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Abstract 

This paper studies the effect of country-level investor protection on the quality of the board of 

directors. To do this, the research focused on individual characteristics board size, board 

independence and board meeting attendance. The relationship is analyzed based on a sample 

of 2078 firms in 30 countries. In countries with better investor protection, it is more likely that 

firms have boards with an optimal board size. Next, The quality of the board of directors does 

depend on firm size and the financial development in a country. Nevertheless, the results do 

not show a significant effect of investor protection on board independence and board meeting 

attendance. 

 

JEL Classifications: G34, G38.  
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INTRODUCTION 

 

This study conducts research within the area of corporate governance, which are the 

mechanisms to assure investors to earn a return on their financing and protect them against 

expropriation of private benefits (Shleifer & Vishny, 1997). 

When corporate governance mechanisms are categorized, an important subgroup which 

determines the governance quality is the board of directors. Some characteristics of the 

structure of boards have been a popular topic among academics. As Adams, Hermalin and 

Weisback (2008) state, this is a result of a growing public debate on the role of boards in 

corporate scandals during the last decades. Think about Worldcom and Enron. As a result, it 

would be interesting to analyze the board more into depth to get a better understanding of it. 

Corporate governance mechanisms can be divided into country-level and firm-level 

mechanisms. Firm-level mechanisms are also referred to as internal mechanisms. 

Remarkably, the firm-level corporate governance mechanisms are mainly declared by country 

characteristics such as investor protection and financial and economic development (Doidge, 

Karolyi and Stulz, 2007). 

Investor protection is defined as the rights shareholders and creditors obtain to be protected 

against expropriation by controlling shareholders or managers. These rights are enforced 

through regulation and law, but the degree to which investors actually are protected differs 

among countries (La Porta, Lopez-de-Silanes, Shleifer and Vishny, 2000). When we look at 

the roles of the board of directors, they have to monitor and advice, which is in the interest of 

the investors (e.g. Linck, Netter and Yang, 2008; Boone, Field, Karpoff and Raheja, 2007). 

Investor protection is a substantial determinant of firm-level corporate governance 

mechanisms and when investor protection is high I would expect less need for monitoring and 

advising practices. As a result, it seems that investor protection and the board of directors are 

substitutes and it would be interesting to study this relationship. 

Interestingly, Aggarwal, Erel, Stulz and Williamson (2009) study governance practices across 

countries and they find that investor protection and firm-level governance are complements 

and not substitutes. In determining the optimal internal governance practices, controlling 

shareholders make a trade-off between the costs and benefits of these potential mechanisms. 

Their findings imply that strong internal governance is less productive in countries with weak 

investor protection. They state country-level investor protection plays a crucial role in 

determining internal governance levels, but use a general index based on 44 attributes to 
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measure it. Aggerwal, Erel, Stulz and Williamson (2009) also studied some individual internal 

mechanisms they believed to be most important. This study extends on their study to get a 

better understanding of the quality of firm-level corporate governance mechanisms.  

The research question serving as the red line of this thesis is: How does country-level investor 

protection affect the quality of the board of directors? In analyzing the board quality I will 

focus on board independence, board size and board meeting attendance.  

Investor protection is interesting to study, because large differences exist between countries 

with regard to expropriation levels. Since investor protection prevents management or 

controlling shareholders from doing so it is an important determinant of the development of 

countries’ financial markets. The board characteristics this study focuses on are chosen 

arbitrarily, because analyzing all the factors studied by Aggarwal, Erel, Stulz and Williamson 

(2009) would be beyond the scope of this study. Board independence and board size have 

received a lot of attention which highlights the relevance to study these governance attributes 

individually. This research will extend on current literature by taking board meeting 

attendance into account individually. This is an attribute determining the corporate 

governance index designed by Institutional Shareholder Services, but its individual 

relationship with investor protection is not studied. Nevertheless, research shows that a higher 

board meeting attendance by directors has a positive relationship with firm performance 

(Chou, Chung and Yin, 2013). As a result, it would be interesting to analyse board meeting 

attendance further into depth and to detect a possible relationship with country-level investor 

protection. 

This study finds a significant effect of investor protection on the quality of the board size. 

More specifically, in line with the study of Aggarwal, Erel, Stulz and Williamson (2009) 

investor protection increases the likelihood of companies to have a board size between 5 and 

16 directors. Other results do not proof a significant effect of investor protection on board 

independence and board meeting attendance. So the expectations concerning these board 

characteristics are neither supported nor contradicted. Furthermore, supporting the study by 

Coles, Naveen and Naveen (2008) it appears firm size is an important determinant of board 

characteristics. Besides, the results show that the quality of the board is determined by the 

financial development of the country a firm is located in.  

The study intends to broaden the understanding of corporate governance mechanisms. This 

study contributes to the knowledge on the rationales behind the design of firm-level corporate 

governance mechanisms. Rationales mean the reasons based on which governance 

mechanisms are shaped and how they are influenced by internal and external factors. 
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Furthermore, this paper contributes by taking specific governance attributes into account 

individually. Previous literature mainly studied corporate governance based on general 

indices, but the focus here is specifically on board size, board independence and board 

meeting attendance. 

The next section will discuss relevant theory and state hypotheses. Section three clarifies the 

methodology by discussing the sample and the variables used in this study. Section four 

discusses the results of the logit regressions as well as the additional OLS regressions. In the 

last section the conclusions and implications of the study are discussed.  

 

LITERATURE REVIEW 

 

Corporate governance 

Regarding corporate governance, a distinction can be made between country-level 

mechanisms and firm-level mechanisms. Investor protection is part of the country-level 

mechanisms and the board of directors is executed on firm-level (Aggarwal, Erel, Stulz and 

Williamson, 2009). Relevant for this study is to know how these mechanisms relate to each 

other. Corporate governance on a country level has developed over time and it affects the real 

economy. By constructing an index based on accounting standards, earning smoothing and 

stock price synchronicity the corporate governance quality on country level is assessed. These 

indicators show the degree of disclosure and transparency of firms. These factors partly 

determine information asymmetries between managers and outsiders. Obviously, less 

asymmetries are aligned with the interests of investors. Over the years, the quality of 

corporate governance within countries has improved and this positively affects the real 

economy. This is shown by significant GDP growth and a relative growing investment level 

(De Nicolò, Laeven and Ueda, 2008). 

The need for good firm-level governance mechanisms depends on a complex set of 

influences. For example, higher disclosure policies decrease the costs of equity and debt for 

firms. Firms with higher needs for external capital have higher disclosure levels (Francis, 

Khurana, Pereira 2005). So, the quality of corporate governance depends on the extent to 

which firms need external financing.  

Following Doidge, Karolyi and Stulz (2007), countries are very important in explaining 

corporate governance mechanisms of firms. As they state: “countries influence the costs that 

firms incur to bond themselves to good governance and the benefits from doing so”. In other 
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words, in attracting corporate governance mechanisms, firms have to make a trade-off 

between the costs and benefits of establishing such mechanisms. The main benefit of better 

governance is cheaper external capital, but the value of this benefit depends on, for example, 

the economic development in countries. Better developed countries will have more growth 

opportunities and capital access, which increases the importance of good corporate 

governance mechanisms compared to less developed countries. The variance in corporate 

governance levels of firms in different countries is mainly declared by country characteristics 

such as investor protection and economic and financial development. Nevertheless, the 

importance of country characteristics for firm-level governance diminishes as a result of 

globalization. This can be declared by better access to capital, because of foreign markets. 

Besides, firms can move to other countries by list to foreign exchanges which enables firms to 

get access to better state investor protection levels. This requires firms to implement better 

corporate governance mechanisms (Doidge, Karolyi and Stulz, 2007) 

 

Investor protection effect on firms 

A lot of differences exist between organizations across the world and these can partly be 

explained by the degree to which the interests of investors are protected against expropriation 

of private benefits by management and controlling shareholders. These are referred to as 

insiders. Investors are both shareholders as well as creditors. According to La Porta, Lopez-

de-Silanes, Shleifer and Vishny (2000), countries exist with substantial levels of expropriation 

by insiders which emphasizes the importance of investor protection. There has been some 

debate whether this should be established by laws, regulation and enforcement of them or if 

market discipline will occur. The first has proved to be the case, since countries with more 

better laws and regulation to protect investors appear to have more developed capital markets. 

(La Porta, Lopez-de-Silanes, Shleifer and Vishny, 2000). La Porta, Lopez-de-Silanes, Shleifer 

and Vishny (2002) also study the relationship between investor protection and corporate 

valuation. When the interests of investors are protected well, they will be willing to pay a 

higher price for equity and debt. In other words, the costs of capital for firms decrease and 

they can get more access to external financing. Interestingly, to study the relationship between 

investor protection and firm value differences in structure of ownership and control should be 

taken into account. According to La Porta, Lopez-de-Silanes, Shleifer and Vishny (2002): 

“these differences influence the power as well as the incentives of the controlling shareholders 

to expropriate minority shareholders”. This means the potential for controlling shareholders 

the extract private benefits can be restricted by certain control mechanisms. Shareholder 
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protection positively affects corporate value, which highlights the importance of investor 

protection in restricting expropriation by controlling shareholders (La Porta, Lopez-de-

Silanes, Shleifer and Vishny, 2002). 

Recent research studies the relationship between investor protection and firm financing 

decisions and investment activity in a creative way. More specifically, Agrawal (2013) studies 

the influence of “blue sky laws” on performance and valuation of firms in the U.S. He finds 

firms in states with better investor protection to pay out more dividends implying less excess 

cash which could be expropriated. Besides, these firms had higher investment levels. 

Furthermore, it increased access to external capital which stimulated firm growth. Overall, 

investor protection has a significant influence on policies of firms. Specifically, it is positively 

related to firm performance and firm value (Agrawal, 2013). 

 

Investor protection and corporate governance 

During the last decades, several academics have been exploring the role of institutions in 

corporate governance within firms. For example, Chen (2014) studies the relationship 

between institutions, more specifically property right protection, and the structure of corporate 

boards in China. This research shows that weak property right protection has a positive 

relationship with both the size and the number of outsiders in a corporate board. Since the 

demand for monitoring management and strategic advice is high in weak institutional 

environments, more board members are required (Chen, 2014). Nevertheless, according to 

this results property right protection and firm-level corporate governance are substitutes, 

which is contradictive to other studies proving a complementary relationship. 

The paper most closely related to this study is a research conducted by Aggarwal, Erel, Stulz 

and Williamson (2009). They study the role of country level investor protection in the quality 

of firm-level corporate governance mechanisms. Theoretically, state investor protection and 

firm-level governance could be substitutes, but also complements. When they are substitutes, 

foreign firms in weak state investor protection countries have better firm-level governance 

mechanisms and as a result, they should have worse firm-level governance quality when they 

are virtually located in the U.S. Supposing that investor protection and firm-level governance 

are complements, this would mean firm-level governance is relatively less productive in 

countries with weaker investor protection (Aggarwal, Erel, Stulz and Williamson, 2009). In 

this case the costs are relatively high, while financial markets lack depth and less external 

capital is available (Doidge, Karolyi and Stulz, 2007). In simple terms, there is no need for 

better firm-level corporate governance mechanisms. In analysing firm-level governance 
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Aggarwal, Erel, Stulz and Williamson (2009) find a positive relationship between country-

level investor protection and firm-level corporate governance. They are complements rather 

than substitutes. Interestingly, Board independence and board size are studied individually 

too. The boards of directors of firms in weak investor protection countries appear to be less 

independent compared to firms in a stronger investor protection environment (Aggarwal, Erel, 

Stulz and Williamson, 2009). The findings of Aggarwal, Erel, Stulz and Williamson (2009) 

are supported by Doidge, Karolyi and Stulz (2007) who study the importance of country 

characteristics in firm-level governance. To do this, they regress several important country 

characteristics on different corporate governance indices for a large sample of firms. One of 

these characteristics is the shareholder protection. Shareholder protection has a significant 

positive relationship with firm-level corporate governance. Even though, the coefficient is 

small this is some indication of complementarity between country-level investor protection 

and firm-level governance quality. 

 

Board of Directors 

The Business Roundtable (1990) suggests that the responsibilities of the board of directors 

are, among others, as follows: Select, regularly evaluate, and when it is necessary replace the 

CEO. Determine their compensation and review succession planning; Review and approve the 

financial objectives, major strategies and plans of the company; Provide advice and counsel to 

top management; The role of the board of directors can roughly be divided into monitoring 

and advising. As previous research tells us, firms structure their boards based on the costs and 

benefits of their roles, but how this occurs in practice differs a lot across firms (e.g. Raheja, 

2005; Boone, Field, Karpoff and Raheja, 2007). 

As Adams, Hermalin and Weisbach (2008) state: “Studies look at differences across boards 

and ask whether these differences explain differences in the way firms function and how they 

perform. The differences that one would like most to capture are differences in behaviour”. 

But because behaviour is hard to quantify in data this is hard to measure and not useful for 

statistical studies. As an alternative, academics focus on characteristics as independence 

which should correlate with certain behaviour. 

The effectiveness of board structures depends on the complexity of firms. Large firms, that 

are diversified and rely more on debt financing are more complex compared to firms that are 

not. This implies that firms require different levels of monitoring and advising by the board of 

directors. Since firms constantly have to make a tradeoff between costs and benefits of these 

functions, the optimal board characteristics will differ (Coles, Naveen and Naveen 2008). 
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This is in line with Linck, Netter and Yang (2008) who find board size and independence 

increase in complex firms which have higher advising benefits. Furthermore, board size and 

independence increase with firms size. Board independence increases with the potential for 

expropriation of private benefits. Finally, board size and independence have a negative 

relationship with monitoring and advising costs (Linck, Netter and Yang, 2008). 

To be able to study the effect of investor protection on the quality of the board of directors 

some definitions have to be made first, which is done in the next paragraphs. What degrees of 

board independence, board size and board meeting attendance imply good practices and what 

do they imply? 

 

Board size 

As mentioned above no universal standard exist with regard to the optimal level of board size. 

It largely depends on firm characteristics. Conventional literature argues smaller boards are 

better because they can monitor more effectively. Yermack (1996) states: “even if boards’ 

capacities for monitoring increase with board size, the benefits are outweighed by such costs 

as slower decision-making, less-candid discussions of managerial performance, and biases 

against risk-taking.” According to Lipton and Lorsch (1992) board should maximally consist 

of ten members, but a little less would be better. Yermack (1996) studies boards size by 

testing the relationship with firm value and finds a decreasing value when board size 

increases. The largest drop in value occurs when boards increase from six to twelve members.  

On the other hand, more complex firms which are diversified, large and are more leveraged 

have higher needs for advice. In this case larger boards are required, since they have more 

knowledge to provide better advice (Coles, Naveen and Naveen, 2008). Coles, Naveen and 

Naveen (2008) create a factor to classify the complexity of the firms in their sample based on 

the number of business segments, firm size and the external finance. Regarding these complex 

firms they find that these firms, which have higher advisory needs, require larger boards. 

Furthermore, when they regress firm value on board size, this negatively effects the value of 

simple firms and it positively affects the value of complex firms. They suggest that either very 

small boards or very large boards are optimal for firms, which creates debate on the view that 

smaller boards are optimal. Nevertheless, these conclusion is based on the distinction between 

simple and complex firm, which probably does not take into account several other important 

factors. In an alternative model, they also take growth opportunities into account, shown 

graphically in figure 1. 
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Figure 1 

The importance of better advice by larger boards compared to the agility of smaller boards 

differs and depends on the growth potential of firms. For simple firms, growth opportunities 

are pretty much the same for different firms and they change quickly. As a result, rapid 

decision making is value- enhancing for firms operating in an quickly changing environment. 

On the other hand, complex firms’ growth opportunities differ a lot since their size and 

business segments are not the same. Regarding complex firms it is unlikely that management 

has sufficient knowledge to deal with heterogeneous growth opportunities, which  increases 

advising requirements and, as a result, the need for larger boards. So, besides the complexity 

of firms, the optimal board size depends on the growth opportunities of firms. Based on figure 

1 this optimal board size ranges between a minimum and a maximum number of directors 

(Coles, Naveen and Naveen, 2008).  

According to most literature, country-level investor protection and corporate governance has a 

positive relationship. In countries with weak investor protection, financial market lack depth 

and less capital is available compared to countries with strong investor protection (Doidge, 

Karolyi and Stulz, 2007). Nevertheless, according to Chen (2014), in countries with weak 

investor protection firms require better internal governance. This results in the following 

hypotheses: 

  

H1: Country-level investor protection significantly affects the likelihood of firms to have an 

optimal board size. 

 

Board Independence 

Board independence is the number of directors coming from outside the firm as a percentage 

of the total number of board members, which also include directors who already worked for 

the company. They are referred to as outsiders and insiders. Insiders have better firm-specific 
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knowledge, but their objectives can be value destructive and thus in conflict with the owners 

of a firm. Outsiders are able to provide better monitoring compared to insiders (Raheja, 2005). 

When firms grow and become more complex, they require more monitoring and advising 

which results in more independent boards. Furthermore, boards are more independent when 

the expropriation potential by insiders is large (Linck, Netter and Yang, 2008). So, the right 

degree of board independence depends on firm characteristics, but how is it related to 

country-level investor protection? 

Klapper and Love (2004) empirically showed that firms are valued lower in countries with 

weak country-level investor protection. Since this can partly be declared by the expropriation 

potential by controlling shareholders, Dahya, Dimitrov and McDonnell (2008) studied if firm 

value can be enhanced by increasing the independency of boards. Controlling shareholders 

may be willing to reduce the extraction of private benefit if this is compensated by an increase 

in market value. They find that firm value increases as a result of more board independence, 

especially in countries with weak shareholder protection. Aggarwal, Erel, Stulz and 

Williamson (2009) show firms with certain independence level are valued higher in countries 

with better country-level investor protection. In other words, firms in countries with better 

investor protection have better board independence levels compared to firms in weak investor 

protection countries. The optimal number of outsiders in a board depends on the complexity 

of a firm. The more complex a firm is, the higher the need for advice of outside directors. 

They possess knowledge and experience insiders do not have. But in contrast to other studies 

(e.g. Raheja, 2005) the level of R&D expenses in a firm negatively affects the number of 

insiders on the board, while it was thought firms with high growth opportunities and a lot of 

R&D expenses require more insiders with firm-specific knowledge. For the relationship 

between growth opportunities and insiders is no evidence either (Coles, 2008). This suggests a 

certain minimum requirement of outside directors in the board which increase in  line with the 

complexity of a firm. On average, firm values in countries with better country-level investor 

protection are higher (La Porta, Lopez-de-Silanes, Shleifer and Vishny, 2002). So firms are 

larger and more complex, which requires more outside directors. Based on Aggarwal, Erel, 

Stulz and Williamson (2009) in countries with better country-level investor protection it is 

more likely that the benefits of having an optimal level of outsiders outweigh the costs. In 

poor investor protection countries, this does not hold. This results in the following hypothesis: 

    

H2: Country-level investor protection significantly affects the likelihood of firms to have more 

independent boards. 
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Board meeting attendance 

In investigating board supervisory quality, board meeting attendance can be used to classify 

this. The performance of boards depends amongst others on the commitment of directors 

which is highlighted by their board meeting attendance. This is the percentage of meetings 

attended relative to the total meetings of the board of directors. First of all, directors busyness, 

frequent meetings and a complex board structure have a diminishing effect on the attendance 

of directors at meetings. Furthermore, board meeting attendance appears to positively 

influence firm performance as board members are better able to perform their duties (Lin, Yeh 

and Yang, 2014). They state: “the main roles of directors involve monitoring the executive 

team and assisting the management in designing value-enhancing long-term strategies. 

Directors who are not able to attend meetings obviously have less time to monitor managers 

and, thus, to detect managerial self-interest motives”. These findings support an earlier study 

of Chou, Chung and Yin (2013) who also find a positive relationship between board meeting 

attendance and firm performance. So, from a shareholder perspective firms should have a 

board of directors who attend meetings as often as possible. Nevertheless, it is costly for firms 

to attract good, committed directors. The benefits of a higher board quality are more likely to 

outweigh the costs in countries with stronger country-level investor protection compared to 

countries with weaker investor protection. This is caused by higher supply and demand of 

external funds in these countries which are more developed. This results in my last 

hypothesis: 

 

H3: Country-level investor protection significantly affects the likelihood of firms to have an 

higher meeting attendance rate by the board of directors. 

 

METHODOLOGY 

 

Sample 

To create a representative sample firms available in the ASSET4 environmental, social and 

governance data is  a starting point to collect data. This dataset provides relevant data for this 

study with regard to the board of directors. I collect the data concerning board size, board 

independence, board meeting attendance and the complexity of firms through Datastream and 

country-level information on investor protection  manually following the data in the study by 

McLean, Zhang and Zhao (2012). Other country-level data regarding gross national income is 

from the Worldbank. This is defined as the gross national income, converted to U.S. dollars 
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using the World Bank Atlas method, divided by the midyear population. Data sources for this 

variable are the World Bank national accounts data and OECD national accounts data files. 

Initially, the sample where at least some information is available for in the ASSET4 database 

consists of 4989 firms. Aggarwal, Erel, Stulz and Williamson (2009) used data for 2005, 

because at the moment they conducted research the data availability was highest in this year. 

As a result, I also collect data for 2005. Nevertheless, for this year data for the sample of this 

study is scarce, so information for the years 2008, and 2010-2013 is gathered too. This study 

uses data for the year 2013, because most information is available here and it is relatively 

actual too. First, I exclude all firms with missing variables and firms in the countries China, 

Hungary, Luxembourg, Poland, the Russian Federation and Taiwan, because for these 

countries there is either no information available on investor protection or on gross national 

income. Since the number of firms per country differs substantially it could be questioned if 

countries including very few firms should be excluded from the sample. Doidge, Karolyi ant 

Stulz (2007) studied their result by excluding countries with less than five firms, but did not 

find any differences. Based on this, I do not restrict my sample with regard to the number of 

firms available per country. Finally, the data is checked for outliers. Leverage is maximized at 

1 and the other variables are winsorized at the 1 and 99 percent level. All together, this study 

executes the analysis on a sample consisting of 2078 firms across 30 countries. 

 

Board independence, board size and board meeting attendance  

Most of the times, board size is measured as the total number of board members, but 

incidentally it is defined as the total number of outside directors (Coles, Naveen and Naveen, 

2008). This study follows the first approach and defines board size as the total number of 

board members at the end of the fiscal year. Board independence is often measured as the 

percentage of outside directors in a board (Raheja, 2005). Linck, Netter and Yang (2008) 

define board independence as the proportion of the board composed of non-executive 

directors. I follow these studies and measure board independence as the percentage of strictly 

independent board members. This means they are not employed by the company, they have 

not served on the board for more than ten years, they are not a reference shareholder with 

more than 5% of holdings, they have no cross-board membership, they have no recent, 

immediate family ties to the corporation and they do not accept any compensation other than 

compensation for board service. Regarding board meeting attendance I use the definition of 

Lin, Yeh and Yang (2014), which is the percentage of meetings attended compared to the total 

number of meetings. Important to mention is that this measure is a percentage reported by the 
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company. After defining the abovementioned board characteristics another issue exists for 

this study. I want to analyse the effect on board quality but these measures do not directly 

indicate the quality of the board of directors. To solve this issue, I use the corporate 

governance index from Institutional Shareholder Services (ISS). ISS created minimal 

acceptable governance standards which are used in several studies (e.g. Doidge, Karloyi and 

Stulz, 2007; Aggarwal, Erel, Stulz and Williamson, 2009). These standards indicate good 

corporate governance practices and as a result I assume them to be indicators of higher board 

quality. According to these standards, board size has to be more than 5 but less than 16. The 

board should consist for at least 50% of independent outside directors and the directors should 

attend at least attend 75% of the board meetings. To analyse them, dummy variables are 

created which take on a value of 1 when firms comply to the standard and a value of 0 if they 

do not. 

 

Investor protection 

Several proxies are used in the literature to measure investor protection and these are nicely 

captured and discussed in the study by McLean, Zhang and Zhao (2012). The most used 

measure of investor protection is the anti-director rights index, which measures shareholder 

rights. Nevertheless, other research shows other measures to be more appropriate (Djankov, 

La Porta, Lopez-de-Silanes and Shleifer, 2008). I follow McLean, Zhang and Zhao (2012)  in 

two ways. Among others, they measure investor protection based on an index called 

Disclosure. According to Djankov, La Porta, Lopez-de-Silanes and Shleifer (2008) this index 

has a stronger relationship with financial development. This implies this index to be more 

appropriate. As McLean, Zhang and Zhao state: “Disclosure is the arithmetic mean of six sub 

indices. One of these sub indices indicates whether new issues need to be accompanied by a 

prospectus. The five other sub indices measure disclosure requirements within the prospectus 

regarding directors’ and officers’ compensation, controlling shareholders, insider ownership, 

irregular contracts and any transaction between the issuer and its officers and directors”. But 

to find more robust results I also use a protection index, which is in line with McLean, Zhang 

and Zhao (2012), designed by La Porta, Lopez-de-Silanes and Shleifer (2006). This index is 

called Protect and is a combination of the Disclosure index, the Liability index and an anti-

director rights index. In contrast to the Disclosure index, which measures only the law itself, 

Protect also takes into account the enforcement of the law. Both Disclosure as well as Protect 

are measured as a value between 0 and 1, where 1 indicates good protection by the law and 0 

bad investor protection.   
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Control variables 

Similar to other studies there should be controlled for other firm and country characteristics. 

According to Coles, Naveen and Naveen (2008) the effectiveness of the board size and 

independence depends to a great extent on the complexity of the firm. The firms’ complexity 

is based on the scope of the operations, firm size and leverage of the firm. Since the 

complexity affects board characteristics, it is important to control for this in this study and I 

do so by taking firm size, leverage and the return on assets into account. In line with 

Aggarwal, Erel, Stulz and Williamson (2009) firm size is defined as the natural logarithm of 

total assets. Following Coles, Naveen and Naveen (2008), leverage is defined as the book 

value of total debt divided by the book value of total assets. The return on assets are the 

earnings before interest, taxes, depreciation and amortization divided by the book value of 

total assets. I expect these variables to be related to board size, board independence and board 

meeting attendance. According to Coles, Naveen and Naveen (2008) firms which are larger 

and levered will be more complex. This results in a higher need for advice by the board of 

directors implemented by larger and more independent boards. Besides, return on assets 

creates expropriation potential by managers. To monitor this threat, competent directors are 

required. Country-level factors could also influence the effectiveness of corporate 

governance, and obviously board quality too (Doidge, Karolyi and Stulz, 2007). It is therefore 

important to consider this in studying board characteristics. This study does so by controlling 

for financial development, measured by gross national income (GNI) per capita. This is the 

GNI, converted to U.S. dollars using the World Bank Atlas method, divided by the midyear 

population. Since financial development has a positive relationship with corporate governance 

quality, I expect the GNI per capita to influence the likelihood of a better board quality. As 

mentioned, better governance is driven by access to capital markets on better terms. The 

degree of financial development in a country is one of the determinants of the available 

capital and the depth of financial markets. Consequently, the relative benefit of higher quality 

of the board of directors differs across countries and depends amongst others on the financial 

development in these countries (Doidge, Karolyi and Stulz, 2007).  
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RESULTS 

 

Summary statistics 

Before the results of the analysis are presented, summary statistics are provided in table I, 

table II and table III. Table I shows the mean statistics for all variables used in the analysis per 

country. Most of the firms in this study are from the United States, Australia, the United 

Kingdom and Canada. The board size quality (BDSIZEDUM) is high in most countries. 

Nevertheless, it seems relatively low in Australia, Germany, Italy and Portugal. Although this 

value could be declared by the low number of firms in Germany, Italy and Portugal, this does 

not hold for the firms in Australia. This implies boards of firms in Australia relatively often 

consist of very few or very many directors. Board independence appears to be lowest in 

Eastern countries as Malaysia, the Phillipines and Thailand. In the Phillipines, no firm meets 

the minimum requirement of 50% independent directors. Concerning Malaysia and Thailand, 

only 15.8 percent and 18.2 percent of the firms does meet this criteria. Since almost all firms 

have a high board meeting attendance rate, ATTDUM is high for all countries. Investors are 

protected best in the United States which has a rating of 1 for both investor protection indices. 

Furthermore, investor protection is relatively high in Canada, Hong Kong and Singapore with 

disclosure ratings of 0.917, 0.952 and 1 respectively. Furthermore, it is worth mentioning 

firms in Australia, Canada, the United Kingdom and the United States are relatively small. 

Probably, this is caused by the large number of firms in these countries which express more 

diverse firms. Firms in Italy are the most levered firms with an average leverage of 48 

percent. At last, financial development is worst in Eastern Asian countries, South Africa and 

Chile which al have values of the natural logarithm of GNIPC below 10. 

Looking at the descriptive statistics concerning all firms in table II it appears the mean of both 

the board size dummy (BDSIZEDUM) as well as the board meeting attendance dummy 

(ATTDUM) are above 0.9. This implies more than 90% of the firms in my sample meet the 

minimum standard regarding board size and board meeting attendance. More specifically, out 

of the sample of 2078 firms, 1890 firms have a board size between 5 and 16 directors. 

Furthermore, at 2068 firms the board of directors attend at least 75% of their meetings. 

Regarding board independence a bit more than half of the companies satisfies the minimum 

standard. As a result of another sample the investor protection measures used in this study 

differ from the study by McLean, Zhang and Zhao (2012). The average disclosure level in 

their sample is 0.822 compared to 0.881 in this study. Besides, the average protection in my  
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Table I  

The table reports descriptive statistics for the countries used in the analysis. For each country, the mean of all variables are 

reported. Obs are the number of firms in a specific country used in the sample. BDSIZEDUM is the board size dummy 

variable equalling 1 when the board size is between 5 and 16 and 0 otherwise. INDDUM is the board independence dummy 

variable which equals 1 if the percentage of independent board members is higher than fifty and 0 if not. ATTDUM is the 

board meeting attendance dummy variable which equals 1 when the directors attend at least 75% of the board meetings and 0 

otherwise. DISCL is a country-level investor protection index on a scale from 0 to 1 based on six sub indices, which measure 

disclosure requirements for firms. PROT is a country-level investor protection index on a scale from 0 to 1 based on liability, 

disclosure and anti-director rights. FIRMSIZE is the natural logarithm of total assets converted to U.S. dollars. LEV is the 

ratio of total debt to total assets. ROA is the ratio of earnings before interest, taxes, depreciation and amortization to total 

assets. GNIPC is the natural logarithm of gross national income converted to U.S. dollars divided by the midyear population. 

  

Obs 

BDSIZE 

DUM 

IND 

DUM 

ATT 

DUM 

 

DISCL 

 

PROT 

 

FirmSIZE 

 

LEV 

 

ROA 

 

GNIPC 

 

Australia 

 

298 

 

0.685 

 

0.661 

 

1 

 

0.75 

 

0.784 

 

13.569 

 

0.192 

 

0.059 

 

11.088 

Belgium 4 0.750 0.500 1 0.417 0.068 15.703 0.296 0.066 10.744 

Canada 223 0.928 0.578 1 0.917 0.959 14.821 0.234 0.089 10.870 

Chile 1 1 1 1 0.667 0.304 19.795 0.039 0.019 9.634 

Denmark 2 1 0.500 1 0.583 0.363 17.262 0.228 0.177 11.031 

Finland 23 1 0.826 1 0.5 0.465 15.535 0.295 0.091 10.798 

France 54 0.833 0.407 0.981 0.75 0.473 16.558 0.245 0.120 10.682 

Germany 4 0.500 0.250 1 0.417 0 15.013 0.333 0.160 10.763 

Greece 1 1 1 0 0.333 0.319 16.894 0.313 0.061 10.026 

Hong Kong 42 0.905 0.190 0.952 0.917 0.851 15.782 0.228 0.096 10.559 

India 36 0.889 0.361 0.944 0.917 0.769 15.795 0.278 0.140 7.333 

Indonesia 10 0.800 0.100 0.900 0.5 0.507 15.067 0.174 0.227 8.227 

Ireland 9 0.889 0.333 1 0.667 0.478 15.323 0.227 0.168 10.671 

Italy 6 0.667 0.500 1 0.667 0.197 15.713 0.480 0.110 10.476 

Japan 9 0.889 0.333 1 0.75 0.417 16.822 0.272 0.097 10.744 

Korea Rep. 2 1 0.500 1 0.75 0.358 16.212 0.267 0.182 10.161 

Malaysia 19 1 0.158 1 0.917 0.729 15.306 0.293 0.129 9.260 

Netherlands 15 0.733 0.867 1 0.5 0.537 15.930 0.261 0.103 10.841 

New Zealand 11 0.909 0.727 1 0.667 0.465 14.355 0.289 0.161 10.579 

Norway 11 1 0.818 1 0.583 0.436 15.897 0.257 0.137 11.555 

Phillipines 17 0.941 0 0.941 0.833 0.812 15.703 0.309 0.121 8.102 

Portugal 2 0 0.500 1 0.417 0.574 17.876 0.344 0.051 9.967 

Singapore 22 0.909 0.591 1 1 0.77 16.225 0.223 0.108 10.907 

South Africa 41 0.976 0.244 1 0.833 0.599 14.186 0.221 0.131 8.911 

Spain 12 0.917 0.333 1 0.5 0.553 16.976 0.335 0.132 10.307 

Sweden 34 0.971 0.529 1 0.583 0.386 15.813 0.318 0.127 11.031 

Switzerland 34 0.912 0.412 1 0.667 0.304 15.674 0.146 0.079 11.415 

Thailand 11 0.727 0.182 1 0.917 0.373 15.418 0.319 0.138 8.579 

U.K. 256 0.969 0.676 0.996 0.833 0.776 14.997 0.217 0.123 10.636 

United States 869 0.971 0.556 0.999 1 1 15.927 0.273 0.130 10.898 

 

 

sample equals 0.844, while McLean, Zhang and Zhao (2012) report 0.691, so apparently 

investor protection is on average somewhat higher in the sample used in this study. The 

natural logarithm of total assets (FIRMSIZE) has a mean of 15.310 and a standard deviation 
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of 1.753. The average debt to assets ratio (LEV) of the firms in our sample is 24.7% with an 

associated standard deviation of 18.8%.  This is comparable the study of Coles, Naveen and 

Naveen (2008) who report leverage with a mean of 24.6%. The ratio of EBITDA to total 

assets (ROA) has a mean of 11.2% with a standard deviation of 14.6%. This is somewhat 

lower compared to the findings of Coles, Naveen and Naveen (2008). They find an average 

return on assets of 13.8% based on a sample including 8165 firms. The last control variable, 

the natural logarithm of gross national income per capita, shows a mean of 10.715 and a 

standard deviation equal to 0.668. 

 

Table II  

The table reports descriptive statistics for the variables used in the analysis. The number of observations, the mean, standard 

deviation, minimum value and maximum value are reported. BDSIZEDUM is a dummy variable equalling 1 when the board 

size is between 5 and 16 and 0 otherwise. INDDUM is a dummy variable which equals 1 if the percentage of independent 

board members is higher than fifty and 0 if not. ATTDUM is a dummy variable which equals 1 when the directors attend at 

least 75% of the board meetings and 0 otherwise. DISCL is a country-level investor protection index on a scale from 0 to 1 

based on six sub indices, which measure disclosure requirements for firms. PROT is a country-level investor protection index 

on a scale from 0 to 1 based on liability, disclosure and anti-director rights. FIRMSIZE is the natural logarithm of total assets 

converted to U.S. dollars. LEV is the ratio of total debt to total assets. ROA is the ratio of earnings before interest, taxes, 

depreciation and amortization to total assets. GNIPC is the natural logarithm of gross national income converted to U.S. 

dollars divided by the midyear population. 

 

 

 

Obs 

 

Mean 

 

SD 

 

Min 

 

Max 

 

BDSIZEDUM 

 

2078 

 

0.910 

 

0.287 

 

0 

 

1 

INDDUM 2078 0.556 0.497 0 1 

ATTDUM 

 

2078 0.995 0.069 0 1 

DISCL 2078 0.881 0.136 0.333 1 

PROT 

 

2078 0.844 0.195 0 1 

FIRMSIZE 2078 15.310 1.753 8.792 21.624 

LEV 2078 0.247 0.188 0 1 

ROA 2078 0.113 0.122 -0.426 0.458 

GNIPC 

 

2078 10.715 0.668 7.333 11.555 

  

In table III a correlation matrix is provided with all correlations between the variables in this 

study. First, board size (BDSIZEDUM) appears to have some correlation with (INDDUM) 

although this relationship is very weak with a correlation coefficient of 0.052. No correlation 

is detected in board size (BDSIZEDUM) and board independence (INDDUM) with board 

meeting attendance (ATTDUM). In line with McLean, Zhang and Zhao (2012) protection 

(PROT) and disclosure (DISCL) are strongly correlated. This is straightforward, since they 

are both indices measuring investor protection. The correlation coefficient of 0.864 supports 

this theory. Furthermore, there are no independent variables with high correlation coefficients 

implying multicollinearity should not be an issue in this study. 
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Table III  

The table shows correlations between the variables used in the analysis based on a sample of 2078 firms for the year 2013. BDSIZEDUM is a dummy variable equalling 1 when the board size is 

between 5 and 16 and 0 otherwise. INDDUM is a dummy variable which equals 1 if the percentage of independent board members is higher than fifty and 0 if not. ATTDUM is a dummy 

variable which equals 1 when the directors attend at least 75% of the board meetings and 0 otherwise. DISCL is a country-level investor protection index on a scale from 0 to 1 based on six sub 

indices, which measure disclosure requirements for firms. PROT is a country-level investor protection index on a scale from 0 to 1 based on liability, disclosure and anti-director rights. 

FIRMSIZE is the natural logarithm of total assets converted to U.S. dollars. LEV is the ratio of total debt to total assets. ROA is the ratio of earnings before interest, taxes, depreciation and 

amortization to total assets. GNIPC is the natural logarithm of gross national income converted to U.S. dollars divided by the midyear population. The table reports the coefficient and the 

associated p-values in parentheses. ** and * denote significance levels at respectively 1% and 5%. 

 

Variable 

 

BDSIZEDUM 

 

INDDUM 

 

ATTDUM 

 

DISCL 

 

PROT 

 

FIRMSIZE 

 

LEV 

 

ROA 

 

INDDUM 

 

 

 

0.052* 

(0.017) 

       

ATTDUM 

 

 

0.002 

(0.916) 

0.036 

(0.101) 

      

DISCL 

 

 

0.207** 

(0.000) 

-0.031 

(0.161) 

0.046* 

(0.037) 

     

PROT 

 

 

0.135** 

(0.000) 

0.044* 

(0.043) 

0.047* 

(0.032) 

0.865** 

(0.000) 

    

FIRMSIZE 

 

 

0.231** 

(0.000) 

0.067** 

(0.002) 

-0.002 

(0.946) 

0.207** 

(0.000) 

0.078** 

(0.000) 

   

LEV 

 

 

0.059** 

(0.001) 

-0.010 

(0.711) 

-0.018 

(0.425) 

0.070** 

(0.001) 

0.039 

(0.077) 

0.175** 

(0.000) 

  

ROA 

 

 

0.115** 

(0.000) 

-0.053* 

(0.015) 

0.008 

(0.707) 

0.088** 

(0.000) 

0.032 

(0.145) 

0.021 

(0.330) 

0.029 

(0.191) 

 

GNIPC 

 

 

-0.030 

(0.165) 

0.169** 

(0.000) 

0.133** 

(0.000) 

0.039* 

(0.078) 

0.208** 

(0.000) 

-0.036 

(0.104) 

-0.038 

(0.080) 

-0.081** 

(0.000) 
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Board size, board independence and board meeting attendance 

In the analysis the quality of the board size, board independence and board meeting 

attendance are tested using binary logit analysis in Eviews. This is done because it provides 

the likelihood that these dependent variables will increase or decrease as a result of an 

increase in country-level investor protection or several controls. The results of these 

regressions are displayed in table IV. Concerning each dependent variable two regressions are 

executed and they differ in the way investor protection is measured. In column 1, 3 and 5 

investor protection is proxied by the disclosure index and in column 2, 4 and 6 by the protect 

index. Looking at the quality of the board size, the main findings partly support expectations 

based on the literature. The disclosure index has a coefficient of 20.858 which is significant at 

the 5% level but no significance is found between the protect index and board size quality. 

  

Table IV  
The table reports results from regressions of board size, board independence and board meeting attendance on investor 

protection and several control variables. The results are based on a sample of 2078 firms for the year 2013. The results are 

estimated using logistic regressions. BDSIZEDUM is a dummy variable equalling 1 when the board size is between 5 and 16 

and 0 otherwise. INDDUM is a dummy variable which equals 1 if the percentage of independent board members is higher 

than fifty and 0 if not. ATTDUM is a dummy variable which equals 1 when the directors attend at least 75% of the board 

meetings and 0 otherwise. DISCL is a country-level investor protection index on a scale from 0 to 1 based on six sub indices, 

which measure disclosure requirements for firms. PROT is a country-level investor protection index on a scale from 0 to 1 

based on liability, disclosure and anti-director rights. FIRMSIZE is the natural logarithm of total assets converted to U.S. 

dollars. LEV is the ratio of total debt to total assets. ROA is the ratio of earnings before interest, taxes, depreciation and 

amortization to total assets. GNIPC is the natural logarithm of gross national income converted to U.S. dollars divided by the 

midyear population. Country dum indicates whether country dummies are used in the model. The table reports the coefficient 

and the associated p-values in parentheses. ***, ** and * denote significance levels at respectively 1%, 5% and 10%. 

  

BDSIZEDUM 

 

INDDUM 

 

ATTDUM 

 

Variable 

 

1 

 

2 

 

3 

 

4 

 

5 

 

6 

 

DISCL 

 

 

 

20.858** 

(0.034) 

 

 

 

-2.536 

(0.340) 

 

 

 

10.598** 

(0.019) 

 

 

PROT 

 

 

 6.171 

(0.460) 

 -3.073 

(0.520) 

 4.284 

(0.218) 

FIRMSIZE 

 

 

0.298*** 

(0.000) 

0.287*** 

(0.000) 

0.190*** 

(0.000) 

0.190*** 

(0.000) 

0.252 

(0.323) 

0.210 

(0.402) 

LEV 

 

 

-0.193 

(0.689) 

-0.178 

(0.711) 

-0.110 

(0.661) 

 

-0.108 

(0.669) 

-1.314 

(0.449) 

-1.008 

(0.555) 

ROA 

 

 

0.867 

(0.106) 

0.907* 

(0.090) 

-0.467 

(0.230) 

-0.479 

(0.218) 

3.717 

(0.179) 

3.144 

(0.287) 

GNIPC 

 

 

5.249 

(0.166) 

1.545 

(0.362) 

1.380*** 

(0.008) 

1.346* 

(0.070) 

1.851*** 

(0.004) 

1.901** 

(0.016) 

Country dum 

 

Yes Yes Yes Yes Yes Yes 
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To some extent, this implies a higher likelihood of a better board size, measured as a board 

between 5 and 16 directors, in the case of more country-level investor protection. 

Furthermore, I find evidence that the quality of board size is affected by firm characteristics. 

Both column 1 as well as column 2 show positive significant coefficients for firm size 

equalling 0.298 and 0.287 respectively. This is in line with the predictions. Next, a slightly 

significant relationship is found between return on assets and board size quality. Column 2 

shows a coefficient of 0.907, significant at the 10% level. Nevertheless, there is no proof for 

an effect of leverage and the GNIPC on the quality of board size. 

Column 3 and 4 report the regression results where the board independence dummy is the 

dependent variable. This study does not find significant results on this relationship. The 

coefficients are -2.536 and -3.073, but have p-values equal to 0.340 and 0.520. These results 

are not in line with the predictions of this study. Furthermore, results of the relationship 

between other firm and country characteristics are partly in line with the literature. Firm size 

and GNIPC have significant positive coefficients, meaning that firms more often have boards 

with more than 50% of independent directors when firms are larger, or when firms are located 

in countries with a higher GNIPC. Nevertheless, the results do not support an effect of both 

leverage as well as return on assets on board independence. As can be seen in column 3 and 4, 

the coefficients of these variables are not significant. 

The results of the logit regression analysis of board meeting attendance quality on investor 

protection and several control variables are presented in column 5 and 6. Like the regression 

between investor protection and board size quality displayed in column 1 some proof is found 

for investor protection to affect board meeting attendance. With regard to the disclosure 

index, column 5 reports a coefficient of 10.598, which is significant at the 5% level. As in the 

other regressions, no significant relationship is found between the protect index and board 

meeting attendance. Furthermore, proof that firm characteristics other country characteristics 

affect board meeting attendance is scarce. Concerning firm size, leverage and return on assets 

none of the coefficients appears to be significant. Only gross national income per capita does 

affect board meeting attendance. The models in column 5 and 6 display coefficients of 1.851 

and 1.901, which are significant at the 10 and 5% level respectively. 

 

Additional results 

To check the robustness of  the results in table IV this study also performs Ordinary Least 

Squares regressions. Board size, board independence and board meeting attendance are 

regressed on investor protection and several control characteristics while controlling for 
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heteroskedasticity. This is done with the original values of the dependent variables instead of 

dummy variables. Descriptive statistics of these variables and correlations between these 

dependent variables and with other factors in are reported in appendix A. The results  of  the 

analysis are  displayed in  table V. Column 1  and 2 partly show a significant positive effect  

 

Table V  

The table reports results from regressions of board size, board independence and board meeting attendance on investor 

protection and several control variables. The results are based on a sample of 2078 firms for the year 2013. The results are 

estimated using Ordinary Least Squares regressions. BDSIZE is the total number of board members at the end of the fiscal 

year. BDIND is the percentage of strictly independent board members relative to the total number of board members. 

BDATT is the ratio of overall attended board meetings to the total board meetings as reported by the company stated as a 

percentage. DISCL is a country-level investor protection index on a scale from 0 to 1 based on six sub indices, which 

measure disclosure requirements for firms. PROT is a country-level investor protection index on a scale from 0 to 1 based on 

liability, disclosure and anti-director rights. FIRMSIZE is the natural logarithm of total assets converted to U.S. dollars. LEV 

is the ratio of total debt to total assets. ROA is the ratio of earnings before interest, taxes, depreciation and amortization to 

total assets. GNIPC is the gross national income converted to U.S. dollars divided by the midyear population. Country dum 

indicates whether country dummies are used in the model. The table reports the coefficient and the associated p-values in 

parentheses. ***, ** and * denote significance levels at respectively 1%, 5% and 10%. 

 

 

 

BDSIZE 

 

BDIND 

 

BDATT 

 

Variable 

 

1 

 

2 

 

3 

 

4 

 

5 

 

6 

 

DISCL 

 

 

 

2.563** 

(0.022) 

  

2.166 

(0.844) 

  

4.696 

(0.207) 

 

PROT 

 

 

 0.068 

(0.942) 

 1.463 

(0.888) 

 3.006 

(0.183) 

FIRMSIZE 

 

 

0.828*** 

(0.000) 

0.828*** 

(0.000) 

2.651*** 

(0.000) 

2.651*** 

(0.000) 

0.233** 

(0.012) 

0.233** 

(0.012) 

LEV 

 

 

-0.426 

(0.117) 

-0.461* 

(0.091) 

0.580 

(0.859) 

0.582 

(0.858) 

-0.255 

(0.750) 

-0.233 

(0.772) 

ROA 

 

 

0.460 

(0.181) 

0.420 

(0.224) 

-3.578 

(0.480) 

-3.595 

(0.478) 

3.362** 

(0.001) 

3.337*** 

(0.002) 

GNIPC 

 

 

-0.396*** 

(0.000) 

-0.548*** 

(0.000) 

10.566*** 

(0.000) 

10.587*** 

(0.000) 

1.195** 

(0.017) 

1.343*** 

(0.009) 

Country dum 

 

Yes Yes Yes Yes Yes Yes 

 

of investor protection on board size. The regression estimates for the disclosure and protect 

indices are 2.563 and 0.068. Nevertheless, the disclosure coefficient is significant at the 5% 

level while the other one is not significant. Concerning board independence and board 

meeting attendance, displayed in column 3-6, no evidence is found for a relationship with 

investor protection. The estimates on both the disclosure and protect indices are insignificant. 

Furthermore, all board characteristics are affected by firm size. In line with Coles, Naveen 

and Naveen (2008), firm size is positively related to both board size as well as board 
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independence, stated in the columns 1-4. Column 5 and 6 imply that larger firms have 

directors who more often meet their board meetings. Gross national income per capita has a 

significant effect on all board characteristics too. Remarkably, this effect is negative for board 

size, while it is positive for both board independence and board meeting attendance. Column 

1 and 2 display coefficients equal to -0.396 and -0.548, which are significant at the 1% level.  

Column 3-6 show positive coefficients regarding board independence and board meeting 

attendance. Return on assets has a significant positive effect on board meeting attendance, but 

not on other board characteristics. Column 5 and 6 report coefficients of 3.362 and 3.337, 

which are significant at the 5% and 1% level. At last, leverage hardly has an effect on board 

characteristics. Only in model 2 a slight significant relationship is found, but no other proof is 

detected. 

 

CONCLUSION 

 

As a result of several scandals and crises, the board of directors has become part of a growing 

public debate and it has received more and more attention in the academic world. The board 

of directors is a part of the corporate governance of companies. According to Doidge, Karolyi 

and Stulz (2007), country characteristics as investor protection and financial development are 

the main determinants of the corporate governance mechanisms used in firms. But how are 

country characteristics and firm characteristics related? Are they substitutes or do they 

complement each other? The roles of the board can roughly be divided into monitoring and 

advising (Linck, Netter and Yang, 2008). One could argue less monitoring and advising 

efforts are required when country-level governance is better. Following this reasoning, 

investor protection and the board of directors are substitutes. Nevertheless, Aggarwal, Erel, 

Stulz and Williamson (2009) find investor protection and firm-level corporate governance to 

be complements. So apparently the costs of internal governance mechanisms outweigh the 

benefits in countries with weaker investor protection and vice versa. This thesis extends on 

this theory by empirically studying how investor protection affects the quality of the board of 

directors. More specifically, the board size, board independence and board meeting 

attendance. Analysing board quality is challenging, because the best way to do this is studying 

the behaviour of the board, but this is not quantifiable. As a result, academics try to study 

board characteristics associated with good practices (Adams, Hermalin, Weisback, 2008). 

This study deals with this issue by following the minimum standards of good corporate 

governance by the Institutional Shareholder Services. 
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The findings of this study are as follows. First, in line with the literature hypothesis 1 can be 

confirmed, even though the results of the models regarding board size quality are not in the 

same line. The regression results show that investor protection measured by the disclosure 

index  increases the likelihood that firms have a board of directors with optimal size, which is 

between 5 and 16 directors. Remarkably, with the OLS regressions I also found a significant 

linear relationship between disclosure and board size quality, which is contradictive to the 

findings of Coles, Naveen and Naveen (2008). They state that the optimal board size function 

is an inverted U-shape, so there is both a minimum as a maximum for the optimal size. 

Probably,  the findings of my study can be declared by the large proportion of firms which 

comply to the minimum board size standard for good governance. Nevertheless, this finding 

supports an effect of investor protection on the board size quality. No significance is found in 

the models including the protect index so this does not support nor contradict the findings. 

One could wonder if it is trustworthy to rely only on the regressions including the disclosure 

index, but this is justified by McLean, Zhang and Zhao (2012), who state the disclosure index 

to be a better measure of investor protection compared to the protect index. Secondly, the 

findings with regard to investor protection on board independence are unsupportive. No 

significant relationship is detected in both the Logit regression as well as in the Ordinary least 

squares models.  Since these findings are not in line with my predictions hypothesis 2 is 

rejected. Thirdly, the findings concerning board meeting attendance do not support the 

expectations either. The results show a significant effect of the disclosure index on the 

likelihood of a better degree of board meeting attendance, but we should be aware of the 

reliability of this result. Especially since no significant relationship is found in the Ordinary 

Least Squares regression with board meeting attendance. Besides, no significance is explored 

in the models with the protect index. Although these findings are interesting they are not in 

line with the expectations of this study and consequently hypothesis 3 is rejected. 

Furthermore, supporting the study by Coles, Naveen and Naveen (2008) it appears firm size is 

an important determinant of board characteristics. Besides, the results show that the quality of 

the board is determined by the financial development of the country a firm is located in. 

In order to get a better understanding of the relationship between country and firm-level 

corporate governance mechanisms are analysed as if they are complements or substitutes. 

Aggarwal, Erel, Stulz and Williamson (2009) find internal governance mechanisms and 

investor protection to be complements. This study supports their findings regarding board 

size, but not concerning board independence and board meeting attendance. This implies that 

in general internal governance quality and country-level governance might be complements, 
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but this is not automatically the case for individual firm-level corporate governance 

mechanisms. Subsequently, this paves the way for future research which should be conducted 

on individual internal governance mechanisms. For example, they could be studied in relation 

to country characteristics. For policymakers, it would be very interesting to get a better 

understanding on how firms react and design specific governance mechanisms in relation to 

regulations. Furthermore, it could be very useful for investors to know why certain 

mechanisms are designed as they are. For example to get a better perception on the risks they 

bear when they provide funding for companies. 

Just as most academic literature this study has some limitations. These should be kept in mind 

during the interpretation of the results. First of all, to measure board quality we used 

minimum standards to define good board characteristics. This is done because the behaviour 

of directors is unobservable, but there could be doubts with regard to these standards. In other 

words, do they appropriately indicate good board characteristics. Secondly, this study controls 

for firm and country characteristics, but one could wonder if they completely capture all 

influences on the quality of the board of directors. So the explanatory power of the results 

could be restricted by the variables used in this study. Thirdly, the results of this study are 

based on a sample which is smaller compared to other studies. Because of data restrictions our 

sample consisted of firms in 30 countries. As a result, the comprehensiveness of this study is 

reduced, but if and to what extent it affects the findings is unclear. Finally, this study used 

dummies to measure the dependent variables, but the variance in the board size dummy and 

board meeting attendance dummy is very low. Especially the board meeting attendance 

dummy only includes 10 firms which do not meet the minimal required standard. Most 

noteworthy, these data are percentages as reported by the company. This probably resulted in 

biased estimates en should be considered when one interprets the results. 
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APPENDIX A 

 

Table VI  

The table reports descriptive statistics for the dependent variables used in the additional analysis. The number of 

observations, the mean, standard deviation, minimum value and maximum value are reported. BDSIZE is the total number of 

board members at the end of the fiscal year. BDIND is the percentage of strictly independent board members relative to the 

total number of board members. BDATT is the ratio of overall attended board meetings to the total board meetings as 

reported by the company stated as a percentage. 

 

 

 

Obs 

 

Mean 

 

SD 

 

Min 

 

Max 

 

BDSIZE 

 

2078 

 

9.417 

 

2.795 

 

2 

 

30 

BDIND 2078 53.50 27.88 1.23 99.36 

BDATT 

 

2078 88.82 10.47 56 100 

 

Table VII  

The table shows correlations between the variables used in the additional analysis based on a sample of 2078 firms for the 

year 2013. BDSIZE is the total number of board members at the end of the fiscal year. BDIND is the percentage of strictly 

independent board members relative to the total number of board members. BDATT is the ratio of overall attended board 

meetings to the total board meetings as reported by the company stated as a percentage. DISCL is a country-level investor 

protection index on a scale from 0 to 1 based on six sub indices, which measure disclosure requirements for firms. PROT is a 

country-level investor protection index on a scale from 0 to 1 based on liability, disclosure and anti-director rights. 

FIRMSIZE is the natural logarithm of total assets converted to U.S. dollars. LEV is the ratio of total debt to total assets. ROA 

is the ratio of earnings before interest, taxes, depreciation and amortization to total assets. GNIPC is the natural logarithm of 

gross national income converted to U.S. dollars divided by the midyear population. The table reports the coefficient and the 

associated p-values in parentheses. ** and * denote significance levels at respectively 1% and 5%. 

 

Variable 

 

BDSIZE 

 

BDIND 

 

BDATT 

 

BDIND 

 

 

-0.059** 

(0.007) 

  

BDATT 

 

-0.241** 

(0.000) 

0.023 

(0.299) 

 

DISCL 

 

0.244** 

(0.000) 

-0.013 

(0.546) 

-0.569** 

(0.000) 

PROT 

 

0.071** 

(0.001) 

0.085** 

(0.000) 

-0.481** 

(0.000) 

FIRMSIZE 0.612** 

(0.000) 

0.082** 

(0.000) 

-0.231** 

(0.000) 

LEV 

 

0.091** 

(0.000) 

0.009 

(0.698) 

-0.099** 

(0.000) 

ROA 

 

0.073** 

(0.000) 

-0.052* 

(0.017) 

-0.070** 

(0.001) 

GNIPC 

 

 

-0.153** 

(0.000) 

0.201** 

(0.000) 

-0.068** 

(0.002) 
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