education is 

understood to indicate one’s level of knowledge, intellectual competence, open-mindedness, 

ability to process information, and willingness to tolerate changes (Barro & Lee, 2010; Hambrick 

& Mason, 1984; Wailerdsak & Suehiro, 2004). These abilities, in turn, have been found to have a 

significant positive influence of a firm’s performance (Carson et al., 2004). However, these 

findings are not universal: Studying firms in Sweden, Pohjanen and Bengtsson (2010) detect that 

more educational diversity leads to poorer firm performance. Also, Bathula (2008) finds that 

higher education does not necessarily lead to better firm performance; looking at 156 enterprises 

listed on the New Zealand Stock Exchange, he finds a negative association between the number of 

Ph.D. qualified members on the board of directors and board performance. 
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2.3.4. Measurement of Corporate Governance 

The objective measurement of the quality of corporate governance has been an issue as long as the 

research field has exited. Therefore, indices have been established, and can be distinguished 

between academic and commercial indices. The academic ones predominantly measure the quality 

of corporate governance in US firms (G-index, E-index, Gov-Score), while some of the 

commercial ones (MSCI ESG Governance Metrics, ISS) also measure the quality of corporate 

governance in non-US firms. 

2.3.4.1 Company Level Measures 

2.3.4.1.1. G-Index 

Gompers et al. (2003) have created their Governance Index (G-Index) to define the balance of 

power between the management and the shareholders. The conceptual idea is that the introduction 

of certain corporate governance provisions into the by-laws of a firm reduces the rights of the 

shareholders. They collected corporate governance provisions for roughly 1,500 US firms from 

the Investor Responsibility Research Center (IRRC) for the period 1990-1999. After considering 

redundancies, 24 distinct and equally weighted corporate governance provisions were identified. 

These were clustered into five groups: Delay (provisions to delay a corporate takeover), Protection 

(provisions to safeguard management against negative outcomes), Voting (provisions in relation 

to shareholders’ rights and statutory election privileges), State (provisions in state laws, as these 

protections will not be mentioned in the IRRC database), and Other (additional firm level 

provisions). Each firm received one point for the existence of any of the 24 provisions. The higher 

a firm scored, the lesser its shareholders’ rights, and the lower a firm scored, the greater its 

shareholders’ rights. Gompers et al. (2003) construct the G-Index for the years 1990, 1993, 1995, 
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and 1998. Over these 8 years the mean oscillated around 9 points (9.0; 9.3; 9.4; 8.9) with a median 

constant at 9. The highest score was 18, the minimum 2. They then show that this index predicts 

firm value and superior financial performance. An investment strategy of investing in firms with 

the best index scores and divesting from those with the worst corporate governance values leads 

to an outperformance of 8.5% p.a. The G-Index has been broadly used in corporate governance 

research. 

2.3.4.1.2. E-Index 

Bebchuk (2004) questions the equal influence of all 24 corporate governance provisions of the G-

Index, and hypothesizes that 6 provisions of the IRRC data drive the correlation between corporate 

governance and firm value: Staggered Boards (directors tenures are staggered), Limitations on 

Amending Bylaws (limiting shareholders’ ability to change by-laws), Limitations on Amending 

the Charter (reducing the shareholders’ ability to change the corporate charter), Supermajority to 

Approve a Merger (more than the normal majority of the board of directors is needed to approve 

a merger), Golden Parachute (provision to provide economic benefit to managers following a 

change of control and subsequent dismissal), and Poison Pills (provisions which will render the 

value of the target firm unattractive). These six provisions were chosen because they consistently 

lead to significant opposition from institutional investors voting on precatory resolutions. All six 

criteria are equally weighted. Each firm receives one point for the presence of each of the six 

provisions, and thus can have a maximum of six points. This Entrenchment Index (E-Index) 

demonstrates a monotonic and economically significant correlation with Tobin’s q: the lower the 

E-Index, the higher Tobin’s q. Bebchuk (2004) shows that a long-short investment strategy – with 

high E-Index firms being shorted, and low E-Index firms being purchased – rendered 7% p.a. and 

higher abnormal returns over the period 1990-2003. The E-Index has been broadly used. 
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2.3.4.1.3. Gov-Score 

Bebchuk’s (2004) findings are corroborated by Brown and Caylor’s (2006) development of their 

Gov-Score index. Using data for 1,868 US firms compiled by the Institutional Shareholder Service 

(ISS), they show that 51 corporate governance standards defined by the ISS as best practice are 

positively related to Tobin’s q when combined into one index – the Gov-Score. At the firm level, 

the Gov-Score is calculated by adding a 1 or 0 to the firm’s value depending on whether each of 

the 51 minimum standards is met (1) or not (0). Furthermore, Brown and Caylor (2006) find that 

seven of the 51 ISS standards combined create a parsimonious index fully explaining the 

relationship between the Gov-Score and the firm’s value measured by Tobin’s q.  

Notwithstanding the extensive use of these three governance indices, Bhagat and Bolton (2008) 

find no consistent relationship between corporate governance indices (academic or commercial) 

and consider these indices highly imperfect measurement tools, cautioning policymakers and 

investors to use them carefully in their decision-making processes. They conclude that there is no 

“one” best measurement of corporate governance and suggest using the most appropriate variable 

for predicting a firm’s performance regarding its corporate governance: the median independent 

director’s stockholding. 

2.3.4.1.4. MSCI ESG Governance Metrics 

Over the three pillars – environment, social, and governance – 10 main themes are investigated, 

with 37 key issues. For corporate governance, the key issues are board, ownership, pay, and 

accounting. The weighted values per key issue are aggregated and subsequently normalized for 

the enterprises. The MSCI ESG Ratings cover more than 6,800 companies.   
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2.3.4.1.5. Institutional Shareholder Service’s Corporate Governance Quotient - ISS  

The Institutional Shareholder Services (ISS) has provided governance advice for more than 30 

years. They have established an index for a firm’s quality of corporate governance: the Corporate 

Governance Quotient. More than 200 governance factors across four pillars – board structure, 

compensation/remuneration, shareholder rights, and audit & risk oversight – are evaluated on 

relative bases, and quality scores are assigned for each. 5,600 companies in 30 countries are 

covered. At the end of 2018, the ISS enhanced its rating efforts by attaching more importance to 

board diversity as well as adding a category dealing with potential shareholders’ concerns 

regarding management performance.  

2.3.4.1.6. Thomas Reuters ESG Combined Score 

Building on the extant ASSET 4 Equal Weighted Ratings, Thomas Reuters has established its ESG 

Combined Score, comprised of its ESG Score and ESG Controversy Score. The ESG Score is the 

result of the measurement of 400 company-level ESG measures as reported by the enterprises. It 

is composed of three pillars – environmental, social, and governance – in which governance 

reflects the topics: management, shareholders, and CSR strategy. This ESG Score is overlayed 

with the ESG Controversy Score – based on 23 ESG controversy topics as reported by the media 

about an enterprise – to reach the ESG Combined Score. Currently, the score is available for over 

7,000 companies worldwide.  
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2.3.5. Country Level Measures 

2.3.5.1 The Global Competitiveness Report – World Economic Forum  

Every year, the World Economic Forum (WEF) publishes the Global Competitiveness Report. 

Using over 110 variables across three sub-indices – basic requirements, efficiency enhancers, and 

innovation and sophistication – with 12 pillars, the index benchmarks 138 countries (2016/2017) 

globally and monitors the progress of each country in becoming more competitive and prosperous. 

The index is compiled using two data sources: international public data provided by a recognized 

international organization like the World Bank or the International Monetary Fund, and data 

collected via the WEF’s Executive Opinion Survey. This survey is used to collect data for non-

observable phenomena, qualitative data, and data regarding indicators where sufficient public data 

cannot be obtained. A total of 14,723 business executives in 141 economies were approached in 

2015-2016 through the WEF’s network of partner institutions. In the survey, senior executives are 

asked to rate indicators on a scale from 1 (low) to 7 (high). Four indicators relevant to corporate 

governance are financial auditing and reporting standards, efficacy of corporate boards, protection 

of minority shareholders’ interests, and strength of investor protection. The three questions 

regarding the values of the first three indicators are as follows: 

“In your country, how strong are financial auditing and reporting standards? (1 = extremely weak; 

7 = extremely strong)” 

“In your country, to what extent is management accountable to investors and boards of directors? 

(1 = not at all; 7 = to a great extent)” 
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“In your country to what extent are the interests of minority shareholders protected by the legal 

system? (1 = not protected at all; 7 = fully protected)” 

The fourth indicator is the strength of Investor Protection Index as published by the World 

Bank/International Finance Cooperation. 

2.3.6. Construct Validity for Overall General Country Indices  

Black et al. (2014) argue that attempting to use one governance index for multicountry analysis 

will lead to poor results. Their main argument is that differing legal regulations across countries 

can already lead ex-ante to different structures of boards of directors. For example, regulations that 

pre-determine the numbers of outside directors or female directors will vary from country to 

country. They address the issue by first identifying – based on theory and their own judgment – 

five important governance aspects (board structure, disclosure, shareholder rights, related party 

transactions, and ownership structure), and subsequently by determining meaningful, observable 

variables for each of these governance aspects, reflecting local norms, regulations, and data 

availability. These variables per governance aspect are summarized in a sub-index, and the five 

equally weighted sub-indices are combined to form the overall country governance index. The 

results of Cronbach’s α and principal component analysis indicate that the overall country 

governance indices calculated as the average of the sub-indices possess sufficient construct 

validity. In another study, Black et al. (2014) show that similar but not identical country 

governance indices predict firm value.  
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2.4 Understanding Culture: A Literature Review 

Culture has been defined by Hofstede (1984, p. 12) as “the collective programming of the mind 

that distinguishes the members of one human group from another” and by Boyd and Richerson 

(1985) as the “transmission from one generation to the next, via teaching and imitation, of 

knowledge, values, and other factors that influence behavior.” Similarly, North (1990) describes 

national culture as the set of unwritten laws that determine our daily interactions and are distinct 

enough that the same set of unwritten laws used in a different group will render a different result. 

Licht (2001) argues that a nation’s unique culture influences that nation’s development regarding 

legislative law in general and corporate governance in particular. In his four-level social analysis, 

Williamson (2000) defines level 1, the level of social embeddedness, as the place where norms, 

customs, informal intuitions, morals, and religion are located. Changes at this level are very 

slow, and regularly take hundreds or thousands of years. 

In summary, culture is understood as the common values, behaviors, and beliefs of a defined 

group of individuals, which distinctively separates them from another group of individuals. 

Hofstede (2003) conceptualizes culture using five characteristics: implicit, core, systematically 

causal, territorially unique, and shared. Culture is commonly a group construct, operationalized 

at the country level (Caprar et al., 2015).  
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2.4.1. Culture Influences Corporate Outcomes and Corporate Governance 

2.4.1.1 Culture Influences Decisions in an Economic Context  

Based on the new institutional economics developed by Williamson (2000) and the related 

literature discussed earlier, there is profound evidence that culture influences corporate practice. 

Stulz and Williamson (2003) show the influence of culture – proxied by language and religion –

on investor protection with a particularly strong relationship between religion and creditor rights. 

They proxy culture using religion and language in 49 countries and show its influence on three 

investor rights: shareholder rights, creditor rights, and the rule of law. Via t-test, the significance 

of the statistical variance for countries with different cultures is shown for many measures. In a 

subsequent multiple regression analysis, the state of the development of the country is also 

considered. In an additional regression analysis, the results show the influence of legal origin on 

the three investor rights. Finally, the authors regress investor rights measures on their cultural 

proxies and a measure for openness to international trade. They find support for the view that 

culture matters, but there is also evidence that the impact of culture is tempered by a country’s 

openness to international trade. 

In several regression analyses, Guiso et al. (2006) show the influence culture has on economic 

outcomes. Trust – determined by culture – has a positive and statistically significant impact on the 

likelihood of an individual becoming an entrepreneur (Ordinary Least Squares regression). 

Religion determines the likelihood that parents teach their children thrift as an important value. It 

is also shown that these preferences have a significant impact on the overall saving rate of a 

country. Lastly, it is shown that culture has an impact on expectations regarding government 
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redistribution of wealth and in turn on the actual redistribution policies different US states are 

pursuing. 

Taking Individualism and Uncertainty Avoidance from the four Hofstede cultural dimensions, Han 

et al. (2010) show the influence culture has on earnings management. The sample used in the study 

consists of 96,409 firm-year observations from 18,609 distinct firms in 32 countries for the period 

1992-2003. The Pearson correlation statistics support the hypotheses that Individualism is 

significantly positively correlated with earnings management, and that Uncertainty Avoidance is 

negatively correlated with earnings management. In the OLS regression – with and without control 

variables – the two hypotheses are supported. The notion that strong investor protection reduces 

the probability of exercising earnings discretion across all countries is also supported. 

Similarly it has been shown that senior management’s and shareholders’ culturally influenced 

subjective perceptions of agency theory and information asymmetry problems determine dividend 

policies of enterprises in different countries around the globe (Shao et al., 2010). Using a set of 

27,462 firm-year values from 21 countries for the years 1995-2007, the results of a regression 

analysis show that the Schwartz cultural dimension of Conservatism is positively and the Schwartz 

cultural dimension of Mastery negatively associated with corporate dividend payout. Gray & Vint 

(1995) elaborate on the importance of national culture with regard to accounting, specifically 

disclosure practices. Regressing the values for culture and disclosure practices for 27 countries, 

the significant impacts of Hofstede’s Uncertainty Avoidance and Individualism dimensions are 

documented. 
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2.4.1.2 Culture Influences Corporate Governance 

Prevailing national culture and institutions both have important implications for governance 

systems, but controversy surrounds their relative importance. Buck and Shahrim (2005) emphasize 

the association between national culture and entire systems of corporate governance, and 

particularly both stock market and welfare capitalism. Using two Hofstede dimensions, 

Collectivism and Uncertainty Avoidance, as independent variables, and a) number of executives 

involved in Executive Stock Options (ESOs), b) proportion of capital covered by ESOs, c) 

(quantitative) number of conditions on ESOs, and d) (qualitative) strictness of conditions on ESOs, 

as dependent variables, the authors show the influence of culture on corporate compensation 

schemes. More specifically, Buck and Shahrim (2005) show that in countries with moderately high 

Collectivism and Uncertainty Avoidance scores, ESO schemes are offered in a more egalitarian 

fashion to a larger number of employees while at the same time covering a smaller portion of the 

firm’s issued capital than in countries with low Uncertainty Avoidance and Collectivism scores. 

Their results also support the hypothesis that the two cultural dimensions influence the amount 

and quality of performance conditions linked to ESOs.  

The cross-country variation in the degree of market orientation (more bank-based or more market-

based) in national financial systems is highly influenced by culture (Kwok & Tadesse, 2006). 

Constructing an index of the degree of stock market orientation for 41 countries, it has been shown 

that in countries with high scores for the Hofstede cultural dimension of Uncertainty Avoidance, 

a financial system dominated by banks is more likely to be found than a financial system dominated 

by stock markets. Lastly, it has been shown that it is differences in national culture that prevent a 

seamless implementation of what is considered “best practice” around the globe and thus a 

convergence of corporate governance (Ntongho, 2016). 
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While the influence of culture has been investigated in a broad field, in the context of corporate 

governance the research can be distinguished into two streams, one investigating the institutional 

and country level, and the other looking at the corporate level. 

2.4.1.2.1. Institutional Level  

Corporate governance codes reflect the institutional environment within which they are developed, 

as corporate structures are modeled on the institutional norms present in a certain society based on 

a shared belief system shaped by the shared culture of the society (Meyer & Rowan, 1977). The 

relations among informal social institutions (like culture) and their importance to economic 

performance and policy-making are largely not well understood (Licht et al., 2007). Culture sets 

boundaries, as it entails the unwritten, unspoken rules of the game, and coordinates people’s 

epistemic understanding and expectations. Using Schwartz’s cultural dimensions (Embeddedness 

and Autonomy (Intellectual and Affective Autonomy), Hierarchy and Egalitarianism, and Mastery 

and Harmony) with four Hofstede dimensions in a robustness test, Licht et al. (2007) show the 

influence of culture on the three basic social norms of governance (the rule of law, corruption, and 

democratic accountability). More specifically, using the Schwartz values from 51 countries as 

independent variables, and three social norms of governance – rule of law, corruption, and 

democratic accountability – as the dependent variables, they run an Ordinary Least Squares 

regression and Pearson correlation. A two-stage least squares regression with constructed 

instrumental variables was used to assess causality. As a result, Licht et al. (2007) document a 

substantial influence of cultural orientations on governance. The influence of aspects of authority 

and hierarchy on governance is partially supported. The cultural dimension of autonomy versus 

embeddedness affects governance most significantly. 
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Doidge et al. (2007) show that idiosyncratic country characteristics have more influence on a 

country’s corporate governance rules than observable firm characteristics. This is supported by 

evidence showing that cultural context significantly influences corporate governance laws around 

the world (Licht et al., 2005). Conducting a cross-sectional analysis of data from 48 countries 

globally and using the two leading cultural data sets (Hofstede and Schwartz), the associations 

between investor legal rights and the cultural dimensions of Individualism and Uncertainty 

Avoidance are explained. Individualism correlates positively with investor protection, while 

Power Distance correlates negatively. In previous detailed research, Licht posits culture as the 

mother of all path dependencies for corporate governance, influencing the origin and the future of 

corporate governance regulation and policy (Licht, 2001). Using all four Hofstede cultural 

dimensions, Mintz (2005) describes the resulting differences in important institutional aspects of 

corporate governance (board of directors, shareholder participation, and the role of banks) in the 

US, the UK, and Germany. 

Humphries and Whelan (2017) examine the relationship at the regulatory level through a review 

of country-level corporate governance codes. They use Hofstede’s four cultural values – Power 

Distance, Individualism, Masculinity, and Uncertainty Avoidance – as independent variables, and 

the articulated provisions in country-level corporate governance codes, with respect to a) gender 

composition, b) independence, c) CEO duality, and d) board meeting frequency, as the dependent 

variables. For their data base, they use 55 country-level corporate governance codes available in 

English from the European Corporate Governance Institute website. They separate hand-collected 

data from the codes into two groups: the first group contains all countries with corporate 

governance codes stipulating rules with respect to the dependent variables, the second group 

contains all countries with corporate governance codes not stipulating any rules regarding the four 
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dependent variables. After calculating the mean score for each cultural dimension for each group, 

they conduct a one-tailed t-test to examine if there is a significant difference between the mean 

scores for each group. As a result, it is shown that all four Hofstede cultural elements have an 

influence on the national codes of 55 countries (to different degrees). 

The influence of national culture on corporate governance norms and institutions can be direct or 

indirect. Creating a construct for national economic culture and using the World Bank’s 

Governance Indicators, Daniel et al. (2012) show that national economic culture influences 

corporate governance practices directly as well as indirectly through the mediation of the country’s 

institutional environment.  

2.4.1.2.2. Corporate Level  

2.4.1.2.2.1. Gender Diversity 

The important influence of gender diversity in boards of directors on establishing and enforcing 

ethical behavior as a key attribute of good corporate governance, and gender diversity’s positive 

relationship with firm value, have both been well documented (Carter et al., 2003; Franke et al., 

1997; Labelle et al., 2010; Pechersky, 2016). Perspectives on gender in a country can be affected 

by culture, (i.e., the mental structure through which individuals think about their social world), 

generating gender stereotypes or roles associated with women that could influence the presence of 

women on boards. Studies conclude that the cultural and social characteristics of a country have a 

great influence on the structure of corporate management. Institutional theory assumes that 

organizations are subject to the institutional environment in which they operate and that corporate 

models are based on the institutional norms present in a specific society. Carrasco et al. (2015) use 

four Hofstede dimensions – Powers Distance, Individualism, Masculinity, and Uncertainty 
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Avoidance – as independent variables to test the influence of culture on the gender diversity of 

boards of directors (dependent variable). BoardEx data for 7,302 companies from 32 countries 

form the data set for a Multivariate Ordinary Least Squares regression analysis. The results show 

that in countries with high Power Distance and Masculinity scores, women are less represented on 

corporate boards and that the cultural dimension of Individualism is not predictive of the gender 

diversity of corporate boards. Carrasco et al. (2015) conclude that cultural differences are the basis 

for the differences in gender diversity of corporate boards of directors in different countries. 

2.4.1.2.2.2. Board Independence 

Organizations can be viewed as social entities integrated into the institutional and value structures 

constituting the culture of a society. Also, national cultural differences influence the shape and 

functioning of organizations as one tends to prefer organizational arrangements that are consistent 

with one’s basic cultural perspectives.  

Hofstede’s four cultural values – Power Distance, Individualism, Masculinity, and Uncertainty 

Avoidance – are used by Li and Harrison (2008) as independent variables to test four hypotheses 

on the influence of national culture on two main structural criteria of boards of directors: a) 

percentage of outside directors b) CEO & Chairman duality (dependent variables). 

They test the hypothesized relationships between national culture and board composition using 

regression analysis on a sample of 399 multinational manufacturing companies from 15 countries. 

The possibility of multicollinearity among the independent variables was tested for using variance 

inflation factors. Logistic regression was used to test hypotheses concerning leadership position 

consolidation. The results show that the degree of independence of a board of directors, measured 

by the percentage of outside directors, is positively predicted by the cultural dimensions of 
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Uncertainty Avoidance, Individualism, and Power Distance, and negatively predicted by the 

cultural dimension of Masculinity. All four cultural dimensions are positively associated with the 

consolidation of the CEO and Chairman of the Board positions. The observed success of the culture 

variables in explaining the corporate governance structures provides strong support for the 

argument that institutional norms, as embedded in a society’s culture, affect organizational 

structure, at least at the board level. 

2.4.1.2.2.3. Board Size 

Reviewing data on 15 countries from the late 1980s, Li and Harrison (2008) find that in countries 

with high scores for Hofstede’s Collectivism and Masculinity dimensions tend to have larger 

boards in absolute size. The importance of board size for strategic management decisions in a 

stressful period in the environment of an enterprise (in this case 334 hospitals in California over 

the period 1980-1985) has been shown (Goodstein et al., 1994). 

 

2.4.2. Research Gap 

In an ever-increasing global marketplace where enterprises from all over the world are competing, 

it is important to understand whether corporate governance practice is converging or whether 

cultural influences remain of vital importance when it comes to the corporate governance of these 

enterprises. This understanding is important, as even if the corporate world were to converge to 

the shareholder model as it is operating model (Hansmann & Kraakman, 2001), the simple 

diffusion of “best practice” from shareholder-model-dominant countries will not be effective in 

countries with diverging cultural settings. Furthermore, while it has been noted that differences in 
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cultural settings among regions and countries will guarantee that corporate governance rules and 

practices will continue to differ (Branson, 2001; Licht, 2001), there has been very little research 

on the actual influence of culture on either this convergence process (Ntongho, 2016) or the actual 

composition of the board of directors. This study contributes to closing this research gap. 
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CHAPTER 3. CONCEPTUAL MODEL AND HYPOTHESIS 

DEVELOPMENT 

3.1 Overview  

In this chapter I present the conceptual model for my research, introduce the cultural dimensions 

I use as the independent variables informing my assumptions, and finally develop my hypothesis 

regarding how culture influences important aspects of the structural composition of boards of 

directors globally.  

 

3.2 Conceptual Model 

By drawing on sociological theory of the phenomenon of culture, newer findings in organization 

theory emphasizing the fact that not only rational behavior of market participants prevails (new 

institutionalism), and knowledge from new institutional economics, this study will explore how 

the cultural dimensions of Power Distance (PDI), Uncertainty Avoidance (UAI), Masculinity 

(MAS), Individualism (IND), Long-term Orientation (LTO), and Indulgence (IVR) influence 

important structural elements of the composition of boards of directors around the globe. In doing 

so, this study bases itself on the theoretical background linking culture to corporate governance; 

formal institutions like corporate governance are informed by informal institutions like culture, 

reflecting the shared beliefs and common understanding within a society (Licht, 2018). As has 

already been explained by Licht (2018): “Understanding the role of culture in corporate 

governance has become a subject of growing importance. Today, no institutional analysis of 

corporate governance systems would be complete without considering the cultural environment in 
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which such systems are embedded.” Ever since culture has been made operational through 

developing cultural values (Hofstede, 1980), the causal relationship between culture and 

institutions – henceforth corporate governance – has been shown in academic research. Using 

language and religion as instrumental variables to proxy culture, Volante (2015) has shown the 

influence culture has on the structure and composition of the board of directors. This is explained 

by the path dependency relationship between corporate governance and a country’s historical 

environment (Bebchuk & Roe, 1999); prevailing corporate structures reflect previous corporate 

structures formed and influenced by the prevailing cultural environment at that previous moment. 

Guiso et al. (2006) not only show the influence culture has on economic outcomes, but by using 

instrumental variables of religion and trust to the proxy culture they also show that such a 

relationship does not suffer from the problem of reverse causality.  

 

3.3 Hypothesis Development  

3.3.1. Cultural Dimensions  

Measuring and conceptualizing culture to make it operational for quantitative research has been a 

challenge for a long time, given the largely unobservable nature of its elements and characteristics. 

Hofstede has developed four areas of common problems which ultimately were translated into the 

first four Hofstede dimensions of culture (Hofstede, 2011), which were subsequently enlarged to 

six dimensions (Hofstede et al., 2010). The validity of Hofstede’s cultural dimensions and 

underlying theoretical foundation has been the subject of academic debate (McSweeney, 2002), as 

has its relevance to today’s research, since the supporting data was collected in the late 1960s and 

early 1970s. However, although these debates have led to the establishment of newer cultural 
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dimensions – most notably those of Schwartz and Bilsky (1990) and GLOBE (House et al., 2004) 

– further research has shown a stronger convergent validity of cultural distance constructs based 

on the cultural dimensions developed by Hofstede than those based on GLOBE (Magnusson et al., 

2008). Although the academic evidence is not conclusive, the above argument and the fact that 

Hofstede’s cultural values are available for almost 100 countries have led me to use them for this 

study, with the cultural dimensions developed by GLOBE being used in the robustness test.  

3.3.1.1  Power Distance  

Power Distance defines how far less powerful individuals accept and expect an uneven distribution 

of power. Societies with high PDI scores tend to accept autocracy in leadership, centralized 

authority, and (in general) expect stratification of power and inequality. Societies with low PDI 

scores tend to question authority, have flatter organizational structures, and lean towards 

egalitarianism. 

In cultures with high PDI scores, the unequal distribution of power is accepted by the less powerful 

member of the society. Within enterprises power and authority is expected to be centralized and 

exercised only by a few senior professionals. Authority is exercised strictly and formally, and is 

seldom questioned or challenged. It has already been shown that a higher PDI score predicts lesser 

respect for the rule of law and democratic accountability as well as a greater proneness to 

corruption (Licht et al., 2007). Openness to an enhanced control mechanism and sophisticated 

supervision is small. In societies with low PDI scores, a more egalitarian approach is pursued. 

Therefore, a majority of independent directors in a board will be considered less desirable in 

countries with high PDI scores. Based on this I formulate H1: 



 
 

46 

H1: The higher the Power Distance value is in a certain country, the lower the degree of 

independence of the board of directors. 

3.3.1.2  Uncertainty Avoidance  

Uncertainty Avoidance defines “the extent to which the members of a culture feel threatened by 

ambiguous and unknown situations” (Hofstede et al., 2010, p. 191). Societies with high UAI scores 

tend to have vast and detailed laws and regulations, respect authority, and have an urge for 

consensus. Societies with low UAI scores tend to be less structurally organized, more flexible, and 

more open to diverging views. 

In cultures with high UAI scores, ambiguity is little tolerated, and it is strongly preferred that rules 

and legislation police the interaction between the members of society. Predictability of corporate 

outcomes is also preferred. Therefore, longstanding board members who gain too much 

understanding of and influence in the company are to be avoided. This is in line with findings 

(Gray & Vint, 1995) that in countries with high UAI values, “… the preference for confidentiality 

and the restriction of disclosure of information about the business only to those who are closely 

involved with its management,” is prevalent. Also, the managers’ non-diverse human capital 

investment in the firm reinforces their interest in being more in control (Faleye & Krishnan, 2017). 

Based on this I formulate H2: 

H2: The higher the Uncertainty Avoidance value is in a country, the shorter the amount of 

time directors serve on the board of directors. 
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3.3.1.3  Masculinity-Femininity  

“A society is called masculine when emotional gender roles are distinct: men are supposed to be 

assertive, tough, and focused on material success, whereas women are supposed to be more 

modest, tender, and concerned with the quality of life. A society is called feminine when emotional 

gender roles overlap: both men and women are supposed to be modest, tender, and concerned with 

the quality of life” (Hofstede et al., 2010, p. 140). Societies with a high MAS score have clearly 

defined gender roles, with men expected to be assertive and tough with a strong focus on material 

accomplishments. Societies with low MAS scores have no clearly defined gender roles, with men 

also expected to be caring and tender with a focus on non-material accomplishments. 

In cultures with high MAS scores, authority is generally given to male members of the society. 

Women are generally not involved in the management of corporations or members of the 

government. It has been shown that countries with high MAS scores will not consider the 

participation of women on corporate boards in their respective governance laws (Humphries & 

Whelan, 2017). Based on this I formulate H3:  

H3: The higher the Masculinity value is in a certain country, the lower the percentage of 

women on boards. 

3.3.1.4  Individualism-Collectivism 

“Individualism pertains to societies in which the ties between individuals are loose: everyone is 

expected to look after him- or herself and his or her immediate family. Collectivism as its opposite 

pertains to societies in which people from birth onward are integrated into strong, cohesive in-

groups, which throughout people’s lifetime continue to protect them in exchange for unquestioning 
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Table 2. List of Countries and Firms Included in the Study (2010-2015) 
# Country Number of firms 
1 Argentina 20 
2 Australia 764 
3 Austria 32 
4 Brazil 137 
5 Canada 1129 
6 China 411 
7 Colombia 19 
8 Denmark 78 
9 Egypt 11 
10 Finland 73 
11 France 532 
12 Germany 279 
13 Greece 54 
14 Hong Kong 616 
15 Hungary 13 
16 India 513 
17 Indonesia 63 
18 Israel 151 
19 Italy 171 
20 Japan 377 
21 Kuwait 12 
22 Malaysia 174 
23 Mexico 68 
24 Netherlands 153 
25 New Zealand 68 
26 Nigeria 28 
27 Philippines 42 
28 Poland 34 
29 Portugal 39 
30 Russian Federation 79 
31 Singapore 277 
32 South Africa 187 
33 South Korea 77 
34 Spain 126 
35 Sweden 209 
36 Switzerland 247 
37 Taiwan 79 
38 Thailand 45 
39 Turkey 50 
40 United Kingdom 2142 
41 United States 8765  

Total 18,344 
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loyalty” (Hofstede et al., 2010, p. 92). Societies with high IND scores place self-interest before 

group interest, accept confrontation, and focus on the horizontal relationship (husband-wife) rather 

than vertical relationships (superior-worker). Societies with low IND values place group interest 

before self-interest, strive for harmony in groups, and tend to be less concerned about individuals 

outside of their group. 

In cultures with high IND scores, a stronger sense of autonomy and self-sufficiency prevails, and 

a too large degree of control is rejected. In cultures with low IND scores (i.e., societies with a 

strong focus on collectivism), emphasis is given to groups and relatedness. Thus it has been shown 

that in cultures with high Collectivism scores, the size of the board of directors tends to be bigger 

(Li & Harrison, 2008). Based on this I formulate H4: 

H4: The higher the Individualism value is in a certain country, the smaller the absolute 

size of the board of directors. 

3.3.1.5  Long-Term Orientation  

Long-term orientation stands for the fostering of virtues oriented towards future rewards: 

perseverance and thrift. Its opposite pole, short-term orientation, stands for the fostering of virtues 

related to the past and present: in particular, respect for tradition, “saving face,” and fulfilling 

social obligations. Virtue regarding one’s tasks in life encompasses trying to acquire skills and 

education. In a business context, great focus is laid on investing in lifelong personal networks. 

Societies with high LTO values recognize the family as the nucleus of society and accept that 

unequal relationships between society’s members ensure its stability. People expect that the most 

important events will occur in the future. Societies with low LTO values orient themselves towards 

the past and the present, with a strong focus on tradition. 
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In cultures with high LTO scores, the Confucian value of education is strongly embedded. Life-

long learning is pursued strongly and willingly, even at the expense of leisure time (Hofstede & 

Minkov, 2010). Based on this I formulate H 5: 

H5: The higher the LTO value is in a certain country, the higher the level of education proxied 

by number of qualifications. 

3.3.1.6  Indulgence-Restraint 

“Indulgence stands for a tendency to allow relatively free gratification of basic and natural human 

desires related to enjoying life and having fun. Its opposite pole, restraint, reflects a conviction that 

such gratification needs to be curbed and regulated by strict social norms” (Hofstede et al., 2010, 

p. 281). Societies with high IVR values tend to have a higher number of people assessing 

themselves as happy, place great importance on freedom of speech, and emphasize the importance 

of leisure and gratification. Societies with low IVR scores boast fewer happy people, do not 

emphasize leisure and gratification, and often impose rules to restrain gratification. 

In cultures with high IVR scores, maintaining order is not considered a priority and control organs 

are kept to a minimum, while co-operation and valuing differences are important (Stoermer et al., 

2016). In countries with a stronger restraint culture, society adheres to relatively strict social norms 

and controls (Griffin et al., 2014). Based on this I formulate H6: 

H6: The higher the Indulgence value is in a certain country, the lower the absolute size of the 

board of directors.  
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CHAPTER 4. RESEARCH METHODOLOGY  

4.1 Overview  

In this chapter, I discuss the research method, present the data used for the independent and 

dependent variables as well as for the robustness test, outline the control variables, and describe 

the empirical methodology chosen (Ordinary Least Squares).  

4.2 Research Method  

The main hypothesized relationship is:  

Board of Directors Characteristics = f (Cultural Dimensions, Control Variables) 

The cultural dimensions are available at the country level. Characteristics of directors (education, 

experience, etc.) are available at the individual director level and are treated as individual 

observations. Controls will include average firm size (board size is often correlated with firm size), 

and percentage of firms in specific industries (using the Fama-French 12 industry classification, 

since industry norms may affect the composition of the board of directors).  

In the robustness tests, the Hofstede cultural dimensions will be replaced by the GLOBE cultural 

dimensions. Also, the Ordinary Least Squares (OLS) regression may be estimated without the US 

and focusing on Asian and non-Asian countries. Also, there will be univariate tests where the board 

of directors’ characteristics will be compared across countries with high/low cultural dimension 

scores. 
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4.3 Data  

I derived my sample of firms from the BoardEx database in May 2017. The BoardEx database 

provided detailed information regarding the individual characteristics of the boards of directors of 

public and large private companies across the world. Over the period from 2004 through May 

2017, I gathered a total of 30,001 firms from 134 countries. Since I only considered firms from the 

countries surveyed by both GLOBE (House et al., 2004) and Hofstede et al. (2010), I eliminated 

firms whose countries were not measured by the two studies. After merging the remaining sample 

with the Global Competitiveness Index (GCI), 27,054 firms from 49 countries between 2004 and 

May 2017 were identified. I then removed firms with incomplete or missing data (e.g., age), as 

well as excluded those countries with fewer than ten firms and those firms that could not be 

categorized using the Standard Industrial Classification (SIC) system. My final sample comprised 

565,787 director-firm-year observations and 70,939 firm-year observations for 18,344 unique 

firms from 41 countries between 2010 and 2015. Table 1 summarizes the sample selection process, 

and Table 2 presents the list of countries and the number of firms included in the study.  

Table 1. Sample Selection  
Period Countries Number of firms 

BoardEx dataset 2004-May2017 134 30,001 
GCI dataset 2007-2017 152 / 
GLOBE  2004 62 / 
Hofstede Unknown 76 / 
Sample after the first screening  
(Countries existed across four datasets) 

2004-May2017 49 27,054 

Sample after the second screening (Completed 
Data between 2010 and 2015) 

2010-2015 41 23,588 

Sample after the third screening (Countries with 
more than 10 firms) 

2010-2015 41 23,568 

Sample after the fourth screening 
(Firms within the 12 categories of SIC) 

2010-2015 41 18,505 

Final sample  2010-2015 41 18,344 
This table describes the selection of the final sample from the BoardEx, Global Competitiveness Index (GCI), Globe 
and Hofstede from the period 2004-May 2017, including the number of firms. 
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4.4 Measures  

I collected data for measures of this study from several sources. I obtained director characteristics 

(e.g., gender, number of qualifications, and time on the board) and social connections (network 

size) of the boards of directors and their company structures and sizes from BoardEx. I used a 

four-item measure of the quality of corporate governance for each country from the GCI. I used 

both the Hofstede cultural dimensions (Hofstede et al., 2010) and the cultural dimensions 

developed by GLOBE (House et al., 2004) to measure the main culture of the countries where the 

sampled firms operated. The six dimensions in Hofstede’ study are power distance, individualism, 

masculinity, uncertainty avoidance, long-term orientation, and indulgence. Each variable can take 

a value between 1 and 100. GLOBE (House et al., 2004) has nine dimensions, namely: 

performance orientation, future orientation, gender egalitarianism, assertiveness, institutional 

collectivism, in-group collectivism, power distance, humane orientation, and uncertainty 

avoidance. The measurements of the GLOBE cultural dimensions were phrased as questions on 7-

point Likert scales, from strongly agree (1) to strongly disagree (7).  

 

4.4.1. Measures of Culture 

The six measures of national culture that I use in my analysis are the dimensions of power distance, 

uncertainty avoidance, individualism, masculinity, long-term orientation, and indulgence 

(Hofstede, 1980, 2001). To run the robustness test, I use GLOBE’s nine dimensions of culture 

(House et al., 2004): performance orientation, future orientation, gender egalitarianism, 

assertiveness, institutional collectivism, in-group collectivism, power distance, humane 
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orientation, and uncertainty avoidance. Table 3 details the definitions and measurements of the 

variables.  

Measuring and conceptualizing culture, to make it operational for quantitative research has been a 

challenge for a long time, given the largely unobservable nature of its elements and characteristics. 

International Business Machines Corp. (IBM) has been conducting worldwide comparative 

attitude surveys since 1967. By 1973 over 117,000 questionnaires from 66 countries and covering 

20 languages had been obtained. The questionnaire comprised 60 core and 66 recommended 

questions which could be categorized into four groups: satisfaction, perception, personal goals and 

beliefs, and demographics. After conducting a factor analysis for 32 values across 40 countries, 

Hofstede developed four areas of common problems which were ultimately translated into the first 

four Hofstede dimensions of culture (Hofstede, 2011), which were subsequently enlarged to six 

dimensions (Hofstede et al., 2010). 

4.4.1.1 Hofstede Country-level Cultural Dimensions 

Power distance defines how far less powerful individuals accept and expect an uneven distribution 

of power. A Power Distance Index (PDI) for a country is calculated from the country’s mean scores 

for three questions from the IBM comparative survey: 

a) Non-managerial employees’ perception that employees are afraid to disagree with their 

managers. 

b) Subordinates’ perception that their boss tends to make decisions in an autocratic (1) or 

persuasive/paternalistic (2) way. 
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c) Subordinates’ preference for anything but consultative (3) style of decision-making in their boss: 

that is, for an autocratic (1), a persuasive/paternalistic (2), or a democratic (4) style. 

The country PDI is calculated using a mean score on a five-point Likert scale (1 = very frequently; 

5 = very seldom) for question a) and mean percentage values for questions b and c. The mean 

scores for question a) are multiplied by 25 to make their range and contribution roughly equal to 

the contribution of b and c. The exact formula is:  

PDI = 135 – 25(mean score employees afraid) + (% perceived managers 1+2) – (% preferred 

manager 3).  

The constant 135 has been added to give the country index values between zero (small PDI) and 

100 large PDI). The theoretical range of the index is from -90 to +210. 

Societies with a high PDI tend to accept autocracy in leadership, centralized authority, and (in 

general) expect stratification of power and inequality. Societies with a low PDI tend to question 

authority, have flatter organizational structures, and lean towards egalitarianism. 

Uncertainty avoidance defines “the extent to which the members of a culture feel threatened by 

ambiguous and unknown situations” (Hofstede et al., 2010, p. 191). An Uncertainty Avoidance 

Index (UAI) for a country is calculated based on the country’s mean scores for three questions 

from the IBM comparative survey: 

a) Rule orientation: Agreement with the statement “Company rules should not be broken – even 

when the employee thinks it is in the company’s best interest.” 

b) Employment stability: Employees’ statement that they intend to continue with the company (1) 

for two years at the most, or (2) from two to five years; this is of course taken with a negative sign. 
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c) Stress, as expressed in the mean answer to the question: “How often do you feel nervous or 

tense at work?” 

The actual computation of the UAI uses mean scores on a five-point scale for question a and c and 

mean percentage values for question b. These mean scores are multiplied by 30 (question a) and 

40 (question c) to make their range, and therefore their contribution to UAI, roughly equal to the 

range of percentage values of question b. The exact formula is: 

UAI = 300 – 30(mean score rule orientation) – (% intending to stay less than five years) – 

40(mean stress score) 

The constant 300 brings country index values in a range between eight (lowest uncertainty 

avoidance country: Singapore) and 112 (highest uncertainty avoidance country: Greece). The 

theoretical range of the index is from -150 to +230. 

Societies with high UAI tend to have vast and detailed laws and regulations, respect authority, and 

have an urge for consensus. Societies with low UAI tend to be less structurally organized, more 

flexible, and more open to diverging views. 

Individualism pertains to societies in which individuals’ social ties are loose: everyone is expected 

to look after him- or herself and his or her immediate family, while collectivism as its opposite 

pertains to societies in which individuals from birth onward are integrated into strong, cohesive 

in-groups, which throughout people’s lifetimes continue to protect them in exchange for 

unquestioning loyalty. (Hofstede et al., 2010, p. 92) The IBM data allows the computation of an 

Individualism Index (IND). The index has the two poles “Individualism” and “Collectivism.” This 

index is calculated using country mean answer scores on 6 out of 14 work goal questions, asking 

the participant to rank the relative importance of factors for an ideal job on a scale of 1 (utmost 
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importance) to 5 (of very little or no importance). The index has been brought into a range between 

zero and 100 by a simple mathematical transformation. The following factors were most strongly 

associated with the individualistic pole of the index: personal time, freedom, and challenge. Those 

associated most strongly with the collective pole were training, physical condition, and use for 

skills.  

Societies with high IND place self-interest before group interest, accept confrontation, and focus 

on the horizontal relationship (husband-wife) rather than vertical relationships (superior-worker). 

Societies with low IND place group interest before self-interest, strive for harmony in groups, and 

tend to be less concerned about individuals outside of their group. 

Masculinity refers to the extent to which a society prefers males to be assertive, tough, and focused 

on material success. “A society is called masculine when emotional gender roles are distinct: men 

are supposed to be assertive, tough, and focused on material success, whereas women are supposed 

to be more modest, tender, and concerned with the quality of life. A society is called feminine 

when emotional gender roles overlap: both men and women are supposed to be modest, tender, 

and concerned with the quality of life” (Hofstede et al., 2010, p. 140). The IBM data allows the 

computation of a Masculinity Index (MAS). The index has the two poles “Masculinity” and 

“Femininity.” This index is calculated using country mean answer scores on 8 out of 14 work goal 

questions, asking the participant to rank the relative importance of factors for an ideal job on a 

scale of 1 (utmost importance) to 5 (of very little or no importance). The following factors were 

most strongly associated with the masculine pole of the index: earnings, recognition, advancement, 

and challenge. Those most strongly associated with the feminine pole were manager, cooperation, 

living area, and employment security. Like IND, MAS has been brought into range. Societies with 

a high MAS have clearly defined gender roles, with men expected to be assertive and tough, with 
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a strong focus on material accomplishments. Societies with low MAS have no clearly defined 

gender roles, with men also expected to be caring and tender, with a focus on non-material 

accomplishments. 

Long-term orientation stands for the fostering of virtues oriented towards future rewards: 

perseverance and thrift. Its opposite pole, short-term orientation, stands for the fostering of virtues 

related to the past and present: in particular, respect for tradition, “saving face,” and fulfilling 

social obligations. Virtue regarding one’s tasks in life encompasses trying to acquire skills and 

education. In a business context, great focus is laid on investing in lifelong personal networks. The 

country values are calculated using factor scores from the following three items in the World 

Values Survey1: 

1) Thrift as a desirable trait for children: “Here is a list of qualities that children can be encouraged 

to learn at home. Which, if any, do you consider to be especially important? Please choose up to 

five.” The list included independence, hard work, feelings of responsibility, imagination, tolerance, 

respect for other people, thrift (saving money and things), determination (perseverance), religious 

faith, unselfishness, and obedience. Measured was the percentage that chose “thrift.” 

2) National pride: “How proud are you to be (name of your nationality)? Very proud, quite proud, 

not very proud, not at all proud.” Measured was the percentage that chose “very proud,” which 

scored negatively. This item measured an aspect of self-enhancement. 

3) Importance of services to others: “For each of the following, indicate how important it is in your 

life – very important, rather important, not very important, or not at all important: family, friends, 

                                                 
1 The World Values Survey is a global network of social scientists studying changing values and their impact on social 
and political life, led by an international team of scholars, with the WVS association and secretariat headquartered in 
Stockholm, Sweden. (www.worldvaluessurvey.org) 
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leisure time, politics, works, religion, service to others.” Measured was the percentage that chose 

“very important” for service to others.  

To calculate the index, the percentages for the specific items were measured (and no national 

averages were calculated for the LTO-WVS values). Societies with high LTO values recognize 

the family as the nucleus of society and accept that unequal relationships between society’s 

members ensure its stability. People expect that the most important events will occur in the future. 

Societies with low LTO values orient themselves towards the past and the present, with a strong 

focus on tradition. 

Indulgence “stands for a tendency to allow relatively free gratification of basic and natural human 

desires related to enjoying life and having fun. Its opposite pole, restraint, reflects a conviction that 

such gratification needs to be curbed and regulated by strict social norms” (Hofstede et al., 2010, 

p. 281). Three items from the World Value Survey predict Indulgence: 

1) Happiness: “Taking all things together, would you say you are very happy, quite happy, not 

very happy, or not at all happy.” Measured was the percentage that chose “very happy.” 

2) Life control: “Some people feel they have completely free choice over their lives, while other 

people feel that what they do has no real effect on what happens to them. Please use this scale 

where 1 means ‘none at all’ and ten means ‘a great deal’ to indicate how much freedom of choice 

and control you feel you have over the way your life turns out.” Measured were the average 

national scores reported by the WVS. 

3) Importance of leisure: “For each of the following, indicate how important it is in your life: very 

important, rather important, not very important, or not at all important: family, friends, leisure 
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time, politics, work, religion, service to others.” Measured was the percentage that chose “very 

important” for leisure time. 

Societies with high IVR tend to have a higher number of people assessing themselves as happy, 

place great importance on freedom of speech, and emphasize the importance of leisure and 

gratification. Societies with low IVR boast fewer happy people, do not emphasize leisure and 

gratification, and often impose rules to restrain gratification. 

4.4.1.2 GLOBE Country-level Cultural Dimensions  

“GLOBE is a multimethod, multiphase research program designed to conceptualize, 

operationalize, test, and validate a cross-level integrated theory of the relationship among culture 

and societal, organizational, and leadership effectiveness” (House et al., 2004, p. 29). Responses 

from more than 17,000 middle managers from 951 organizations in 62 societies were collected by 

over 170 researchers in the mid-1990s (House et al., 2004). The research team developed 371 

culture items in a bi-polar seven-point format to assess the following nine societal, cultural 

dimensions: 

Performance orientation indicates the degree to which a society values and encourages 

performance improvements. Societies with high-performance orientation scores are expected to 

value results more than people, praise and reward individual achievements, and assume that 

individuals are in control. Societies that score low on this dimension are expected to emphasize 

societal and family relationships, value loyalty and belongingness, and focus more on harmony 

than on control (House et al., 2004, p. 245). 

Future orientation indicates the degree to which a society and its individuals are foresighted, 

anticipative, and willing to invest now for future results and not seek instant gratification. Societies 
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with high future orientation scores are expected to thrive economically, be thrifty, and contain 

intrinsically motivated individuals. Societies that score low on this dimension are expected to be 

less economically successful, rather spend money now than save for the future, and have 

enterprises with little strategic thrust (House et al., 2004, p. 302). 

Gender egalitarianism indicates the degree to which a group is striving to eliminate gender 

inequality. In societies with high gender egalitarianism scores, women are expected to be in more 

leadership roles, hold high status in society, and possess great influence in community decision-

making. Societies scoring low on this dimension are expected to have fewer women in leadership 

positions, give low status to women in society, and offer little influence to women in community 

matters (House et al., 2004, p. 359). 

Assertiveness indicates the degree to which an assertive, aggressive and confrontational behavior 

is encouraged by society. Societies with high assertiveness scores are expected to focus on 

assertive, dominant, and tough behavior throughout society, value the strong, and strive for 

competition. Societies that score low on this dimension are expected to emphasise modesty and 

tenderness of assertiveness, focus on the weak, and stress collaboration over competition (House 

et al., 2004, p. 405). 

Individualism and collectivism are multidimensional. GLOBE applies two scales to measure the 

construct: Collectivism I – Institutional Collectivism, and Collectivism II – In-Group Collectivism 

(House et al., 2004, p. 462). Institutional collectivism indicates the degree to which institutions 

are encouraged to provide an even distribution of resources. In-group collectivism indicates the 

degree to which individuals in the group prefer loyalty, belonging, and cohesiveness. Societies 

with high collectivism scores are expected to have cohesive groups with strongly integrated 
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individuals, prioritize group targets over individual targets, and view tasks and duties as essential 

elements of social interaction. Societies with high individualism scores are expected to emphasize 

the individual as autonomous and independent of the group, looking after oneself and immediate 

family, and individual targets as more important than group targets (House et al., 2004, p. 452).  

Power distance indicates the degree to which members of the society expect and accept an unequal 

distribution of power and authority. Societies with high power distance scores are expected to be 

separated into different classes across multiple criteria, possessing robust power bases that are seen 

to bring social order, harmony, and stability. Societies scoring low on this dimension are expected 

to have a strong middle class, fluid and flexible power bases, and see power as a means of 

corruption, nepotism, and dominance (House et al., 2004, p. 536). 

Humane orientation indicates the degree to which a society prefers to have caring, generous, 

altruistic, and kind members. Societies with high humane orientation scores are expected to 

consider others important, emphasize altruism, benevolence, and kindness, and be made of 

individuals motivated by a general need for belonging. Societies that score low on this dimension 

are expected to focus on self-interest, emphasize self-enjoyment and pleasure, and motivate 

individuals through power and material possessions (House et al., 2004, p. 570). 

Uncertainty avoidance indicates the uneasiness of society to accept ambiguity and 

unpredictability. Societies with high uncertainty avoidance scores are expected to emphasize 

formalization of interactions among themselves, be orderly and detailed, and be measured and 

commensurate when taking risks. Societies scoring low on this dimension are expected to interact 

more informally, trust relationships more than formal agreements, and be less concerned about 

formal documentation (House et al., 2004, p. 618).  
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All nine cultural dimensions were measured in two perspectives: The way things are = cultural 

practices, and the way things should be = cultural values (House et al., 2004). This study will use 

cultural practices. 

4.4.2. Measures of Corporate Governance 

To characterize the degree of corporate governance in each country, I used two types of measures: 

quality of corporate governance and structural elements of corporate governance. First, I used a 

four-item index of the overall governance quality from the GCI to measure the quality of corporate 

governance for each country. Second, obtaining information from BoardEx, I used independence 

of the board, time on the board, board diversity (e.g., the percentage of women on the board), total 

size of the board, and number of qualifications held to measure the structural elements of corporate 

governance. Table 3 provides detailed variable definitions and data sources. 

4.4.3. Quality of Corporate Governance 

The overall governance quality was measured by four items from the GCI. Every year the WEF 

publishes the Global Competitiveness Report. Using over 110 variables across three sub-indices –

basic requirements, efficiency enhancers, and innovation and sophistication – with 12 pillars, the 

index benchmarks 138 countries (2016/2017) globally and monitors the progress of each country 

in becoming more competitive and prosperous. The index is compiled using two data sources: 

international public data provided by a recognized international organization like the World Bank 

or the International Monetary Fund, and data collected via the WEF’s Executive Opinion Survey. 

This survey is used to collect data for non-observable phenomena, qualitative data, and data 

regarding indicators where sufficient public data cannot be obtained. A total of 14,723 business 

executives in 141 economies were approached in 2015-2016 through the WEF’s network of partner 
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institutions. In the survey, senior executives are asked to rate indicators on a scale from 1 (low) to 

7 (high). Four items relevant to corporate governance are financial auditing and reporting 

standards, efficacy of corporate boards, protection of minority shareholders’ interests, and strength 

of investor protection.  

4.4.4. Structural Elements of Corporate Governance 

The structural elements of corporate governance were measured by items from BoardEx. They are 

board independence, time on the board, board diversity (e.g., the percentage of women on the 

board), total size of the board, and number of qualifications held. BoardEx is a subscription-based 

business intelligence service. It collects public information regarding the boards of directors and 

senior management of 16,989 companies globally (as of 2014). This information is updated daily. 

It thus holds detailed profiles of over 770,000 directors and senior managers and can also show 

the relationships between these individuals. Initially, the service was developed with guidance 

from Professor David Norburn, head of Imperial College Management School, Professor Donald 

Hambrick from Columbia Business School, and Professor Brian Boyd of Arizona State University. 

In 2014, TheStreet, Inc. completed its acquisition of Management Diagnostics Ltd. and integrated 

BoardEx within its “The Deal” unit, a media and data company. 

Each company is represented by a Company Summary page, summarizing the executive directors, 

non-executive directors, senior managers, board structure, remuneration, committee members, and 

board movements. 

Each profile has information on remuneration, including salary, bonuses, and incentive pay, and 

relational data, including education, notable achievements, other boards an individual is involved 

in, and an individual’s age and experience compared to others in the sector. The database contains 
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the name of current and past organizations, positions held, and, wherever verifiable, the start and 

end dates of these associations. This results in the creation of a network matrix qualified by 

organization and dates. The data is updated daily as share prices affect compensation information, 

such as incentive pay. Academic research using BoardEx has been published in Journal of Banking 

and Finance, Journal of Corporate Finance, Journal of Financial Economics, and Review of 

Financial Studies.  

4.4.5. Control Variables 

As previous studies have shown that demographic variables, size, and wealth can influence the 

organization of corporations as well, I chose the following control variables: gross domestic 

product per capita, corruption perception index, the rule of law, dominant religion, and total assets 

of the firm.  
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Table 3. Variable Definitions 
Variable Definitions Data source 

Cultural Measures   
Hofstede country-level cultural dimensions:  

Individualism: Individualism refers to the loose tie strength between 
individuals within the social community. 
 

Hofstede et al. (2010)  

Uncertainty avoidance Uncertainty avoidance refers to the extent to which 
individuals feel uncomfortable with ambiguous and 
uncertain situations.  
 

Power distance Power distance refers to how far less powerful individuals 
accept and expect an uneven distribution of power. 
 

Masculinity Masculinity refers to the extent to which a society prefers 
males to be assertive, tough, and focused on material 
success.  
 

Long-term orientation Long-term orientation stands for the fostering of virtues 
oriented towards future rewards: perseverance and thrift. 
 

Indulgence Indulgence refers to a tendency to allow relatively free 
gratification of basic and natural human desires related to 
enjoying life and having fun. 
 

GLOBE country-level cultural dimensions:  
Performance 
orientation 

Performance orientation indicates the degree to which a 
society values and encourages performance improvements. 
 

GLOBE (House et al., 
2004) 

Future orientation Future orientation indicates the degree to which a society 
and its individuals are foresighted, anticipative, and willing 
to invest now for future results and not seek instant 
gratification. 

  
Gender egalitarianism Gender egalitarianism indicates the degree to which a 

group is striving to eliminate gender inequality. 
  
Assertiveness Assertiveness indicates the degree to which an assertive, 

aggressive, and confrontational behavior is encouraged by 
society. 

Collectivism 
 

Institutional collectivism indicates the degree to which 
institutions are encouraged to provide an even distribution 
of resources. 

 In-group collectivism indicates the degree to which 
individuals in the group prefer loyalty, belonging, and 
cohesiveness. 

  
Humane orientation Humane orientation indicates the degree to which a society 

prefers to have caring, generous, altruistic, and kind 
members. 
 

Uncertainty avoidance Uncertainty avoidance indicates the uneasiness of society 
to accept ambiguity and unpredictability. 
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Corporate Governance Measures  

Overall governance 
quality 

The country’s composite corporate governance score, 
measured as the average score across four categories: 
strength of auditing and reporting standards, efficacy of 
corporate boards, protection of minority shareholders’ 
interests, and strength of investor protection. 

 

Strength of auditing and 
reporting standards 

The strength of auditing and reporting standards refers to 
the strength of financial auditing and reporting standards in 
a given country compared to other countries in the sample. 
 
In your country, how strong are financial auditing and 
reporting standards?  
[1 = extremely weak; 7 = extremely strong] 

Global Competitiveness 
Indicators (GCI) 
database, World 
Economic Forum, 
Executive Opinion 
Survey (Country-year 
observations between 
2010 and 2015) 
(Schwab, 2017) 

Efficacy of corporate 
boards 

In your country, to what extent is management accountable 
to investors and boards of directors?  
[1 = not at all; 7 = to a great extent] 
 

  
 

Protection of minority 
shareholders’ interests 

In your country, to what extent are the interests of minority 
shareholders protected by the legal system? 
[1 = not protected at all; 7 = fully protected] 
 

 

Strength of investor 
protection 

The strength of the Investor Protection Index  
[on a 0–10 (best) scale] 
This variable is a combination of the Extent of Disclosure 
Index (transparency of transactions), the Extent of Director 
Liability Index (liability for self-dealing), and the Ease of 
Shareholder Suit Index (shareholders’ ability to sue officers 
and directors for misconduct). 
 

Global Competitiveness 
Indicators (GCI) 
database; World 
Bank/International 
Finance Corporation, 
Doing Business 2017: 
Equal Opportunity for 
All 

Structural elements of corporate governance - Firm characteristics 
Size:   
Board size 
 

Number of all directors (i.e., executive directors, 
supervisory directors) on the board at the annual report date 
selected 
 

BoardEx 

Board independence  The proportion of the board that is independent.  
 
An independent director is defined as a director who is not 
an employee of the firm, does not have any business 
transactions with the firm, has no family ties with the 
employees of the firm, and has no other interlocking 
relationships with the firm. 
 

BoardEx plus 
calculation  
(Number of 
independent 
directors/Total number 
of directors on board)  

Diversity: The index is reflected by the percentage of women on board  
Percentage of women 
on the board 

The proportion of female directors at the annual report date 
selected 

BoardEx 

   
Structural elements of corporate governance - Director characteristics  
Time on the board Time on the board for the individual at the selected annual 

report date 
 

BoardEx 

Number of 
qualifications 

The number of qualifications held by all the directors at the 
annual report date selected 

BoardEx 
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Control Variables  
Country-level control variables:  
GDP per capita Logarithm of GPD per capita 

 
World Bank 

Corruption Perception 
Index (CPI) 

The index, which ranks 180 countries and territories by 
their perceived levels of public sector corruption according 
to experts and businesspeople, uses a scale of 0 to 100, 
where 0 is highly corrupt, and 100 is very clean.  
 

Transparency 
International 2018 

Rule of law Based on the assessment of the law and order tradition in 
the country produced by country risk rating agency 
International Country Risk (ICR).  
 
Average of the guide months of April and October of the 
monthly index between 2010 and 2015. Scale from zero to 
one, with lower scores for less tradition for law and order. 
 

International Country 
Risk (ICR) guide 
 

Dominant religion  An indicator of the dominant religion in the country in 
which the firm is headquartered, using nominal scales: 
1=Christian, 2=Islam, 3=Irreligion, 4=Hindu, 5=Buddhist, 
6=Folk religion, 7=Jewish. 
 
 
 

The Global Religious 
Landscape, Pew 
research (2012)  
A comprehensive 
demographic study of 
more than 230 countries 
and territories 
conducted by the Pew 
Research Center’s 
Forum on Religion & 
Public Life population. 

   
Firm-year level control variables:  
Size (total assets) The logarithm of the book value of beginning-year total 

assets in millions of dollars.  
 

Thomson Reuters  

 

4.5  Empirical Methodology  

4.5.1. Ordinary Least Squares (OLS) 

To explore my data, I used Ordinary Least Squares (OLS) to run the general linear model. 

4.5.2. Model specifications  

I examine the relationship between Hofstede’s (1980, 2001) cultural dimensions and elements of 

corporate governance. I regress cultural dimensions (independent variables) on director-level year-
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observations of corporate governance elements (dependent variables). My OLS specification is as 

follows. 

Corporate Governance structural elementi,j,t = β1Ln(GDP per capita)_ctry + β2CPI_ctryj 

+ β3Rule of law_ctryj + β4Dominant religion_ctryj + β5Ln(Total assets per company)i,j + 

β6Industry FEs + β6Hofstede cultural dimensionsj + ei, j, t-1  

where for director i from country j in year t, the Corporate Governance structural element can be 

one of the five presented earlier. To control for industry effects, I include industry fixed effects 

based on a two-digit standard industry classification code. In order to account for the fact that a 

significant portion the observations come from the US, all regressions have also been conducted 

eliminating the US observations. I have also run the regression without Asian country values, as 

well as only for Asian countries. 

Subsequently, I investigate the influence of structural elements of the board of directors on the 

quality of corporate governance, and more specifically the moderating effect of cultural 

dimensions on the relationship between the structural element of the board of directors and the 

quality of the corporate governance. The following multiple regression equation is estimated: 

Quality of corporate governance = Structural element of the board of directors + cultural 

dimensions + Interaction (Structural elements of the board of directors and Cultural 

dimensions) 

To avoid potentially problematic high multicollinearity with the interaction term, the variables 

were centered, and an interaction term between a structural element of the board of directors and 

cultural dimensions was created.   
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CHAPTER 5. DATA ANALYSIS AND RESULTS 

5.1 Overview 

In this chapter, the descriptive statistics of the variables are presented as well as the main findings.  

5.2 Descriptive Statistics 

Table 4. Descriptive Statistics on Governance Index Scores 
# Country n 

Strength 
audit 

standard 
Efficacy Protection 

Strength 
investor 

protection 
Overall 

governance  
1 Argentina 20 3.839 4.175 3.408 4.962 4.096 
2 Australia 764 5.924 5.679 5.086 5.700 5.597 
3 Austria 32 5.709 5.263 4.900 4.837 5.177 
4 Brazil 137 4.986 4.735 4.533 5.505 4.940 
5 Canada 1129 6.179 5.626 5.404 8.225 6.359 
6 China 411 4.551 4.380 4.199 4.898 4.507 
7 Colombia 19 4.500 4.910 4.095 8.032 5.384 
8 Denmark 78 5.494 5.382 5.012 6.408 5.574 
9 Egypt 11 4.070 3.774 3.881 4.698 4.106 
10 Finland 73 6.338 5.753 6.075 5.678 5.961 
11 France 532 5.449 5.263 4.563 5.661 5.234 
12 Germany 279 5.575 5.321 4.821 5.207 5.231 
13 Greece 54 4.380 3.912 4.377 4.310 4.245 
14 Hong Kong 616 6.097 5.180 5.322 8.777 6.344 
15 Hungary 13 5.038 4.154 3.969 4.483 4.411 
16 India 513 4.649 4.407 4.274 6.395 4.931 
17 Indonesia 63 4.491 4.757 4.445 6.030 4.931 
18 Israel 151 5.554 4.573 4.778 8.004 5.727 
19 Italy 171 4.144 3.893 3.421 6.024 4.371 
20 Japan 377 5.707 5.344 5.187 6.782 5.755 
21 Kuwait 12 4.601 3.911 4.132 5.973 4.654 
22 Malaysia 174 5.544 5.474 5.256 8.303 6.144 
23 Mexico 68 4.909 4.490 4.249 5.899 4.887 
24 Netherlands 153 5.924 5.558 5.307 4.807 5.399 
25 New Zealand 68 6.309 6.023 5.898 9.201 6.858 
26 Nigeria 28 4.281 4.482 3.905 5.728 4.599 
27 Philippines 42 5.056 4.953 4.354 4.171 4.634 
28 Poland 34 5.033 4.464 4.061 6.061 4.905 
29 Portugal 39 4.799 4.341 4.340 5.981 4.865 
30 Russian 

Federation 79 3.962 4.317 3.287 4.847 4.103 
31 Singapore 277 6.195 5.772 5.501 9.006 6.619 
32 South Africa 187 6.591 5.956 5.988 7.749 6.571 
33 South Korea 77 4.395 3.967 3.582 5.967 4.478 
34 Spain 126 4.637 4.442 3.999 5.297 4.594 
35 Sweden 209 6.027 5.731 5.659 6.219 5.909 
36 Switzerland 247 5.706 5.493 4.786 3.670 4.914 
37 Taiwan 79 5.601 5.027 5.006 5.965 5.400 
38 Thailand 45 5.023 4.642 4.677 7.373 5.429 
39 Turkey 50 4.650 4.418 4.199 6.126 4.848 
40 United 

Kingdom 2142 5.810 5.386 5.256 7.954 6.101 
41 United States 8765 5.335 5.332 4.908 7.924 5.875 
 Mean  5.197 4.894 4.637 6.216 5.236 
 Std. Deviation  0.739 0.647 0.712 1.421 0.749 
 Total 18344      

Note: This table presents the country means of governance index scores; n=number of firms 
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The scores of the four country-level governance related factors, as well as the overall governance 

scores for the 41 countries, are shown in Table 4. South Africa, Finland, and New Zealand boast 

the highest values, with 6.591, 6.338, and 6.3009 respectively when it comes to strength of audit 

standard. The lowest scores are achieved by Nigeria, the Russian Federation, and Argentina, with 

values of 4.281, 3.962, and 3.839 respectively. Looking at efficacy of corporate boards as 

measured by management’s accountability to investors, New Zealand, South Africa, and 

Singapore perform the best (6.023, 5.956, and 5.772 respectively), while Greece, Kuwait, and 

Egypt fare the worst (3.912, 3.911, and 3.774 respectively). Considering protection of the interests 

of minority shareholders, the most favorable locations are Finland (6.075), South Africa (5.988), 

and New Zealand (5.898), while countries like Italy (3.421), Argentina (3.408), and the Russian 

Federation (3.287) are least focused on protecting the interests of minority shareholders. Lastly, 

investors seem to be best protected in New Zealand (9.201), Singapore (9.006), and Hong Kong 

(8.777), while in countries like Greece (4.310), the Philippines (4.171), and Switzerland (3.670) 

this protection seems to be the weakest. Resulting from these four criteria the overall, country-

level governance quality seems to be best in New Zealand (6.858), Singapore (6.619), and South 

Africa (6.571), while Egypt (4.106), the Russian Federation (4.103), and Argentina (4.096) are at 

the bottom end of this measurement spectrum.  
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Table 5. Cultural Value Scores 

  Hofstede culture dimensions 

# Country Power 
distance Individualism Masculinity Uncertainty 

avoidance 
Long-term 
orientation Indulgence 

1 Argentina 49 46 56 86 20 62 
2 Australia 36 90 61 51 21 71 
3 Austria 11 55 79 70 60 63 
4 Brazil 69 38 49 76 44 59 
5 Canada 39 80 52 48 36 68 
6 China 80 20 66 30 87 24 
7 Colombia 67 13 64 80 13 83 
8 Denmark 18 74 16 23 35 70 
9 Egypt 70 25 45 80 7 4 

10 Finland 33 63 26 59 38 57 
11 France 68 71 43 86 63 48 
12 Germany 35 67 66 65 83 40 
13 Greece 60 35 57 100 45 50 
14 Hong Kong 68 25 57 29 61 17 
15 Hungary 46 80 88 82 58 31 
16 India 77 48 56 40 51 26 
17 Indonesia 78 14 46 48 62 38 
18 Israel 13 54 47 81 38 0 
19 Italy 50 76 70 75 61 30 
20 Japan 54 46 95 92 88 42 
21 Kuwait 90 25 40 80 0 0 
22 Malaysia 100 26 50 36 41 57 
23 Mexico 81 30 69 82 24 97 
24 Netherlands 38 80 14 53 67 68 
25 New Zealand 22 79 58 49 33 75 
26 Nigeria 80 30 60 55 13 84 
27 Philippines 94 32 64 44 27 42 
28 Poland 68 60 64 93 38 29 
29 Portugal 63 27 31 99 28 33 
30 Russian 

Federation 
93 39 36 95 81 20 

31 Singapore 74 20 48 8 72 46 
32 South Africa 49 65 63 49 34 63 
33 South Korea 60 18 39 85 100 29 
34 Spain 57 51 42 86 48 44 
35 Sweden 31 71 5 29 53 78 
36 Switzerland 34 68 70 58 74 66 
37 Taiwan 58 17 45 69 93 49 
38 Thailand 64 20 34 64 32 45 
39 Turkey 66 37 45 85 46 49 
40 United 

Kingdom 
35 89 66 35 51 69 

41 United States 40 91 62 46 26 68  
Mean 56.537 48.659 52.293 63.439 47.610 48.634 

 Std. Deviation 22.687 24.408 18.499 23.560 24.512 23.249 
Note: This table presents societal values scores for sample countries 

 

In Table 5 the country value scores for the Hofstede cultural dimensions are summarized. When it 

comes to accepting inequality in a society as well as expecting a strongly skewed distribution of 

power, Malaysia (100), the Philippines (94), and Kuwait (90) lead the way, while in countries like 

New Zealand (22), Israel (13), and Austria (11) these attributes are little accepted or expected. The 

most individualistic countries in the list, where people are brought up to look after themselves and 

become self-sufficient early on, are the US (91), Australia (90), and the UK (89), while in countries 
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like Taiwan (17), Indonesia (14), and Colombia (13) there is a great concern for the broader group. 

In countries like Japan (95), Hungary (88), and Austria (79) exists the highest prevalence of 

decisive and aggressive management paired with the problem resolution mechanic of “the 

strongest is the winner,” while in countries like Denmark (16), the Netherlands (14), and Sweden 

(5) management occurs predominantly by consensus and resolutions arrived at through 

compromise. The ability to live with ambiguity and uncertainness seems to be the weakest in 

Greece (100), Portugal (99), and Japan (88), while the culture in countries like China (30), 

Denmark (23), and Singapore (8) allows for a relaxed attitude towards such circumstances. 

Unsurprisingly, in countries with more or less Confucian heritage the orientation of the society is 

much more long-term, with South Korea scoring 100, Taiwan 93, and Japan 88, while countries 

like Nigeria (13), Colombia (13), and Egypt (7) score very low. Lastly, in countries like Mexico 

(97), Nigeria (84), and Colombia (83) high importance is attached to leisure and having friends 

while in China (24), the Russian Federation (20), and Egypt (4) these attributes are least relevant 

in society.   



 
 

74 

Table 6. Descriptive Statistics on Control Variables 
# Country n Log total assets  

(in millions) 
Log GDP per 

capita CPI Rule of law Dominant 
religion 

   Mean (Stdev) Mean (Stdev) Mean (Stdev) Mean (Stdev) Mean (Stdev) 
1 Argentina 20 10.072 (0.715) 4.099 (0.033) 32.656 (2.071) 0.355 (0.037) 1 (0) 
2 Australia 764 8.617 (1.012) 4.787 (0.039) 82.765 (3.544) 0.917 (0) 1 (0) 
3 Austria 32 9.281 (0.661) 4.687 (0.026) 73.872 (3.895) 1 (0) 1 (0) 
4 Brazil 137 10.14 (0.729) 4.056 (0.06) 40.379 (2.532) 0.333 (0) 1 (0) 

5 Canada 112
9 8.877 (1.159) 4.692 (0.033) 83.39 (2.608) 0.917 (0) 1 (0) 

6 China 411 10.028 (1.151) 3.821 (0.081) 37.276 (1.683) 0.594 (0.028) 3 (0) 
7 Colombia 19 12.841 (1.634) 3.866 (0.052) 36.414 (0.667) 0.333 (0) 1 (0) 
8 Denmark 78 10.075 (0.813) 4.77 (0.026) 91.703 (1.267) 1 (0) 1 (0) 
9 Egypt 11 10.383 (0.665) 3.513 (0.034) 33.961 (2.589) 0.504 (0.018) 2 (0) 

10 Finland 73 9.194 (0.696) 4.676 (0.029) 90.475 (1.739) 1 (0) 1 (0) 
11 France 532 9.304 (1.087) 4.61 (0.029) 69.902 (0.987) 0.833 (0) 1 (0) 
12 Germany 279 9.021 (1.018) 4.651 (0.026) 79.501 (1.072) 0.833 (0) 1 (0) 
13 Greece 54 9.343 (0.722) 4.353 (0.056) 39.093 (4.429) 0.75 (0) 1 (0) 
14 Hong Kong 616 10.088 (1.03) 4.583 (0.037) 77.301 (3.878) 0.833 (0) 3 (0) 
15 Hungary 13 11.52 (1.484) 4.124 (0.025) 51.777 (2.784) 0.667 (0) 1 (0) 
16 India 513 10.994 (0.815) 3.176 (0.025) 35.916 (2.452) 0.688 (0.037) 4 (0) 
17 Indonesia 63 12.447 (2.02) 3.544 (0.017) 33.636 (1.866) 0.475 (0.038) 2 (0) 
18 Israel 151 8.734 (1.289) 4.542 (0.028) 60.288 (0.947) 0.833 (0) 7 (0) 
19 Italy 171 9.781 (0.938) 4.538 (0.033) 41.949 (1.927) 0.667 (0) 1 (0) 
20 Japan 377 12.157 (0.648) 4.592 (0.05) 75.367 (1.622) 0.833 (0) 3 (0) 
21 Kuwait 12 9.509 (0.27) 4.594 (0.102) 45.55 (2.644) 0.73 (0.081) 2 (0) 
22 Malaysia 174 9.52 (0.852) 4.019 (0.03) 49.851 (2.316) 0.667 (0) 2 (0) 
23 Mexico 68 10.645 (0.613) 3.992 (0.024) 32.662 (1.965) 0.285 (0.041) 1 (0) 
24 Netherlands 153 9.626 (1.051) 4.698 (0.027) 84.841 (2.256) 1 (0) 1 (0) 
25 New Zealand 68 9.051 (0.666) 4.608 (0.034) 91.274 (1.051) 0.917 (0) 1 (0) 
26 Nigeria 28 11.339 (0.983) 3.455 (0.04) 26.063 (0.951) 0.333 (0) 1 (0) 
27 Philippines 42 11.219 (0.692) 3.431 (0.031) 34.343 (3.637) 0.417 (0) 1 (0) 
28 Poland 34 10.17 (0.667) 4.127 (0.022) 59.076 (3.271) 0.75 (0) 1 (0) 
29 Portugal 39 9.701 (0.891) 4.331 (0.027) 62.236 (1.341) 0.833 (0) 1 (0) 
30 Russian Federation 79 11.62 (0.93) 4.12 (0.09) 26.959 (2.254) 0.535 (0.068) 1 (0) 
31 Singapore 277 9.166 (0.943) 4.731 (0.024) 86.996 (3.141) 0.833 (0) 5 (0) 
32 South Africa 187 9.846 (0.781) 3.833 (0.048) 43.084 (1.302) 0.368 (0.041) 1 (0) 
33 South Korea 77 13.288 (0.896) 4.416 (0.025) 54.771 (0.758) 0.833 (0) 3 (0) 
34 Spain 126 9.565 (0.92) 4.463 (0.03) 60.743 (2.356) 0.833 (0) 1 (0) 
35 Sweden 209 10.048 (0.982) 4.75 (0.03) 89.438 (2.06) 1 (0) 1 (0) 
36 Switzerland 247 9.756 (0.977) 4.921 (0.021) 86.214 (0.869) 0.833 (0) 1 (0) 
37 Taiwan 79 11.351 (1.015) 4.34 (0.017) 61.16 (0.762) 0.833 (0) 6 (0) 
38 Thailand 45 11.147 (0.856) 3.769 (0.015) 36.689 (1.584) 0.417 (0) 5 (0) 
39 Turkey 50 10.403 (0.677) 4.069 (0.023) 45.902 (3.244) 0.544 (0.042) 2 (0) 

40 United Kingdom 214
2 8.234 (1.179) 4.634 (0.024) 77.474 (2.327) 0.843 (0.027) 1 (0) 

41 United States 876
5 9.166 (0.937) 4.722 (0.023) 73.391 (1.701) 0.833 (0) 1 (0) 

 Mean (Stdev)  9.446 (1.332) 4.568 (70.504) 70.504 (14.144) 0.809 (0.122) 1.431 (1.079) 
 Total 18344     

Note: This table presents the country means of control variables; n=number of firms 
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Table 7. Descriptive Statistics on Dependent Variables  

# Country n 
Ratio of 
board 

independence 
Time on the board Gender 

Total 
directors on 
the board 

Number of qualifications 

1 Argentina 20 0.409 (0.209) 6.322(5.263) 0.047 (0.212) 10.454 (2.862) 1.609 (1.11) 
2 Australia 764 0.566 (0.259) 5.261(5.215) 0.099 (0.299) 6.426 (2.108) 2.091 (1.367) 
3 Austria 32 0.389 (0.225) 7.263(5.649) 0.086 (0.28) 14.297 (4.702) 1.375 (1.315) 
4 Brazil 137 0.326 (0.232) 4.62(4.752) 0.061 (0.24) 8.889 (2.541) 2.097 (1.28) 
5 Canada 1129 0.659 (0.251) 6.58(6.331) 0.099 (0.298) 8.753 (3.428) 2.161 (1.284) 
6 China 411 0.410 (0.173) 3.965(3.525) 0.098 (0.297) 9.14 (3.405) 1.929 (1.206) 
7 Colombia 19 0.480 (0.215) 4.767(5.241) 0.107 (0.309) 7.75 (1.753) 2.564 (1.464) 
8 Denmark 78 0.354 (0.21) 5.957(5.964) 0.157 (0.364) 11.07 (3.791) 1.631 (1.373) 
9 Egypt 11 0.145 (0.163) 4.249(3.948) 0.068 (0.251) 11.645 (2.608) 1.673 (1.157) 

10 Finland 73 0.808 (0.296) 5.208(4.684) 0.252 (0.434) 8.182 (5.762) 1.841 (1.022) 
11 France 532 0.37 (0.229) 6.849(6.796) 0.209 (0.407) 11.699 (4.701) 1.471 (1.255) 
12 Germany 279 0.100 (0.215) 5.563(5.369) 0.104 (0.306) 13.166 (6.494) 1.4 (1.236) 
13 Greece 54 0.364 (0.183) 6.089(6.055) 0.088 (0.283) 10.511 (3.437) 1.807 (1.144) 
14 Hong Kong 616 0.377 (0.113) 6.895(6.998) 0.096 (0.295) 10.708 (3.36) 2.006 (1.47) 
15 Hungary 13 0.382 (0.299) 7.618(6.223) 0.046 (0.209) 8.832 (2.194) 2.019 (1.484) 
16 India 513 0.470 (0.179) 6.588(7.099) 0.073 (0.26) 10.198 (2.881) 2.264 (1.283) 
17 Indonesia 63 0.211 (0.072) 5.466(5.293) 0.086 (0.281) 13.337 (3.525) 2.016 (1.26) 
18 Israel 151 0.493 (0.256) 5.862(5.651) 0.169 (0.375) 8.272 (2.765) 2.073 (1.082) 
19 Italy 171 0.468 (0.205) 5.889(6.085) 0.149 (0.356) 13.673 (5.928) 1.427 (1.07) 
20 Japan 377 0.139 (0.164) 5.437(5.837) 0.019 (0.138) 12.197 (4.792) 0.471 (0.801) 
21 Kuwait 12 0.077 (0.189) 4.023(4.49) 0.068 (0.253) 9.209 (4.521) 1.232 (1.192) 
22 Malaysia 174 0.484 (0.148) 8.288(8.039) 0.106 (0.307) 8.37 (2.354) 1.992 (1.398) 
23 Mexico 68 0.460 (0.161) 8.558(8.443) 0.055 (0.229) 13.009 (3.497) 1.766 (1.258) 
24 Netherlands 153 0.493 (0.255) 4.951(4.645) 0.128 (0.334) 9.458 (3.183) 1.812 (1.23) 
25 New Zealand 68 0.657 (0.251) 5.321(5.871) 0.172 (0.377) 6.877 (1.532) 1.981 (1.266) 
26 Nigeria 28 0.132 (0.171) 4.748(4.751) 0.145 (0.353) 10.748 (2.824) 2.785 (1.824) 
27 Philippines 42 0.296 (0.12) 9.567(8.288) 0.078 (0.268) 11.333 (2.63) 2.193 (1.286) 
28 Poland 34 0.167 (0.145) 4.346(4.055) 0.114 (0.317) 13.573 (3.736) 2.335 (1.346) 
29 Portugal 39 0.260 (0.160) 6.162(5.829) 0.079 (0.269) 15.189 (7.506) 1.991 (1.423) 
30 Russian Federation 79 0.277 (0.191) 4.291(4.463) 0.085 (0.279) 13.062 (5.521) 2.039 (1.209) 
31 Singapore 277 0.508 (0.201) 6.898(7.079) 0.078 (0.267) 8.043 (2.122) 2 (1.317) 
32 South Africa 187 0.518 (0.164) 6.268(6.057) 0.178 (0.383) 10.888 (3.407) 2.544 (1.506) 
33 South Korea 77 0.224 (0.278) 3.329(3.375) 0.017 (0.129) 8.446 (2.367) 1.68 (1.388) 
34 Spain 126 0.372 (0.187) 7.103(7.175) 0.123 (0.329) 12.181 (3.419) 1.754 (1.4) 
35 Sweden 209 0.605 (0.282) 6.333(6.067) 0.256 (0.437) 8.953 (2.502) 1.709 (1.231) 
36 Switzerland 247 0.45 (0.387) 6.765(6.439) 0.098 (0.298) 9.198 (3.948) 2.083 (1.225) 
37 Taiwan 79 0.27 (0.153) 6.624(7.39) 0.053 (0.225) 10.884 (3.194) 1.678 (1.207) 
38 Thailand 45 0.437 (0.115) 7.387(7.8) 0.105 (0.306) 13.667 (3.052) 4.352 (2.693) 
39 Turkey 50 0.205 (0.156) 5.562(6.802) 0.097 (0.296) 9.676 (2.516) 1.954 (1.148) 
40 United Kingdom 2142 0.373 (0.323) 5.869(5.906) 0.097 (0.296) 7.251 (2.876) 1.595 (1.207) 
41 United States 8765 0.567 (0.353) 7.614(7.468) 0.105 (0.306) 9.221 (5.481) 2.018 (1.175) 
 Mean (Stdev)  0.490 (0.323) 6.789(6.861) 0.107 (0.309) 9.448 (4.853) 1.920 (1.278) 
 Total 18344      

Note: This table presents the country means of dependent variables; n=number of firms 
 

Table 7 shows the descriptive statistics for the dependent variables for the countries covered in 

this research, more specifically the countries’ mean values. Directors stay the longest on boards in 

the Philippines (9.5 years), Mexico (8.5 years), and Malaysia (8.2 years), while relatively briefly 

on boards in Kuwait (4 years), China (3.9 years), and South Korea (3.3 years). Considering the 

number of qualifications, the highest scores are reached in Thailand (4.3), Colombia (2.6), and 

South Africa (2.5), whereas Japan (0.4), Kuwait (1.2) and Germany (1.4) have the lowest scores. 
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We find the highest degree of gender diversity in Sweden (25.6%), Finland (25.2%), and France 

(21%), while there is very little gender diversity in Hungary (4.6%), Japan (1.9%), and South 

Korea (1.7%). The largest boards as measured by the total number of individual directors sitting 

at the table are in Portugal (15.2), Austria (14.3), and Thailand (13.7), and the smallest ones are in 

Australia (6.4), New Zealand (6.9), and the UK (7.3). Lastly, the degree of independence of the 

board of directors is the highest in Finland with 88.5%, Canada with 80.8%, and New Zealand 

with 75.9%. In Egypt (5%), Portugal (4.4%), and Poland (1.5%) the degree of board independence 

is lowest.  
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Table 8. Distribution of Hofstede Culture Dimensions 
  Hofstede Culture Dimensions  

Overall 
governance 

Country 
Power 

distance 
Individualism Masculinity 

Uncertainty 
avoidance 

Long-term 
orientation 

Indulgence 
Mean cultural 

value 

1st 
Quartile 

Argentina 
China 
Egypt 
Greece 

Hungary 
Italy 

South Korea 
Nigeria 

Russian Federation 
Spain 

64.5 42.0 55.9 77.4 52.0 37.8 54.9 

2nd 
Quartile 

Austria 
Brazil 
India 

Indonesia 
Kuwait 
Mexico 

Philippines 
Poland 

Portugal 
Switzerland 

Turkey 

66.5 39.5 55.7 70.5 41.3 45.6 53.2 

3rd 
Quartile 

Australia 
Colombia 
Denmark 
France 

Germany 
Israel 

Netherlands 
Taiwan 

Thailand 

44.1 54.0 43.3 63.6 49.4 52.7 51.2 

4th 
Quartile 

Canada 
Finland 

Hong Kong 
Japan 

Malaysia 
New Zealand 

Singapore 
South Africa 

Sweden 
United Kingdom 

United States 

49.5 59.5 52.9 43.6 48.5 58.2 52.0 

 

Table 8 ranks the countries by their corporate governance quality and shows the associated mean 

cultural values. Some clear tendencies can be identified. The lower the uncertainty avoidance 

value (generally below 50), the better the perceived quality of corporate governance as measured 

by the Global Competitiveness Report. Equally, a relatively high individualism score (around 60 

and above) seems to be linked to great satisfaction with the corporate governance structures in a 

country. The same holds for the cultural dimension of indulgence (above 50). According to the 

above table, the degree of masculinity within a country does not have a significant impact on the 

experienced quality of corporate governance.   
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Table 9. Descriptive Statistics for Firms per Sector 
# Country 1 2 3 4 5 6 7 8 9 10 11 12 n 
1 Argentina 60 0 0 300 0 4 58 0 0 0 188 283 893 
2 Australia 979 289 718 2311 260 886 465 117 741 1168 2522 9544 20000 
3 Austria 210 54 131 316 0 79 0 78 0 9 321 508 1706 
4 Brazil 672 0 173 1075 66 60 203 110 190 163 858 1506 5076 
5 Canada 1910 220 1023 6199 426 1261 629 752 982 1561 4799 13021 32783 
6 China 1294 702 922 1657 300 1093 341 183 654 971 1453 4577 14147 
7 Colombia 27 0 0 144 0 0 0 0 37 4 183 130 525 
8 Denmark 358 65 202 163 92 90 81 72 7 623 586 762 3101 
9 Egypt 10 0 0 0 0 0 46 0 0 0 204 95 355 

10 Finland 281 120 248 130 37 151 162 0 179 93 191 760 2352 
11 France 1789 931 645 1052 148 2097 226 1082 819 1662 2698 6231 19380 
12 Germany 650 820 1207 515 345 1314 489 445 323 925 1216 2653 10902 
13 Greece 44 54 50 293 0 66 64 0 115 68 528 1334 2616 
14 Hong Kong 2562 770 657 1678 266 1007 528 868 638 743 2453 9709 21879 
15 Hungary 7 13 0 34 0 0 59 0 0 22 87 40 262 
16 India 1161 636 916 1674 830 872 657 365 276 1272 3299 4951 16909 
17 Indonesia 295 82 36 410 0 20 261 0 140 44 401 728 2417 
18 Israel 228 75 61 90 126 1068 289 463 163 821 426 446 4256 
19 Italy 696 407 275 803 12 196 166 375 54 207 2679 2106 7976 
20 Japan 1114 951 854 842 1010 577 397 1264 275 650 1556 2595 12085 
21 Kuwait 0 0 0 101 7 0 0 0 0 0 86 26 220 
22 Malaysia 458 0 255 484 74 179 165 105 85 20 599 1926 4350 
23 Mexico 604 28 0 128 83 0 183 0 278 53 472 1698 3527 
24 Netherlands 339 133 129 320 156 446 132 113 313 198 1054 1544 4877 
25 New Zealand 120 16 14 171 41 53 28 24 46 123 154 455 1245 
26 Nigeria 210 0 0 165 14 14 0 0 0 10 371 158 942 
27 Philippines 129 0 8 372 0 0 131 55 0 63 498 606 1862 
28 Poland 27 57 28 256 100 109 153 0 9 93 454 466 1752 
29 Portugal 234 49 0 281 0 59 167 0 105 18 487 466 1866 
30 Russia 35 9 32 1134 154 0 147 0 130 33 905 976 3555 
31 Singapore 722 13 1036 530 146 125 280 317 116 194 713 4540 8732 
32 South Africa 877 139 448 90 166 325 100 413 554 232 1287 3513 8144 
33 South Korea 102 218 105 164 139 89 69 146 92 16 512 363 2015 
34 Spain 612 86 270 729 30 154 284 308 172 391 783 2199 6018 
35 Sweden 327 476 190 169 64 657 77 47 232 698 1120 2872 6929 
36 Switzerland 759 19 517 323 312 342 75 226 246 685 1815 1314 6633 
37 Taiwan 134 0 0 110 67 702 166 384 61 72 988 490 3174 
38 Thailand 189 0 0 491 68 0 162 0 110 45 354 403 1822 
39 Turkey 79 100 0 62 36 0 88 73 54 6 691 515 1704 
40 United Kingdom 2613 755 1905 3717 575 4304 758 1747 2516 4125 14015 18232 55262 
41 United States 11450 5134 8860 17504 5592 26583 5294 19344 10640 31980 63670 55487 261538 

 Total 34367 13421 21915 46987 11742 44982 13580 29476 21352 50061 117676 160228 565787 
Note 1: This table presents the number of observations by country and sector; n=number of observations 
Note 2: 1=Consumer Non-Durables, 2=Consumer Durables, 3=Manufacturing, 4=Oil, Gas, and Coal Extraction and Products, 5=Chemicals and 
Allied Products, 6=Business Equipment, 7=Telephone and Television Transmission, 8=Utilities, 9=Wholesale, Retail, and Some Services, 
10=Healthcare, Medical Equipment, and Drugs, 11=Finance, 12=Other 

  



 
 

79 

Table 10. Descriptive Statistics on Control Variables (Sector) 
SIC n Log total assets Log GDP per capita in 

USD CPI Rule of law Dominant 
religion 

  Mean (Stdev) Mean (Stdev) Mean (Stdev) Mean (Stdev) Mean (Stdev) 

1 960 9.528 (1.146) 4.505 (0.394) 69.278(16.249) 0.79(0.148) 1.653(1.179) 

2 336 9.823 (1.286) 4.526 (0.386) 69.271(15.91) 0.809(0.114) 1.676(1.122) 

3 631 9.274 (1.099) 4.555 (0.377) 72.325(14.51) 0.816(0.105) 1.624(1.206) 

4 1483 9.636 (1.368) 4.517 (0.394) 71.623(15.066) 0.81(0.132) 1.347(0.931) 

5 358 9.777 (1.353) 4.517 (0.437) 70.542(14.912) 0.812(0.1) 1.64(1.224) 

6 2007 8.905 (1.251) 4.627 (0.272) 74.358(9.208) 0.831(0.065) 1.332(1.12) 

7 389 9.895 (1.489) 4.475 (0.43) 69.736(15.448) 0.795(0.138) 1.558(1.266) 

8 733 9.303 (1.219) 4.64 (0.232) 73.633(9.525) 0.824(0.075) 1.502(1.243) 

9 584 9.42 (1.041) 4.583 (0.309) 72.183(13.864) 0.804(0.133) 1.344(0.917) 

10 2137 8.63 (1.256) 4.635 (0.292) 74.493(9.697) 0.832(0.068) 1.32(1.111) 

11 3386 9.976 (1.475) 4.586 (0.336) 73.142(12.676) 0.814(0.109) 1.28(0.864) 

12 5340 9.36 (1.216) 4.547 (0.363) 72.878(13.73) 0.816(0.124) 1.435(1.04) 

 Mean (Stdev) 9.446 (1.332) 4.568 (70.504) 70.504 (14.144) 0.809 (0.122) 1.431 (1.079) 

Total 18344      
Note 1: This table presents the sector means and standard deviations of control variables; SIC=Standard Industrial Classification; n=number of firms 
Note 2: CPI (Max100); Age (Years); Type of law (1=common law; 2=civil law; 3=Islamic law; 4=mixed law); Rule of law (Ratio: 0-1); Dominant religion (1=Christian; 
2=Islam; 3=Irreligion; 4=Hindu; 5=Buddhist; 6=Folk religion; 7=Jewish) 
Note 3: 1=Consumer Non-durables, 2=Consumer Durables, 3=Manufacturing, 4=Oil, Gas, and Coal Extraction and Products, 5=Chemicals and Allied Products, 6=Business 
Equipment, 7=Telephone and Television Transmission, 8=Utilities, 9=Wholesale, Retail, and Some Services, 10=Healthcare, Medical Equipment, and Drugs, 11=Finance, 
12=Other 

 

Table 11. Descriptive Statistics on Dependent Variables (Sector) 

SIC n 
The ratio of 

board 
independence 

Time on the 
board Gender Total directors on 

the board 
Number of 

qualifications 

  Mean (Stdev) Mean (Stdev) Mean (Stdev) Mean (Stdev) Mean (Stdev) 

1 960 0.490 (0.283) 7.572(7.825) 0.128 (0.334) 10.021 (4.88) 1.721 (1.314) 

2 336 0.502 (0.307) 7.274(7.137) 0.118 (0.323) 10.607 (4.404) 1.695 (1.262) 

3 631 0.522 (0.319) 7.191(6.995) 0.089 (0.284) 8.892 (3.035) 1.826 (1.283) 

4 1483 0.471 (0.305) 5.294(5.651) 0.078 (0.268) 9.147 (4.12) 2.004 (1.305) 

5 358 0.508 (0.322) 6.4(6.273) 0.092 (0.289) 9.353 (4.014) 1.895 (1.254) 

6 2007 0.411 (0.351) 6.208(6.137) 0.083 (0.275) 7.305 (2.775) 1.891 (1.125) 

7 389 0.466 (0.299) 5.946(6.115) 0.097 (0.296) 9.761 (4.118) 1.952 (1.244) 

8 733 0.653 (0.283) 8.082(7.41) 0.102 (0.303) 8.892 (3.031) 2.033 (1.253) 

9 584 0.545 (0.283) 7.45(7.604) 0.145 (0.353) 9.186 (3.165) 1.711 (1.223) 

10 2137 0.486 (0.347) 5.713(6.072) 0.109 (0.312) 7.897 (2.917) 2.278 (1.305) 

11 3386 0.479 (0.359) 7.434(7.045) 0.124 (0.33) 11.45 (6.793) 1.893 (1.266) 

12 5340 0.485 (0.296) 6.764(6.952) 0.103 (0.304) 9.125 (4.519) 1.891 (1.295) 

 Mean (Stdev) 0.490 (0.323) 6.789(6.861) 0.107 (0.309) 9.448 (4.853) 1.920 (1.278) 

Total 18344      
Note 1: This table presents the sector means and standard deviations of dependent variables; SIC=Standard Industrial Classification; n=number of firms 
Note 2: Gender (0=Male; 1=Female); Ratio of Board Independence (0~1) 
Note 3: 1=Consumer Non-durables, 2=Consumer Durables, 3=Manufacturing, 4=Oil, Gas, and Coal Extraction and Products, 5=Chemicals and Allied Products, 
6=Business Equipment, 7=Telephone and Television Transmission, 8=Utilities, 9=Wholesale, Retail, and Some Services, 10=Healthcare, Medical Equipment, and 
Drugs, 11=Finance, 12=Other 
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Table 12. Descriptive Statistics on Governance Index Scores (Sector) 
SIC 

Strength audit 

standard 
Efficacy Protection 

Strength investor 

protection 
Overall governance 

 Mean (Stdev) Mean (Stdev) Mean (Stdev) Mean (Stdev) Mean (Stdev) 

1 5.462 (0.572) 5.199 (0.483) 4.907 (0.509) 7.158 (1.443) 5.682 (0.606) 

2 5.37 (0.546) 5.143 (0.494) 4.84 (0.508) 7.029 (1.339) 5.595 (0.563) 

3 5.481 (0.525) 5.258 (0.449) 4.94 (0.453) 7.229 (1.438) 5.727 (0.56) 

4 5.419 (0.601) 5.198 (0.506) 4.865 (0.528) 7.204 (1.392) 5.672 (0.637) 

5 5.394 (0.508) 5.211 (0.451) 4.882 (0.44) 7.233 (1.334) 5.68 (0.519) 

6 5.456 (0.4) 5.292 (0.383) 4.94 (0.335) 7.427 (1.209) 5.779 (0.41) 

7 5.364 (0.552) 5.135 (0.502) 4.839 (0.5) 7.124 (1.383) 5.616 (0.598) 

8 5.404 (0.408) 5.245 (0.369) 4.912 (0.347) 7.652 (1.105) 5.803 (0.4) 

9 5.462 (0.491) 5.261 (0.42) 4.948 (0.422) 7.387 (1.295) 5.764 (0.498) 

10 5.448 (0.393) 5.319 (0.385) 4.935 (0.325) 7.442 (1.181) 5.786 (0.403) 

11 5.409 (0.5) 5.243 (0.462) 4.892 (0.45) 7.379 (1.254) 5.731 (0.519) 

12 5.529 (0.556) 5.268 (0.476) 4.967 (0.485) 7.28 (1.364) 5.761 (0.579) 

Mean (Stdev) 5.433 (0.504) 5.231 (0.448) 4.906 (0.442) 7.295 (1.311) 5.716 (0.524) 
Note 1: This table presents the sector means and standard deviations of dependent variables; SIC=Standard Industrial Classification;  
Note 2: 1=Consumer Non-durables, 2=Consumer Durables, 3=Manufacturing, 4=Oil, Gas, and Coal Extraction and Products, 5=Chemicals and Allied Products, 
6=Business Equipment, 7=Telephone and Television Transmission, 8=Utilities, 9=Wholesale, Retail, and Some Services, 10=Healthcare, Medical Equipment, and 
Drugs, 11=Finance, 12=Other 

 

Table 13 shows the Hofstede cultural dimension values per sector. The Consumer Non-durables 

sector scores highest in the power distance dimension, while the Health Care, Medical Equipment, 

and Drugs sector is the least accepting of an unequal distribution of power within its industry. 

Health Care, Medical Equipment, and Drugs possesses the highest value when it comes to the 

cultural dimension of individualism, while in this regard Consumer Non-durables scores the 

lowest. The relatively high overall value of this cultural dimension (74.1) is of note. The values of 

the cultural dimension of masculinity are relatively evenly distributed across the 12 sectors and 

has the lowest standard deviation (12.4). Chemicals has the highest (61.4) and Telephone and 

Television the lowest value (57.8) for this dimension. Living with ambiguity and uncertainty seems 

to be rather challenging in the Telephone and Television sector (52.4), but more acceptable in the 

Health Care, Medical Equipment, and Drug sector (47.8). The cultural dimension with the lowest 

mean value is Long-term Orientation (41.8), with Consumer Durables boasting the highest value 

(49.2) and Utilities the lowest (37.9). Health Care, Medical Equipment, and Drugs has the highest 
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value when it comes to the cultural dimension of indulgence, while Consumer Durables has the 

lowest one (53.1). 

Table 13. Cultural Value Scores (Sector) 
 Hofstede culture dimensions 

SIC Power distance Individualism Masculinity 
Uncertainty 

avoidance 

Long-term 

orientation 
Indulgence 

 Mean (Stdev) Mean (Stdev) Mean (Stdev) Mean (Stdev) Mean (Stdev) Mean (Stdev) 

1 50.103 (17.534) 67.321 (26.467) 58.355 (13.368) 50.459 (19.181) 44.968 (20.703) 55.812 (19.303) 

2 48.591 (15.634) 69.684 (24.657) 59.302 (16.934) 53.224 (20.109) 49.183 (23.69) 53.123 (19.11) 

3 47.167 (16.321) 71.788 (24.78) 59.989 (12.678) 47.925 (18.036) 45.767 (22.349) 57.104 (16.651) 

4 48.804 (17.524) 71.431 (25.411) 58.05 (11.09) 50.836 (17.672) 41.182 (19.702) 57.762 (17.753) 

5 47.534 (16.021) 72.35 (24.028) 61.483 (14.416) 51.964 (18.437) 44.403 (23.732) 56.729 (18.175) 

6 43.109 (12.98) 80.059 (20.219) 59.322 (11.194) 48.898 (14.372) 38.847 (19.599) 60.579 (16.491) 

7 49.606 (17.934) 67.78 (26.907) 57.819 (12.946) 52.415 (19.262) 42.865 (21.152) 54.564 (19.68) 

8 43.726 (11.743) 79.94 (20.612) 61.331 (10.192) 50.206 (15.619) 37.881 (19.833) 60.784 (15.232) 

9 45.227 (14.228) 77.06 (22.889) 58.922 (11.65) 49.069 (15.571) 39.382 (19.033) 61.35 (15.911) 

10 42.422 (12.157) 82.195 (17.695) 59.647 (11.057) 47.841 (13.306) 36.08 (17.283) 62.243 (15.003) 

11 44.774 (13.933) 78.653 (21.494) 59.709 (10.956) 49.03 (15.195) 38.413 (18.341) 61.304 (15.296) 

12 48.058 (16.67) 71.555 (25.383) 57.93 (12.52) 48.121 (17.938) 42.596 (19.338) 58.25 (17.964) 

Mean (Stdev) 46.593 (15.223) 74.151 (23.379) 59.322 (12.417) 49.999 (17.058) 41.797 (20.396) 58.3 (17.214) 
Note 1: This table presents the sector means and standard deviations of dependent variables; SIC=Standard Industrial Classification; n=number of firms 
Note 2: Gender (0=Male; 1=Female); Majority of Independent NED on Board (Independent/Total >0.5 =1) 
Note 3: 1=Consumer Non-durables, 2=Consumer Durables, 3=Manufacturing, 4=Oil, Gas, and Coal Extraction and Products, 5=Chemicals and Allied Products, 6=Business 
Equipment, 7=Telephone and Television Transmission, 8=Utilities, 9=Wholesale, Retail, and Some Services, 10=Healthcare, Medical Equipment, and Drugs, 11=Finance, 
12=Other 

 

Table 14 shows the correlations among the used variables. While some of the values are elevated, 

most of the correlations are low. Given my very large sample size of more than half a million 

observations, the risk of an estimation error can be considered low. 

Table 14. Correlations Among the Variables 
  (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16) 
Power distance (1) 1                
Uncertainty avoidance (2) .132** 1               
Masculinity (3) -.119** .018** 1              
Individualism (4) -.795** -.129** .187** 1             
Long-term orientation (5) .456** .184** -.028** -.674** 1            
Indulgence (6) -.628** -.181** .058** .758** -.643** 1           
Board independence (7) -.150** -.151** -.064** .214** -.292** .209** 1          
Time on the board (8) -.029** -.026** .013** .065** -.097** .061** .086** 1         
Percentage of women on the 
board (9) -.015** .008** -.066** .020** -.009** .008** .052** -.065** 1        

Size of the board (10) .137** .194** -.015** -.141** .118** -.161** -.063** .024** .058** 1       
Number of qualification (11) .013** -.092** -.074** .013** -.143** .031** .119** -.061** .034** .002 1      
Log total assets (12) .617** .372** -.043** -.676** .445** -.536** -.164** -.031** -.029** .198** -.029** 1     
Log GDP per capita in USD 
(13) -.704** -.056** .065** .612** -.303** .526** .124** .047** .016** -.096** -.057** -.576** 1    

CPI (14) -.671** -.279** -.042** .513** -.193** .470** .098** .030** .015** -.133** -.050** -.547** .847** 1   
Rule of law (15) -.599** -.193** -.141** .484** -.129** .276** .116** .025** .015** -.112** -.062** -.452** .713** .845** 1  
Dominant religion (16) .475** -.087** -.061** -.707** .490** -.710** -.113** -.036** -.028** .043** .008** .485** -.478** -.308** -.182** 1 
** Correlation is significant at the 0.01 level (2-tailed). 
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5.3 Main Results - Relationship Between Culture and Governance 

Table 15. Summary of the Hypotheses 
Hypothesis Supported? 
H1: The higher the Power Distance value is in a certain country, the lower 
the degree of independence of the board of directors. 

Yes 

H2: The higher the Uncertainty Avoidance value is in a country, the shorter 
the amount of time directors serve on the board of directors. 

Yes 

H3: The higher the Masculinity value is in a certain country, the lower the 
percentage of women on boards. 

Yes 

H4: The higher the Individualism value is in a certain country, the smaller 
the absolute size of the board of directors. 

Yes 

H5: The higher the LTO value is in a certain country, the higher the level of 
education proxied by number of qualifications. 

No 
 

H6: The higher the Indulgence value is in a certain country, the lower the 
absolute size of the board of directors. 

Yes 

 

Hypothesis 1: The higher the PDI in a country, the lower the independence of the board (IoB). 

Table 16 shows the results. The regression analysis supports the hypothesized relationship: IoB 

measured by the percentage of outside directors on the board is negatively associated with an 

increase in PDI. The result is significant at the p=0 level and remains firm through a stepwise 

adding of the control variables over seven models, with a constantly increasing r2 value. Excluding 

the US observations, the relationship between PDI and IoB continues to remain negative at a p=0 

significance level. The same holds when the regression is applied to all non-Asian countries. The 

relationship becomes positive when only regressing for Asian countries (at p=0 and strong r2 

values). In more detail: China 80 PDI, 0.410 IoB; Philippines 94 PDI, 0.296 IoB, Hong Kong 68 

PDI and 0.377 IoB, Malaysia 100 PDI, 0.484 IoB, Singapore 74 PDI, 0.508 IoB, and India 77 PDI, 

0.470 IoB. The three countries with the highest mean IoB scores were Finland with 0.885 (PDI of 

33), Canada with 0.808 (PDI of 39), and New Zealand with 0.759 (PDI of 22); these circumstances 

also strongly support Hypothesis 1. These results confirm that the previously discussed theoretical 
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background – that in societies with high PDI values a concentration of power is accepted and 

authority is rarely questioned – is reflected in the structural composition of the governing bodies. 

Table 16. Results of Regression Analysis – Hypothesis 1 
 Board independence 
 All countries Excl. US Excl. Asian 

countries 
Asian 

countries 
 (1) (2) (3) (4) (5) 

Power distance -0.15*** 
(-114.296) 

-0.074*** 
(-36.294) 

-0.019*** 
(-7.303) 

-0.131*** 
(-57.44) 

0.164*** 
(24.051) 

Log total assets  -0.123*** 
(-69.472) 

-0.196*** 
(-82.778) 

0.093*** 
(50.206) 

-0.378*** 
(-68.377) 

Log GDP per 
capita in USD  0.011*** 

(3.893) 
-0.208*** 
(-56.573) 

0.139*** 
(49.588) 

-0.295*** 
(-35.975) 

CPI  -0.145*** 
(-44.522) 

0.081*** 
(17.469) 

-0.087*** 
(-25.387) 

0.028** 
(2.878) 

Rule of law  0.126*** 
(50.936) 

0.107*** 
(31.947) 

0.036*** 
(10.643) 

0.085*** 
(14.935) 

Dominant 
religion 

 -0.038*** 
(-23.048) 

0.000 
(-0.204) 

-0.035*** 
(-21.189) 

0.161*** 
(43.397) 

Industry control Yes Yes Yes Yes Yes 
R2 0.150 0.241 0.231 0.234 0.576 
No. of 
observations 565,787 565,787 304,249 476,395 89,392 

 
 

Hypothesis 2: The higher the UAI in a country, the shorter the amount of time directors serve on 

the board (ToB). 

Table 17 shows the results. The regression analysis supports the hypothesized relationship: ToB 

measured by number of years as a member of the board is negatively associated with an increase 

in UAI. The result is significant at the p=0 level and remains constant through a stepwise adding 

of the control variables over seven models. However, excluding the US observations, the 

relationship between UAI and ToB becomes positive, which is surprising as the US has a relatively 

low UAI (46) with a relatively high average ToB of 7.6 years, supporting the hypothesis inversely. 

The relationship also turns positive if we look only at Asian countries, albeit values from Japan 
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(UAI 92, ToB 5.4 years) and South Korea (UAI 85, ToB 3.3 years) show values supporting the 

hypothesis, as do those from Malaysia (UAI 36, ToB 8.3 years) and the Philippines (UAI 44, ToB 

9.6 years) inversely. The countries with the shortest mean ToBs are South Korea with ToB 3.329 

years (UAI of 85), China with ToB 3.965 years (UAI of 30), and Kuwait with ToB 4.023 years 

(UAI of 80). 

Table 17. Results of Regression Analysis – Hypothesis 2 
 Time on the board 
 All countries Excl. US Excl. Asian 

countries 
Asian 

countries 
 (1) (2) (3) (4) (5) 
Uncertainty 
avoidance 

-0.026*** 
(-19.613) 

-0.046*** 
(-28.017) 

0.02*** 
(8.138) 

-0.041*** 
(-20.551) 

0.065*** 
(7.368) 

Log total assets 
 

0.017*** 
(8.648) 

-0.02*** 
(-7.664) 

0.036*** 
(18.748) 

-0.085*** 
(-9.723) 

Log GDP per 
capita in USD 

 0.089*** 
(29.89) 

-0.06*** 
(-13.778) 

0.129*** 
(45.499) 

-0.3*** 
(-30.124) 

CPI 
 

-0.072*** 
(-20.049) 

0.092*** 
(16.966) 

-0.074*** 
(-21.116) 

0.379*** 
(31.454) 

Rule of law 

 
0.018*** 
(7.051) 

-0.032*** 
(-9.132) 

-0.025*** 
(-7.065) 

-0.099*** 
(-14.598) 

Dominant 
religion 

 
-0.025*** 
(-14.689) 

0.016*** 
(6.962) 

-0.001 
(-0.737) 

-0.011 
(-3.006) 

Industry control Yes Yes Yes Yes Yes 
R2 0.026 0.127 0.095 0.147 0.170 
No. of 
observations 565,787 565,787 304,249 476,395 89,392 
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Hypothesis 3: The higher the MAS in a certain country, the lower the percentage of women on 

the board (PoWoB). 

Table 18 shows the results. The regression analysis supports the hypothesized relationship: The 

PoWoB is continually negatively related to the degree of MAS. The result is significant at the p=0 

level and remains constant through a stepwise adding of the control variables over seven models. 

The hypothesis is also supported when adjusted for US-centricity or a focus on Asian countries. 

While high MAS countries generally show small PoWoB values (Japan 95 MAS, 0.019 PoWoB; 

Hungary 88 MAS, 0.046 PoWoB; Italy 70 MAS, 0.149 PoWoB), and low MAS countries generally 

show comparatively high PoWoB values (Sweden 5 MAS, 0.256 PoWoB; Netherlands 14 MAS, 

0.128 PoWoB; Denmark 16 MAS, 0.157), some notable exceptions exist: South Korea, with a low 

MAS of 39, has the lowest overall PoWoB score of 0.017; and Mexico, with a comparatively high 

MAS value of 69, still shows a high PoWoB value of 0.229.  

Table 18. Results of Regression Analysis – Hypothesis 3 
 Percentage of women on the board 
 All countries Excl. US Excl. Asian 

countries 
Asian 

countries 
 (1) (2) (3) (4) (5) 

Masculinity -0.066*** 
(-49.526) 

-0.072*** 
(-51.887) 

-0.092*** 
(-49.228) 

-0.067*** 
(-29.095) 

-0.04*** 
(-9.597) 

Log total assets 
 

-0.026*** 
(-15.032) 

-0.034*** 
(-14.791) 

-0.002*** 
(-0.99) 

-0.075*** 
(-18.737) 

Log GDP per 
capita in USD 

 0.013*** 
(4.658) 

0.025*** 
(6.64) 

-0.001*** 
(-0.226) 

0.012*** 
(1.282) 

CPI 
 

-0.01*** 
(-3.045) 

-0.027*** 
(-5.778) 

0.01*** 
(3.118) 

-0.036*** 
(-3.045) 

Rule of law 

 
-0.01*** 
(-3.84) 

-0.007*** 
(-2.052) 

-0.012*** 
(-2.891) 

0.003*** 
(0.484) 

Dominant 
religion 

 
-0.017*** 
(-10.022) 

-0.025*** 
(-11.516) 

0.011*** 
(7.313) 

-0.035*** 
(-8.664) 

Industry control Yes Yes Yes Yes Yes 
R2 0.066 0.094 0.116 0.089 0.108 
No. of 
observations 565,787 565,787 304,249 476,395 89,392 
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Hypothesis 4: The higher the IND value in a certain country, the smaller the absolute size of the 

board of directors (ASoB). 

Table 19 shows the results. The regression analysis supports the hypothesized relationship: The 

ASoB is continually negatively related to the degree of IND. The result is significant at the p=0 

level and remains constant through a stepwise adding of the control variables over seven models. 

The hypothesis is also supported when the US observations or Asian observations are excluded. If 

we only look at the Asian values, the relationship becomes a positive one. All Asian country values 

for IND are below the mean of 48, with some of them significantly lower: China 20 IND (ASoB 

9.14), Taiwan 17 IND (ASoB 10.884), and Malaysia 26 IND (ASoB 8.37). Overall the lowest 

mean values for ASoB are in Australia with 6.426 (IND 90), New Zealand with 6.877 (IND 79), 

and the UK with 7.251 (IND 89), strongly supporting the hypothesis. 

Table 19. Results of Regression Analysis – Hypothesis 4 
 Absolute size of the board 
 All countries Excl. US Excl. Asian 

countries 
Asian 

countries 
 (1) (2) (3) (4) (5) 

Individualism -0.141*** 
(-107.459) 

-0.113*** 
(-48.536) 

-0.143*** 
(-46.188) 

-0.135*** 
(-56.57) 

0.076*** 
(13.453) 

Log total assets 
 

0.174*** 
(95.909) 

0.258*** 
(103.16) 

0.111*** 
(56.388) 

0.272*** 
(67.166) 

Log GDP per 
capita in USD 

 0.131*** 
(49.57) 

0.187*** 
(53.298) 

0.103*** 
(31.027) 

-0.058*** 
(-4.671) 

CPI 
 

-0.15*** 
(-47.122) 

-0.247*** 
(-57.167) 

-0.164*** 
(-54.018) 

0.406*** 
(32.829) 

Rule of law 

 
0.048*** 
(19.426) 

0.084*** 
(25.318) 

0.089*** 
(26.878) 

-0.298*** 
(-43.81) 

Dominant 
religion 

 
-0.09*** 
(-46.208) 

-0.138*** 
(-55.471) 

-0.043*** 
(-28.574) 

-0.015*** 
(-4.066) 

Industry control Yes Yes Yes Yes Yes 

R2 0.141 0.334 0.398 0.343 0.386 
No. of 
observations 565,787 565,787 304,249 476,395 89,392 
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Hypothesis 5: The higher the LTO value in a certain country, the higher the number of 

qualifications per individual member of the board of directors (QMBoD) 

Table 20 shows the results. The regression analysis does not support the hypothesized relationship 

through the full model: The QMBoD is continually negatively related to the degree of LTO. The 

result is significant at the p=0 level and remains constant through a stepwise adding of the control 

variables over seven models. The hypothesis is also not supported when the US observations or 

Asian observations are excluded.  

The LTO values for the Asian countries are high, with South Korea reaching a full 100 (QMBoD 

1.68), Taiwan scoring 93 (QMBoD 1.68), and Japan scoring 88 (QMBoD 0.47). The Philippines 

represents the lowest LTO value of 27 with comparatively well-educated board members (QMBoD 

2.19), while Malaysia shows a LTO value of 41 with a QMBoD of 1.99.  

Table 20. Results of Regression Analysis – Hypothesis 5 
 Number of qualification per member of the board 
 All countries Excl. US Excl. Asian 

countries 
Asian 

countries 
 (1) (2) (3) (4) (5) 
Long-term 
orientation 

-0.143*** 
(-108.444) 

-0.184*** 
(-117.089) 

-0.17*** 
(-80.504) 

-0.133*** 
(-89.145) 

-0.31*** 
(-67.271) 

Log total assets 
 

-0.039*** 
(-21.895) 

-0.049*** 
(-19.916) 

0.068*** 
(37.552) 

-0.116*** 
(-32.59) 

Log GDP per 
capita in USD 

 -0.108*** 
(-39.628) 

-0.121*** 
(-31.966) 

-0.066*** 
(-22.778) 

0.365*** 
(31.489) 

CPI 
 

0.068*** 
(20.679) 

0.083*** 
(17.903) 

0.112*** 
(35.32) 

-0.408*** 
(-30.452) 

Rule of law 

 
-0.075*** 
(-30.499) 

-0.092*** 
(-27.532) 

-0.047*** 
(-13.698) 

-0.096*** 
(-14.694) 

Dominant 
religion 

 
0.076*** 
(44.751) 

0.095*** 
(44.085) 

0.02*** 
(13.619) 

0.207*** 
(57.774) 

Industry control Yes Yes Yes Yes Yes 
R2 0.143 0.214 0.241 0.190 0.409 
No. of 
observations 565,787 565,787 304,249 476,395 89,392 
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Hypothesis 6: The higher the IVR value in a certain country, the lower the absolute size of the 

board of directors (ASoB). 

Table 21 shows the results. The regression analysis supports the hypothesized relationship through 

the full model: The ASoB is continually negatively related to the degree of IVR. The result is 

significant at the p=0 level and remains constant through a stepwise adding of the control variables 

over seven models. The hypothesis is also supported when the US or Asian observations are 

excluded.  

The hypothesis is also supported looking at the data at the country level: In countries with high 

ASoB numbers like Portugal, Italy, and Poland, the cultural values are comparatively low (33, 30, 

and 29 respectively), while in countries with low ASoB numbers like Australia, New Zealand, and 

the UK, the values for IVR are comparatively high (71, 75, and 69 respectively). 

 
Table 21. Results of Regression Analysis – Hypothesis 6 
 Size of the board 
 All countries Excl. US Excl. Asian 

countries 
Asian 

countries 
 (1) (2) (3) (4) (5) 

Indulgence -0.161*** 
(-123.092) 

-0.203*** 
(-101.963) 

-0.286*** 
(-114.047) 

-0.207*** 
(-106.402) 

-0.125*** 
(-35.48) 

Log Total assets 
 

0.182*** 
(109.368) 

0.272*** 
(126.849) 

0.15*** 
(87.603) 

0.34*** 
(95.851) 

Log GDP per 
capita in USD 

 0.108*** 
(41.329) 

0.139*** 
(40.107) 

0.036*** 
(13.386) 

-0.138*** 
(-16.122) 

CPI 
 

-0.03*** 
(-9.27) 

-0.041*** 
(-8.839) 

0.006 
(1.71) 

0.531*** 
(48.137) 

Rule of law 

 
-0.042*** 
(-17.419) 

-0.066*** 
(-20.392) 

-0.02*** 
(-5.858) 

-0.351*** 
(-52.096) 

Dominant 
religion 

 
-0.148*** 
(-77.196) 

-0.219*** 
(-93.398) 

-0.105*** 
(-63.895) 

0.019*** 
(5.207) 

Industry control Yes Yes Yes Yes Yes 
R2 0.161 0.352 0.433 0.364 0.399 
No. of 
observations 565,787 565,787 304,249 476,395 89,392 
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5.3.1. Robustness Test 

To test the robustness of my empirical model and the resultant findings, I conduct a robustness test 

using the cultural values from GLOBE, applying the same control variables as in the main 

estimation. The cultural values from GLOBE have been used before as a robustness test for the 

validity of results based on the Hofstede cultural values (Carrasco et al., 2012). Using the GLOBE 

values also addresses the frequent critique of inherent corporate culture within the Hofstede 

cultural dimensions, as all the Hofstede cultural dimensions are collected by one firm (IBM), while 

GLOBE values are collected via roughly 1000 enterprises worldwide (House et al., 2004). As has 

been done previously in other works, I use the societal practice scores of the GLOBE dimensions. 

As GLOBE does not offer a corresponding dimension to Hofstede’s indulgence dimension, only 

the first five hypotheses undergo the robustness test. 
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Hypothesis 1: The results of the main estimation are supported through the robustness test. All 

models show the same negative relationship between a cultural dimension measuring a societies’ 

acceptance of inequality – here, power distance (societal practice) – and the degree of IoB. All 

results are significant.  

Table 22. Robustness Test – Results of Regression Analysis – Hypothesis 1 
 Board independence 

 All countries  Excl. US Excl. Asian 
countries Asian countries 

 (1) (2) (3) (4) 
Power distance 
Societal practices 

-0.232*** 
(-160.489) 

-0.256*** 
(-131.672) 

-0.229*** 
(-146.133) 

-0.165*** 
(-39.335) 

Log total assets -0.137*** 
(-82.596) 

-0.197*** 
(-89.061) 

-0.006** 
(-3.42) 

-0.218*** 
(-62.957) 

Log GDP per capita 
in USD 

0.017*** 
(6.437) 

-0.163*** 
(-45.09) 

0.178*** 
(65.267) 

-0.313*** 
(-33.405) 

CPI -0.278*** 
(-84.051) 

-0.131*** 
(-27.481) 

-0.212*** 
(-62.582) 

0.337*** 
(27.198) 

Rule of law 0.204*** 
(83.718) 

0.202*** 
(60.736) 

0.091*** 
(27.608) 

-0.241*** 
(-37.931) 

Dominant religion 
-0.038*** 
(-24.063) 

-0.006** 
(-2.957) 

-0.036*** 
(-24.529) 

0.153*** 
(43.734) 

Industry control Yes Yes Yes Yes 
R2 0.241 0.231 0.234 0.576 
No. of observations 565,787 304,249 476,395 89,392 
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Hypothesis 2: Using the GLOBE cultural dimension of uncertainty avoidance (societal practice), 

Hypothesis 2 is fully supported. ToB and UAI are negatively associated. The robustness test 

supports the results of the main estimation for all countries as well as for the subsets of non-Asian 

countries, only Asian countries, and non-US countries. 

 
Table 23. Robustness Test – Results of Regression Analysis – Hypothesis 2 
 Time on the board 

 All countries  Excl. US Excl. Asian 
countries Asian countries 

 (1) (2) (3) (4) 
Uncertainty avoidance 
Societal practices 

-0.068*** 
(-39.146) 

-0.023*** 
(-9.433) 

-0.049*** 
(-21.995) 

-0.189*** 
(-52.48) 

Log total assets -0.027*** 
(-15.193) 

-0.017*** 
(-7.043) 

0.024*** 
(13.002) 

0.381*** 
(103.641) 

Log GDP per capita in 
USD 

0.002 
(0.723) 

-0.06*** 
(-14.865) 

0.105*** 
(33.230) 

-0.016 
(-1.747) 

CPI 0.048*** 
(12.229) 

0.099*** 
(18.31) 

0.018*** 
(4.202) 

0.381*** 
(34.581) 

Rule of law -0.011*** 
(-4.259) 

-0.032*** 
(-9.191) 

-0.056*** 
(-16.475) 

-0.291*** 
(-46.619) 

Dominant religion 
-0.003*** 
(-1.685) 

0.011*** 
(5.035) 

-0.006*** 
(-3.958) 

0.002 
(0.702) 

Industry control Yes Yes Yes Yes 
R2 0.132 0.096 0.148 0.415 
No. of observations 565,787 304,249 476,395 89,392 
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Hypothesis 3: Using the GLOBE cultural dimension of assertiveness (societal practice), the 

robustness test again confirms the results of the main estimation. Only for the subset of exclusively 

Asian countries does the relationship between the cultural dimension and gender diversity become 

positive.  

 

Table 24. Robustness Test – Results of Regression Analysis – Hypothesis 3 
 Percentage of women on the board 

 All countries  Excl. US Excl. Asian 
countries Asian countries 

 (1) (2) (3) (4) 
Assertiveness 
(societal practice) 

-0.031*** 
(-18.844) 

-0.023*** 
(-11.215) 

-0.041*** 
(-23.022) 

0.051*** 
(10.572) 

Log total assets -0.027*** 
(-15.464) 

-0.034*** 
(-14.085) 

0.042*** 
(22.842) 

-0.071*** 
(-17.329) 

Log GDP per capita 
in USD 

0.012*** 
(4.049) 

0.021*** 
(5.364) 

-0.015*** 
(-4.527) 

0.010 
(1.107) 

CPI -0.015*** 
(-4.378) 

-0.034*** 
(-7.271) 

0.024*** 
(7.499) 

-0.056*** 
(-4.650) 

Rule of law 
0.008** 
(3.022) 

0.02*** 
(5.443) 

0.022*** 
(5.956) 

-0.019** 
(-2.757) 

Dominant religion -0.022*** 
(-13.075) 

-0.031*** 
(-14.391) 

0.019*** 
(12.788) 

-0.006 
(-1.447) 

Industry control Yes Yes Yes Yes 
R2 0.069 0.078 0.085 0.109 
No. of observations 565,787 304,249 476,395 89,392 
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Hypothesis 4: Using the GLOBE cultural dimension of collectivism (societal practice), the 

hypothesis is fully supported and the relationship for purely Asian countries is negative.  

 
Table 25. Robustness Test – Results of Regression Analysis – Hypothesis 4 
 Absolute size of the board 

 All countries  Excl. US Excl. Asian 
countries Asian countries 

 (1) (2) (3) (4) 
Collectivism 
(societal practice) 

-0.165*** 
(-104.562) 

-0.251*** 
(-124.181) 

-0.17*** 
(-97.725) 

-0.204*** 
(-31.408) 

Log total assets 0.282*** 
(159.405) 

0.426*** 
(187.97) 

0.223*** 
(123.31) 

-0.181*** 
(-29.654) 

Log GDP per capita 
in USD 

0.05*** 
(18.378) 

0.115*** 
(32.584) 

-0.115*** 
(-39.981) 

-0.134*** 
(-13.303) 

CPI -0.013*** 
(-4.001) 

-0.073*** 
(-16.172) 

0.008* 
(2.254) 

0.258*** 
(21.267) 

Rule of law 
0.017*** 
(7.356) 

0.041*** 
(13.337) 

0.17*** 
(52.982) 

-0.137*** 
(-20.036) 

Dominant religion 0.004** 
(2.572) 

-0.012*** 
(-6.27) 

0.016*** 
(11.275) 

0.039*** 
(9.737) 

Industry control Yes Yes Yes Yes 
R2 0.353 0.439 0.359 0.198 
No. of observations 565,787 304,249 476,395 89,392 
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Hypothesis 5: Using GLOBE’s cultural dimension of future orientation (societal practice) fully 

supports the hypothesis, with the relationship between QMBoD and the cultural dimension being 

positive for all countries and their subsets. However, it fully contradicts the result of the main 

estimation, where all associations were negative. 

Table 26. Robustness Test – Results of Regression Analysis – Hypothesis 5 
 Number of qualifications 

 All countries  Excl. US Excl. Asian 
countries Asian countries 

 (1) (2) (3) (4) 
Future orientation 
(societal practice) 

0.099*** 
(67.334) 

0.005 
(1.839) 

0.115*** 
(55.289) 

0.311*** 
(53.913) 

Log total assets -0.115*** 
(-65.723) 

-0.123*** 
(-53.373) 

0.077*** 
(42.45) 

-0.629*** 
(-159.427) 

Log GDP per capita 
in USD 

-0.12*** 
(-43.049) 

-0.21*** 
(-47.837) 

0.025*** 
(8.663) 

-0.115*** 
(-13.013) 

CPI 0.072*** 
(21.702) 

0.139*** 
(21.875) 

-0.042*** 
(-10.086) 

-0.053*** 
(-5.452) 

Rule of law -0.059*** 
(-23.388) 

-0.114*** 
(-31.669) 

-0.018*** 
(-4.889) 

0.081*** 
(14.562) 

Dominant religion 0.004** 
(2.609) 

0.048*** 
(22.148) 

0.019*** 
(12.589) 

0.037*** 
(11.308) 

Industry control Yes Yes Yes Yes 
R2 0.175 0.195 0.162 0.59 
No. of observations 565,787 304,249 476,395 89,392 

 
To ensure the homoscedasticity of the variable and thus avoid heteroscedasticity and the resulting 

invalidity of my statistical test, I conducted a heteroscedasticity test. Table 27 shows the results of 

the Heteroscedasticity-consistent regression analysis which supports the findings of the original 

hypothesis.  
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Table 27. Results of Regression Analysis (Heteroscedasticity-consistent) 
 Independent variables Dependent variables β 

(t-value) 

H1 Power distance Board independence -0.031*** 
(-149.075) 

H2 Uncertainty avoidance Time on the board -0.011*** 
(-21.211) 

H3 Masculinity Percentage of women on the board -0.002*** 
(-44.840) 

H4 Individualism Size of the board -0.029*** 
(-121.298) 

H5 Long-term orientation Number of qualifications -0.009*** 
(-107.436) 

H6 Indulgence Size of the board -0.046*** 
(-131.840) 

 

5.3.2. Moderating tests 

To test the universality of the causal effects between the cultural dimensions and the structural 

elements of boards of directors, I also applied a moderator analysis as an exercise of external 

validity.  

More specifically I was interested to see how the cultural dimensions moderate the relationship 

between the characteristics of boards of directors and the quality of corporate governance. The 

quality of corporate governance has been measured as a construct of four questions relating to the 

perceived quality of corporate governance posed in the Executive Opinion Survey of the Global 

Competitiveness Indicator (Schwab, 2017). To ensure consistency with previous results, the choice 

of moderating factors is based on the previously discussed hypotheses, which drive the choice of 

interaction variables. 
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Table 28. Results of Moderating Effects 
 Corporate governance quality  
 

Control 
variables H1 H2 H3 H4 H5 H6 

Log total assets -0.318*** 
(-50.151) 

-0.314*** 
(-47.655) 

-0.311*** 
(-46.992) 

-0.154*** 
(-23.006) 

-0.156*** 
(-23.336) 

-0.314*** 
(-49.663) 

-0.313*** 
(-48.1) 

-0.228*** 
(-33.331) 

-0.225*** 
(-32.864) 

-0.231*** 
(-37.513) 

-0.258*** 
(-40.389) 

-0.268*** 
(-42.585) 

-0.269*** 
(-42.558) 

Log GDP per 
capita (in USD) 

-0.213*** 
(-21.544) 

-0.216*** 
(-21.298) 

-0.214*** 
(-21.126) 

-0.027** 
(-2.763) 

-0.029** 
(-2.895) 

-0.24*** 
(-24.055) 

-0.24*** 
(-24.059) 

-0.269*** 
(-27.469) 

-0.27*** 
(-27.569) 

-0.278*** 
(-29.921) 

-0.292*** 
(-31.458) 

-0.213*** 
(-22.395) 

-0.213*** 
(-22.328) 

CPI 1.052*** 
(91.468) 

1.06*** 
(92.214) 

1.061*** 
(92.266) 

0.865*** 
(76.514) 

0.865*** 
(76.526) 

1.062*** 
(92.678) 

1.062*** 
(92.334) 

1.128*** 
(98.198) 

1.13*** 
(98.288) 

1.113*** 
(103.13) 

1.106*** 
(102.905) 

0.95*** 
(83.281) 

0.95*** 
(83.157) 

Rule of law -0.388*** 
(-43.529) 

-0.398*** 
(-44.003) 

-0.398*** 
(-43.995) 

-0.354*** 
(-42.525) 

-0.354*** 
(-42.585) 

-0.366*** 
(-40.747) 

-0.366*** 
(-40.619) 

-0.477*** 
(-52.191) 

-0.479*** 
(-52.302) 

-0.368*** 
(-44.134) 

-0.367*** 
(-44.207) 

-0.337*** 
(-38.716) 

-0.337*** 
(-38.716) 

Dominant 
religion 

0.178*** 
(28.894) 

0.182*** 
(29.132) 

0.181*** 
(29.065) 

0.124*** 
(21.378) 

0.123*** 
(21.169) 

0.175*** 
(28.595) 

0.175*** 
(28.489) 

0.311*** 
(42.011) 

0.31*** 
(41.784) 

0.272*** 
(45.132) 

0.278*** 
(46.253) 

0.354*** 
(46.547) 

0.355*** 
(45.968) 

Board 
independence 

 0.054*** 
(10.874) 

0.058*** 
(11.342) 

          

Power distance  -0.003 
(-0.413) 

0.006*** 
(0.787) 

          

Board 
independence x 
Power distance 

  0.019** 
(3.317) 

          

              
Time on the 
board 

   0.018*** 
(3.931) 

0.013** 
(2.728) 

        

Uncertainty 
avoidance 

   -0.298*** 
(-52.787) 

-0.306*** 
(-52.927) 

        

Time on the 
board x 
Uncertainty 
avoidance 

    -0.03*** 
(-6.252) 

        

              
Gender      -0.013** 

(-2.531) 
-0.012** 
(-2.495) 

      

Masculinity       0.073*** 
(14.111) 

0.072*** 
(14.002) 

      

Gender x 
Masculinity 

      0.003 
(0.534) 

      

              
Board size        -0.021*** 

(-4.309) 
-0.024*** 
(-4.752) 

    

Individualism        0.274*** 
(30.608) 

0.28*** 
(30.695) 

    

Board size x 
Individualism 

        0.018*** 
(3.491) 

    

              
Number of 
qualifications 

         -0.025*** 
(-5.052) 

-0.022*** 
(-4.458) 

  

Long-term 
orientation 

         -0.297*** 
(-51.469) 

-0.316*** 
(-53.74) 

  

Number of 
qualifications x 
Long-term 
orientation 

          -0.075*** 
(-14.749) 

  

              
Board size            -0.014** 

(-2.884) 
-0.014** 
(-2.832) 

Indulgence            0.295*** 
(36.926) 

0.294*** 
(36.837) 

Board size x 
Indulgence 

            -0.003 
(-0.666) 
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I find that the positive relationship between IoB and quality of corporate governance is enhanced 

in a society with strong PDI scores. It is also confirmed that the longer the ToB, the higher the 

quality of corporate governance, and that this association is negatively impacted by UAI. The 

results indicate that greater gender diversity does not improve the quality of corporate governance, 

and this relationship is not significantly impacted by the cultural dimension of MAS. The 

moderator test also shows that smaller boards are better for corporate governance, and a society 

with a high degree of IND will improve this relationship while an environment with a high degree 

of IVR will impact this relationship negatively. Finally, the relationship between level of education 

and quality of corporate governance seems to be negative and adversely impacted by the cultural 

dimension of LTO.   
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CHAPTER 6. DISCUSSION AND CONCLUSIONS 

6.1 Overview 

This chapter discusses the findings of this study’s research and presents its contributions to the 

research community and to practitioners. I then discuss the limitations of the research and, finally, 

conclude the thesis. 

6.2 Discussion of Findings 

Based on three important theoretical building blocks – the sociological conviction that culture has 

an impact on economic outcomes (Becker, 1996); the new intuitionalism’s assertation that not only 

rationalism, but also exogenic factors, influence the actions of market participants (Stulz & 

Williamson, 2002); and the new institutional economy, acknowledging the influence of culture on 

governance frameworks (Rottig, 2016) – I have tested the influence of cultural dimensions on 

important structural elements of boards of directors around the globe. To interpret the findings 

correctly, here are some thoughts regarding causality of cultural dimensions and corporate 

governance:  

As has been discussed by de Fine Licht (2014), the “unobservability” of culture places it in danger 

of simply being used as a simple “one size fits all” argument without academic proof. This issue 

can be overcome by the categorical development of cultural dimensions using “rigorous 

operationalization methodologies” (de Fine Licht, 2014): something the Hofstede and GLOBE 

dimensions have certainly achieved. With regard to the problem of endogeneity, it has been 

suggested that in addition to using cultural dimensions, a wide variety of instrumental variables 

should also be used as proxies for cultural dimensions (de Fine Licht, 2014). Throughout the 
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research presented in this thesis, I have done this and therefore have properly addressed the issues 

of causality and endogeneity of the cultural dimensions and elements of the board of directors. 

Nevertheless, given the potential complexity of addressing causality and endogeneity concerns, 

the results reported here should be interpreted with caution.   

In evaluating the results, it becomes clear that in countries with high PDI values, in general, the 

board of directors is less independent: a result of management trying to maintain control over their 

destiny. This effect is enhanced by an environment of high PDI, though my calculations show that 

greater independence leads to better governance. It needs to be stressed that although the impact 

of IoB on a firm’s performance is discussed with ambiguity in academic research (Bhagat & 

Bolton, 2008; Hermalin & Weisbach, 1991), the importance of IoB for good corporate governance 

is broadly acknowledged (Dahya & McConnell, 2007; Duchin et al., 2010). 

In countries with high UAI scores, board members overall spend less time on the board, 

notwithstanding the importance of this criterion for good governance. Clements et al. (2018) have 

shown the positive relationship between ToB and director quality for early- and mid-term boards 

of directors. Dou et al. (2015) show that longer director tenure brings more commitment and more 

scrutiny towards the CEO to the table. The tendency in high UAI countries for corporate 

governance structures to be less strict and robust has been found previously (Hope, 2003). This is 

supported by the findings of Gray and Vint (1995), who show a more secretive and less 

forthcoming senior management behavior in countries with high UAI values. While it is important 

to understand this cultural influence, one needs also to keep in mind the discussion about directors 

becoming too “entrenched” within a company and its management, resulting in a “curvilinear” 

association between board tenure and corporate governance effectiveness in which directors 

become less effective after a certain time span has elapsed (Hilary & Huang, 2013; Veltrop et al., 
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2018). Reviewing regulations and recommendations around the globe, it is suggested that 

beginning from 9-12 years the independence of an independent director might decline. In line with 

the hypothesis, the positive relationship between board tenure and quality of corporate governance 

is negatively associated in countries with high UAI scores. 

Gender diversity is smaller in countries with high MAS scores. The strong influence of cultural 

institutions is also highlighted by Chizema et al. (2015) when they point out that female board 

participation thrives in societies with highly feminine cultures. While the result seems somewhat 

intuitive, this cultural impact needs to be considered when thinking about regulation of gender 

quotas: After Norway introduced a 40% female quota for boards, Ahern and Dittmar (2012) 

noticed a strong stock price drop and retreat of Tobin’s q for 248 publicly listed Norwegian 

companies between 2001-2009 (importantly, Norway has a MAS value of 8, so should be very 

prepared to accept women on boards). My calculations suggest that less gender diversity leads to 

better governance outcomes. This relationship finds support in academic research revealing that 

diverse groups are more difficult to manage, often becoming more fractional and, ultimately, more 

conflictual (DiTomaso et al., 2007). However, the proposition that highly gender diverse boards 

lead to better corporate governance is also strongly supported in academic research, which shows 

that it, among other things, increases the monitoring effort of the board (Adams & Ferreira, 2009). 

The moderating effect of a masculine cultural environment is not significant to the gender diversity 

and corporate governance quality relationship. 

It has also been demonstrated that in countries with high IND or IVR scores the total size of boards 

tends to be smaller, which is in line with the finding that smaller boards support better governance 

(Lipton & Lorsch, 1992). This is not solely the result of the fact that larger decision-making groups 

tend to be less cohesive (Shaw, 1971) and are more difficult to manage (Gladstein, 1984), nor of 
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a decreasing degree of commitment of individual board members due to decreased participation 

(Jewell & Reitz, 1981), but is also because of the tendency in more individualistic societies to 

emphasize one’s own accountability and not to build too much control into systems. This clear 

sense of accountability also enhances the negative relationship between the size of the board and 

the quality of corporate governance in a significant fashion. In societies with a high degree of IVR, 

the monitoring and controlling of processes and procedures is not valued very highly, leading to 

the negative relationship between IVR and the quality of corporate governance (Hofstede et al., 

2010).  

Lastly, I could not support my hypothesis that in countries with strong LTO values, the formal 

education of board members is higher than in countries with lower scores for this cultural 

dimension. This is despite the evidence that a more profound education is a good proxy for 

intellectual ability (Hambrick & Mason, 1984) and the fact that Hofstede himself assigns 

“learning” great importance for societies with high LTO scores (Hofstede et al., 2010, p. 251). 

This might be explained by the fact that while the original 40 scale items of the Chinese Value 

survey contained “education” (Chinese Culture Connection, 1987), in Hofstede’s construct this 

item is not present (Hofstede et al., 2010). The reason that the hypothesis is fully supported when 

using the GLOBE values in the robustness test is that Hofstede’s cultural value of LTO is mainly 

constructed around elements like thrift, perseverance, and shame, and is focused around traditions 

vs. future savings poles, while GLOBES’s Future Orientation construct revolves around present 

vs. future planning orientation and contains some ideas of education. It is also surprising to find 

that the number of qualifications is negatively related to the quality of corporate governance. This 

has been explained with reference to a director’s connectivity on levels other than that of education 

(Adnan et al., 2016). 
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In my view, globalization and increasingly open economies will influence these findings only little 

in the foreseeable future; while it has been shown that culture influences the degree of parts of 

corporate governance (investor protection) and that such relationships are weakened by the degree 

of openness of the economy (Stulz & Williamson, 2003), it also needs to be considered that culture 

will change only very slowly (Williamson, 2000), and therefore a standardization of corporate 

governance regulations will only occur very slowly, if at all (Kraakman & Hansmann, 2017). 

 

6.3 Contributions to Research and Practice 

6.3.1. Contributions to Research 

This study strives to contribute to the advancement of theoretical research on how culture 

influences corporate governance, more specifically the composition of boards of directors in 

corporations around the globe. Moreover, while I fully subscribe to DiMaggio’s notion of “… the 

fruitlessness of generalization about anything so broad as culture and economy” (1994), I have 

illuminated important aspects of the interaction of culture and corporate governance to some extent 

and have further deepened that path of academic research. For the first time, all six Hofstede 

cultural dimensions have been used in order to explain cultural influence on important structural 

elements of boards of directors. Looking at an unusually large sample size of 565,787 observations, 

covering 18,311 companies in 41 countries around the world, I find evidence that culture as 

measured by Hofstede’s cultural dimensions has an impact on the composition of boards of 

directors worldwide. My findings support and deepen the claims made by earlier research that 

culture influences corporate governance practices globally (Bebchuk & Roe, 1999; Buck & 

Shahrim, 2005). The results of this study also help explain the fact that, notwithstanding the 
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converging of corporate governance laws among sovereign countries, corporate governance 

practices are not converging (Khanna & Palepu, 2004). This study provides empirical evidence 

supporting the theory that culture is caused by and influences behaviors and values, and thus 

impacts political schemes, legal provisions, and, ultimately, corporate governance (Daniel et al., 

2012). I support Volante’s (2014) theory that culture impacts boards, and I further this theoretical 

stream by illuminating the influence culture has on specific structural elements of boards of 

directors. Finally, the results of this study enhance and enrich the path-dependency theory 

established by Licht (2001), in which culture, as “the mother of path dependence dynamics,” plays 

a significant role in the future development of corporate governance systems.  

6.3.2. Contributions to Practice 

Regulators and lawmakers should consider the findings of this study when developing new 

regulations on corporate governance in their specific countries. The idiosyncratic cultural effects 

on the composition of boards of directors found in this study should be considered when “best 

practice” approaches are imported into a country’s corporate governance legislation. Regardless 

of whether regulators follow the view that over time the provisions of corporate governance will 

converge globally (Kraakman & Hansmann, 2017) or that due to the restrictive path dependency 

a convergence will happen very slowly, if at all (Bebchuk & Roe, 1999; Licht et al., 2005), the 

influence of the cultural environment on boards’ structural composition needs to be understood to 

establish effective regulation. Otherwise, such efforts will lead to a “tick the box exercise,” referred 

to as “de jure” instead of “de facto” regulation. To prescribe a gender quota for societies with high 

MAS scores might lead to male board members bringing relevant discussion outside of the board. 

A board dominated by outside directors might not develop the engagement with and assertiveness 

towards a CEO as aspired in an environment with high PDI values. In general, at any rate, 
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governance regulations that are contractionary to elements of the surrounding culture might be 

poorly enforced (Pistor, 2007). 

Enterprises operating internationally across various countries and continents, dealing with 

societies with different cultural settings, need to understand the influence of the relevant cultures 

when they configure the corporate governance structures of their groups. A board with a high 

degree of IND will have a different effect in an environment with high PDI values than in a country 

where equality is dominant, and will therefore discharge its expected obligations from a group 

governance perspective very differently.  

 

6.4 Limitations and Future Research 

Although I hypothesize and provide proof for the view that culture impacts the composition of 

boards of directors, causality is difficult to proof. However, given the stable long-term character 

of the culture data, I belief that there is enough proof for causality. Longitudinal research as a next 

step might illuminate this point further. A further limitation of this work is that the influence of 

cultural dimensions on the quality of corporate governance is only measured at the country level. 

Further research should investigate this relationship at the company level. Furthermore, the 

company data I used is derived from BoardEx, which records listed companies. With respect to the 

growing economies in Asia, where a lot of family-owned enterprises exist, board data from these 

companies should be analyzed as well. 
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6.5 Conclusion 

Culture matters! This work presents evidence that cultural dimensions impact the structural 

elements of boards of directors around the globe and across industries. Drawing on three important 

streams of academic research – namely sociology, new institutionalism, and new institutional 

economics – evidence has been found that corporate governance structures relate to the prevailing 

cultural setting. I have also shown how such corporate governance elements influence the quality 

of the society’s corporate governance.   
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