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Abstract 

This dissertation explores the link between economic openness and companies’ 
corporate governance practices in developing countries. I establish a conceptual 
framework where I considered the factors playing into the cost-benefit analysis of a 
company when deciding on corporate governance practices and how economic openness 
influences this. Drawing on data from eleven Asian countries, I then empirically test the 
hypothesis that economic openness can stimulate the adoption of better corporate 
governance practices. I focus on Asian countries because their accelerated economic 
growth in the last decades has led the way in catching up with developed countries and at 
the same time the region displays variation in both economic openness and firms’ 
corporate governance practices. The results indicate a positive and statistically significant 
impact of economic openness on corporate governance: On average, companies in 
economically more open countries adopt more transparent reporting on corporate 
governance issues in their annual reports. These results hold when instrumenting 
economic openness to avoid biased results due to endogeneity between corporate 
governance and economic openness. From a policy perspective, these findings suggest a 
more market-driven approach to improving corporate governance, which may be a good 
alternative or complement to regulatory efforts.   
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Summary 

Introduction  

Good governance is a key factor for stable economic development and many 
international aid initiatives and developing countries’ domestic policies focus on 
improving public sector governance. Corporate governance, however, has not received as 
much attention particularly in the context of developing countries. This lack of attention 
seems negligent given that sustained economic growth ultimately depends on a thriving 
private sector and examples of corporate governance failure have been shown to be 
highly disruptive, even in developed economies. The premise of this dissertation is that 
policymakers, in their quest to maximize economic growth, have to consider corporate 
governance and find ways to enhance it so as to stimulate private sector competitiveness 
and reduce unexpected failures. 

 
One way of doing so is to enhance legal requirements of corporate governance 

standards (in particular, shareholder protection) and enforce adherence. However, in 
developing countries, two things, in particular, may impede a government’s ability to do 
this. For one, public institutions may be weak and have limited resources and may 
therefore not be able to enforce such requirements well. Secondly, private companies 
have often grown out of family businesses, frequently resulting in highly entrenched 
business interests. This small, but powerful, group stands to lose possibilities to extract 
profits from their firms (and minority shareholders) under stricter corporate governance 
standards. Therefore, a more market-driven approach to improving corporate governance 
may be a good alternative or complement to regulatory efforts.  

 
Developing countries are, furthermore, often characterized by weak domestic 

markets, limiting companies’ access to local capital, suppliers and customers. In this 
respect, economic openness (defined for my purposes as the degree to which economies 
allow [or enable] trade or actually trade with other economies) can provide a mechanism 
to overcome such shortfalls of the “home market.” Competing with foreign companies 
for global investors, customers, and suppliers may, in turn, change the cost-benefit 
analysis of domestic companies with respect to their corporate governance standards. For 
example, the controlling stakeholder may gain more through access to cheaper (foreign) 
capital than he or she loses through the limitation of his or her expropriation possibilities. 
This is because foreign investors have, at least initially, less knowledge and experience 
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with the domestic market and place higher value on good corporate governance practices, 
as these provide a risk mitigation mechanism.  

 
In this context, I am interested in exploring the link between economic openness and 

companies’ corporate governance practices in developing countries. In doing so, I will 
clarify what I mean by “corporate governance” and “economic openness” and how to 
measure these concepts. Furthermore, I will consider which factors affect the cost-benefit 
analysis of a company when deciding on corporate governance practices and how 
economic openness can impact this so as to create a conceptual framework. I then 
empirically test the hypothesis that economic openness can stimulate the adoption of 
better corporate governance practices using data from eleven Asian countries. I focus on 
Asian countries, as over the last decades, their accelerated economic growth has led the 
way in catching up with developed countries and at the same time the region displays 
overall a variation in both economic openness and corporate governance practices.  

 
The focus on the impact of economic openness on corporate governance in 

developing countries is particularly novel as much of the existing literature has thus far 
only looked at the general question of determinants of corporate governance. 
Furthermore, this research complements existing evidence by looking at specific aspects 
of corporate governance, including ownership structure, financial information, and 
information about the board. Methodologically, the research goes beyond observing 
correlations to looking at whether there is evidence for a causal link between economic 
openness and corporate governance. 

Methods and data  

The design of the conceptual framework, definition of the individual elements (i.e., 
corporate governance and economic openness) and the choice of the measurements used 
to operationalize these elements is informed by a review of peer-reviewed and gray 
literature. The latter is comprised of informally published material produced by a variety 
of stakeholders including government, academia, and the private sector, which is not 
captured in the typical sources of peer-reviewed literature. The core data ultimately 
chosen to proxy corporate governance are firm-level scores on transparency and 
disclosure with respect to corporate governance issues collected in 1999/2000 by 
Standard & Poor’s. For the empirical exploration, a basic ordinary least squares (OLS) 
regression model is used in conjunction with an instrumental variable approach to test 
whether there is a causal effect of trade openness on corporate governance.  
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Key findings 

Our results point to three key findings:  

Finding 1: Economic openness has a positive effect on corporate governance 
practices  

Overall, the key findings of the OLS analysis provide support for my hypothesis that 
a country’s economic openness is positively and significantly related to better corporate 
governance practices of the publicly listed firms incorporated in that country. On average, 
companies in economically more open countries adopt more transparent reporting on 
corporate governance issues in their annual reports. According to the baseline regression 
results in which I control for annual sales (as a proxy for firm size), sector, and gross 
domestic product (GDP) per capita (as a proxy for a country’s development level), a ten 
percentage point increase in trade shares is estimated to increase overall corporate 
governance scores by 0.8 percentage points. For example, based on these parameter 
estimates, if India, the least open country in the sample (at the time trade made up only 
about 21% of GDP) moved to the level of Thailand (where, at the time, trade made up 
about 87% of GDP), its overall corporate governance scores would increase by 13 
percent. When instrumenting economic openness to avoid biased results due to 
endogeneity between corporate governance and economic openness, the OLS results 
hold. This suggests that a country’s economic openness level is not only correlated but 
even causal for better corporate governance practices. In fact, the estimates imply that the 
effect of a one percentage point increase in trade shares (i.e., imports and exports 
expressed as shares of GDP) would have about the same positive effect on good 
corporate governance practices as a 107 U.S. dollar (USD) increase in GDP per capita. 
This level of magnitude would be especially important for less developed countries. For 
example, if I were to apply these estimates to low and middle income countries as a 
whole I would get the following: With an average GDP per capita of 1,017 USD in the 
1990s and trade shares of about 44 percent, a two percent growth rate in trade shares 
would have generated the same improvement in their firms’ corporate governance 
practices as a ten percent increase in GDP per capita.  

Finding 2: Ownership reporting is more sensitive to economic openness than 
other reporting areas 

Companies in economically open countries tend to report, in particular, more on 
issues related to the company’s shareholder composition and investor rights. Albeit still 
positive and statistically significant, reporting on financial issues (i.e., business strategy 
and auditing practices) is less sensitive to the degree of economic openness. This may 
suggest that foreign partners are especially interested in (or concerned about) the 
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ownership structure of companies in Asian countries. Such a focus makes sense in light 
of the prevalence of family-controlled businesses and the extensive use of complex 
control structures (e.g., pyramid ownership structures, cross shareholdings) in Asian 
countries, which typically raise corporate governance concerns for outside investors.  

Finding 3: Taiwan is a marked outlier 

Taiwan is a marked outlier in terms of the intuitively positive link between economic 
development and good corporate governance. Orthodoxy would suggest that Taiwan’s 
relatively high economic development would imply its firms adopting good corporate 
governance practices. However, Taiwanese firms display poor corporate governance. 
This notable abnormality can, however, be explained based on Yeh et al. (2001)’s 
findings. They argue that Taiwan is characterized by an extremely high extent of family-
controlled businesses, but that performance does not suffer if levels of family-ownership 
are high enough, given that the costs of expropriation outweigh the benefits for the 
family. Thus, family-controlled Taiwanese firms may be economically successful while 
not feeling the need to provide transparent information to outsiders (e.g., minority 
shareholders). 

Policy implications  

These findings have several policy implications relevant for domestic and foreign 
policies aiming to enhance corporate governance, which in the long run could help foster 
economic development in developing countries.  

 
First, the fact that openness has a positive effect on corporate governance suggests 

that direct or indirect exposure to foreign markets changes a firm’s cost-benefit analysis 
in favor of improved corporate governance practices. Companies can learn from their 
interaction with foreign partners or are inspired to improve their practices to increase 
attractiveness to potential foreign partners. This means that a certain “knowledge 
transfer,” which happens with production technologies, can also happen with respect to 
corporate governance mechanisms. Thus, in some sense, we can “export” good corporate 
governance. Little is known about the interaction between corporate and public sector 
governance, but there are plausible channels through which an improvement in corporate 
governance practices could have spillover effects to the public sector. Not only would 
sound and transparent corporate practices reduce the possibility of opaque payments to 
corrupt government officials in exchange for certain concessions (e.g., procurement 
contracts, regulatory favors) as suggested by Wu (2005), good governance culture could 
also be transmitted through human capital transfers between the private and the public 
sectors.  
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In this light, developed countries may be more successful in promoting a well-

functioning private sector in developing countries by establishing policies aimed at their 
own participants in the international market that are actively trading with and investing in 
developing countries than by pushing for corporate governance-related regulations 
through an inefficient public sector in the developing countries themselves. Companies in 
developed countries could become agents of change through standards imposed on them 
that they can, in turn, translate into standards required for their suppliers, trading partners, 
or companies they invest in. One could think about it in similar terms as the Foreign 
Corrupt Practices Act (FCPA); when it comes to fighting corruption in foreign countries, 
the FCPA imposes significant consequences (e.g., penalties of up to USD 25 million and 
the suspension or debarment from securing contracts with the U.S. government) to U.S. 
companies that commit bribery abroad, thus reducing the supply of money to be used in 
developing countries to corrupt public sector authorities. It should, however, be noted 
that such approaches may have tradeoffs as they may impede on the competitiveness of 
U.S. firms.   

 
Conversely, policymakers in developing countries can, based on the bi-directional 

relationship between economic openness and corporate governance practices, promote a 
“virtuous cycle” by stimulating either economic openness or the adoption of better 
corporate governance practices at the firm level. In particular, policymakers should 
consider that promoting policies directed at both factors can, in conjunction, ease the 
adoption of these policies. For example, policymakers may need to expend less political 
capital to negotiate stronger corporate governance rules with controlling shareholders if 
better corporate governance also means enhanced business opportunities abroad. 
Furthermore, a more market-driven approach that would focus on enhancing openness 
instead of regulating the private sector directly may save public resources that would 
otherwise be required for enforcement efforts. 

Concluding remarks  

This dissertation aims to a) provide an overview on what corporate governance means 
to different stakeholders and how we can measure it, b) establish a framework guiding 
research into the intricate relationships between economic openness, governance, and 
economic development, and c) empirically explore the specific link between economic 
openness and corporate governance.  

 
In sum, my findings suggest that trade openness can have a positive impact on the 

adoption of good corporate governance practices. The potential positive long-term impact 
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of economic openness on public (Bonaglia et al., 2001) and (as I find) corporate 
governance points to the fact that cross-border interaction can strengthen institutions. In 
practice, the positive effect of economic openness can help devise and promote policies 
that leverage market forces and a) might more easily gain support from entrenched 
business communities as they go hand-in-hand with new business opportunities abroad, 
and b) be more efficient as they do not depend on public sector monitoring. 
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1. Introduction 

Introduction and motivation  

Maximizing economic development is one – if not the most – central objective of 
developing countries. Consequently, many research efforts have focused on finding the 
drivers of economic growth, how these factors interact, and how we can impact them 
with policies. In this context, the development of the private sector deserves attention by 
researchers and policymakers. Indeed, in its increasingly important role as a taxpayer, 
employer, and engine of capital growth, the private sector shapes the development of 
nations’ economies.1 When compared to a country’s gross domestic product (GDP), for 
example, Royal Dutch Shell’s 484 billion U.S. dollar (USD) in annual revenues ranks 
31st, ahead of countries like the Philippines or Hong Kong.2 Another example are 
forecasts by JPMorgan that recently estimated that IPhone5 sales could generate an 
increase of up to half a percentage point in annualized U.S. GDP growth in the fourth 
quarter of 2012 (Feroli, 2012).  

 
Thus, a central role of public policy is to enable a flourishing, innovative pool of 

value-generating business activities to fight unemployment and poverty and boost 
economic growth. This includes providing an environment that empowers companies to 
attract the necessary investment, gain access to relevant markets, and limit the risk of 
sudden and unexpected corporate failures.  

 
One key element to facilitate these ends is the promotion of good corporate 

governance,3 which can increase companies’ competitiveness and help protect against 
sudden bankruptcies.  Put another way, “an effective corporate governance system, 
within an individual company and across an economy as a whole, helps to provide a 
degree of confidence that is necessary for the proper functioning of a market economy. 

                                                 
1 As noted by Schulpen and Gibbon (2002), the development orthodoxy has shifted from the idea of the “state as the 
prime mover of economic development” in the 1960s and 1970s to the consensus of the private sector as the primary 
driver of economic growth and the “state provides the background conditions for this to occur.”  
2 See 2012 rankings of CNN (Fortune 500 companies) and the CIA World Fact Book (country ranking by estimated 
GDP for 2012). 
3 As I will elaborate on later in the dissertation, corporate governance has been defined in many ways, with different 
disciplines focusing on different aspects of it. For the purpose of this dissertation, I will define corporate governance 
primarily as the set of mechanisms that allow suppliers of finance to corporations (i.e., shareholders) to mitigate the 
risk of expropriation by insiders (e.g., managers or controlling shareholders).  
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As a result, the cost of capital is lower and firms are encouraged to use resources more 
efficiently, thereby underpinning growth” (OECD, 2004, page 11). 

 
For the economic growth of newly industrialized or developing countries, good 

corporate governance may be even more important given that domestic markets are often 
not sufficiently developed to satisfy a) investment capital needs (due to immature 
domestic financial market), b) supply needs (due to the lack of a sufficiently broad 
production base), and c) market demand (due to limited domestic purchasing power). 
Therefore, access to global markets may offer alternatives to overcome domestic 
constraints, but domestic firms would have to compete with foreign firms for clients and 
investors. These foreign stakeholders may, however, (at least initially) be less familiar 
with the rules governing the domestic environment and would presumably place higher 
value on good corporate governance practices to mitigate against mismanagement and 
sudden collapse. Thus, companies in developing countries may receive a higher marginal 
benefit from enhancing their corporate governance standards if doing so makes them 
more attractive to foreign investors and trading partners.  

 
This dissertation explores the link between economic openness (defined for my 

purpose as the degree to which a country allows (or enables) trade or actually trades with 
other countries)4 and companies’ corporate governance practices.5 The latter are not 
solely defined by the legal framework. Like any management decision, the choice of a 
firm’s corporate governance level is the result of a cost-benefit analysis. A company can 
ignore legal requirements risking sanctions or can adopt more stringent corporate 
governance rules (e.g., through voluntary reporting on relevant issues). I will explore how 
economic openness can influence this cost-benefit analysis using the example of Asian 
companies. Asia is an ideal candidate for assessing the interaction between openness and 
corporate governance in countries that are transitioning from the developing to the 
developed stage. For one, the region has experienced accelerated economic growth over 
the last two-to-three decades, leading the way of developing regions in catching up with 
the developed world. In this transition, many Asian countries have established active 
stock markets and are challenged by the move from family-capital to market-capital 
(Kumar and Matsusaka, 2008). Thus, while corporate governance is an important issue 
                                                 
4 While in this dissertation I refer to economic openness primarily as trade openness, it should be noted that capital 
account openness is another aspect of a country’s overall openness level. An interesting exploration of factors 
affecting financial development which also touches upon the link between capital account and trade openness is 
provided Chinn and Ito (2006).  
5 When talking about the level or quality of corporate governance, a central distinction has to be drawn between 
country-level corporate governance rules (e.g., laws regarding investor protection) and company-level corporate 
governance practices (e.g., transparent reporting); this difference will be discussed in more detail later in the 
dissertation. 
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for companies competing for external investment (in particular, those listed on a stock 
exchange), the region is also characterized by significant variation in trade openness and 
firm-level corporate governance practices.  

 
In the past, opening up to the global market has, in the short run, often been painful 

for developing countries, resulting sometimes in popular resentments and the call for 
trade barriers. However, if openness has positive impacts on corporate governance, this 
would mean that there are specific positive effects on institutional development in the 
private sector. Ideally, over the long run, the participation in global trade could contribute 
to strengthening institutions in developing countries, ultimately bringing more just 
allocation of economic growth (e.g., to minority shareholders) and reduce the risk of 
corporate failures.  

  
Therefore, exploring the link between economic openness and corporate governance 

is important. Economic openness has already been found to have a positive impact on 
public sector governance (see Bonaglia et al., 2001) and a better governed public sector 
(i.e., working efficiently and free of corruption) has, in turn, proven essential for 
economic growth (e.g., Mauro, 1995 and 1997; Tanzi and Davoodi, 2000; Mo, 2001). 
However, it is becoming evident that, while the public sector can set the framework for 
economic development and can spur it to some degree, it will not generate economic 
development in the long run without strong and stable growth of the private sector. Thus, 
should openness have a positive effect on corporate governance, this would mean that we 
can “export” good corporate governance and that global market pressure as well as soft 
“knowledge transfer” would facilitate the adoption of good corporate governance in 
developing countries. One could even envision channels through which better corporate 
governance could have spillover effects to the public sector. For example, transparent 
corporate governance processes could reduce the supply side for opaque payments to 
unduly influence public officials as well as increase bribe takers’ risk of being caught as 
suggested by findings by Wu (2005). Furthermore, a transparent culture could also 
influence the public sector through staff transferring from the private sector. 

 
In fact, such a finding could inform the design of several domestic and foreign 

policies aiming to support stable economic development in developing countries. The 
leeway of policymakers in developing countries is, in effect, often limited by the fact 
that: a) an entrenched business community dominated by few families may oppose the 
adoption of regulation, b) these incumbent entrepreneurs benefit from the lack of strong 
corporate governance (in particular, weak shareholder protection), and c) the lack of 
resources and strong public institutions complicates monitoring and enforcing 
regulations. Therefore, foreign policies could, for example, aim at strengthening 
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requirements on foreign companies (residing in countries with strong institutions capable 
to monitor and enforce regulation) that put pressure on partnering institutions in 
developing countries (similar to the Foreign Corrupt Practices Act [FCPA]). Domestic 
policies in a developing country could, on the other hand, raise the expected value of 
good corporate governance practices through easing (or promoting) access to foreign 
markets (e.g., through trade agreements) without having to resort to mandatory regulation 
or public enforcement efforts.  

Organization of dissertation 

The dissertation is organized into nine chapters. The next chapter provides a 
background on the links between economic openness, governance, and economic 
development. It also addresses the state of the existing evidence and elaborates on my 
contribution to the research. Chapter 3 provides an explicit conceptual framework of the 
links between corporate governance and economic openness followed by the proposed 
measurements of these concepts. In Chapter 4, I describe the data used for the empirical 
exploration of the links between corporate governance and economic openness. The 
analysis, methods, and results are then presented in Chapter 5. Chapter 6 provides some 
secondary findings resulting from the analysis, while Chapter 7 presents the robustness 
checks. Finally, Chapter 8 summarizes the findings and, in Chapter 9, I conclude with the 
policy implications of my findings. Additional background material is available in the 
Appendixes. Appendixes A and B provide, respectively, overviews of economic theories 
of the firm and corporate governance metrics. The 98 items covered by my corporate 
governance scores, Standard & Poor’s Transparency and Disclosure (T&D) Index, are 
listed in Appendix C. Appendix D provides a brief description of the methodology for my 
instrumental variable, while Appendix E provides information on the composite measures 
for economic openness used for my robustness checks. My independent variable selection 
is presented in Appendix F. Finally, Appendix G concludes the dissertation with 
descriptive statistics and regression results.  
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2. Overview and background 

Economic openness, governance, and economic development 

The link between economic openness and corporate governance in the context of 
developing countries is the focal point of this dissertation. However, what ultimately 
drives the interest in this relationship is the impact of these elements (and their 
interaction) on economic growth. Thus, in this first subsection, I will briefly look at the 
nexus between economic openness, governance, and economic development, and, in 
doing so, highlight relevant research strands that have advanced the understanding and 
have shaped policies in this area.  

 
Existing research focuses, in many cases, on testing the causal link in one direction 

(mostly towards the end-goal, economic development, as suggested by the increased 
color shading in that direction in Figure 1). However, as indicated in Figure 1, bi-
directionality is actually more probable from a logical point of view and, in fact, often 
desirable from a development point of view, as this might provide for a reinforcing 
upward spiral. In my later analysis, I will look in more detail at the possibility of such a 
bi-directional relationship between economic openness and corporate governance. 

Figure 1. Stylized depiction of the relationships between economic openness, governance 
and economic development 

 
 

Researchers have looked extensively at the link between openness and economic 
growth (e.g., Sala-i-Martin, 1997; Edwards, 1998; Frankel and Romer, 1999; Easterly 
and Levine, 2001; Rodriguez and Rodrik, 2001; Dollar and Kraay, 2003; Kumar, 2003; 
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Baldwin, 2004; Chang et al., 2005) testing in various ways if increased “cross-border 
exchange of goods, services, technology and ideas will have a positive impact on 
incomes because the existing amount of resources is used more efficiently [which] raises 
the returns on physical (and human) capital, promoting more accumulation in the second 
round” (Bergheim, 2008, page 82). Furthermore, the specific link between foreign direct 
investment (FDI), a particular channel of economic openness, and economic growth has 
been assessed (e.g., Hansen et al., 2006; Chowdhury and Mavrotas, 2006), finding 
support for a bi-directional effects between FDI and GDP. 

 
Looking at the interaction between corporate governance and economic 

performance, the firm-level has received considerable attention. Overall, findings 
corroborate that good corporate governance is correlated with better company 
performance (often expressed as firm value) (e.g., Gompers et al., 2003; Black et al., 
2006; Klapper and Love, 2004; Durnev and Kim, 2005; Morck et al., 1988; Renders et 
al., 2010).6 There is also some evidence at the country-level; Johnson et al. (2000), for 
example, found that stock markets in countries with weak legal institutions for corporate 
governance suffered more during the Asian financial crisis. With respect to public sector 
governance, research finds that better governance (e.g., lower levels of corruption) 
positively impacts economic development (e.g., Mauro, 1995 and 1997; Tanzi and 
Davoodi, 2000; Mo, 2001).  

 
Finally, research has looked at the interaction of a country’s openness and its 

public governance. Findings by Gatti suggest “that the main impact of trade barriers on 
corruption comes through the incentive to collusive behaviors between individuals and 
customs officials” (Gatti, 2004, page 851) and that diversified tariffs and discretionary 
power by customs officials may increase corrupt behavior (Gatti, 1999). Wei (2000) 
provides empirical evidence that countries that are “naturally” more open (due to size or 
geography) are less corrupt and Bonaglia et al. (2001) find that increases in import 
openness reduce corruption.  

 
The link between economic openness and corporate governance and the potential 

impact of this relationship on the economic growth of developing countries have received 
less attention. At most, this relationship has been treated as a side issue, for example, in 
the context of whether there is international convergence towards a single set of corporate 
governance standards (e.g., Khanna et al., 2004 and 2006). While some authors maintain 
that long-term legal convergence with respect to regulatory provisions and enforcement 

                                                 
6 However, it should be noted that some authors question the predictive power of corporate governance ratings (e.g., 
Daines et al., 2010; Bhagat et al., 2007). 
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mechanisms of investor protection are necessary (Hansmann and Kraakmann, 2001),7 the 
lack of such legal convergence offers opportunities for functional convergence8 driven 
mainly by foreign investors seeking better protection (La Porta et al., 2000). Such 
functional convergence can range from companies offering customized corporate charters 
with greater rights, to incorporation, cross-listing, or cross-border mergers and 
acquisitions.  

Corporate governance and economic openness in Asia 

Overall, Asian countries are characterized by weak property rights, and limited 
protection of minority shareholders. Concentrated ownership is common and often linked 
to one family (Sulaiman, 2007; Claessens and Fan, 2002).9 These families often adopt 
complex ownership structures like stock pyramids10 and cross-shareholdings,11 as well as 
a separation of cash-flow rights and voting-rights12 to control diversified business groups 
(Claessens and Fan, 2002). Typical external corporate governance mechanisms such as 
hostile takeovers are rare and the takeovers that do occur (e.g., within a business group) 
are sometimes rather used as tunneling mechanisms13 to transfer wealth from the minority 
shareholders of an affiliated-firm toward the controlling shareholders of a business group 
(Claessens and Fan, 2002; Bae et al., 2002; Dyck and Zingales, 2002).14 Internal 

                                                 
7 The trend towards convergence is currently ongoing, at least in the area of accounting standards, where the 
majority of countries have already adopted International Financial Reporting Standards (IFRS). 
8 La Porta et al. (2000) follow the distinction drawn by Coffee (1999) and Gilson (2001) whereby legal convergence 
refers to the adoption of standard rules and enforcement mechanisms while functional convergence may happen in a 
more decentralized manner, for example, through market-based changes, which do not require legal reform but 
effectively create mechanisms of investor protection. 
9 Claessens and Fan (2002) attest that concentrated (family-dominated) ownership and business group structure of 
companies are actually a response to the “weak property rights” and “poorly developed external markets,” given 
these “facilitate transactions” and create “internal markets.”  
10 “Pyramids are control structures whereby the family holds shares in the firm through one or more intermediate 
entities such as trusts, funds, foundations, limited partnerships, holdings, or any other form of corporation of which 
the family owns less than 100%” (Villalonga and Amit, 2006, p. 390). 
11 “Cross-holdings are control structures in which the firm owns shares in a corporation that belongs to the family’s 
chain of control in the firm” (Villalonga and Amit, 2006, p. 390). 
12 For example, through the introduction of multiple share classes, which are “voting structures such that the firm 
has issued two or more classes of stock with differential voting rights” (Villalonga and Amit, 2006, p. 390). 
13 Johnson et al. (1998) define tunneling as “the transfer of resources out of the company to its controlling 
shareholder (who is typically also a top manager).” Tunneling can happen through different mechanisms spanning 
from related-party transactions that benefit the controlling shareholder (e.g., asset sales at inflated prices to a 
company that the controlling shareholder has interests in) to dilutive share issues at the cost of minority 
shareholders. 
14 Evidence from Korean business groups (chaebols) showed that “when a chaebol-affiliated firm makes an 
acquisition, its stock price on average falls. While minority shareholders of a chaebol-affiliated firm making an 
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corporate governance mechanisms such as independent boards of directors are also weak 
with boards typically staffed with insiders (e.g., family members) (Yeh et al, 2001; 
Claessens and Fan, 2002). In addition, Asian countries are characterized by poor 
disclosure and transparency (Clasessen and Fan, 2002). In their most recent assessment, 
Crédit Lyonnais Securities Asia (CLSA) in cooperation with the Asian Corporate 
Governance Association (ACGA) found that even Singapore and Hong Kong, the best 
performers amongst the 11 Asian countries assessed, were “lack[ing] world-class systems 
of corporate governance” and that overall “cracks in Asian corporate governance have 
become more apparent “ so that “corporate Governance, once again, can no longer be 
taken for granted” (CLSA, 2012, page 1). However, the region is not homogeneous. 
Although North Asian countries such as Taiwan, Japan, and China have “enacted 
numerous reforms over the past 10 years, the overall outcome remains disappointing” 
(ACGA, 2012, slide 5). Rigid corporate hierarchies, conflicting interests between 
regulators and the conservative business community, and weak governments that lack 
internal consensus and leadership are listed as reasons for this situation. On the other 
hand, countries belonging to the Association of Southeast Asian Nations (ASEAN), like 
Singapore, Malaysia, and Thailand, benefit from stronger governments that take 
leadership with respect to establishing independent audit regulators and have 
implemented clearer policies, in particular on board structure and shareholder rights, as 
well as from reasonably well-established training of directors and boards (ACGA, 2012). 

 
When it comes to economic openness and outward-orientation, the region (in 

particular, East and Southeast Asia) has a reputation of leveraging these for its rapid 
economic growth  in the 1980s and 90s (ADB, 1999; Majeed, 2010; Page, 1993 citing 
Kruger, 1995, Hughes, 1992; Wade, 1990, Singh, 1992). However, the Asian financial 
crisis “raised some questions about the role of openness in promoting sustainable growth” 
(ADB, 1999, page 1). The average trade shares since 1990 (imports and exports as a 
percentage share of GDP) for the eleven Asian countries in my sample show a continued 
trend of expanding trade. I will go into more detail on trade openness in my sample 
countries when I describe the data. However, in comparison with the average trade shares 
for 1990-1999 and 2000-2010, we see that all but one country, Pakistan, have intensified 
their trade; the majority experiencing growth rates in trade shares above the world 
average for that period, which was 25 percent. Nevertheless, major differences in trade 
openness in the region, in general, and amongst my eleven countries, in particular, 
persist. While in 2011, due to their re-exports and imports, Hong Kong and Singapore, 
with trade shares of 391 and 447 percent of GDP, were amongst the world leaders, 

                                                                                                                                                             
acquisition lose, the controlling shareholder of that firm on average benefits because the acquisition enhances the 
value of other firms in the group” (Bae et al., 2002, page 2695). 
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countries like Pakistan, Indonesia, India, and China are below the world average (59 
percent of GDP). The latest Global Enabling Trade Report (WEF, 2012) attests that “Asia 
… is host to some of the fastest growing and largest economies” in the world, many of 
which “have greatly benefited from trade and made it a central part of their growth 
strategy” (WEF, 2012, page xvi). However, this report also points out the persisting 
difference within the region in terms of trade openness.15 

In sum, Asia is characterized by a diverse set of countries with significant room to 
improve both their track record with respect to corporate governance practices and 
economic openness which may ultimately be important factors for stable economic 
development in the region.  

Contribution of research in the context of previous work 

This research is inspired by Bonaglia et al. (2001) who looked at the link between 
economic openness and governance in the public sector. They found that increases in 
import openness reduced public sector corruption. The magnitude of this impact reaches 
nearly a third of the impact that the level of development has on corruption. Given the 
growing importance of the private sector in economic development, this dissertation 
assesses the parallel relationship between openness and corporate governance. 

 
Several studies have started to explore the drivers of corporate governance (e.g., 

La Porta et al., 1998; Beck et al., 2000; Doidge et al., 2007; Durnev and Kim, 2005; 
Klapper and Love, 2002; Francis et al., 2008). This dissertation builds, in particular, on 
Doidge et al. (2007) and Khanna et al. (2004). Doidge et al. (2007) assessed the 
explanatory power of firm-level (e.g., investment opportunities, asset size, and 
ownership) and country-level characteristics (e.g., economic development, quality of the 
legal environment) on three different corporate governance scores - one of which is a 
subset of Standard & Poor’s T&D scores, the dataset used in this research.16 They found 
that between 39 and 73 percent of the variation in firm-level corporate governance scores 
was explained by country characteristics, compared to very limited explanatory power of 
firm-level characteristics (between 4% and 22%). The limited explanatory power of firm-

                                                 
15 The Enabling Trade Index (ETI) ranks countries based on the “extent to which individual economies have 
developed institutions, policies, and services facilitating the free flow of goods over borders and to destination” 
(WEF, 2012, page xv). While Singapore and Hong Kong lead the world ranking, other Asian country settings are 
much less enabling. Restrictive trade policies keep China on the 56th position and India as far back as 100th. Other 
countries, such as Thailand (57th), Indonesia (58th), and the Philippines (72nd) have leveraged the trade 
liberalization between ASEAN and advanced in the rankings (WEF, 2012). 
16 Doidge and colleagues use the global set of Standard & Poor’s T&D scores without the financial sector firms and 
assign the status of development based on median GDP per capita. As explained later in the data section, I use all 
sectors including finance and only include developing Asian countries. 
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level factors was even more pronounced for less developed countries, where it was 
reduced to merely 2% and none of the firm-level characteristics was significant. Using a 
different subset of the T&D scores, Khanna et al. (2004) address the question of whether 
various sorts of bilateral interaction with the U.S. for both developing and developed 
countries leads to convergence to U.S. disclosure and governance practices. They find 
that several market interaction measures (e.g., listing at a U.S. stock exchange, U.S. 
investments in the company’s country, and the extent of business travel from the 
company’s country to the U.S.) are positively associated with the company’s 
convergence to U.S. disclosure practices, but find no significant association for bilateral 
trade with the U.S.  

 
In contrast to Khanna et al. (2004), this dissertation is interested in corporate 

governance scores from a development perspective. Thus, I assess the potential impact of 
economic openness on improving corporate governance in developing countries in ways 
that can, in turn, support stable economic development. As such, I focus on the Asian 
experience where traditional family businesses17 that have predominantly engaged in the 
local market have started to transition to larger business operations that transact with 
international firms and customers and attract international investments (Kumar and 
Matsusaka, 2009). Furthermore, in order to have a more complete picture of economic 
openness, I do not limit my focus to bilateral interactions with the U.S., but instead look 
at overall economic openness (in my case defined as global trade flows). Additionally, I 
assess the impact of openness on three subscores that comprise items dealing with 
ownership structure, financial information, and information about the board, 
respectively.18 Finally, this dissertation goes beyond observing correlations to looking at 
whether there is evidence for a causal link between economic openness and corporate 
governance, by using an instrumental variable for economic openness.  

                                                 
17 In October 1996, The Economist reported that in India “family businesses account[ed] for about 70% of the total 
sales and net profits of the biggest 250 private-sector companies” and in June 2001 that so-called informal units 
‘account[ed] for 60% of gross savings and two-thirds of exports’ and that the majority of “India's 12m shops [were] 
one-family operations.” 
18 As I explain in more detail in a later section of the dissertation, the corporate governance measures are derived 
from review of companies’ disclosure practices with respect to 98 individual reporting items. The complete list of 
reporting items can be found in Appendix C. These items cover three areas of corporate governance: ownership 
structure and investor rights (28 attributes), financial transparency and information disclosure (35 attributes), and 
board and management structure and process (35 attributes). 
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Specific aims and questions 

The primary objective of this dissertation is to explore the links between economic 
openness and corporate governance practices in developing countries. Given the 
complexity of these links, I identify three specific aims for the research.  

 
The first aim is to establish a conceptual framework. Here, the main idea is to first 

clarify what I mean by corporate governance and economic openness and how we 
measure these concepts. I then create a conceptual framework considering the factors 
affecting the cost-benefit analysis of a company when deciding on corporate governance 
practices and how economic openness can impact this. The specific research questions 
are as follows: 

 What is corporate governance and how can we measure it?	
 How have economists thought about corporate governance?	
 What drivers of and obstacles to corporate governance have been identified in 

the literature?	
 What role could openness play with respect to corporate governance?	
 What is economic openness and how can we measure it?	

The second aim is to empirically explore the link between economic openness and 
corporate governance in the context of Asian countries. The specific research questions 
are as follows: 

 Is a country’s openness correlated with the average quality of corporate 
governance of its firms? 	

 Are companies in more open sectors providing better corporate governance? 	
 Is there evidence for a causal link between openness and corporate 

governance?	
 Are specific reporting areas more sensitive to economic openness (e.g., 

reporting on ownership structure)? 	
 What can be said about other country- and firm-specific characteristics?	

The third aim of the research is to understand the policy implications of my findings 
and generate policy recommendations.  
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3. Establishing a conceptual framework to assess the 
relationship between economic openness and corporate 
governance 

To construct the underlying framework, it is first important to review what I mean by 
“corporate governance.” As discussed in this section, the definition is shaped by the angle 
or discipline from which one looks at this construct. Consequently, the fact that this 
dissertation is looking at aspects of corporate governance that ultimately can contribute to 
stable economic growth will play out in the definition adopted for the further work. 

Defining corporate governance 

Corporate governance is a widely used term; a Google search shows 27 million 
entries. Even a narrower Google Scholar search, targeted at more academic papers, still 
results in nearly half a million entries. Issues related to the subject quickly move up on 
the policy agenda whenever corporate governance “fails” and its failure creates 
significant economic disruption. This happened, for example, in the early 2000s with the 
scandals involving major U.S. corporations such as Enron and WorldCom (e.g., Coffee, 
2002; Becht et al., 2002; Gordon, 2002; Deakin and Konzelmann, 2004) or more recently 
with the subprime mortgage crises and its repercussions which contributed to the 2008 
global financial crisis (e.g., Bicksler, 2008; Kirkpatrick, 2009; Lang and Jagtiani, 2010; 
Erkens et al., 2012). Such scandals have triggered some major regulatory reforms in the 
U.S., including the 2002 Sarbanes Oxley Act and the 2010 Dodd–Frank Wall Street 
Reform and Consumer Protection Act.19  

 
However, notwithstanding the vast amount of work in this area, delineating what 

corporate governance exactly means is not straightforward. Definitions range from very 
broad societal constructs (often adopted by international organizations) to more narrow 
ones (guiding the approach of specific professions such as economists or auditors). For 
some, corporate governance broadly refers to the industrial organization of the firm and 
its control structures; for others, it captures exclusively the activities of the board of 
directors in overseeing management and protecting shareholders. Common to these 
definitions is the understanding that the concept covers mechanisms guiding (or 

                                                 
19 While the economic impact of corporate governance failures and the response are most pronounced in the U.S., 
corporate scandals have also provided significant disruption in other parts of the world, e.g., the Parmalat 
bankruptcy in Italy (2003), the Satyam scandal in India (2009). 
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regulating) the relationship of a set of actors involved in or affected by the activities of 
business operations. The relevant actors, whose interests have to be balanced, may, 
however, differ depending on the definition adopted.  

 
Amongst the broader definitions, an example is the World Bank (1999)’s “blend of 

law, regulation and appropriate voluntary private sector practices which enable the 
corporation to attract financial and human capital, perform efficiently, and thereby 
perpetuate itself by generating long-term economic value for its shareholders, while 
respecting the interests of stakeholders and society as a whole” (as cited in Maassen, 
1999, page 12). A similarly inclusive definition is the Organization for Economic 
Cooperation and Development’s “set of relationships between a company’s management, 
its board, its shareholders and other stakeholders ... [it] also provides the structure 
through which the objectives of the company are set, and the means of attaining those 
objectives and monitoring performance are determined” (OECD, 2004, page 11). 
According to another broad definition by Sir Adrian Cadbury, the Chairman of the UK’s 
Committee on the Financial Aspects of Corporate Governance,20 the scope of corporate 
governance is to "align as nearly as possible the interests of individuals, corporations, and 
society" (Cadbury, 2000, p. 4). These definitions adopt a wider set of actors, including 
society as a whole or the unspecific term, “stakeholders.” Charles P. Oman’s definition of 
corporate governance sounds slightly more specific given the focus on the relationships 
between “corporate managers and entrepreneurs (“corporate insiders”) on one hand, and 
those who invest resources in corporations, on the other” (Oman, 2001, page 13). 
However, it still covers a broad set of actors by extending the term investors to “suppliers 
of equity finance (shareholders), suppliers of debt finance (creditors), suppliers of 
relatively firm–specific human capital (employees) and suppliers of other tangible and 
intangible assets that corporations may use to operate and grow” (Oman, 2001, page 13).  

 
To make the abstract construct of corporate governance more actionable within the 

context of their specific field, some disciplines have adopted more focused definitions. 
Auditors, for example, focus on the activities of the board and define corporate 
governance as “the process carried out by the board of directors, and its related 
committees, on behalf of and for the benefit of the company's stakeholders, to provide 
direction, authority, and oversights to management” (Sobel, 2007 as cited in Bullan, 
2009, page 4).  

 

                                                 
20 The Committee published its Report and Code of Best Practice (the so-called "Cadbury Report and Code") in 
December 1992. 
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At the center of economists’ definition is the tension resulting from the separation 
between ownership (financing) and control (management); a problem already identified 
by Berle and Means (1932) who - without using the economic term – pointed to the 
principal-agent problem and its centrality to the need for good corporate governance 
mechanisms. This well-known economic dilemma forms the core of definitions such as 
the one adopted by Shleifer and Vishny (1997, page 737) who focus on the “ways in 
which suppliers of finance to corporations assure themselves of getting a return on their 
investments.” The principal-agent model is also most closely aligned with the historical 
development of corporate law in the United States and with the basic contours and legal 
rights associated with the corporation as a form of business organization. 

 
Explicitly or implicitly, most definitions acknowledge that corporate governance is 

shaped by a vast array of mechanisms; these can be established by laws,21 accounting 
standards (e.g., International Financial Reporting Standards [IFRS]), voluntary codes of 
specific industry sectors, or company statutes and bylaws.  

 
For the purpose of this dissertation, I will adapt the economist approach and define 

corporate governance primarily as the set of mechanisms that allow suppliers of finance 
to corporations (i.e., shareholders) to mitigate the risk of expropriation by insiders (e.g., 
managers or controlling shareholders).22 Consequently, the next section provides a 
detailed explanation of the above-mentioned principal-agent problem as well as a brief 
overview of how economists have modeled decisions with regards to corporate 
governance. An overview on the evolution of economists’ thinking about “firms” in 
general and the application to corporate governance is provided in Appendix A. 

Understanding corporate governance through the lens of an 
economist 

The principal-agent model and its practical implications 

The general setup that creates the agency problem in a company is the separation of 
ownership (principal) and control (agent). The principal’s objective is the receipt of high 
returns on his or her investment. Given that complete, contingent contracts covering the 
operation of a company are unfeasible, the principal delegates some decision-making 

                                                 
21 These may come from a range of sources such as contractual law, company law, bankruptcy law, securities law 
and regulations, stock exchange regulations, competition law, tort law, criminal law, and labor law. 
22 Expropriation can happen through a variety of channels including executive perquisites, excessive compensation, 
transfer pricing, appropriation of corporate opportunities, self-serving financial transactions such as directed equity 
issuance or personal loans to insiders, and outright theft of corporate assets. 
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power to the agent. However, the agent’s incentives are not necessarily aligned with 
those of the principal. Thus, the transfer of control over the investment bears the risk of 
expropriation by the agent. The potential conflict of interest between the principal and the 
agent is exacerbated by the fact that a company’s performance depends on a set of factors 
that are outside the agent’s control. Likewise, perfect information on the degree of effort 
exerted by the agent is unavailable to the principal. This results in information 
asymmetry: the manager (agent) has more information on the company’s operations (and 
his or her own level of effort) than the owner.  

 
In addition, depending on the ownership structure, in the case of many shareholders, 

the collective choice problem may complicate the situation whenever a number of co-
owners fail to organize themselves in taking a collective mutually beneficial action (see 
Olson 1965). This problem is related to the free-rider problem (e.g., co-owners may not 
put equal effort in monitoring the management and those who put in little effort benefit 
equally from the efforts of those who put in a high level of effort). Of note, both the 
collective choice problem and information asymmetry are not only complicating factors 
resulting from a separation of ownership and manager, but are at the same time 
motivating the delegation of decision-making powers to the manager.  

 
The ways a manager can exploit the investors in this setup can be very obvious, for 

example, by absconding with the money. However, there are more subtle — and 
consequently harder to prove — ways such as transfer pricing, asset stripping, investor 
dilution, diversion of corporate opportunities, overpaying executives, or the consumption 
of perquisites. Following the Shleifer and Vishny (1997) definition, corporate governance 
is the set of mechanisms put in place to remedy the principal’s risks of expropriation and 
to ensure that investments into the company stay attractive.  

 
While technically the principal-agent setup could be applied to both forms of outside 

investors — creditors and shareholders — in practice, corporate governance is mostly 
concerned with equity governance. The differentiation is a result of the fact that creditors 
commonly receive stronger legal protection through bankruptcy procedures and related 
laws. Effectively, loans can be asset-backed conferring the creditor direct rights to 
collaterals, no co-ordination with other creditors is necessary, and creditors often have 
soft power due to their ability of securing future funding. Furthermore, violations are 
more easily verifiable (e.g., in contrast to dividends, fixed interest payments do not 
depend on the financial reporting of profits or management decisions) and a payment 
schedule establishes dates for interest and principal repayments.  
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Thus, under my definition, corporate governance is a remedy to two main types of 
agency problems distinguished mainly by the ownership structure: those arising in the 
context of a company with no controlling shareholder and those arising in the context of a 
company with a controlling shareholder (e.g., Shleifer and Vishny 1997, Bhagat et al. 
2007, Bebchuk and Hamdani 2009). In the first case, the potential conflict of interest 
occurs between outside investors and management with the fundamental concern that 
management will maximize its own profit at the expense of shareholders. In the second 
case, the potential conflict of interest arises between insiders (controlling shareholders 
and management) and outsiders (minority shareholders). The fundamental concern is then 
that the controlling shareholder (in collaboration with the manager) maximizes his or her 
profit at the expense of minority shareholders. Differences between the two problem 
types are described in more detail in Table 1. 

 
While both types of agency problems may exist in a given country, typically one 

prevails, shaping the corporate governance concerns of the respective system. In the U.S., 
for example, where dispersed ownership dominates the universe of publicly listed 
companies, the focus is on protecting investor rights (e.g., legal prohibition of managerial 
self-dealing). In emerging countries, on the other hand, publicly listed firms have 
historically evolved from family businesses and frequently still operate under controlling 
ownership; concentrated ownership puts minority shareholders at greater risk of 
expropriation by the alliance of the management and the controlling owner. 
Consequently, corporate governance has to focus on strengthening the rights of minority 
shareholders.23 

                                                 
23 Of note, the predominance of either of the two agency problems tends to be related to the structural characteristics 
of the financial system. Market-based financial systems (also called outsider systems) are typically dominated by 
dispersed shareholdings. Consequently, here the main agency problem is that of expropriation by the management. 
Bank-based (or insider) systems are, on the other hand, dominated by corporate financing through banks with often 
long-standing close relations to the company. Here, the majority of companies have controlling shareholders which 
emphasizes the second type of agency problem; in these systems the risk of expropriation comes from the tension 
between the interests of controlling shareholders and minority shareholders. For more background and discussion 
see, for example, Nestor and Thompson, 2001; Shleifer and Vishney, 1997, and Levine 2002. 
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Table 1. Examples of criteria differentiating companies with controlling shareholders and 
no-controlling shareholders and their respective corporate governance problems  

 Companies with no-
controlling shareholder 

Companies with controlling 
shareholder 

Contestability of control Control is at least theoretically 
contestable (e.g., insiders are subject 
to active market’s corporate control 
that threatens their removal if they fail 
to deliver shareholder value) 

Threat of a control contest does not 
exist 

Ability of shareholders to 
exercise their formal power 

Collective action and free-rider problem 
are often preventing shareholders from 
effectively using their formal power 

Controlling shareholder will make 
significant use of his formal power to 
advance the action he or she prefers 

Main ways in which 
opportunism benefits insiders 

Risk of related-party transactions (with 
other firms that belong to the manager) 
less high as the manager rarely owns a 
lot of other firms, but diversion of value 
through executive compensation is 
more likely, as is managerial shirking 
and empire building (that deliver non-
peculiar benefits) 

Risk of related-party transactions 
(with other firms that belong to the 
controlling shareholder) is higher as 
the controlling shareholder often owns 
a lot of other firms, but diversion of 
value through executive 
compensation is less likely as even if 
the controlling shareholder wants to 
overpay the manager he or she has 
other means 

Voting rights Important Not important unless there is also 
minority empowering arrangement 
(e.g., super majority vote requirement, 
veto possibility) 

Allocation of power between 
board and shareholder 

Important Not important 

Arrangements that empower 
minority shareholders (e.g., 
supermajority  approval, 
approval by a majority of the 
minority) 

May be counterproductive, 
undermining the majority’s ability to act 

May be key to balance the controlling 
shareholder’s powers 

Director independence Managerial opportunism is the key 
problem so the independence from the 
management and the firm is key 

Controller opportunism is key problem 
so the independence from the 
controlling shareholder is important 

Source: Bebchuk and Hamdani (2009)  

Economic models of decisions regarding the level of corporate governance 

With the public’s and policymakers’ increased interest in corporate governance 
issues, researchers have started to build theoretical models to either assess the logical 
reasoning for patterns observed empirically or to provide testable predictions for the 
future. These models have generally focused on predicting the decisions that undermine 
or strengthen what is commonly understood as good corporate governance. In this 
context, expropriation by controlling shareholders has received significant attention (e.g., 
Grossman and Hart, 1988; Harris and Raviv, 1988; Hart, 1995; Burkart et al., 1997, 
1998); mechanisms assessed include, for example, the one-share/one-vote rule. Several 
authors have addressed the question of why companies with controlling shareholders are 
more prevalent in countries with poor shareholder protection/high private benefits of 
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control. The respective models focused, in particular, on the choices of the initial 
owner/entrepreneur when deciding to adopt certain ownership structures (e.g., private vs. 
public, concentrated ownership vs. dispersed ownership, horizontal vs. pyramidal 
control) (e.g., Bebchuk, 1999; Zingales, 1995; Wolfenzon, 1999).  

 
Bebchuk’s model, for example, finds that “in countries where private benefits of 

control are large, publicly traded companies will tend to have a controlling shareholder” 
and that the “separation of cash flow rights and voting rights will tend to be used in 
conjunction with a controlling shareholder structure but not with a dispersed ownership 
structure” (Bebchuk, 1999, abstract). Wolfenzon’s model predicts the use of pyramidal 
structures (i.e., an entrepreneur decides to set up a second company as a subsidiary to a 
firm he or she already controls) in countries with poor investor protection (Wolfenzon, 
1999). The findings of both models are in line with empirical findings of LaPorta et al. 
(1999).  

 
Another notable model was developed by Shleifer and Wolfenzon (2002). This 

market equilibrium model of corporate finance is built on Becker's (1968) “crime and 
punishment” framework. The entrepreneur’s decision on how much equity to sell is at the 
core of this model. This decision is impacted by the level of legal protection accorded to 
outside shareholders, which defines both the opportunity to divert subsequent profits and 
the risk of being caught and paying a fine. According to this model, better shareholder 
protection results in larger companies, more valuable companies, higher dividends, lower 
diversion of profits and ownership concentration, and more developed stock markets.24 In 
addition, the model predicts welfare effects of investor protection: entrepreneurs in 
countries open to capital flows lose less with the improvement of shareholder protection, 
and thus are more likely to support such a move, than in countries with closed economies.  

 
Other models have looked at the firm-level choice of corporate governance (beyond 

the legal shareholder protection at the country-level) to identify what drives companies’ 
corporate governance levels (e.g., Doidge et al., 2007; Bergman and Nicolaievsky, 2007). 
An interesting prediction of Doidge et al. (2007)’s model regards the relationship 
between investor protection provided by the state (i.e., legal environment) and a 
company’s actual governance practice. Their findings suggest that below some level of 
state protection, firm practices are complements, i.e., firm practices cannot substitute for 
state protection. However, once a country’s legal environment passes a certain quality 
threshold, company practices can serve as substitutes. 

                                                 
24 These results were supported by empirical findings of several authors (see Kumar et al., 1999; Claessens et al., 
2000 and 2002; La Porta et al., 1997, 1999, 2000, and 2002; European Corporate Governance Network, 1997). 
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These findings provide additional context to my question on openness and corporate 

governance in developing countries. Not only do they address the rationale for different 
ownership structures found in developing countries, but they also point to a potential 
channel through which openness could promote better corporate governance (i.e., by 
reducing entrenched entrepreneurs’ resistance to investor protection if costs for them 
decline in a more open country). Building on these model predictions, the next section 
focuses on empirical findings about the potential drivers of and obstacles to corporate 
governance.  

What drivers of and obstacles to corporate governance have been 
identified in the literature? 

A firm’s actual corporate governance level is not solely defined by the legal 
framework of the country it is operating in. Companies have several tools to enhance 
their corporate governance25 beyond legal standards: voluntary reporting practices, 
bylaws, charter provisions, contractual obligations, codes of conducts, cross-listing on 
foreign stock exchanges with stricter requirements, and even mergers and acquisitions or 
entering into joint ventures with foreign firms are potential ways for doing so.  

 
Like any business decision, a firm’s (or management’s) decision on the adopted level 

of corporate governance is based on a cost-benefit analysis. If the costs of being 
transparent are higher than the benefits, transparency will be sacrificed, and the same is 
valid for other elements of good corporate governance. Even the threat of penalties (like 
lawsuits and sanctions) for the breach of contractual obligations or the failure to meet 
legal requirements may be acceptable if monitoring and enforcement are weak and the 
immediate benefits significant. Consequently, researchers have started to address the 
question of what determines the magnitude of the trade-offs and the final decision on the 
level of corporate governance. Studies have, in particular, focused on identifying factors 
at the country- and firm-levels,26 disentangling these, and assessing which are more or 
less important under different conditions. I will review these in the next sections, starting 
with country-level factors and subsequently firm-level factors, before I briefly talk about 
the interaction between these. A summary of the discussed factors is provided in Table 2. 

                                                 
25 The protection of investors against expropriation of their capital, either by management or by a controlling 
shareholder.   
26 Given the easier access to firm-level information and institutional investors’ higher interest in these firms, most 
micro-level research has focused on publicly traded companies. 
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Table 2. Country and firm-specific factors influencing corporate governance 

Country-specific 
characteristics 

Association/ 
correlationa 

Examples of proxies 

Quality of legal corporate 
governance environment  

+ Antidirector rights variable: rule of law (as a measure of shareholder 
rights, enforcement, and property rights) 

  Shareholder rights index as the sum of dummy variables identifying 
one-share/one-vote, proxy by mail, unblocked shares, cumulative 

  Shareholder Rights index as the sum of dummy variables identifying 
one-share/one-vote, proxy by mail, unblocked shares, cumulative 
vote/proportional representation, preemptive rights, oppressed minority, 
and % of shares needed to call an extraordinary shareholder meeting 

  Indicators on disclosure, legal rights, credit information, director liability, 
and shareholder suites 

Quality of legal system + Perception of quality of legal enforcement   

  Perception of quality of judicial functioning  

  Perception of corruption  

  Perception of general constraints of the financial market  

  Index of legal and economic development constructed as a weighted 
average of other indices (incl. efficiency of the judiciary, rule of law, 
corruption, risk of  expropriation, and risk of contract repudiation) 

  Judicial Efficiency index  

Ease of doing business 
environment 

+ Degree of regulation (e.g., procedures to start a business), regulatory 
outcomes (e.g., time and cost to enforce a contract), and the extent of 
legal property protections, 

Economic development  + Log GNP/capita ($) 

Financial market  
development  

+ Stock market capitalization/GDP 

 # of listed firms / population (in millions) 

  Value of initial public offerings per country / GDP 

  Equity market access 

  Ownership concentration 

  Sum of stock market development index that equals the sum of 
(standardized indices of) market capitalization over GDP, total value 
traded over GDP, total value traded over market capitalization; and the 
financial intermediary development index that equals the sum of  
(standardized indices of) the ratio of liquid liabilities to GDP and the 
ratios of credit going to the private sector over GDP 

  Perception on general constraints on the financial market  

Institutional efficiency  + Index for procedural formalism in dispute resolutions 

Common law (vs. Civil 
Law) 

+ Dummy variable (1=common law tradition, 0=otherwise) 

Firm-specific 
characteristics 

Association/ 
correlationa 

Examples of proxies 

Growth opportunities  + Tobin’s Q 

  Annual average growth rate of sales (in USD) 

  Geometric average of annual inflation adjusted sales growth 
[winsorized at 1st and 99th percentiles to reduce impact of outliers] 
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Country-specific 
characteristics 

Association/ 
correlationa 

Examples of proxies 

  Firms expected future investment growth over the next years (if missing 
the growth rate over the last 3 years is taken) 

Dependence on external 
financing 

+ (Capital expenditures - cash flow from operations) / capital 
expenditures 

Asset composition (more 
tangible assets) 

+ K/S is the ratio of the 3-year average of fixed capital (property plant and 
equipment) to sales 

Concentration of 
ownership  

- Ownership (‘Closely held shares’) 

Firms current financing 
from external sources 
(equity and loans) 

+ Proportion of firms financing in the last year that came from external 
sources (i.e., equity, local commercial banks and foreign banks)  

Foreign ownership + Dummy variable (1 if one or more owners are of a nationality different 
from the companies domicile, 0 otherwise) 

Exporter + Export sales dummy (1= exports, 0=no exports) 

Corporate structure 
(limited liability company) 

 Dummy variable (1= limited liability, 0=partnership, proprietorship or 
cooperative) 

a These are the expected or partly empirically found directional effects, however, it has to be noted that there are often 
contradictory findings depending on the level of analysis (e.g., country vs. firm), the specific research question, and the data 
used. 

 

Country-level factors 

The most straightforward country-specific characteristic researchers have associated 
with good corporate governance is the quality of the legal environment governing 
corporate behavior. This encompasses both the establishment of corporate governance 
standards as well as the existence of enforcement mechanisms. In the literature, the 
evaluation is mostly based on qualitative assessments of the laws and regulations 
governing shareholder rights, financial transparency and accounting requirements, the 
composition of controlling bodies (i.e., board of directors), and other elements of 
corporate governance. Based on these elements, researchers have also created indices to 
measure the quality of the corporate governance regime at the country level (e.g., La 
Porta et al., 1997, 1998, 2006; Djankov et al., 2008). An overview of these indices is 
provided in Appendix B. 

 
Likewise, researchers have used the quality of the business environment in their 

analysis of country factors driving better corporate governance levels (e.g., Doidge et al., 
2007). Sources for measuring countries’ business friendliness are, amongst others, the 
World Bank’s Doing Business indicators that document the degree of regulation (e.g., 
procedures to start a business), regulatory outcomes (e.g., time and cost to enforce a 
contract), and the extent of legal property protections and the World Business 
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Environment Survey that covers questions on the perception of legal enforcement, 
judicial functioning, and corruption. 

 
Beyond the quality of specific corporate governance rules and the business 

environment, however, even the general quality of the legal and institutional system has 
been viewed as indicative (e.g., Francis et al., 2008; Doidge et al., 2007). Given that this 
cannot be directly measured, a range of proxies has been used. These include indices for 
the rule of law27 and corruption, measurements for the judicial system’s efficiency as well 
as general institutional efficiency, and countries’ per capita GDP as a measurement of 
economic development (assuming that more developed countries have more resources to 
strengthen their legal systems).  

 
Sometimes, specific legal institutions of utmost importance to the functioning of a 

market economy are assumed to be positively correlated proxies; the most obvious being 
the existence and enforceability of property rights against the risk of expropriation (e.g., 
Doidge et al., 2007).  

 
Overall, the underlying logic for the importance of these factors is that a well-

functioning legal and institutional system imposes higher expected cost on non-
adherence, while providing for smoother and less costly adoption of good corporate 
governance. The reason for this is that such a system establishes a strict and enforceable 
set of rules (not only but also for corporate governance) as well as efficient prosecution 
of violations. However, when looking at firm-level corporate governance measures and 
mechanisms, some researchers have also argued the alternative possibility that, in 
countries with weak legal institutions and investor protection, companies benefit more 
from adopting higher standards of corporate governance at the firm-level (e.g., Klapper 
and Love, 2004).  

 
Additionally, the importance of corporate governance for attracting investors is 

reflected in another country-specific determinant: financial market development. More 
developed financial markets provide more chances to contract with investors. Therefore, 
companies have more incentives to adopt high levels of corporate governance that are 
fundamental for competing with other companies for investments. Proxies used for 
capturing financial market development include, amongst others, the number of publicly 

                                                 
27 According to the World Bank (2013), “[f]ormal definitions of the rule of law look to the presence or absence of 
specific, observable criteria of the law or the legal system. Common criteria include: a formally independent and 
impartial judiciary; laws that are public; the absence of laws that apply only to particular individuals or classes; the 
absence of retroactive laws; and provisions for judicial review of government action.” Alternative definitions are 
more focused on the substance or functionality. 
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listed firms, stock market capitalization, and indices on access to the equity market (e.g., 
Doidge et al., 2008; Francis et al., 2008). However, such a relation may play out 
differently in a country that is more open (i.e., domestic companies have access to foreign 
capital). Domestic companies in financially less-developed countries may benefit more 
from better corporate governance if this provides access to foreign investments (e.g., 
Doidge et al., 2007). 

 
Some research has also found that common law countries perform overall better in 

terms of corporate governance (e.g., La Porta et al., 1998); this can, of course, simply be 
seen as a reflection of structural differences in laws and regulations between civil law and 
common law countries.28 

Firm-level factors 

Determinants at the firm-level that are often positively associated with corporate 
governance are, in particular, a firm’s economic growth opportunities (e.g., Black et al., 
2006; Francis et al., 2008; Durnev and Kim, 2005; Klappe and Love, 2004). This seems 
theoretically sound as companies with high growth potential are often in need of 
additional financing and benefit more from less costly capital. Thus, these firms’ cost-
benefit analysis on whether to adopt higher standards of corporate governance may be 
more favorable towards doing so. Proxies used for the assessment of growth 
opportunities include Tobin’s Q,29 past average sales growth, or the dependency on 
external financing (e.g., the ratio between capital expenditures-cash flow from operations 
and capital expenditures). 

 
Foreign ownership is another factor (e.g., Francis et al., 2008); the reasoning being 

that foreign investors have less knowledge of the domestic business and regulatory 
environment and functioning corporate governance mechanisms at the firm-level are 
more valuable to them as insurance against the improper use of their capital. Being an 
exporter has also been found to be positively associated with corporate governance 

                                                 
28 Civil law and common law are the prevailing legal traditions in most of the world. According to Tetley (1999, 
page 683), civil law can be defined as the “legal tradition which has its origin in Roman law, as codified in the 
Corpus Juris Civilis of Justinian, and as subsequently developed in Continental Europe and around the world … 
[c]ivil law is highly systematized and structured and relies on declarations of broad, general principles, often 
ignoring the details” (Tetley, 1999, page 683). “Common law is the legal tradition which evolved in England from 
the eleventh century onwards. Its principles appear for the most part in reported judgments, usually of the higher 
courts, in relation to specific fact situations arising in disputes which courts have adjudicated. The common law is 
usually much more detailed in its prescriptions than the civil law” (Tentley, 1999, page 684). Common law systems 
include all but one U.S. state (Louisiana follows the civil law tradition) as well as England and most of its former 
colonies. 
29 Named after the economist James Tobin, Tobin’s Q is the market value of a company’s assets divided by the 
replacement value of these assets (Tobin, 1969). A higher Tobin’s Q tends to suggest greater growth potential. 
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(Francis et al., 2008) as contact with foreign entities (e.g., as part of their supply chain) 
may increase the benefit of good corporate governance. The foreign trade partner may, 
for example, want to reduce the risk of his or her supplier going bankrupt. Some 
corporations even require their suppliers to adhere to certain better business practices and 
these can, of course, also include higher corporate governance standards.  

 
Corporate ownership structure also matters (e.g., Francis et al., 2008; Durnev and 

Kim, 2005; Black et al., 2006). Concentrated ownership in publicly traded company is 
frequently linked to lower corporate governance standards (protection of minority 
shareholders) as the owner has more direct power to control the manager and is less 
interested in strengthening the rights of other shareholders. Likewise, even for non-
publicly listed firms, there might be a difference in the benefits linked to good corporate 
governance. For example, not entirely owner-managed firms are more likely to be 
organized as limited liability corporations than as partnerships or proprietorships. Limited 
liability corporations are, however, faced with higher agency problems. Thus, good 
corporate governance, which would mitigate exploitation risks, may be more important in 
attracting further investment.  

 
Additionally, asset composition can have some impact (e.g., Klappe and Love, 2002). 

Indeed, tangible assets such as real estate and machinery are easier to monitor and harder 
to abscond with than non-tangible assets such as research & development, innovative 
business ideas, and human capital. Companies with a significant share of non-tangible 
assets are therefore, by nature, prone to have weaker corporate governance, but may, on 
the other hand, benefit more from good corporate governance if they are in need of 
external finances.  

 
A controversial factor is firm size (e.g., Black et al., 2006; Durnev and Kim, 2003; 

Klapper and Love, 2003; Francis et al., 2008; Gillan et al., 2003). According to Jensen’s 
“free cash flow argument”, bigger firms theoretically face greater agency problems 
(Jensen, 1986).30 Conversely, economies of scale may suggest that the adoption of certain 
corporate governance standards (e.g., annual reporting, auditing) may be proportionately 
less costly for large firms. Doidge et al. (2007), however, argue that big firms face greater 
costs of transparency and are therefore less likely to adopt high corporate governance 
standards. Additionally, there are competing views with respect to the links between firm 
size and the need for external financing. Beck et al. (2005) maintain that large firms are 
more dependent on long-term financing and therefore more interested in low capital 

                                                 
30 The underlying reasoning is that free cash flow can increase agency costs as managers can invest it into projects 
earning low returns which could not attract funding from the equity or bond markets. 
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costs. But smaller firms may have greater growth opportunities, thus also drawing 
significant benefits from lowering their capital costs through the adoption of better 
corporate governance.  

Interaction of country- and firm-level factors 

Beyond the question of which individual factors are associated, correlated, or even 
causal for a firm’s corporate governance level (i.e., change the outcome of a firm’s cost-
benefit analysis), a major question is the impact of these factors in combination. Research 
has looked at the overall interaction between country-specific factors and firm-specific 
factors. There are competing hypotheses. One strand of the literature maintains that in 
countries with weak legal shareholder rights and inefficient legal systems, the adoption of 
bylaws and charter provisions, etc., will add little due to the limited enforcement. Doidge 
et al. (2007) find some empirical support that country-level factors determine a threshold 
level for the benefits firms can gain from adopting additional mechanisms to enhance 
corporate governance. According to this argument, in countries with extremely weak 
institutions, good firm-level practices may not be able to fill the vacuum. In contrast, the 
other side maintains that, in countries with weak legal shareholder rights, the adoption of 
additional safeguards at the firm-level will be more valuable to investors (e.g., Durnev 
and Kim, 2005; Klappe and Love, 2002; Bhagat et al., 2008). There is also the possibility 
that firm-level corporate governance efforts are independent from the country-specific 
characteristics (e.g., Francis et al., 2008). This divergence in the literature demonstrates 
that the question of whether the corporate governance level established by a country’s 
legal and institutional environment and firm-level efforts to enhance corporate 
governance have cumulative, complementary, or substitution effects is not definitively 
resolved. 

What role could openness play with respect to corporate 
governance? 

We hypothesize that economic openness (proxied here primarily by country-level 
trade shares) could potentially stimulate better corporate governance through several 
channels. Some could be considered “direct” given that they result from the firm’s active 
participation in cross-border activities. Other channels could be considered “indirect” as 
they enter into the firm’s cost-benefit analysis even if the firm has not been actively 
involved in cross-border exchange; the impact could, for example, come through altered 
expectations resulting from the possibility of cross-border interactions. The above-
reviewed literature provides some sporadic support for this hypothesis. For example, 
Francis et al. (2008) find that, in their firm sample, exporting companies and companies 
with foreign ownership were more likely to voluntarily adopt International Accounting 
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Standards (IAS). Furthermore, according to Shleifer and Wolfenzon (2002)’s theoretical 
model, entrepreneurs in more open countries face lower cost of adoption of investor 
protection. 

Direct impact 

Economic openness can have a direct effect on domestic companies that already 
participate in cross-border exchange. First, foreign investors and trading partners may 
explicitly require or promote improvements in corporate governance to reduce their 
future risks in a continuous interaction. Second, the interaction with and exposure to 
foreign corporate governance practices may lead to an implicit “knowledge transfer” 
through the adoption of observed best practices in foreign partners. 

Indirect impact 

Economically open countries provide an environment that enables companies to 
participate in global trade at lower cost. This can be created through the adoption of 
formal policies facilitating cross-border activities (e.g., bilateral trade agreements that 
eliminate quotas and tariffs between both partnering countries) or come through 
increased exposure of companies to foreign markets. The latter may, for example, 
enhance domestic human capital with respect to capabilities relevant for cross-border 
trade (e.g., language skills, knowledge of foreign business practices, personal networks). 
Such an environment can render investments in business practices and skills that make 
the domestic firm more attractive to foreign partners less costly, while at the same time 
increasing the probability of garnering benefits through such efforts. Good corporate 
governance can, in this sense, become a competitive advantage. In particular, foreign 
partners, who are less familiar with the local situation, face higher uncertainties and risks. 
Consequently, they may value transparent information and good corporate governance 
practices that strengthen the company’s credibility. Thus, a positive outcome of the firm’s 
cost-benefit analysis may be more likely. I would expect this to be even more pertinent 
for companies in developing countries where access to foreign markets can provide 
alternatives to their underdeveloped local financial, supply, and demand markets. 
Consequently, adopting more stringent corporate governance standards may provide 
higher payoffs in terms of attracting foreign investment and garnering foreign trading 
partners. 

  
 The framework I have established will guide the empirical exploration of the 

relationship between economic openness and corporate governance. In the next step, I 
identify how to operationalize the constructs of economic openness. 
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How can we measure corporate governance?  

To assess the quality of corporate governance, compare it (e.g., across firms, sectors, 
countries and legal systems), evaluate its impact on outcomes of interest (such as stable 
growth at the firm- or country-level), and investigate the driving forces behind it, one 
needs to operationalize the concept. 

 
Ideally, one would like to score corporate governance as relatively better or worse for 

a) entire countries, b) groups of firms (e.g., sectors), and c) individual firms. However, 
besides the “unit of interest,” there are also many other choices to make when trying to 
measure such a complex construct. One has to decide, for example, whether to use 
“objective” measures, which often go hand-in-hand with an assessment of the “form” 
(e.g., is a certain corporate governance mechanism in place?) or making “subjective” 
judgment calls in assessing the “functionality” (e.g., are certain rights protected no matter 
which mechanism is used?). Obviously, the mere existence of specific mechanisms (e.g., 
in laws, codes of conduct, or firm statutes) does not imply that these are implemented in 
the intended way and enforced when necessary. And to complicate things, one has to take 
into account cultural differences that may make certain mechanisms less adequate and, in 
the worst case, even counterproductive in reaching good corporate governance.  

 
To illustrate the context-dependency, one just has to think about the different history 

that resulted in the aforementioned setup of large companies in the U.S. and in many 
developing countries. In the U.S. - where the ownership of large firms is dominated by a 
dispersed shareholder structure - the main concern with respect to corporate governance 
is the potential conflict of interest between management and shareholders. The primary 
goal is therefore to protect shareholders against expropriation by management. In 
developing countries, on the other hand, ownership of large companies is widely 
dominated by a controlling shareholder (often the founding family) who has strong 
influence on the management. This shifts the main corporate governance concern to the 
potential expropriation of minority shareholders by the controlling shareholder. As a 
consequence, “distinguishing good governance from bad has proved more difficult, 
especially given the great variety of corporate governance mechanisms (and 
combinations thereof) employed by firms” (Daines et al., 2010, page 460). 

 
Given that there is no single mechanism to capture corporate governance, the quest to 

assess the strengths and weaknesses of legal systems or corporate practices with respect 
to corporate governance issues has resulted in the creation of several indices over the last 
decades. Academic efforts in creating indices were fuelled by the rising research interest 
in understanding if corporate governance (and, in particular, shareholder protection) 
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really matters in the economic performance of countries and firms (e.g., La Porta et al., 
1997; Gompers et al., 2003). Commercial service providers (e.g., The Corporate Library, 
Institutional Shareholder Service) also started to develop their own firm-level rankings, 
understanding the market value of such ratings. These companies promoted the idea that 
corporate governance indices can predict future performance of firms and therefore 
provide guidance on voting and investment decisions. While originally the majority of 
efforts focused on U.S. firms, with the growing interest in emerging markets, the universe 
of firms covered by these indices has expanded.  

 
A detailed review of work conducted in developing corporate governance measures is 

provided in Appendix B, but I note here one central distinction between the different 
types of measures; the difference between country-level and firm-level indices. These 
two groups by definition measure something very different: The former looks at broad 
environmental factors, such as investor protection provided through corporate law or 
legal requirements and controls for firms. The latter indices focus on actual company 
characteristics and practices, such as the ownership structure, reporting practices, or 
board composition.  

 
For my empirical analysis, I am interested in firm-level measurements given that I 

aim to assess the potential impact that market mechanisms favored by economic openness 
have on firms’ decisions with respect to the adoption of corporate governance practices. 
Such firm-level data are rare, especially for firms in developing countries. A valuable 
exception is the Standard & Poor’s T&D index, constructed between 1999 and 2001.31 
The dataset covers about 1,500 firms included in the S&P’s Global 1200 index as well as 
more than 300 companies in the S&P/IFCI emerging markets indices. These firms 
represent the largest and most liquid companies in more than 30 countries (Patel et al., 
2003).  

 
Methodologically, the approach is very straightforward: S&P reviewed annual reports 

evaluating companies’ disclosure practices with respect to 98 items on a binary system 
(one point for disclosure of the item, 0 when the item was not disclosed). These items that 
focus on corporate governance issues relevant from a financial investor’s perspective are 
broadly divided into three sub-categories (a complete list can be found in Appendix C): 

1. Ownership structure and investor rights (28 attributes) 
2. Financial transparency and information disclosure (35 attributes) 

                                                 
31 As a robustness check, I also use an alternative dataset by Crédit Lyonnais Securities Asia (CLSA) that provides 
corporate governance scores for firms from ten of my eleven countries for 2008 (see the section on “Robustness 
checks with an alternative corporate governance measure “ in Chapter 7, and Tables 28 and 29 in Appendix G). 
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3. Board and management structure and process (35 attributes)  
 
The underlying reasoning for S&P’s approach is two-fold:  first, disclosure is seen as 

one of the central pillars of good corporate governance as it allows stakeholders to make 
informed decisions. Second, the items covered are fundamental to describing the 
structural corporate governance mechanisms. Rankings are based on the sum of reported 
items, provided as count and percentage scores for the overall T&D index as well as the 
three subscores. After a review of other available measures for corporate governance, I 
chose to use the T&D data. In particular, I use the percentage scores for the overall 
reporting as well as for the reporting on the three sub-categories as these measures 
control for attributes that are not applicable for a specific company by reducing the 
denominator.32 33 

 
The decision to use the T&D scores was driven by practical as well as methodological 

considerations. First, there is broad support for the validity of transparency and disclosure 
practices as proxies for corporate governance both in the international community as well 
as amongst researchers: Transparency and disclosure are key elements in many corporate 
governance principles developed at national and international levels (e.g., OECD, 2004; 
EASD, 2000; Cadbury, 1992; UNCTAD, 2006; ICGN, 1999) and a number of 
researchers have used transparency and disclosure as a proxy for corporate governance 
(e.g., Mitton, 2002; Chen et al., 2007; Doidge et al.2007). Second, the T&D dataset is one 
of the few whose scores cover Asian companies. Third, the dataset allows for a more 
disaggregated look at disclosure on specific corporate governance elements. Fourth, the 
methodology is straightforward and reduces value judgments on the importance of 
individual provisions (by not applying weights) or best practices (by counting only the 
fact that information is revealed irrespective of whether the information indicates the 
adoption of a mechanism considered as best practice or not).34  

 
Nevertheless, I recognize some of the downsides of using the T&D dataset. These 

include a) a company could report adopting a corporate governance structure that is not 
considered best practice, and b) the information does not have to necessarily be truthful. 
However, the significant advantage of this approach is that it avoids value judgments in a 
highly contested area: whether or not best practice models are universally applicable in 

                                                 
32 For example, the non-disclosure of the “# and identity of shareholders holding more than 5%” for companies 
where none of the shareholders holds more than 5% does not negatively influence the scores. 
33 A detailed description of the dataset is provided in the Chapter 4. 
34 In contrast, the Crédit Lyonnais Securities Asia (CLSA) data, which I will use for the robustness checks, involved 
analyst judgment, firm surveys, and the application of weights, making the score-construction process less 
transparent and objective.  
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light of different cultural and environmental settings. Furthermore, disclosure and 
transparency make it easier for outsiders to hold the company accountable if it fails to 
follow the reported practices.  

 
Another limitation is that the firm sample is not randomly selected: both country and 

company selections within country are driven by investor interest. However, to the best 
of my knowledge, none of the corporate governance scores available for Asian 
companies is based on a random selection process. Consequently, acknowledging the 
shortcomings and trade-offs, T&D scores have been valuable measures to assess a range 
of research questions. Previous work include the assessment of the reaction of the market 
to the release of the scores (Cheng et al., 2003; Cheng et al., 2006), the relationship 
between corporate governance and equity liquidity (Chen et al. 2007), the relationship of 
corporate governance ratings and stock valuation (Durnev and Kim, 2005), the 
explanatory power of country and firm characteristics with respect to corporate 
governance scores (Doidge et al., 2007), if economic interaction with the U.S. drives 
convergence towards U.S. disclosure and corporate governance practices (Khanna et al., 
2004), and corporate governance trends in Europe as well as emerging markets (Patel et 
al., 2002 and 2003).  

What is economic openness and how can we measure it? 

When talking about economic openness, I refer to the degree to which economies 
allow (or enable) trade or actually trade with other economies.35 The academic interest in 
this issue goes back to the classical, neoclassical, and endogenous growth theories and 
their aim to investigate the relationship between trade and income growth (e.g., Frankel 
and Romer, 1999). Common measurements of economic openness - such as export or 
manufactured export shares of income - have been developed to test the export-driven 
growth hypothesis.36 As shown in Table 3, the list of measurements has been extended 
over time to address some potential shortcomings or be more applicable to specific 
research questions (Squalli and Wilson, 2006). The most widely used measure is, 
however, still total trade (exports plus imports) as a percentage of GDP, also known as 
trade shares or trade intensity.  

 

 

                                                 
35 In the literature, the term trade openness is often used as a synonym. 
36 In short, this hypothesis suggests that export development capitalizing on a country’s comparative advantage may 
lead to increased growth. 
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Table 3. Measures of trade intensity  

Variable Description

Mi/GDPi Import trade intensity; measured as imports (M) divided by country i’s 
nominal income (GDP) 

Xi/GDPi Export trade intensity; measured as exports (X) divided by country i’s 
GDP 

(X +M)i/GDPi Trade intensity (TI); measured as exports and imports divided by country 
i’s GDP 

(X +M)i/2(GDP +M)i Adjusted trade intensity; where the denominator is modified to handle 
outliers such as Singapore and Hong Kong, where there is high import 
for re-export, originally suggested by Andersen (1994) 

1 − [(X +M)i/2GDPi] × 
100 

Adjusted trade intensity; using an alternative method for handling 
outliers, originally suggested by Frankel (2000)  

M/GDPi − 
(1−GDPi/Pki=1 GDPi) 

Adjusted trade intensity; a modification to Frankel’s (2000) approach, 
suggested by Li et al. (2004) 

(X +M)/rGDPi Real trade intensity; where the denominator is purchasing power parity 
adjusted GDP (real GDP) following Alcala and Ciccone (2004). The 
argument being that standard measure of TI might provide for a 
downward bias due to the impact of non-tradables on productivity.    

CTI= (1+D)TI  
 

Two-dimensional approach by Squalli and Wilson (2006); takes into 
account both, the TI as well as a country’s relative world trade intensity 
(RWTI). Their ultimate composite trade intensity (CTI) uses a distance 
ratio (D) measuring RWTI’s deviation from the mean of all countries’ 
RWTI ratios. 

 

Note: As cited by Squalli and Wilson, 2006 

 
The advantage of these quantitative indicators is that they are objective and can be 

calculated on the basis of (mostly) available data. The disadvantage is that they can be 
influenced by a variety of factors and do not define a country’s openness policies by 
themselves. Consequently, some authors suggest alternative approaches to measure 
economic openness. Pritchett (1996, page 309), for example, suggests using outward 
orientation given “a measure of policy openness must adjust for nonpolicy determinants 
of trade intensity.” He divides measures for outward orientation into: a) incidence-based 
measures, which attempt to measure trade policies by direct observation of the policy 
instruments (e.g., level or dispersion of tariffs, frequency of various types of non-tariff 
barriers), and b) outcome-based measures, which assess the deviation of actual outcomes 
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from the outcome that would have been expected without the trade barriers (e.g., level of 
prices or trade, distortion in the pattern of trade) (see Table 4).37  

Table 4. Measures of outward orientation 

Measure Type Description

NTB frequency (NTB) Policy incidence 
(level) 

Fraction of imports subject to NTBs (each category of 
world trade in this category) 

Average tariffs (AVGT) Policy incidence 
(level) 

Average tariff rates (each import category weighted by 
fraction of world trade in that category) 

Structure-adjusted trade 
intensity (SATI) 

Outcome (trade 
flow, level) 

Deviation of trade share of GDP from its expected value 
based on structural characteristics. 

Leamer’s openness index 
(LOPX) 

Outcome (trade 
flow) 

Ranking of deviation of trade volume from values 
predicted by implementation of Heckscher-Ohlin-Vanek 
theory (HOV)  

Price distortion (PRDS) Outcome (trade 
flow) 

Deviation of price levels from value expected by 
purchasing power parity (PPP), adjusted for income level. 

Leamer’s trade-distortion index 
(LTDI) 

Outcomes (trade 
flow, distortion) 

Deviation of trade patterns from values predicted by 
theory 

Source. Pritchett (1996) 

 
Finally, composite scores of relevant measures are also provided by indices 

developed by the Fraser Institute, the Heritage Foundation, the 
Konjunkturforschungsstelle (KOF) of the ETH Zürich, and more recently the World 
Economic Forum (see Table 5). These scores go beyond observing actual outcomes of 
trade by integrating, for example, regulatory barriers to trade (e.g., tariffs, quotas, license 
requirements) or aspects of financial openness (e.g., restrictions on capital movements). 

                                                 
37 Although limited to six countries (and the European Union), an interesting effort in composing and comparing 
three different measures of economic openness has been undertaken by Wolf et al. (1999). The three measurements 
were based on a) survey responses about the ease of engaging in trade and investment business, b) a document 
review to identify regulations and practices impacting trade, and c) the relationship between real and nominal 
currency values.. 
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Table 5. Indices measuring trade openness   

Variable Description Data source 

Freedom to Trade 
Internationally 

Taxes on international trade, regulatory trade barriers, actual 
size of trade sector compared to expected size, difference 
between official exchange rate and black market rate, 
international capital market controls.  
Index ranges between 0 and 10, where higher values indicate 
higher degree of freedom of international trade. 

Fraser Institute – Economic 
Freedom of the World 
http://www.freetheworld.com/ 
(Gwartney and Lawson, 2008)

Trade Freedom Trade-weighted average tariff rate, and non-tariff barriers 
(NTBs). Weighted average tariffs is a purely quantitative 
measure and accounts for the basic calculation of the score. 
The presence of NTBs in a country affects its trade freedom 
score by incurring a penalty of up to 20 percentage points, or 
one-fifth of the maximum score.  
Index ranges between 0 and 100, where higher values indicate 
higher degree of trade freedom. 

Heritage Foundation 
http://www.heritage.org/index/

Economic 
Globalization 

Long distance flows of goods, capital and services as well as 
information and perceptions that accompany market exchanges. 
It is measured by actual flows of trade and investments, and by 
restrictions on trade and capital such as tariff rates. 
Index ranges between 0 and 10, where higher values indicate 
more globalization.  

KOF Index of Globalization 
http://globalization.kof.ethz.ch/
(Dreher 2006; Dreher et al 
2008) 

Enabling Trade 
Index (ETI) 

Based on hard data and survey data it captures policies 
impacting (domestic and foreign) market access, efficiency and 
transparency of boarder administration, availability of 
infrastructure, and the business environment  
Index ranges between 1 and 7, where higher values indicate a 
more trade enabling environment. 

World Economic Forum 
http://www.weforum.org 
(Lawrence et al., 2012) 

 
Given that my focus is not on testing the impact of specific openness policies on 

corporate governance but rather the general hypothesis that there is a link between trade 
openness and corporate governance, I chose to use the quantitative measure of trade 
intensity as my primary openness measure (and for robustness checks with sectoral 
openness measures). For robustness checks with alternative country-level proxies for 
openness, I use the composite scores, with the exception of the Enabling Trade Index 
(ETI), which is only available since 2008.  

 

http://www.freetheworld.com/
http://www.heritage.org/index/
http://globalization.kof.ethz.ch/
http://www.weforum.org
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4. Data  

The firm sample used in my empirical analysis consists of 295 companies from 
eleven Asian countries; it includes the overall corporate governance score (as well as 
three subscores) for each firm for either 1999 or 2000. Information on the industry sector 
affiliation of each firm was available for 290 of my firms and annual sales data for 288. 
My primary openness measure (country-level trade shares) is the average of imports and 
exports expressed as a percentage of GDP for the years 1990-1999. Other country 
controls are, depending on time-series availability, taken for 1999 or for averages 
covering the available years between 1990 and 1999. The instrumental variable is Lee 
(1993)’s measure of "Free trade openness" (FREEOP) calculated for the year 1985. 

Firm-level data 

The firm-level data for this study come from the aforementioned Standard & Poor’s 
Transparency and Disclosure (T&D) scores collected during for the years 1999 and 2000. 
In addition to my dependent variable of interest, the T&D dataset provides controls for 
sector (according to the Global Industrial Classification Standard [GICS] and Standard 
Industrial Classification [SIC]) and annual sales in local currency. I transformed the latter 
into U.S. dollars (USD) for the year 2000 using the respective exchange rates provided by 
the World Bank Development Indicators (WDI), and the Central Bank of the Republic of 
China.  

 
In line with the focus of my research, the analysis was restricted to developing 

countries in Asia; consequently firms from Japan, a high-income OECD country, were 
dropped as were companies from other regions (e.g., Australia, Turkey, Latin America).38 
After merging and cleaning, the final subset ultimately consisted of 295 firm-level 
observations (for which I have corporate governance scores) across 11 Asian countries:39 
China, Hong Kong, India, Indonesia, Malaysia, Pakistan, Philippines, Singapore, South 
Korea, Thailand, and Taiwan. As illustrated in Figure 2, Malaysian firms represent the 
largest share of the sample (52 firms), closely followed by South Korean firms (50 firms). 
Companies from the Philippines and Pakistan constituted the smallest share of the sample 
(respectively 9 and 10 firms).   

                                                 
38 The complete dataset obtained covered T&D scores for publicly listed firms incorporated in 1) emerging 
countries, 2) Latin American countries, 3) Asian-Pacific countries, and 4) Japan. The data come specifically from 
the Asia Pacific T&D firm sample and the Emerging Asia T&D data.  
39 For 290 of these firms, I also have sector information; for 288, I have also sales information. 
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Figure 2. Sample distribution across countries 

 
 

Adopting the Global Industrial Standard Classification (GISC) system, the firms in 
the sample cover 10 sectors. The largest number of firms is coming from the financial 
sector (75), followed by the information technology sector (54), and the smallest number 
is coming from the healthcare (5) and energy (6) sectors. Table 6 shows the cross-tabs for 
the allocation of firms across countries and sectors. 

Table 6. Sector representation within country (%) 

 CHN HKG IDN IND KOR MYS PAK PHL SGP THA TWN TOTAL

Energy 12 0 0 2 2 0 10 0 0 4 0 2 

Materials 18 0 23 17 4 6 40 0 0 11 13 10 

Industrial 41 20 0 7 8 25 0 0 27 0 13 13 

Cons. di.1 0 5 15 17 8 17 0 0 9 7 5 10 

Cons.st.2 0 0 23 7 2 8 0 11 0 4 0 4 

Healthcare 0 0 0 7 4 0 0 0 0 0 0 2 

Financials 6 50 15 10 28 27 20 67 45 44 13 26 

IT 0 0 8 24 30 4 0 0 9 7 58 19 

Telecom 0 10 15 5 12 4 10 11 9 19 0 8 

Utilities 24 15 0 2 2 10 20 11 0 4 0 6 

Total 100 100 100 100 100 100 100 100 100 100 100 100 

1 Consumer discretionary 
2 Consumer staples  
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Firms in my sample range from small firms established only a few years before the 
score composition to very large firms established decades prior. When looking at firm 
sizes (proxied by annual sales in USD) the median annual sales is around USD 810 
million (see Table 7) and mean annual sales is UDS 2.5 billion. 

Table 7. Percentiles of annual sales for 2000 (in USD) 

Percentiles Million USD

1% 8.03 

5% 44.99 

10% 93.61 

25% 262.36 

50% 814.40 

75% 2,237.27 

90% 4,906.29 

95% 8736.04 

99% 37685.11 

 
Table 8 provides summary statistics for the overall reporting score and the three 

subscores on ownership structure, financial transparency, and board and management 
structure. Overall, firms seem to be doing best with respect to financial reporting where, 
on average, 56 percent of the relevant items are disclosed. In contrast, the average for 
reporting on board and management structure is the lowest with only 28 percent of the 
items reported. As shown by the minima and maxima, none of the companies has a (close 
to) perfect score. The sample also includes companies that do not report on any of the 
ownership or board items. Figure 6 in Appendix G depicts the distributions of the four 
scores. 

Table 8. Summary statistics for subscores and total T&D scores of the firm sample 

Variable Obs Mean Std. Dev. Min. Max.

Total T&D score (percentage)  295 41.21 13.37 5 77 

Ownership subscore (percentage)  295 39.42 17.38 0 78 

Financial transparency subscore (percentage) 295 55.77 11.68 15 85.29 

Board and management structure subscore (percentage) 295 27.93 17.15 0 74 
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Country-level data  

Independent variables used for the baseline regressions 

We use data from the World Development Indicators database (WDI) for the 
construction of the primary economic openness measurement (trade intensity on country 
level) and alternative quantitative measures that are based on country-level trade flows 
and GDP. I also use supplementary data for Taiwan from the National Statistical Office 
and the Central Bank of the Republic of China, as the WDI does not cover Taiwan. The 
same sources provided the data for GDP per capita which serves as a proxy for economic 
development and exchange rates used to convert company sales data into U.S. dollars. 

 
Based on the literature review of economic openness measures, I constructed three 

variations of trade intensity measures: the traditional trade intensity measure (i.e., exports 
and imports expressed as a share of GDP) and two trade intensity measures that adjust for 
outliers, suggested by Andersen (1994) and Frankel (2000), respectively. 

 
In order to check the robustness of the measure ultimately chosen,40 I calculated 

several averages within the time period 1990-2000 for each of these measures (e.g., 1990-

1996, 1998-1999), and found a high correlation (r≥0.97) across the time periods for each 
of the three measures. Subsequently, I checked the correlation across the three measures 

for the time period of 1990-1999 and again found high correlation (r≥0.95). Given the 
high correlation, the limited changes in the overall openness ranking, and the advantage 
of interpretative ease, I chose the traditional (non-adjusted) trade intensity measure 
(averaged over the period 1990-1999) as the primary openness metric. As shown in 
Figure 3, Singapore, Hong Kong, and Malaysia are the most open countries, while China, 
Pakistan and India are the least open ones in the sample. The figure also shows that Hong 
Kong, Singapore and Taiwan have the highest level of economic development in the 
sample (proxied by GDP per capita). 

 

                                                 
40 This is important especially because the Asian financial crisis happened in 1997, just 2-3 years before the T&D 
scores were collected. 
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Figure 3. Level of economic development (ln GDP per capita in constant 2000 USD) and 
economic openness (ln average trade shares between 1990 and 1999)41 

 
 
We also use additional country-level (and sector-level) data to check the robustness of 

my findings. The details are covered in Chapter 7 where I undertake robustness checks.  

Instrumental variable  

For instrumenting trade, I chose FREEOP (Measure of "Free trade openness") 
originally calculated for the year 1985 by Lee (1993) and then integrated into Barro and 
Lee’s (1994) data set for a panel of 138 countries. This measure is ultimately based on 
country size and distance from the major world traders and is available for ten of the 
eleven countries.42 43  As described in more detail in the next chapter, the choice of 
geography-based instrumental variables for economic openness is based on the fact that 
certain geographical characteristics (e.g., vicinity to major world traders) make a country 
more likely to trade with other countries while not having a direct effect on the dependent 

                                                 
41 These variables have a correlation of 0.76, nonetheless I will use GDP per capita in the initial OLS regressions as 
I want to control for the development level of the countries. In the later robustness checks, I will, however, also 
work with alternative country-level measures. 
42 A description of Lee’s construction of the free trade openness measure is provided in Appendix D. 
43 I need an instrument that predates the beginning of the period of the primary openness variable (which is 1990). 
Initially, I tried to recreate the measure for 1990, but due to limited data availability on black market premiums and 
tariffs for my countries in that period, this was not possible. Instead, I use the original data from Barro and Lee 
(1994) but have to drop the Chinese firms (N=18) from the sample given China is not covered in their dataset. 



39 
 

variable of interest (in my case, corporate governance). I will go into more detail about 
the appropriateness of my instrument in the next chapter. 
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5. Exploration of the relationship between economic 
openness and corporate governance 

The link between economic openness and corporate governance  

  The core question of this study is whether there is a relationship between economic 
openness and corporate governance. In this section, I present the basic framework for my 
exploration and initial findings, suggesting a strong correlation between economic 
openness and corporate governance. 

Method: Multivariate Ordinary Least Squares (OLS) 

The exploratory assessment is based on an Ordinary Least Squares (OLS) regression 
model as presented in Equation 1, following the Doidge et al. (2007) model use.44 I use 
this set up to test the hypothesis that increased economic openness, bringing with it the 
opportunity and challenge to compete for international investments, can influence the 
cost-benefit analysis of a firm towards the adoption of better corporate governance 
practices. Due to lack of consistent longitudinal data on corporate governance at the firm-
level, I rely on a cross-sectional sample of firms for 1999/2000 and exploit the variation 
across firms, sectors, and countries, to test this hypothesis.  

Equation 1. Basic set up of regression model and hypothesis45 

     
At the firm level, I control for firm size (proxied by annual sales) and sector (GICS). 

Firm size is included as an explanatory variable because of mixed evidence on the 
directional impact of firm size on corporate governance. Sector dummies are included to 
control for sectoral particularities (e.g., state ownership, domestic competition) which 
                                                 
44 More precisely, the set up follows Doidge et al. (2007)’s specification in model (3) that controls for firm- and 
country-level variables. 
45 I use robust standard errors for all OLS estimations. 
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may trigger different reactions to economic openness. In addition, interaction terms are 
included to see if larger firms or firms in specific sectors react differently to more 
openness. I do not control for other firm-level characteristics given that my focus is on 
exploring the specific impact of country-level economic openness, not the general 
question of determinants of corporate governance. Furthermore, findings from the 
literature suggest that limiting the firm-level controls to size and sector would not 
compromise the findings. In particular, as noted earlier, Doidge et al. (2007) find that 
firm-level characteristics had nearly no explanatory power (R2 of 2.19%) with respect to 
corporate governance reporting practices in less-developed countries and none of the 
firm-level characteristics included in their specification was significant. For the baseline 
specifications, I control, at the country-level, for economic development status (proxied 
by GDP per capita). In the robustness checks, I use other country-level controls including 
market capitalization (as a proxy for financial market development), legal origins, and 
different measures of the institutional quality of the country. Furthermore, I will also 
conduct robustness checks with an alternative set of corporate governance scores, as well 
as with alternative measures for economic openness.46  

 
The analysis focuses on the impact of economic openness (proxied by average trade 

shares between 1990-1999) on the overall composite of corporate governance score, and 
the three subscores on ownership reporting, financial reporting, and reporting on the 
board.  

Findings 

We used several specifications based on the basic OLS regression model to explore 
my core question (see Equation 1). And, across these specifications, economic openness 
is significantly and positively correlated with the overall reporting scores, as well as with 
the three subscores.  

 
As shown in Table 9, the simplest set up of my specifications includes the 

independent variable of interest, economic openness (trade expressed as share of GDP), 
and a control for the economic development of the country (proxied by GDP per capita in 
current USD) on the right hand side. Subsequently, I added annual sales (in current USD) 
as a proxy for firm size and industry sectors (according to the GICS). I also conducted 
regressions in which I added interaction terms between openness and sales (to see if 
larger or smaller firms react more strongly to openness) and between openness and 
sectors (to see if firms in certain sectors react more strongly to openness); the results of 
the OLS specifications with interaction terms are provided in Table 40 in Appendix G. 

                                                 
46 Details on the different specifications of the robustness checks are provided in Chapter 7. 
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Table 9 shows the results for the overall scores while the results for the three 

subscores are provided in Tables 23-25 in Appendix G.  

Table 9. Regression results for overall reporting scores 

------------------------------------------------------------------------------------------------------------ 
                      (1)             (2)             (3)             (4)             (5)             (6)    
                       cg              cg              cg              cg              cg              cg    
------------------------------------------------------------------------------------------------------------ 
eximpgdp9099       0.0859***       0.0881***       0.0505***       0.0503***       0.0779***       0.0814*** 
                 (0.0106)        (0.0110)       (0.00786)       (0.00777)        (0.0116)        (0.0116)    
gdppercap99     -0.000568***    -0.000589***                                    -0.000458***    -0.000503*** 
               (0.000116)      (0.000122)                                      (0.000122)      (0.000127)    
salesUSD                         0.000249                      0.00000646                        0.000156    
                               (0.000224)                      (0.000233)                      (0.000250)    
energy                                              9.489           9.298           8.976           6.214    
                                                  (5.271)         (6.038)         (4.814)         (6.267)    
materials                                          -1.039          -1.112          -1.342          -1.314    
                                                  (2.621)         (2.608)         (2.525)         (2.507)    
industrial                                         -1.369          -1.440          -1.623          -1.902    
                                                  (2.448)         (2.363)         (2.363)         (2.280)    
consdiscr                                          -0.328          -0.401          -1.132          -1.350    
                                                  (2.327)         (2.305)         (2.454)         (2.376)    
consstaple                                         0.0969          0.0296          -1.650          -1.760    
                                                  (3.133)         (3.128)         (3.154)         (3.168)    
healthcare                                          3.680           3.612           4.223           4.577    
                                                  (6.222)         (6.235)         (6.598)         (6.651)    
infotech                                           -5.526*         -5.599*         -3.573          -3.367    
                                                  (2.521)         (2.507)         (2.493)         (2.458)    
telecom                                             8.249**         8.176**         8.185**         8.022**  
                                                  (2.683)         (2.681)         (2.815)         (2.787)    
utilities                                           2.942           2.876           2.118           2.008    
                                                  (2.558)         (2.549)         (2.686)         (2.687)    
_cons               36.46***        35.89***        36.53***        36.61***        36.85***        36.50*** 
                  (1.133)         (1.232)         (1.778)         (1.791)         (1.791)         (1.818)    
------------------------------------------------------------------------------------------------------------ 
N                     295             288             290             288             290             288    
adj. R-sq           0.165           0.167           0.156           0.156           0.189           0.193    
------------------------------------------------------------------------------------------------------------ 
Standard errors in parentheses 
* p<0.05, ** p<0.01, *** p<0.001 

 
According to the results of regression (6) in Table 9, a ten percentage point increase 

in trade shares is estimated to increase the overall corporate governance scores by 0.8 
percentage points.47 For example, based on these parameter estimates, if India, the least 
open country in the sample (at the time trade made up only for 21% of GDP) moved to 
the level of Thailand (where trade made up for 87% of GDP), its average corporate 
governance scores would increase by five percentage points. This is a 13 percent growth 
compared to the India’s baseline scores. Furthermore, I can compare the magnitude of the 
coefficients for GDP per capita (a common proxy for economic development). This is 
interesting as economic development is commonly identified as one of the most 
important factors in institutional development (both in the public and the private sector). 
In this respect, Table 22 in Appendix G suggests that a one percentage point increase in 
trade shares would have about the same effect as a USD 107 increase in GDP per capita 

                                                 
47 The 95% confidence interval for this – based on the coefficient of regression (6) (including next to the openness 
variable, controls for economic development, sales, and sectors) - is between 0.059 and 0.104. 
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(in 2000 USD).48 This level of magnitude would be especially important for less 
developed countries. For example, if I were to apply these estimates to low and middle 
income countries as a whole, I would get the following: With an average GDP per capita 
of USD 1,017 in the 1990s and trade shares of about 44 percent, two percent growth rate 
in their trade shares would have generated the same improvement in their firms’ 
corporate governance practices as a ten percent increase in their GDP per capita.  

 
These estimates imply a rather substantial positive effect of economic openness. But 

the policy relevance of these findings goes beyond the effect size, in particular, as it may 
be easier to device specific policies to promote trade than to design interventions that are 
elevating the overall economic development 

 
Of note, across the regressions, reporting on ownership structures is most sensitive to 

economic openness, while reporting on financials reacts least. A ten percentage point 
increase in trade shares is estimated to increase the subscores 1.5, and 0.4 percentage 
points respectively.49 To use the previous example of India, were India to increase its 
trade shares to the level of Thailand, this would spur a 27 percent increase in its 
ownership reporting scores compared to an only six percent increase in its financial 
reporting scores. 

 
We will present secondary findings (findings with respect to other independent 

variables than economic openness) in the next chapter and discuss the robustness checks 
in Chapter 7. However, as I will explain in the next section, I might face the situation of 
reverse causality, which would mean that what I observed in the initial OLS estimates is 
correlation, but not causation. Thus, as my core research hypothesis is that economic 
openness (i.e., trade and money flows between countries) has a positive effect on 
corporate governance, I need to assess the possibility of reverse causality first. 

Does economic openness drive better corporate governance? 

The reason why I am ultimately interested in good corporate governance is its 
presumed positive impact on economic development. There are several channels through 
which such an effect could be materialized. As illustrated in Figure 4 these channels 
include better allocation of limited resources to more productive activities, reduction of 

                                                 
48 As I will explain later in more detail, Taiwanese firms drive a negative coefficient for GDP per capita. Thus, for 
this purpose, I use the same regression without Taiwanese firms (see regression (6) in Table 22 in Appendix G). 
49 The 95% confidence interval for this – based on the coefficient of regression (6) in Tables 23-25 in Appendix G 
(including next to the openness variable, controls for economic development, sales, and sectors) - is between 1.2- 
1.8, and 0.2 - 0.7 for reporting on ownership structures and reporting on financial aspects, respectively. 
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risks of companies’ financial distress and sudden bankruptcies,50 higher domestic trade, 
and increases in global trade (i.e., economic openness).  

 
This means that economic openness could also be a result of better corporate 

governance as countries with companies that adopt good corporate governance 
mechanisms may attract and initiate more capital and goods flows.51 From a 
policymaker’s point of view, we want such a feedback loop (i.e., reverse causality) as it 
ultimately is one mechanism by which good corporate governance can contribute to 
economic growth.  

Figure 4. Illustration of the potential bi-directional link between corporate governance and 
economic openness 

 
 

                                                 
50 Lee and Yeh (2004) find for their sample of Taiwanese firms that “firms with weak corporate governance are 
vulnerable to economic downturns and the probability of falling into financial distress increases.” For their study, 
financial distress was defined as defaults on loan principal/interest payments, loan term renegotiations that extend 
the cash payment, schedule, and renegotiation for reduced principal and interest payments, or the decline of the 
company’s net worth below half of its capital stock. 
51 Foreign firms may feel more confident to buy from reliable Asian firms with high corporate governance levels; 
domestic companies with good corporate governance might rather contract with foreign component suppliers to 
ensure highest efficiency than support nepotism and subcontract with a less efficient domestic firm only due to 
family ties. 
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Method to assess reverse causality: Bivariate Ordinary Least Squares (OLS) 

To assess the possibility of reverse causality I tested two regressions in which I 
switched the independent and dependent variable (i.e., openness and reporting scores) to 
test the correlation in both directions (see Equation 2). I used lag effects (i.e., the 
dependent variable covers a time period following the one used for the independent 
variable).52  

Equation 2. Regressions to test the potential of reverse causality 

CGji2000 = λ0 + λ1 Opennessi1990-1999 +μij    

Opennessi2000-2009 = θ0 + θ1 CGji2000 +μij    

Hypothesis:  λ1, θ1 > 0, i.e., reject that λ1, θ1 =0 

Findings regarding reverse causality 

The results I obtain from the two basic exploratory regressions (see Equation 2) 
support the hypothesis of a bi-directional effect between economic openness and 
corporate governance. As shown in Table 10, the explanatory power in both directions is 
approximately of equal magnitude (adjusted R2 of around 10 percent) and in both 
regressions the correlation is positive and statistically significant.  

Table 10. Reverse causality regression results53 

-------------------------------------------- 
  (1)               (2) 

                          CorpGov          Openness    
-------------------------------------------- 
Openness           0.0545***                 
                (0.00689)                    
CorpGov                             2.458*** 
                                  (0.394)    
_cons               35.62***        29.11*   
                  (1.200)         (13.40)    
-------------------------------------------- 
N                     295             295    
adj. R-sq           0.106           0.109    
-------------------------------------------- 
Standard errors in parentheses 
* p<0.05, ** p<0.01, *** p<0.001 

 

                                                 
52 However, I have to assume that, for both the independent and the dependent variables, there is correlation over 
time (i.e., last year’s openness predicts this year’s and the same can be assumed for corporate governance scores). 
Thus, this estimation serves only as a basic exploration of the potential of reverse causality. 
53 Of note, the results in regression (1) are different than the results in regression (1) in Table 9 given that here I do 
not control for any other factor than economic openness, whereas in regression (1) in Table 9 I control also for 
economic development. 
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This finding has practical implications for the empirical analysis as the dependent 
variable and the independent variable may be endogenous. This means that the estimates 
might be biased as the explanatory variable is not necessarily independent from the error 
terms and that I would not know which directional effect is driving the correlations I 
observe.  

 
Thus, to be sure that what I found in the initial OLS regressions is more than only a 

correlation and that the estimates are not biased, I use Lee’s (1993) geography-based 
instrumental variable to assess the causal link between openness and corporate 
governance, as described in the next section. 

Method to assess causality: Instrumental Variable (IV) approach 

The OLS approach showed that openness and corporate governance are correlated 
but this does not necessarily mean that economic openness causes better corporate 
governance. In fact, as mentioned above, I find support for the existence of reverse 
causality between these two elements.  

 
To overcome this limitation, I adopt an instrumental variable (IV) approach to 

assess if I can find evidence of causality. Such an approach uses the fact that the IV has 
an impact on the independent variable of interest (i.e., economic openness) - and through 
this indirectly on the dependent variable (i.e., corporate governance) - but no direct 
impact on the dependent variable (see Figure 5).  

Figure 5. Illustration of the IV approach 

 
 
In earlier research, well-established instruments for trade and economic openness 

have been built around geographic, demographic, or linguistic characteristics of 
countries. The underlying logic is that distance between trading partners, access to the 
sea, having a large area or population (as a proxy for the size of the domestic market), the 
share of people speaking a major global language (e.g., English, Spanish), and similar 
factors directly influence trade intensity. However, these factors are considered not to 
have a direct effect on other outcomes of interest such as GDP, corruption, or sovereign 
lending (e.g., Frankel and Romer, 1999; Rose and Spiegel, 2002; Dollar and Kraay, 2003; 

Instrumental 
variable 

Openness  
(e.g., trade share of GDP)

Corporate 
governance
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Bonaglia et al., 2001; Lee, 1993 and 1995). Consequently, any change in these factors 
(correlated to the IV) can only be driven by a change in trade intensity. 

  

For this study, I follow the IV approach by Lee (1993, 1995), which is based on a 
two-stage least squares method to create fitted values of trade predicted on the basis of 
geographical information (see Equation 3). His measure of “free trade openness” (i.e., the 
fitted values) is based on country size and distance from the major world traders. More 
detail on Lee’s methodology is provided in Appendix D. 

Equation 3. Two-Stage Least Square (2SLS) computation 

CGij = γ Openi + δij 

Openi = π IVi + αi 

Hypothesis: π ≠ 0, i.e., reject that π = 0 

Estimate π and get fitted values for: Ṓpeni 

CGij = γ Ṓpeni  + σij 

Hypothesis: γ ≠ 0, i.e., reject that γ =0 

Findings regarding causality 

To be a valid instrument the IV has to be highly correlated with the independent 
variable of interest. I test this for Lee’s free trade openness instrument (free_iv) and the 
openness variable (eximpgdp9099) and find, in line with earlier literature, a high and 
statistically significant correlation (see Table 26 in Appendix G). This suggests that the 
free trade openness measure is, in principle, a good instrument. However, I cannot test for 
over-identification with only one instrumental variable. Thus, I reconstructed two of the 
components of Lee’s free trade openness variable; the natural log of distance to major 
world exporters (lndistance) and the natural log of a country’s area (lnarea).54 As shown 
in Table 27 in Appendix G, both instruments are correlated to openness at a statistically 
significant level. Furthermore, the tests reject the hypothesis that the model is under-
identified or weakly identified.55  

 
Both IV results presented in Table 11 - regression (2) with Lee’s free openness 

instrument and regression (3) with the two instruments - show strong support for a causal 

                                                 
54 Given I do not have access to the original components used by Lee (1993), I recreated these two elements based 
on data from the WDI and the CIA Factbook (used to identify the largest world exporters, as well as the land area) 
as well as from CEPII (for the distance data). 
55 Using the Kleibergen-Paap rk LM statistic the null hypothesis of under-identification is rejected at a 0.05 level 
and the Cragg-Donald F Stat rejects the null hypothesis that the instruments are weakly identified (F=85.34). 
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relationship; even when controlling for potential endogeneity, the impact of economic 
openness on corporate governance is positive and statistically significant. In fact, the 
instrumental variable estimates show an even slightly bigger effect than the OLS results 
in regression (1). 

Table 11. Comparison of OLS and IV results 

------------------------------------------------------------ 
                     (1)             (2)            (3)    
                     OLS           One IV          Two IVs    
------------------------------------------------------------ 
eximpgdp9099       0.0814***        0.105***       0.0904*** 
                 (0.0116)        (0.0293)        (0.0201)    
energy              6.214           3.962           6.148    
                  (6.267)         (6.827)         (6.141)    
materials          -1.314          -2.519          -0.992    
                  (2.507)         (2.564)         (2.420)    
industrial         -1.902          -3.543          -1.984    
                  (2.280)         (2.374)         (2.223)    
consdiscr          -1.350          -1.194          -1.356    
                  (2.376)         (2.404)         (2.342)    
consstaple         -1.760          -1.487          -1.783    
                  (3.168)         (3.143)         (3.098)    
healthcare          4.577           6.337           5.186    
                  (6.651)         (6.675)         (6.546)    
infotech           -3.367          -1.890          -2.764    
                  (2.458)         (3.058)         (2.605)    
telecom             8.022**         8.416**         8.140**  
                  (2.787)         (2.769)         (2.738)    
utilities           2.008          -0.464           1.959    
                  (2.687)         (2.959)         (2.691)    
salesusd         0.000156        0.000194        0.000181    
               (0.000250)      (0.000277)      (0.000256)    
gdppercap99     -0.000503***    -0.000611**     -0.000568*** 
               (0.000127)      (0.000226)      (0.000172)    
_cons               36.50***        34.31***        35.82*** 
                  (1.818)         (2.840)         (2.161)    
------------------------------------------------------------ 
N                     288             271             288    
adj. R-sq           0.193           0.207           0.191    
------------------------------------------------------------ 
Standard errors in parentheses 
* p<0.05, ** p<0.01, *** p<0.001 
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6. Secondary results - the relationship with other 
independent variables 

Beyond testing my primary hypothesis, the analysis provided some additional 
findings that I briefly summarize here. 

Overall country and sector factors 

To gauge how much of the variation in the corporate governance scores could be 
explained by the sector in which a company is operating and the country in which it is 
incorporated, as well as how countries and sectors rank with respect to each other, I ran 
fixed effects models. The first regression only controlled for the country effects by 
adding country dummies as explanatory variables (country fixed effects). The second 
regression controlled exclusively for sectors by putting sector dummies as explanatory 
variables (sector fixed effects). And lastly, I added both sets of dummies (country and 
sector fixed effects model) to control for the fact that firms in a certain sector could be 
disproportionally represented in one country, thus causing us to erroneously qualify what 
are actually sector effects as country effects or vice versa. Tables 19 – 21 in Appendix G 
provide the corresponding regression results.  

 
The coefficients in these models allow us to draw conclusions on the average 

corporate governance scores of the companies in each country (or sector) compared to 
those of companies in other countries (or sectors). Thus, I can rank countries and sectors 
with respect to each other. Results are shown in Table 12. Singapore is the only country 
that shows a statistically significantly better performance (i.e., companies report more) 
compared to the other countries, while Taiwan is the only country where on average, 
companies report less (i.e., have worse corporate governance) at a statistically significant 
level. With respect to sectoral effects, only telecommunications companies perform 
statistically significantly better (see Table 9 above). Furthermore, the interaction terms 
between sectors and openness are generally insignificant (see Table 40 in Appendix G); 
only the material sector reacts differently to openness (in this case with a negative 
correlation) at a statistically significant level. 
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Table 12. Country and sector rankings with respect to overall reporting scores (results 
from the country and sector fixed effects model) 

Ranking Country ranking Sector ranking 

1 Singapore*** Telecom** 

2 China Energy 

3 Hong Kong Utilities 

4 Thailand Financials 

5 South Korea Healthcare 

6 Malaysia Industrials 

7 India Consumer discretionary 

8 Indonesia Consumer staple 

9 Pakistan Materials 

10 Philippines Information technology 

11 Taiwan***  

** Statistically significant at p<0.01 
*** Statistically significant at p<0.001 

 
In addition, the adjusted R2 in the fixed effects models provides insights into the 

explanatory power of country and sectoral factors. In line with previous findings by 
Doidge et al. (2007), the results clearly show the dominance of country factors in 
explaining the variation in corporate governance scores: 50% of the variation of overall 
reporting scores can be explained by country factors (see Table 19 in Appendix G) 
compared to only eight percent for sectoral factors (see Table 20 in the Appendix G). 

 
When assessing the country and sector effects on the three T&D subscores, I find that 

country factors have the highest explanatory power when it comes to reporting on 
ownership issues (about 60%) and the least when it comes to reporting on financials 
(about 36%). Sector effects have similar explanatory power for reporting on ownership 
and financials (approximately 8%), while explaining only about 4% of the reporting on 
the board. 
 

Economic development (GDP per capita) 

Our baseline results show a negative (and mostly statistically significant) correlation 
between GDP per capita and corporate governance (see the gdppercap99 variable in 
Table 9). This result surprisingly suggests that companies in more developed countries 
have worse corporate governance. However, when exploring these results in more detail, 
I find that this negative correlation is driven by the Taiwanese firms in the sample. 
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Indeed, Taiwan is an outlier insofar as it has relatively high economic development and 
poor corporate governance. If I exclude Taiwanese firms from the sample, economic 
development becomes positively correlated and mostly statistically significant with 
respect to reporting scores (see Table 22 in Appendix G).  

 
To better understand what could drive Taiwan’s outlier status, I consulted the 

literature on its corporate governance environment. Publicly traded Taiwanese companies 
have usually grown out of family businesses and typically remain family-controlled even 
after their Initial Public Offering (IPO). At the time of the data collection, legal 
requirements of outside directors did not exist; “Taiwan [was] characterized by the 
absence of effective audit committees, low institutional ownership and an inactive market 
for corporate control” (Yeh et al., 2001, pages 25-26). While several studies have 
acknowledged the extensive use of pyramid ownership structures to control companies 
and found high family ownership in Taiwan, this was considered comparable with other 
countries in the region (Claessen et al., 2000, La Porta et al., 1999). However, in their 
2001 paper Yen et al. (2001, page 46) found that in Taiwan “family control [was] even 
more prevalent than previously suggested.” According to their study, of 208 publicly 
listed firms, on average the largest families controlled 26% of the companies, and “family 
control exceed[ed] a firm’s critical control level [of 15%] at 76% of Taiwanese firms” 
(Yeh et al., 2001, page 46). Furthermore, the study found evidence that company 
performance did not suffer due to family control if the level of family ownership was 
high enough so that the costs of expropriation outweigh the benefits. Thus, family-
controlled Taiwanese firms may be economically successful (and with it Taiwan as a 
country) while not feeling the need to provide transparent information to “outsiders” 
(e.g., minority shareholders). This could explain the surprising association between high 
GDP per capita and bad corporate governance reporting driven by Taiwanese firms.  

Firm size (annual sales) 

Our findings suggest that firm size (proxied by annual sales, salesusd in Table 9) has 
no statistically significant effect on corporate governance scores. Thus, I can neither 
support nor refute hypotheses linking firm size to agency costs (e.g., Jensen’s (1986) 
argument that free cash flow can increase agency costs as managers can invest in projects 
that, due to the low returns, would not be funded by the market). Furthermore, the 
interaction terms between sales and openness are widely insignificant (see Table 40 in 
Appendix G), suggesting that, in the sample, I cannot discern whether larger or smaller 
firms’ corporate governance practices react differently to openness. 
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7. Robustness checks  

To check the robustness of the results, I conduct several robustness checks by 
replacing or amending the initial set of variables. Following the base empirical 
specification (see Equation 1, restated below), I undertake three types of checks: 1) 
replacing the corporate governance scores with an alternative corporate governance 
measure (i.e., changing the left hand side of the equation); 2) substituting the independent 
variable of interest (country-level trade shares) on the right hand side of the equation with 
alternative openness measures, and 3) amending the list of country controls (i.e., adding 
independent control variables to the right hand side of the equation). Due to differing data 
availability (e.g., some proxies are not available for all countries), the sample sizes for the 
robustness checks varied (the exact numbers of firms covered can be found in the 
regression result tables in Appendix G). 

 
Equation 1. Basic set up of regression model and hypothesis 

 

Robustness checks with an alternative corporate governance 
measure 

We use data from Crédit Lyonnais Securities Asia (CLSA), which were available for 
10 of the 11 countries (CLSA does not include data on Pakistan) to replicate the analysis 
for a later year (2008).56 CLSA scores provide an overall score as well as seven 
subscores, one of which is “transparency.” More details on the general methodology of 
CLSA data are provided in Appendix B.57 I ran a sector fixed effects model (controlling 

                                                 
56 The dataset obtained covered scores for 2008 and 2009 (often for the same companies, and several updates over 
one year). After cleaning the respective years, I had more data for 2008 which is why I decided to take the last 
update for this year as my sample. 
57 To see how these CLSA scores compare to the S&P scores, I ran an “empty” regression model (i.e., with just 
country and sector fixed effects), similar to what I have done with the S&P scores earlier in the analysis. I find that 
the country rankings that emerge from this regression are different in so far as Malaysian firms were ranked the 
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for sector characteristics) and controlled for the level of economic development (proxied 
by GDP per capita in one specification and by development dummies for 
low/medium/high income countries in an alternate specification58) with the overall score 
as well as for the transparency subscore as the dependent variables. In all specifications, 
the results were consistent with the main findings: economic openness was positively and 
significantly correlated to the CLSA corporate governance scores (see Tables 28 and 29 
in Appendix G), with stronger results (both with respect to magnitude and statistical 
significance level) for the transparency scores. 

Robustness checks with alternative openness measures 

We used two different types of robustness checks with respect to the openness 
measures. First, to see if using different proxies provides further support for my 
hypothesis, I replaced the quantitative openness variable (trade shares) with seven 
different composite scores from several institutions. These scores are based on elements 
related to economic openness and globalization such as tariffs on international trade, 
capital controls, the difference between the official exchange rate and the black market 
rate, or even social globalization (e.g., extent of tourism and foreigners in the country). 
Second, in order to be able to control for all country-level characteristics through a 
country fixed effect model and assess the effect of openness on a more disaggregated 
level, I substituted the primary country-level openness measures (i.e., country-level trade 
shares) with sector-level equivalents. 

Results with alternative openness measures at the country level 

As alternative proxies for economic openness, I use the 1999 Economic Freedom of 
the World Index by the Fraser Institute (fr_99), as well as its Trade Openness Index for 
1998 (fr_toi98), the Heritage Foundation’s Trade Freedom Index (hf_tf99), and two 
different composites from the KOF (dr_ig9099, kofglob9095). In addition, I used two 
elements of the Freedom of the World Index to capture more specifically trade barriers 
and financial openness, respectively: (1) “International Exchange: Freedom to Trade with 
Foreigners” (fr_vi99) and (2) “Restrictions on the Freedom of Citizens to Engage in 
Capital Transactions with Foreigners” (fr_viid99). An overview of the respective 

                                                                                                                                                             
highest in terms of having good corporate governance, followed by Thailand, Singapore, India, Hong Kong, 
Philippines, South Korea, China, Taiwan, and Indonesia. The last seven countries also performed statistically 
significantly worse than Malaysia. The telecom sector was the only sector that was positively and significantly 
associated with the CLSA scores, similar to what I have found with the S&P scores. 
58 I constructed development dummies representing low, medium, and high income countries in the region based on 
income per capita. I used the following thresholds: for high economic development (GDP per capita 1999 > USD 
9,000), medium economic development (USD 9,000 > GDP per capita 1999 > USD 1,000), low economic 
development (GDP per capita 1999 < USD 1,000). 
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methodologies and components of these alternative proxies is provided in Boxes 1-4 in 
Appendix E.59  

 
Our results are consistent for six of the seven openness proxies in that I find a positive 

and statistically significant correlation.60 While also displaying a positive correlation, the 
Heritage Foundation’s Trade Freedom index is, however, not statistically significantly 
correlated with transparent reporting (see Table 30 in Appendix G). This may be driven 
by the fact that, unlike the other measures, the Heritage Foundation’s index does not 
include components based on actual trade outcomes. Of note, while not the focus of this 
dissertation, the regression with the “Restrictions on the Freedom of Citizens to Engage 
in Capital Transactions with Foreigners” (fr_viid99) allows us a first glance at the 
possible impact of financial openness on corporate governance. I find that this measure 
is, in fact, positively correlated with corporate governance at a statistically significant 
level (see Table 30 in Appendix G). 61 

 
The results of these alternative regressions also support the finding that 

telecommunications firms perform, on average, statistically significantly better in terms 
of corporate governance; only the results for one of the KOF composites is insignificant. 

Results with sector-level trade shares 

Substituting the primary country-level openness measures (i.e., trade shares) with 
sector-level equivalents allows us to run a country fixed effects model. The data for the 
creation of these sector-level measures are drawn from the WDI and the OECD’s 
Bilateral Trade Database by Industry and End-user category (BTDIxE), which includes 
data from the United Nations Commodity Trade Statistics Database (UN Comtrade). I 
create the sectoral openness variables based on the sector’s value-added to GDP and its 
trade, using the averages for the years available for each country between 1990 and 1999. 
Since the WDI and the BTDIxE use the International Standard Industrial Classification 
(ISIC), I reassigned the firm sample to match the ISIC classification. I used either a 
disaggregation into three sectors (agriculture, services, and industry) or seven sectors.62 

                                                 
59 Data were retrieved from the data sources directly or from the Quality of Government Institute (QoG) at the 
University of Gothenburg.  
60 The measures are listed in Table 17 in Appendix F. 
61 The KOF measures also include an element on capital account restrictions (see Box 4 in Appendix E); both 
regressions show a positive correlation between the openness measures and corporate governance scores at a 
statistically significant level (see Table 30 in Appendix G). 
62 These seven sectors did not cover the whole spectrum of economic activity given data for industrial activities not 
falling into manufacturing were not available; the remaining sectors were services, agriculture, and five subsectors 
of manufacturing. 
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Due to data limitations, I had to drop three countries (Hong Kong, Taiwan, and Pakistan) 
for this part of the analysis, as well as some companies that could not be mapped to any 
of the ISIC sectors covered (the distribution of the firms across these sectors is presented 
in Table 13). 

Table 13. Company distribution according to ISIC categories covered by WDI and BTDIxE 

Economic activity at 
three sector level 

Economic activity at seven sector-level 
Number of 
companies 

Agriculture Agriculture 3 

Industry 

Manufacturing - Chemicals, etc. 12 
Manufacturing - Food, beverages, and tobacco, etc. 10 
Manufacturing - Based on wood, paper products, refined petroleum etc.63 27 
Manufacturing- Textile and clothing, etc. 3 
Manufacturing - Medical instruments, transport equipment etc. 64 11 
Industry not manufacturing 65 36 

Services Services 111 

 Total number of companies 213 

 
In terms of results, in all six regression specifications, sector-openness variables are 

insignificant (see Table 31 in the Appendix G). This suggests that my initial finding66 that 
country characteristics dominate firm- (and sector-) level characteristics in influencing 
corporate governance scores is, likewise, valid for economic openness. In fact, my results 
suggest that the overall economic openness of a country is more relevant for the level of 
corporate governance adopted by companies than sector-level openness. With respect to 
country-characteristics, I find that Singaporean companies continue to perform better at a 
statistically significant level, while in this setup, Indian, Indonesian, and Filipino firms 
perform statistically significantly worse than firms from the other countries (as 
mentioned above, Taiwanese firms were not included in this sample). When I control for 
sector-characteristics at a more disaggregated level (i.e., adding dummies for GICS 
sectors), similarly to the previous findings, only the telecommunications sector is 
significantly and positively correlated to good corporate governance.  

                                                 
63 Combines ISIC codes 20-23, and 26-32 which include manufacture of: wood and cork (except furniture), paper 
and paper products, coke, refined petroleum products and nuclear fuel, other non-metallic minerals, basic metals, 
fabricated metal products, machinery and equipment (including computing machinery and communication 
equipment), as well as publishing, printing and reproduction of recorded media. 
64 Combines ISIC codes 33-39 which include manufacture of: medical, precision and optical instruments, motor 
vehicles, trailers and other transport equipment, furniture, as well as recycling. 
65 Data for “Industry not manufacturing” were not available, which is why had to drop it for the seven sector-level 
analysis. 
66 In the initial fixed effects model, I found that country effects could explain about 50 percent of the variation in 
corporate governance scores compared to sector effects that could only explain eight percent. 
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Robustness checks with additional country controls  

In line with findings from the existing literature regarding country-level determinants 
of corporate governance, I added controls for the following categories: a) financial 
market development, b) general quality of the legal and institutional system, and c) 
historic origin of the legal system (the complete set of independent variables used is listed 
in Table 17 in Appendix F). These additional country-level variables come from the 
WDI, the World Bank’s Governance Indicators (WBGI), the International Country Risk 
Group (ICRG), and La Porta et al. (1998). 

 
In order to avoid multicollinearity in the model, I also constructed alternative 

dummies for some variables. Specifically, trade openness (trade shares) was highly 
correlated with economic development, as measured by GDP per capita (r=0.85), and 
market development, as measured by market capitalization (r=0.83). Thus, I replaced 
GDP per capita with the afore mentioned development dummies representing high, 
medium, and low income countries and market capitalization with another set of 
dummies representing high, medium, and low levels of financial development.67  

 
For the selection of proxies for the quality of the legal and institutional system, I 

considered a range of indices and selected those that would introduce the least amount of 
multicollinearity in the model. Thus, in a first round, I included indices that had a 
correlation coefficient of less than 0.7 with trade share: the quality of governance 
measure from the ICRG and two indices from the WBGI (political stability, voice and 
accountability). However, because the ICRG measure was highly correlated with one of 
the WBGI measures (r=0.89), I ran two separate sets of regressions where I switched the 
two. 

 
We ran different combinations of the selected country-level controls, in each case 

minimizing the potential for multicollinearity by choosing the controls that were least 
correlated with the independent variable of interest, as well as with each other. Overall, 
the results are very supportive of my hypothesis that economic openness is positively 
correlated to corporate governance, as summarized in Table 32 in the Appendix G (all 
regression results can be found in Tables 33-39 in Appendix G). Even when controlling 
for the overall quality of the legal and institutional system, the financial market 
development, and the legal origin, economic openness stays, nearly throughout all of my 
regression specifications, positively correlated at a statistically significant level. 

                                                 
67 I constructed financial market development dummies using the following thresholds: for high financial market 
development (market capitalization of listed companies > 100), medium financial market development (100 > 
market capitalization > 30), low financial market development (market capitalization of listed companies < 30). 
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Summary of robustness checks 

I assessed the robustness of the initial results by replacing or amending the initial set 
of variables. In particular, I replace the corporate governance scores with an alternative 
corporate governance measure for a later year (CLSA scores for 2008), substitute the 
independent variable of interest (country-level trade shares) with alternative openness 
measures, and amend the list of country controls.  

 
The majority of my robustness checks corroborate my OLS results: economic 

openness is positively correlated with corporate governance at a statistically significant 
level. Two noteworthy exceptions where openness is insignificant occurred when I 
performed robustness checks substituting the primary independent variable of interest 
(country-level trade shares) with the composite score for trade openness from the 
Heritage Foundation and sector-level trade openness measures. I speculate that the former 
might be related to the methodology used for the creation of the proxy; the Heritage 
Foundation’s Trade Freedom index is the only proxy in my set that does not include 
components based on trade outcomes (e.g., trade shares, actual size of trade sector 
compared to expected size) but builds exclusively on elements that describe regulation 
regarding tariff and non-tariff barriers to trade. The insignificant results with respect to 
the sector openness measures corroborates what I find with respect to other control 
variables, which is that country factors dominate firm- or sector-level factors.  
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8. Summary of findings 

The aim of this dissertation was to explore the link between economic openness and 
corporate governance in the context of developing countries. I established a conceptual 
framework where I considered the factors affecting the cost-benefit analysis of a 
company when deciding on corporate governance practices and how economic openness 
influences this firm-level cost-benefit analysis. In the subsequent empirical analysis, I 
focused on the experience of developing countries in Asia to test the hypothesis that 
economic openness can positively impact the adoption of good corporate governance 
practices. Given the lack of consistent longitudinal data on corporate governance 
practices in developing countries, I used a cross-country framework with firm-level data 
from eleven Asian countries. 

 
Our findings are very consistent in supporting a positive and statistically significant 

impact of economic openness on corporate governance. Companies in economically more 
open countries adopt more transparent reporting on corporate governance issues in their 
annual reports. In fact, my primary estimates imply that the effect of a one percentage 
point increase in trade shares (i.e., imports and exports expressed as shares of GDP) 
would be about the same as a USD 107 increase in GDP per capita. This level of 
magnitude would be especially important for the less developed countries (e.g., India’s 
GDP per capita was as of 1999 less than USD 500).  

 
In particular, transparency related to the company’s shareholder composition and 

investor rights seem to be most sensitive to economic openness, suggesting that foreign 
partners are especially interested in the ownership structure of companies in Asia. This 
focus makes sense given that firms with controlling shareholders (often founding 
families) are very prevalent in these countries; an extreme example for this phenomenon 
is Taiwan. Such controlling shareholders are viewed as a major obstacle to minority 
shareholder protection. 

 
Our findings also confirm that country factors dominate firm (and sectoral) factors. I 

found this to be true both with respect to the independent variable of interest (a country’s 
overall openness was highly significant, while sectoral openness measured by sector-
trade shares, was not significant) and in the fixed effects models. In the latter, half of the 
variation in corporate governance scores was explained by country factors while sectoral 
factors explain just about eight percent. In addition, annual sales (a proxy for firm size) 
were mostly insignificant in influencing corporate governance. 
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In my dataset, Taiwan was a marked outlier in terms of the intuitively positive link 

between economic development and good corporate governance. Orthodoxy would 
suggest that Taiwan’s relatively high economic development would imply its firms have 
adopted good corporate governance practices. Instead, Taiwanese firms display poor 
corporate governance, being (statistically significantly) less transparent in their reporting 
than firms in other Asian companies. This also drives the negative coefficients of GDP 
per capita; if I exclude Taiwanese firms from the sample, economic development 
becomes positively correlated and mostly statistically significant with respect to reporting 
scores. Findings by Yeh et al. (2001), however, give some context to my results. They 
show that even compared to other countries in Asia, the extent of family-controlled 
businesses in Taiwan was striking and that if the level of family-ownership was high 
enough, performance did not suffer given the costs of expropriation outweigh the benefits 
for the family. Thus, family-controlled Taiwanese firms may be economically successful 
while not feeling the need to provide transparent information to “outsiders” (e.g., 
minority shareholders).  

 
With respect to particular sectors, I find that only the telecommunications sector 

performs quite consistently better (at a statistically significant level) than other sectors. 
This makes sense as throughout the 1990s Asian countries started to liberalize (and partly 
privatize) their previously mostly state-owned telecom sectors (Singh, 2000). In turn, this 
attracted significant FDI inflows, which would support my argument that economic 
openness promotes the adoption of good corporate governance practices. 

 
While the limitations of cross-country regressions are well known,68 and working 

with a construct like corporate governance adds an additional layer of complexity, I 
triangulated the findings through a range of robustness checks. These included using an 
alternative corporate governance score, substituting the primary measure for economic 
openness (trade shares) with other possible measurements, and adding control variables 
to limit the chances of omitted variable bias. To test causality, I used an instrumental 
variable approach. The basic findings were not altered by these modifications. 

 

                                                 
68 The results can be highly sensitive to the independent variables and multicollinearity among independent 
variables can result in inflated standard errors putting at risk the reliability of the estimates (Levine and Renelt, 
1992). Data are often prone to measurement error, reverse causality can be a problem, and bias can result from 
endogeneity and omitted variables (Rajan and Subramanian, 2008). 
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9. Conclusions and policy implications 

 
Our findings have consistently found a positive and statistically significant impact of 

economic openness on corporate governance. But what do these results mean in a policy 
context? An increase in a country’s economic openness (be it through trade policies or 
exogenous changes such as shifts in in the global demand and supply structure) will not 
necessarily result in a sudden jump in the quality of corporate governance. However, 
global market forces (e.g., pressure by foreign investors) and direct exposure to foreign 
practices may start a dynamic of institutional change based on voluntary adoption of best 
practices. In a sense, leveraging the positive effect of economic openness can help 
overcome public resource constraints in developing countries. Furthermore, it is a way to 
reduce the “degree to which powerful elites influence decisions” and hinder “the 
implementation of a fair, competitive, honest and transparent private sector and thus 
hinders broad-based economic development” (World Bank, 2011). 

 
The fact that openness has a positive effect on corporate governance suggests that 

direct or indirect exposure to foreign markets changes a firm’s cost-benefit analysis in 
favor of improved corporate governance practices. Companies learn from their 
interaction with foreign associates or are inspired to improve their practices to increase 
their attractiveness to potential foreign partners. This means that a certain “knowledge 
transfer,” common with production technologies, happens with respect to corporate 
governance mechanisms. In some sense, we can “export” good corporate governance.69  

 
Such a market-driven evolution of corporate governance practices has several 

implications both for foreign and domestic policies aiming to enhance corporate 
governance.  

 
Developed countries may be more successful in promoting a well-functioning private 

sector in developing countries by establishing policies aimed at their own domestic 
companies that are actively trading with and investing in developing countries than by 
pushing for regulations of corporate governance issues through an often inefficient and 
resource-constrained public sector in the developing countries themselves. Companies in 

                                                 
69 While research has so far not paid enough attention to the link between corporate governance and public sector 
governance, even spillover effects to the public sector are conceivable. Findings by Wu (2005), for example, suggest 
that improved corporate governance reduces the supply of bribes, thus, reducing corruption. Furthermore, good 
governance culture could also be transmitted through human capital flows from the private to the public sector. 
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developed countries could become agents of change through standards imposed on them 
that they, in turn, translate into standards required for their suppliers, trading partners, or 
investees.  

 
The Foreign Corrupt Practices Act (FCPA) presents a possible model for this type of 

mechanism. The FCPA was enacted in 1977 to help fight corruption in developing 
countries by making it unlawful to pay foreign government officials to facilitate business. 
Imposing significant consequences to U.S. companies that commit bribery abroad in the 
form of penalties or suspension/debarment from securing U.S. government contracts in 
turn reduces the supply of money to be used in developing countries to corrupt the public 
authorities. Some research has found that, while higher corruption is not necessarily 
significantly associated with lower FDI inflows overall, it is, in fact, associated with 
lower FDI from U.S. companies (Zurawicki and Habib, 2010, citing Hines, 1995). This 
finding suggests that U.S. firms react to the threat of being sanctioned by their own legal 
system rather than to the corrupt environment itself. Requirement from their own 
government to ensure that their foreign partners are aligned with good corporate 
governance structures could be similarly put in place. Presumably, foreign companies 
have an economic interest in good corporate governance structures within entities they 
invest in to safeguard their interests, but this legislative mandate could provide an 
additional impetus for firms to actively campaign for good corporate governance 
practices abroad. 

 
Foreign government entities who interact with developing country firms can also 

promote good corporate governance more directly by extending their “conditionality” to 
requirements of good corporate governance practices when it comes to hiring, funding, 
investing, or lending to these firms. For example, the International Finance Corporation 
(IFC), the largest development finance institution (DFI) that uses, amongst others, direct 
investments (loans or equity) to companies to promote development abroad, has become 
“the first development finance institution to require systematic corporate governance 
analysis of every investment” (IFC, 2012, page 36).70 Such a requirement could be 
integrated into the processes of other DFIs. The IFC is promoting this idea and has so far 
signed on 31 DFIs to a Corporate Governance Development Framework that 
recommends the integration of corporate governance in the DFI’s investment operations 
(IFC, 2011).  

 

                                                 
70 The IFC’s has developed several tools that can be used to assess the risks of corporate governance, identify the 
right risk mitigation measures, and support the investee in implementing these, as well as a process to do this in 
collaboration with the investee company. 
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On the other hand, policymakers in developing countries can, based on the bi-
directional relationship between economic openness and corporate governance practices, 
promote a “virtuous cycle” by stimulating either economic openness or the adoption of 
better corporate governance practices at the firm level. The positive effect of economic 
openness can help devise and promote policies that a) might gain easier support from the 
entrenched business communities as they go hand-in-hand with new business 
opportunities abroad, and b) be more efficient as they do not depend on public sector 
monitoring but are instead driven by market forces.  

 
For example, if better corporate governance brings enhanced business opportunities 

abroad, policymakers may need to expend less political capital to negotiate stronger 
corporate governance rules with controlling shareholders. Furthermore, if pressure from 
the global market eventually drives companies to voluntarily adopt better corporate 
governance practices, policymakers can focus less on devising and negotiating concrete 
corporate governance regulations and funding expensive enforcement efforts. Instead, 
they can invest into policies that establish an environment that enhances the payoff for 
good corporate governance. This could be done by strengthening the overall legal system 
including strong property rights protection, an independent judiciary (that is also easily 
accessible to foreigners), and an efficient judicial process. This, in turn, may benefit 
minority shareholders and foreigners, who still rely on dependable and efficient recourse 
options in cases of breach of contract, mismanagement, or fraud. Likewise, such a 
strengthened legal and institutional environment may make it more beneficial for firms to 
adopt better corporate governance practices if Doidge et al. (2007)’s findings hold (i.e., 
country-level factors determine a threshold level below which good company practices 
do not provide benefits to the firm). 

 
While my findings encourage optimism on the positive impact an open market can 

have on corporate governance, several questions arise that would warrant further research 
efforts. Some of the most pertinent seem to be the assessment of the tradeoffs posed by 
the proposed policy options. In particular, the adoption of an FCPA-like regulation may 
negatively impact the competitiveness of companies regulated under such a scheme. 
Thus, a tradeoff between potential long-term improvements of corporate governance 
practices in developing countries and short-term loses of business opportunities for the 
respective companies has to be assessed. By the same token, the effects of adopting trade-
promoting policies in the developing countries have to be assessed in the light of the 
impact of these on the wider society.  

 
Further areas of research arise in the context of financial development, in particular 

regarding the effect of financial openness (and its interaction with trade openness) on 
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corporate governance practices, with a potential focus on the financial sector. And 
finally, exploring the magnitude of the impact attributable to the different channels (i.e., 
direct and indirect), a concerted and coordinated effort to collect relevant longitudinal 
data for conducting panel analyses, the extension of the analysis to non-listed firms, and 
the exploration of the link between public and corporate governance would, without 
doubt, provide interesting and valuable insights. 
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Appendix A. Overview of economic theories of the firm 

Economic theories trying to explain the decision making processes of firms have 
evolved over time. The earliest theory focused on the production function of the firm. 
This neoclassical approach modeled choices on the basis of the owner’s utility function, 
with the owner maximizing his or her utility.71 While very useful in explaining 
production choices in response to exogenous changes, the theory ignored the reality that 
decisions are often made by the manager and not the owner. This issue triggered the 
development of managerial theories that acknowledged conflicts of interest between the 
owner and the manager, as well as information asymmetries between these parties. To 
that effect, a seminal paper by Berle and Means (1932) laid the foundation of what is 
today known as the principal-agent problem, which is at the core of corporate 
governance. I elaborate on this point in detail in Chapter 3. 

 

Other theories of the firm include those evolving from transaction cost economics 
following Coase (1937)’s considerations that transactions involve costs such as those 
incurred for acquiring information and negotiating. These costs can, especially in cases of 
repeated transactions, be significantly reduced by concentrating the authority in one hand 
(i.e., the boss of a firm). Consequently, the tradeoff between transaction costs and the 
costs of concentration (e.g., administrative rigidity) defines what activities fall within the 
firm (with authoritative decision making) and which are allocated to the market (with its 
price mechanisms guiding the outcome).  

 

Other authors (e.g., Jensen and Meckling, 1976) have viewed the firm as a “nexus 
of contracts” between a range of stakeholders such as employees, suppliers, customers, 
and creditors, in light of which activities are the result of a “complex equilibrium 
process.” Under this theory, the distinction between transactions that have been allocated 
within the firm and those that have been allocated to the market is irrelevant; “standard 
forms” of contracts (e.g., public limited company [PLC]) are only templates of what 
could be established in any individual contract.  

 

                                                 
71 This neoclassical model has become the fundament of classic textbooks (e.g., Henderson and Quandt, 1980; 
Varian; 1984, Tirole, 1988). 
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More detailed history of the theory of the firm including theories that put the 
property rights at the center72 and game-theoretical approaches73 are provided by Hart 
(1989) and Coffee (1989).  

                                                 
72 Property rights approaches combine aspects of many of the aforementioned theories (in particular the transaction 
cost theory) but focus on the physical assets in the contractual relationship, stipulating that, in light of the 
infeasibility of comprehensive long-term contracts, residual rights for remaining choices and the use of assets 
belongs to the owner. 
73 In particular, the prisoner’s dilemma which is applied by Coffee (1989) as well as Leibenstein (1982). 
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Appendix B. Overview of corporate governance metrics 

Corporate governance metrics can be divided between those assessing corporate 
governance at country level and those that focus on the firm level. As mentioned in 
Chapter 3, these measures capture distinctly different aspects of corporate governance. 
Country-level metrics assess the broad environment, such as legal requirements or 
enforcement mechanisms. Firm-level metrics focus on actual company characteristics and 
practices, such as the ownership structure, reporting practices, or board composition. In 
the following sections of this appendix, I will first look at the evolution of country-level 
corporate governance metrics and subsequently at those developed with a firm-level 
focus. 

Country-level indices74 

At the country-level, seminal work on the creation of indices was done by La 
Porta and colleagues who published their Antidirector Rights Index in the late 1990s (La 
Porta et al., 1997 and 1998). The index aimed to measure the strength of the legal 
protection of shareholders in 49 countries. The authors reviewed company law and 
commercial codes (as of 1993 and 1994) with respect to six mechanisms (see Table 14) 
that are considered to protect minority shareholders against exploitation by the 
management and assigned a point whenever the respective protection was granted by the 
legal system. Summing up the points, countries were then rated along a six-category scale 
depending on whether or not these measures were provided by law. The index was 
initially used by the creators themselves to examine the “legal rules covering protection 
of corporate shareholders and creditors, the origin of these rules and the quality of their 
enforcement,” (La Porta et al., 1998, p 1113) and, in a later paper, to assess the legal 
determinants of external financing. 

                                                 
74 All discussed indices focus on the shareholders in their role as investors and owners. It should, however, be noted 
that, in parallel, an index for the protection of the (senior secured) creditors was developed and over time refined and 
extended in coverage. The initial index was created by La Porta et al. (1998) in parallel to their Antidirector Rights 
index. It followed the same methodology, coding – in this case four – mechanisms of creditor protection in both 
liquidation and reorganization. The authors reviewed bankruptcy and reorganization laws for 49 countries in force in 
1993 and 1994, and scored countries from 0-4 (one point for the existence of each mechanism). Djankov et al. 
(2006) updated the scores based on their own review of relevant documents and a survey of local bankruptcy 
lawyers. They extended the coverage to 133 countries, documenting any changes between 1978 and 2003. 
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Table 14. Six components of the Antidirector Rights Index  

Corporate governance 
mechanism 

Rating Decision rule / description 

Proxy by mail allowed Binary (0/1) 1: shareholders are allowed to mail their proxy 
vote to the firm  

Shares not blocked before meeting Binary (0/1) 1: shareholders are not required to deposit shares 
prior to general shareholder meeting to prevent 
them from selling the share over a certain number 
of days 

Cumulative voting / proportional 
representation 

Binary (0/1) 1: shareholders are allowed to cast all votes for 
one candidate standing for election to the board 
of directors (cumulative votes) or a mechanism is 
in place that allow for proportional representation 
in board by which the minority interests may 
name a proportional number of directors 

Oppressed minority Binary (0/1) 1: if company law or commercial code grant 
minority shareholders (defined as owning 10% or 
less of the shares) judicial venue to challenge 
management or assembly decisions or require the 
company to repurchase the shares when they 
object to fundamental changes (e.g., mergers, 
asset dispositions, changes in articles of 
incorporation) 

Preemptive right to new issues Binary (0/1) 1: shareholders are granted first opportunity to 
buy new issued stocks and the right can be 
waived only by shareholders’ votes 

Percentage of share capital to call 
extraordinary shareholder meeting 

Percentage (e.g., 
of votes, numbers 

of shares) 

Minimum percentage of shareholder ownership 
that entitles to call an extraordinary shareholder 
meeting: if ≥ 10% → 1, otherwise 0  

Source: La Porta et al. 1997, 1998   

 

Pagano and Volpin (2005) updated the Antidirector Rights Index for 47 of the 
original countries by asking local lawyers to check the coding and update it in case 
changes in the legal regimes had occurred between 1993 and 2001. Likewise, Djankov et 
al. (2008) published a revised version based on the laws and regulations applicable to 
publicly traded firms in May 2003 for 72 countries. A methodological difference in this 
revised version was that enabling provisions (more prevalent in common law) were 
ignored while they had been treated akin to mandatory ones in the initial assessments. 
This remedied the previous versions’ bias towards a more positive assessment of 
common law systems.75  

 

                                                 
75 “Common law is the legal tradition which evolved in England from the eleventh century onwards. Its principles 
appear for the most part in reported judgments, usually of the higher courts, in relation to specific fact situations 
arising in disputes which courts have adjudicated. The common law is usually much more detailed in its 
prescriptions than the civil law” (Tentley, 1999, page 684). Common law systems include all but one U.S. state 
(Louisiana follows the civil law tradition), as well as England and most of its former colonies. 
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While the Antidirector Rights Index has been widely used to illuminate a range of 
research questions (e.g., Morck et al., 2000; Durnev and Kim, 2005; Leuz et al., 2003; 
Doidge, 2004; Huang, 2008; John et al., 2008; Marosi and Massoud, 2008), there has also 
been criticism. For example, Spamann (2009), who replicated the assessment with the 
help of local lawyers, found that 36 out of the 46 country scores he reassessed had to be 
changed; the correlation between the “corrected” and the original scores was merely 0.53. 
In particular, he pointed out the insufficient original documentation with respect to the 
data sources and the interpretation of ambiguities, as well as the fact that provisions were 
not interpreted in consultation with local practitioners.  

 
Addressing several points of criticism, Djankov, La Porta and colleagues 

subsequently developed the “Anti-self-dealing Index” which focuses on the expropriation 
of minority shareholders by managers or controlling shareholders (Djankov et al., 
2008).76 The researchers provided local law firms with a “stylized self-dealing 
transaction” and an extensive questionnaire to “measure the hurdles that the controlling 
shareholder must jump in order to get away with this transaction.” The questionnaire 
focused on “(1) who approves the transaction; (2) what needs to be disclosed to the board 
of directors or supervisory board, the shareholders, the stock exchange, and the 
regulators; (3) the duties of officers, directors, and controlling shareholders; (4) how the 
transaction’s validity could be challenged; (5) what causes of legal action are available if 
buyer suffers damages; (6) what needs to be proved under each cause of legal action; (7) 
who has standing to sue under each cause of legal action; (8) the availability of direct and 
derivative suits; (9) access to information and discovery rights; and (10) fines and 
criminal sanctions.” The assessment concentrated on private enforcement mechanisms 
including disclosure, approval and litigation, and was based on all binding provisions in 
force in May 2003 independent from the source (e.g., criminal code, stock market 
regulation, company law, case law and judicial precedent). Ultimately, the Anti-self-
dealing Index was calculated for 72 countries as an average of the ex ante and ex post 
private controls of self-dealing.  

 
To assess the effect of securities laws on stock market development, La Porta et 

al. (2006) also created another set of indices. These focused on the regulation of 
securities markets by assessing (supported by local lawyers) the securities laws 
applicable in December 2000 to an offering of shares in 49 countries. These indices 

                                                 
76 Shleifer and Vishny (1997) identify executive perquisites, excessive compensation, transfer pricing, appropriation 
of corporate opportunities, self-serving financial transactions such as directed equity issuance or personal loans to 
insiders, and outright theft of corporate assets as forms of self-dealing. 
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covered, amongst others, disclosure requirements, liability standards, and public 
enforcement.  

 
While - as described in more detail in the next section - commercial providers 

have mainly focused on firm-level scores, some have aggregated these to compose a 
country-level score (e.g., Governance Metrics International (GMI). One notable 
exception is the brokerage and investment firm Credit Lyonnais Securities Asia (CLSA) 
that - together with the Asian Corporate Governance Association (ACGA) - adopted a 
separate methodology to score countries. In line with its regional focus, its 2010 report 
ranked 11 Asian countries. The ratings were based on the analysts’ assessments of 90 
issues within five categories; these included corporate governance rules and practices, 
enforcement, political and regulatory environment, accounting and auditing standards, as 
well as overall corporate governance culture. Each question was assigned a score ranging 
from, yes (1 point), largely (0.75), somewhat (0.5), marginally (0.25), to no (0 points). 
Summing up the scores within each of the five categories, these are then assigned equal 
weights so that the average is the overall corporate governance score of the respective 
country (CLSA, 2010).  Table 15 provides a short summary of some characteristics of the 
mentioned country-level scores. 
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Table 15. Overview of some country-level score characteristics 

Index Academic / 
Commercial 

One off 1 Coverage of 
regulatory 

requirements 

Coverage of 
firm-level 
practices 

Document 
review 

Expert 
survey or 

interviews4 

No. of 
countries 

La Porta et 
al. (1997, 
1998) 
Antidirector 
Rights   
Index 
(ADRI) 

A              49 

Pagano and 
Volpin 
(2005) 
updated 
ADRI 

A              47 

Djankov et 
al. (2008) 
revised 
ADRI 

A              72 

Spamann 
(2009) 
corrected 
ADRI 

A               46 

Djankov et 
al. (2008) 
Anti-self-
dealing 
Index 

A               72 

La Porta et 
al. (2006) 
Securities 
market 
indices   

A              49 

La Porta et 
al. (1998) 
Creditor 
Rights index 

A             49 

Djankov et 
al. (2006) 
updated 
Creditor 
Rights Index 

A              133 

GMI C      2   50 

CLSA/ACGA C        
3 3 11 

1 Scores have been calculated one time only  
2 Aggregate of firm-level scores  
3 CLSA/ACGA’s scoring of the identified questions is based on the assessment of their in-house analysts but the methodology section does not 
elaborate on the sources used by the analysts. 
4 A different approach than the review of legal provisions supported by surveys of local legal experts has been adopted by the World Economic Forum 
(WEF); the WEF’s Global Competitiveness Report has for several years incorporated questions regarding the perceived corporate governance level in 
its global survey of senior executives. While the specific questions have changed over time, questions covered amongst others the perceived quality 
of auditing and reporting standards, the efficacy of corporate boards, or the protection of minority shareholders. I do not list the WEF here as it is not 
composing a “corporate governance index” based on the answers. 
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Firm-level ratings 

Gompers et al. (2003)’s Governance Index (G-Index), designed to assess the 
question of whether better governance leads to higher equity prices, initiated the 
development of academic firm-level scores. The authors identified 24 provisions 
perceived by institutional investors as most important in restricting shareholder rights 
(increasing managerial power) and scored about 1500 large publicly traded firms in the 
United States. For each provision present at the specific firm, one point was added. A 
firm with a low G-Index is thus perceived as proving a high level of shareholder rights. 
The G-Index was composed for the years 1990, 1993, 1995, and 1998.77 Assessing the 
individual component’s economic significance in the G-Index, Bebchuk et al. (2009) 
created the Entrenchment Index (E-Index). This index incorporated the subset of six 
provisions of the G-Index found to be correlated with economic performance (staggered 
boards, limits to shareholder bylaw amendments, poison pills, golden parachutes, and 
supermajority requirements for mergers and charter amendments). According to Bhagat 
et al. (2008), while in the academic setting the G-Index was used more widely, the E-
Index formed the basis for a commercial index called the "Board Accountability Index" 
composed by the Glass, Lewis & Company. In response to the G- and E-Indices, Brown 
et al. (2006) created—for approximately 1900 U.S. firms— a Gov-Score (for the year 
2003) based on “51 firm-specific provisions representing both internal and external 
governance.”78 The same authors constructed the Gov-7 subscore based on the seven 
provisions identified as actual drivers of the relationship between corporate governance 
and firm valuation: 

1 all directors attended at least 75% of board meetings or had a valid excuse 
for non-attendance 

2 board members are elected annually  
3 board guidelines are in each proxy statement 
4 option re-pricing did not occur within the last three years 
5 average options granted in the past three years as a percentage of basic 

shares outstanding did not exceed 3% 
6 firm either does not have a poison pill or has a shareholder-approved one 
7 directors are subject to stock ownership guidelines 

On the commercial side, a range of proprietary corporate governance ratings has 
been developed since the early 2000s. The value proposition behind these is that 

                                                 
77 While the final papers were only published in 2003 and 2005, preliminary working papers were already 
circulating in 2001 (Gompers et al., 2003) and 2004 (Bebchuk et al., 2009). 
78 Internal governance mechanisms are usually linked to actions under the control of the board of directors (e.g., 
incentive contracts, management dismissal) while external mechanisms are driven by the market and can include for 
example takeovers. 
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corporate governance scores can support forecasts of future firm performance. Thus, 
these are marketed as guidance on voting and investment decisions (in particular for 
institutional investors) as well as providing a tool for companies to distinguish 
themselves and signal the potential for better performance. Different from the academic 
ratings, the scope of these ratings is driven by investor interest, not research questions. 
Furthermore, they tend to apply weights in accordance with proprietary algorithms. Data 
sources usually include official filings (e.g., SEC proxy filings, U.S. tax filings), annual 
reports, company webpages, and media reports. In the publicly accessible documentation, 
these proprietary methodologies are often not described in detail and have changed over 
time (as did the universe of firms covered). Nonetheless, several of these scores deserve 
mention as they have been used for research purposes or illustrate the evolution of 
corporate governance scores in the private sector.  

 
Three key companies, that have in the meantime merged, were The Corporate 

Library (TCL), Governance Metrics International (GMI), and Audit Integrity (AI).79 TCL 
assigned grades A through F for publicly traded U.S. companies in four areas based on 
TCL’s analysts’ quantitative and qualitative assessments: board composition and 
succession planning, CEO compensation practices, takeover defenses, and board level 
accounting concerns. GMI constructed ratings for more than 4,000 companies, including 
the complete MSCI World Index and around several hundred companies from emerging 
markets. Based on data collected for “several hundred governance mechanisms,” 
companies were assigned a “yes”/ “no”/ “not disclosed” score; companies received the 
data entry reports to verify the accuracy of the data. Methodologically, GMI used weights 
based on “investor interests” as well as “asymmetric geometric scoring” to magnify the 
record of outliers. Effectively, scores, which were updated every six months based on 
new data, were assigned for six broader categories: board accountability, financial 
disclosure and internal controls, shareholder rights, remuneration, market for control, and 
corporate behavior. GMI used relative scores, comparing the company both to all rated 
companies and to companies from the same country or the same region. As for the AI 
scores, although more focused on the quality of accounting practices than corporate 
governance overall, AI’s Accounting and Governance Risk (AGR) rating was also 
sometimes used as a proxy for corporate governance. Based on about 200 accounting and 
governance metrics and 3,500 variables that were weighted according to a proprietary 
algorithm, AI scored around 9,000 publicly listed companies. The scores were intended 
to capture the “risk that financial statements do not accurately reflect a company’s true 
financial condition due to fraud or misrepresentation” (Daines et al., 2010).  

 

                                                 
79 The merger into what is now called GMI Ratings happened in 2010. 
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In 2002 the Institutional Shareholder Service (ISS),80 a proxy advisor service, 
launched its Corporate Governance Quotient (CGQ). The CGQ was based on about 60 
criteria covering eight categories: board of directors (composition and independence), 
audit, charter and bylaw provisions, anti-takeover provisions, executive and director 
compensation, progressive practices, ownership, and director education. The weights 
assigned to the criteria were defined in a dynamic process based on their statistical 
correlation to a range of company risk and performance measures. Ratings were 
calculated for around 9,000 U.S. and global firms and expressed as the firm’s percentile 
standing amongst its peers in the same industry sector (defined in accordance with the 
Global Industry Classification Standard) and amongst firms of the same stock market 
index. In 2010, responding “at least in part ... to criticisms that [its] practices have been 
opaque” (Tahyar, 2010) the Corporate Governance Quotient (CGQ) was replaced by the 
Governance Risk Indicators (GRIds). In accordance with this new revised approach, ISS 
identifies the “level of concern (low, medium and high)” for companies along four 
broader categories: audit, board, shareholder rights, and compensation. The underlying 
set of around 200 questions (subsets of which are applicable to different markets) evolved 
from the indicators used for the CGQ. However, ISS aims to provide a completely 
transparent approach that can be replicated by others. A significant change compared to 
the CGQ is that company rankings are absolute (not relative to other players in their 
sector or index). In the meantime, ISS, launched its Grid 2.0 methodology (2012) which 
is applied to U.S., Canadian, French, German, Dutch, Swedish and UK firms, with plans 
to expand coverage to other European and Asian-Pacific firms. In the initial technical 
document, ISS announced that it was planning to “roll out a series of updates and 
enhancements to the Grid methodology ... that will be included in Grid 2.0” (ISS, 2012). 

 
Standard & Poor’s introduced corporate governance related ratings including its 

T&D, as well as the Corporate Governance Score (CGS), and the Governance, 
Management, Accountability Metrics and Analysis (GAMMA) scores. Given I chose the 
T&D scores for my analysis, a detailed description is provided in Chapter 3. Standard & 
Poor’s other strand of corporate governance reporting is the CGS (and its evolution, the 
GAMMA score) which is calculated based on a range of information resulting not only 
from document review but also from interviews with key company officials. Standard & 
Poor’s reports an overall CGS as well as subscores for: 1) ownership structure and 
external influences, 2) shareholder rights and stakeholder relations, 3) transparency, 
disclosure and audit, and 4) board structure and effectiveness (S&P 2002 and 2004). 
Company scores can be “constructed either on a confidential basis for intended use only 
by the company or for use externally, allowing the company to show their governance 

                                                 
80 In 2007 ISS was acquired by RiskMetrics which was in turn acquired by MSCI in 2010. 
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standards to a wider audience” (Balling et al., 2005). While S&P continues to offer its 
service of conducting CGS, which focus “on providing stand-alone corporate governance 
scores” for companies in emerging countries, it has revisited its methodology to include 
“enterprise risk management and strategy-making processes in the analysis” to 
“strengthen the risk focus of the analysis” creating the GAMMA scores (S&P, 2008). 
However, the CGS and GAMMA scores are not necessarily accessible for research 
purposes given that the company can decide whether to keep it confidential and use it 
exclusively for internal purposes or to make it public (S&P, 2008; Balling et al., 2005).     

 
CLSA, which was mentioned earlier in the context of their separate approach to 

developing country scores, started its corporate governance ratings for firms (CG Watch) 
in 2004. These have since been repeated four more times, most recently in 2012. As the 
methodology has changed and there is no public access yet to the most recent report, I 
will describe here the 2010 methodology. At the time, the survey covered about 600 
listed companies in 11 Asian countries. In the 2010 ratings, the total score was a 
combination of two elements: the assessment of corporate governance issues (46 
questions) by a CLSA analyst which made up for 90% of the score and a firm survey 
covering environmental and corporate social responsibility issues (26 questions) which 
made up 10% of the score. The corporate governance questions were divided into six 
sections (discipline, transparency, independence, accountability, responsibility, and 
fairness), each making up for 15% of the overall score. Questions were answered as yes 
(1 point) / no (0 points) and were summed up within the sections. However, some 
questions were considered so essential to corporate governance that a “no” answer 
reduced the overall score of that specific section by 25%. The majority of questions were 
considered “objective” and only about 16 questions were considered “open to some 
interpretation” (CLSA, 2010). 

 
Other commercial providers that have (at some point) provided corporate 

governance ratings include Egan-Jones Proxy Services' Corporate Governance Ratings 
and Glass, Lewis & Company's Board Accountability Index (for more information see 
Bhagat et al., 2008). 

 
As illustrated in the description of the firm-level scores, these indices differentiate 

themselves on a range of dimensions; Table 16 provides an overview of some of these 
characteristics for my scores. 
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Table 16. Overview of some firm-level score characteristics  

Index Academic / 
Commercial 

One off 1 Change 
of method 
over time 

Objective 
scoring1 

Methodology 
publicly 
available 

Coverage 
outside of 
the U.S. 

Absolute 
scores 2 

G-Index 
(Gompers, et al. 
2003) 

A   n.a.     

E-Index (Bebchuk 
et al. 2008) 

A  n.a.     

Gov-Score (Brown 
et al. 2006) 

A   n.a.     

TCL C       

GMI C        

AI C       

CGQ (ISS) C        

GRIds (ISS) C        

T&D (S&P) C   n.a.     

GCS (S&P) C  3      

GAMMA (S&P) C  3     

CLSA C        
1 e.g., no weights or expert interpretation. 
2  i.e., not relative to country, sector or index. 
3 These assessments and scores are a commercial service provided only on demand to the respective company that can decide whether or not to 
make the scores public. 
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Appendix C. List of 98 items covered by the S&P’s 
Transparency and Disclosure Index 

Ownership Structure 
and Investor Rights 

Financial Transparency 
and Information 

Disclosure 

Board Structure and 
Process 

Transparency of 
ownership 

Business focus Board structure and 
composition 

Provide a description of 
share classes? 

Is there a discussion of 
corporate strategy? 

Is there a chairman listed? 

Provide a review of 
shareholders by type? 

Report details of the kind of 
business it is in? 

Detail about the chairman 
(other than name/title)? 

Provide the number of 
issued and authorized 
but non-issued ordinary 
shares? (2) 

Does the company give an 
overview of trends in its 
industry? 

Is there a list of board 
members (names)? 

Provide the par value of 
issued and authorized 
but non-issued ordinary 
shares? (2) 

Report details of the 
products or services 
produced/provided? 

Are there details about 
directors (other than 
name/title)? 

Provide the number of 
issued and authorized 
but non-issued shares of 
preferred, nonvoting, 
and other classes? (2) 

Provide a segment analysis, 
broken down by business 
line? 

Details about current 
employment/position of 
directors provided? 

Provide the par value of 
issued and authorized 
but non-issued shares of 
preferred, non-voting, 
and other classes? (2) 

Does the company disclose 
its market share for any or 
all of its businesses? 

Are details about previous 
employment/positions 
provided? 

Does the company 
disclose the voting rights 
for each class of 
shares? 

Does the company report 
basic earnings forecast of 
any kind? In detail? (2) 

Disclose when each of the 
directors joined the board? 

 Disclose output in physical 
terms? 

Classifies directors as an 
executive or an outside 
director? 

Concentration of 
ownership 

Does the company give an 
output forecast of any kind? 

 

Top 1, 3, 5, or 10 
shareholders disclosed? 
(4) 

Does the company give 
characteristics of assets 
employed? 

Role of the Board 

Shareholders owning Does the company provide Details about role of the 
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Ownership Structure 
and Investor Rights 

Financial Transparency 
and Information 

Disclosure 

Board Structure and 
Process 

more than 10, 5, or 3 
percent is disclosed? (3) 

efficiency indicators (ROA, 
ROE, etc.)? 

board of directors at the 
company? 

Does the company 
disclose percentage of 
cross-ownership? 

Does the company provide 
any industry-specific ratios? 

Is there disclosed a list of 
matters reserved for the 
board? 

 Does the company disclose 
its plans for investment in 
the coming years? 

Is there a list of board 
committees? 

Voting and 
shareholder meeting 
procedures 

Does the company disclose 
details of its investment 
plans in the coming years? 

Review last board meeting 
(could be minutes)? 

Is there a calendar of 
important shareholder 
dates? 

 Is there an audit 
committee? 

Review of shareholder 
meetings (could be 
minutes)? 

Accounting policy review Disclosure of names on 
audit committee? 

Describe procedure for 
proposals at 
shareholder meetings? 

Provide financial 
information on a quarterly 
basis? 

Is there a 
remuneration/compensation 
committee? 

How shareholders 
convene an 
extraordinary general 
meeting? 

Does the company discuss 
its accounting policy? 

Names on 
remuneration/compensation 
committee)? 

How shareholders 
nominate directors to 
board? 

Does the company disclose 
accounting standards it 
uses for its accounts? 

Is there a nomination 
committee? 

Describe the process of 
putting inquiry to board? 

Does the company provide 
accounts according to the 
local accounting standards? 

Disclosure of names on 
nomination committee? 

Does the annual report 
refer to or publish 
Corporate Governance 
Charter or Code of Best 
Practice? (2) 

Does the company provide 
accounts in alternate 
internationally recognized 
accounting method? Does 
the company provide each 
of the balance sheet, 
income statement, and 
cash-flow statement by 
internationally recognized 
methods? (4) 

Other internal audit function 
besides audit committee? 

Are the Articles of 
Association or Charter 
Articles of Incorporation 
published? 

Does the company provide 
a reconciliation of its 
domestic accounts to 
internationally recognized 

Is there a 
strategy/investment/finance 
committee? 
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Ownership Structure 
and Investor Rights 

Financial Transparency 
and Information 

Disclosure 

Board Structure and 
Process 

methods? 

   

 Accounting policy details Director training and 
compensation 

 Does the company disclose 
methods of asset valuation? 

Disclose whether they 
provide director training? 

 Does the company disclose 
information on method of 
fixed assets depreciation? 

Disclose the number of 
shares in the company held 
by directors? 

 Does the company produce 
consolidated financial 
statements? 

Discuss decision-making 
process of directors’ pay? 

  Are specifics of directors’ 
salaries disclosed 
(numbers)? 

 Related party structure 
and transactions 

Form of directors’ salaries 
disclosed (cash, shares, 
etc.)? 

 Provide a list of affiliates in 
which it holds a minority 
stake? 

Specifics disclosed on 
performance-related pay for 
directors? 

 Does the company disclose 
the ownership structure of 
affiliates? 

 

 Is there a list/register of 
related party transactions? 

Executive compensation 
and evaluation 

 Is there a list/register of 
group transactions? 

List of the senior managers 
(not on the board of 
directors)? 

  Backgrounds of senior 
managers disclosed? 

 Information on auditors Number of shares held by 
the senior managers 
disclosed? 

 Does the company disclose 
the name of its auditing 
firm? 

Disclose the number of 
shares held in other 
affiliated companies by 
managers? 

 Does the company 
reproduce the auditors’ 
report? 

Discuss the decision-
making of managers’ (not 
board) pay? 

 Disclose how much it pays Numbers of managers’ (not 



90 
 

Ownership Structure 
and Investor Rights 

Financial Transparency 
and Information 

Disclosure 

Board Structure and 
Process 

in audit fees to the auditor? on board) salaries 
disclosed? 

 Disclose any non-audit fees 
paid to auditor? 

Form of managers’ (not on 
board) salaries disclosed? 

  Specifics disclosed on 
performance-related pay for 
managers? 

  Details of the CEO’s 
contract disclosed? 
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Appendix D. Methodology for Lee’s (1993) instrumental 
variable for trade openness 

 
The measure of "Free trade openness" (FREEOP) was originally calculated by Lee 
(1993) and then integrated into Barro & Lee’s (1994) data set for a panel of 138 
countries. 
 
The theory behind this instrument for trade openness is that, all else equal, a) larger 
countries (measured by are size) are assumed to be more autonomous (e.g., they may 
have more natural resources, arable land), and b) the distance to major world exporters 
poses a natural barrier to trade (e.g., higher transportation costs). Thus, Lee estimates the 
following regression:  
 
Import share= .528 -.026log(area) -.095log(dist) -.248log(1+tariff) -.075log(1 + BMP) 

SEs .042 .006 .023 .090 .034 
R2 = 0.585, n = 79 

 
 

Using: 
 Area: size of land in terms of millions of square kilometers 
 Dist: import-weighted distance (in 1,000 kilometers) from the national capitals of 

the top 20 exporters  
 BMP: average black market premium over the period 1960 to 1987 
 Tariffs controlling for trade-distortions 
 

Based on the regression results Lee then creates fitted values for trade openness based on 
the following equation: 

 
FREEOP = 0.528 - 0.026 log(area) -0.095 log(dist) 
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Appendix E. Economic openness measures for robustness 
checks 

Box 1. Description of the Fraser Institute’s Trade Openness Index (1998) 

 

The Trade Openness Index (TOI) is designed to measure the degree to which policies interfere with international 
exchange. The TOI has four general components: (a) tariff rates, (b) the blackmarket exchange rate premium, (c) 
restrictions on capital movements, and (d) the actual size of the trade sector compared to the expected size. 

Tariff data were obtained for various years during the 1980 to 1998 period. Three factors were incorporated into the tariff 
rating: the level of taxes on international trade as a share of the trade sector, the mean tariff rate, and the standard 
deviation of tariff rates. Higher ratings were assigned to countries with smaller revenues from taxes on international trade 
as a share of the trade sector, lower mean tariff rates, and a smaller standard deviation of tariffs. The data for each of 
these three dimensions were transformed to a scale from 0 to 10 that reflects the actual data.2 

When countries impose exchange rate controls and thereby restrict the convertibility of the domestic currency, a black 
market will emerge for foreign exchange. The size of the black-market exchange-rate premium is indicative of the 
restrictiveness of the exchange rate controls. Thus, countries with higher black-market premiums were assigned lower 
ratings.3 

Capital market restrictions will also reduce the volume of international exchange. Descriptive information on capital 
markets supplied by the International Monetary Fund was used to place countries in various categories and assign ratings 
from 0 to 10. The greater the restrictions on capital movements into and out of the country, the lower the country's rating.4 

Factors other than trade policy will influence the size of a country’s trade sector. The larger a country in terms of 
population and geographic size, the greater the opportunity for realization of economies of scale within the domestic 
market. This suggests countries that are more populous and cover a larger geographic area are likely to have less 
international trade as a share of their economy. Countries with a lengthy coastline may have lower transport costs that will 
enhance their volume of international trade. Location relative to concentrations of world demand may also influence the 
size of a country’s trade sector. In order to account for this factor, we developed a Distance Adjusted Demand Scalar 
(DADS) that measures the relative distance of each country from the  distribution of world demand.5 

The population, geographic size, miles of coastline, and DADS variables were incorporated into a regression equation and 
used to derive the expected size of the trade sector for the countries of the Economic Freedom Index. The regression was 
run across time periods and dummy variables were used to adjust for general changes in trade as a share of GDP through 
time. The country’s actual trade sector was then compared with the expected size. A large actual size of the trade sector 
relative to the expected size would suggest that trade barriers are small. Thus, the larger the actual size relative to the 
expected, the higher the rating for this component. 

The ratings for each of these four components—tariffs, black-market exchange premiums, capital market restrictions, and 
the actual size of the trade sector relative to the expected—were averaged and used to derive a Trade Openness Index 
(TOI) for various years during the period from 1980 to 1998. In order to achieve a high TOI rating a country must have low 
(and relatively uniform) tariffs, a convertible currency, few restrictions on the mobility of capital, and a large trade sector 
(given its size and location). Each of these factors imply greater freedom to trade with foreigners. Thus, higher TOI ratings 
are indicative of greater freedom of exchange across national boundaries. 

(1) This chapter contains statistical analysis that was previously published in Openness, Growth, and Trade Policy, a staff report of the Joint Economic Committee 
of the United States Congress, December 2000. This report by Gwartney and Skipton is available at http://www.senate.gov~jec/. 

(2) In most cases, the taxes on international trade were less than 15% of the trade sector (imports plus exports). As this ratio rose from 0% to 15%, the assigned 
rating declined from 10 (indicating that no taxes were levied on international trade) to 0 (indicating that trade taxes were equal to, or greater than, 15% of the 
trade sector). The mean tariff rate generally ranged from 0% (no tariffs) to 50% (exceedingly high tariffs). As the mean tariff rate increased from 0% to 50% 
or greater, the assigned rating fell proportionally from 10 to 0. As the standard deviation of tariff rates increased from 0% (indicating that a flat tariff rate 
applies to all imports) to 25% (or more), the rating for this component declined proportionally from 10 to 0. See the Appendix to Chapter 1 of this publication 
for additional details. 

(3) As the black-market premium rose from 0% to 50% (and above), the assigned rating for this component fell proportionally from 10 (indicating full convertibility 
without restrictions) to 0. For additional details, see the Appendix to Chapter 1 of this publication.  

(4) If domestic investments by foreigners and foreign investments by citizens are unrestricted, the country is given a rating of 10. When these investments are 
restricted only in a few industries (for example, banking, defense, and telecommunications), countries are assigned a rating of 8. When investments are 
permitted, but regulatory restrictions slow the mobility of capital, a country is given a rating of 5. When either domestic investments by foreigners or foreign 
investments by citizens require approval from government authorities, a country receives a rating of 2. A rating of 0 is assigned when both domestic 
investments by foreigners and foreign investments by citizens require government approval. See Appendix to Chapter 1 of this publication for additional 
details. 

(5) The DADS variable for each country was derived by using the great-circle algorithm to adjust the real purchasing power parity GDP for distance from the 
potential trading partner. Countries that make up more than 99% of the world’s GDP were used to derive the variable. The DADS provides an estimate for 
how close each country is to the mass of the world’s GDP. This scalar will be large for countries that are located close to centers of world demand and small 
for those that are far from major GDP concentrations. The demand scalar analysis indicates that several European countries (Luxembourg, Belgium, 
Netherlands, etc.) are located most favorably relative to the distribution of the world’s GDP. In contrast, New Zealand, Australia, Fiji, and Argentina are least 
favorably located relative to the concentrations of demand around the world. With time, increasing trade in services and lower transport and communications 
cost may significantly reduce the importance of distance as a determinant of trade. However, regression analysis indicates that distance as measured by the 

DADS variable continues to exert a statistically significant impact on the size of the trade sector in the 1990s. 

Source: Gwartney, Jim and Robert Lawson, with Walter Park and Charles Skipton (2001). Economic 
Freedom of the World: 2001 Annual Report. Vancouver, BC: The Fraser Institute. 

http://www.senate.gov~jec/
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Box 2. Description of the Fraser Institute’s Index of Economic Freedom and its 
components (1999) 

 

 

Components of Index of Economic Freedom 

I Size of Government: Consumption, Transfers, and Subsidies [11.0%] 

a General Government Consumption Expenditures as a Percentage of Total Consumption (50%) 

b Transfers and Subsidies as a Percentage of GDP (50%) 

II Structure of the Economy and Use of Markets (Production and allocation via governmental and political mandates 
rather than private enterprises and markets) [14.2%] 

a Government Enterprises and Investment as a Percentage of the Economy (32.7%) 

b Price Controls: Extent to which Businesses Are Free to Set Their Own Prices (33.5%) 

c Top Marginal Tax Rate (and income threshold at which it applies) (25.0%) 

d The Use of Conscripts to Obtain Military Personnel (8.8%) 

III Monetary Policy and Price Stability (Protection of money as a store of value and medium of exchange) [9.2%] 

a Average Annual Growth Rate of the Money Supply during the Last Five Years minus the Growth Rate of Real 
GDP during the Last 10 Years (34.9%) 

b Standard Deviation of the Annual Inflation Rate during the Last Five Years (32.6%) 

c Annual Inflation Rate during the Most Recent Year (32.5%) 

IV Freedom to Use Alternative Currencies (Freedom of access to alternative currencies) [14.6%] 

a Freedom of Citizens to Own Foreign Currency Bank Accounts Domestically and Abroad (50%) 

b Difference between the Official Exchange Rate and the Black Market Rate (50%) 

V Legal Structure and Property Rights (Security of property rights and viability of contracts) [16.6%] 

a Legal Security of Private Ownership Rights (Risk of confiscation) (50.0%) 

b Rule of Law: Legal Institutions, Including Access to a Nondiscriminatory Judiciary, that are Supportive of the 
Principles of Rule of Law (50.0%) 

VI International Exchange: Freedom to Trade with Foreigners [17.1%] 

a Taxes on International Trade 

i Revenue from Taxes on International Trade as a Percent of Exports plus Imports (28.2%) 

ii Mean Tariff Rate (29.4%) 

iii Standard Deviation of Tariff Rates (28.4%) 

b Actual Size of Trade Sector Compared to the Expected Size (14.0%) 

VII Freedom of Exchange in Capital and Financial Markets [17.2%] 

a Ownership of Banks: Percentage of Deposits Held in Privately Owned Banks (27.1%) 

b Extension of Credit: Percentage of Credit Extended to Private Sector (21.2%) 

c Interest Rate Controls and Regulations that Lead to Negative Interest Rates (24.7%) 

d Restrictions on the Freedom of Citizens to Engage in Capital Transactions with Foreigners (27.1%) 

Note: The numbers in parentheses, e.g. (27.1%), indicate the weights used to derive the area rating. The numbers in 
bold in the brackets, e.g. [17.2%], indicate the percentage weight allocated to each area when the summary rating was 
derived. These weights are derived by principal component analysis. 

 

Source: Gwartney, Jim and Robert Lawson, with Walter Park and Charles Skipton (2001). Economic 
Freedom of the World: 2001 Annual Report. Vancouver, BC: The Fraser Institute. 
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Box 3. Description of the Heritage Foundation’s Trade Freedom Index  

 

Trade freedom is a composite measure of the absence of tariff and non-tariff barriers that affect imports and exports 
of goods and services. The trade freedom score is based on two inputs: 

 The trade-weighted average tariff rate and 
 Non-tariff barriers (NTBs). 

Different imports entering a country can, and often do, face different tariffs. The weighted average tariff uses weights 
for each tariff based on the share of imports for each good. Weighted average tariffs are a purely quantitative 
measure and account for the basic calculation of the score using the following equation: 
 

Trade Freedomi = (((Tariffmax–Tariffi )/(Tariffmax–Tariffmin)) * 100) – NTBi 
 

where Trade Freedomi represents the trade freedom in country i; Tariffmax and Tariffmin represent the upper and lower 
bounds for tariff rates (%); and Tariffi represents the weighted average tariff rate (%) in country i. The minimum tariff 
is naturally zero percent, and the upper bound was set as 50 percent. An NTB penalty is then subtracted from the 
base score. The penalty of 5, 10, 15, or 20 points is assigned according to the following scale: 

 20—NTBs are used extensively across many goods and services and/or act to effectively impede a 
significant amount of international trade. 

 15—NTBs are widespread across many goods and services and/or act to impede a majority of potential 
international trade. 

 10—NTBs are used to protect certain goods and services and impede some international trade. 
 5—NTBs are uncommon, protecting few goods and services, and/or have very limited impact on 

international trade. 
 0—NTBs are not used to limit international trade. 

We determine the extent of NTBs in a country’s trade policy regime using both qualitative and quantitative 
information. Restrictive rules that hinder trade vary widely, and their overlapping and shifting nature makes their 
complexity difficult to gauge. The categories of NTBs considered in our penalty include: 

 Quantity restrictions—import quotas; export limitations; voluntary export restraints; import–export 
embargoes and bans; countertrade, etc. 

 Price restrictions—antidumping duties; countervailing duties; border tax adjustments; variable levies/tariff 
rate quotas. 

 Regulatory restrictions—licensing; domestic content and mixing requirements; sanitary and phytosanitary 
standards (SPSs); safety and industrial standards regulations; packaging, labeling, and trademark 
regulations; advertising and media regulations. 

 Investment restrictions—exchange and other financial controls. 
 Customs restrictions—advance deposit requirements; customs valuation procedures; customs classification 

procedures; customs clearance procedures. 
 Direct government intervention—subsidies and other aid; government industrial policy and regional 

development measures; government-financed research and other technology policies; national taxes and 
social insurance; competition policies; immigration policies; government procurement policies; state trading, 
government monopolies, and exclusive franchises. 

As an example, Botswana received a trade freedom score of 79.7. By itself, Botswana’s weighted average tariff of 5.2 
percent would have yielded a score of 89.7, but the existence of NTBs in Botswana reduced the score by 10 points. 
Gathering tariff statistics to make a consistent cross-country comparison is a challenging task. Unlike data on 
inflation, for instance, countries do not report their weighted average tariff rate or simple average tariff rate every year; 
in some cases, the most recent year for which a country reported its tariff data could be as far back as 2002. To 
preserve consistency in grading the trade policy component, the Index uses the most recently reported weighted 
average tariff rate for a country from our primary source. If another reliable source reports more updated information 
on the country’s tariff rate, this fact is noted, and the grading of this component may be reviewed if there is strong 
evidence that the most recently reported weighted average tariff rate is outdated. 
The World Bank publishes the most comprehensive and consistent information on weighted average applied tariff 
rates. When the weighted average applied tariff rate is not available, the Index uses the country’s average applied 
tariff rate; and when the country’s average applied tariff rate is not available, the weighted average or the simple 
average of most favored nation (MFN) tariff rates is used.1 In the very few cases where data on duties and customs 
revenues are not available, data on international trade taxes or an estimated effective tariff rate are used instead. In 
all cases, an effort is made to clarify the type of data used and the different sources for those data in the 
corresponding write-up for the trade policy component. 
Sources. Unless otherwise noted, the Index relies on the following sources to determine scores for trade policy, in 
order of priority: World Bank, World Development Indicators 2011; World Trade Organization, Trade Policy Review, 
1995–2011; Office of the U.S. Trade Representative, 2011 National Trade Estimate Report on Foreign Trade 
Barriers; World Bank, Doing Business 2011 and Doing Business 2012; U.S. Department of Commerce, Country 
Commercial Guide, 2008–2011; Economist Intelligence Unit, Country Report and Country Commerce, 2008–2011; 
World Bank, Data on Trade and Import Barriers: Trends in Average Applied Tariff Rates in Developing and Industrial 
Countries, 1981–2009; and official government publications of each country. 
 
1 MFN is now referred to as permanent normal trade relations (PNTR). 
 

Source: The Heritage Foundation (www.heritage.org/index/trade-freedom) 

http://www.heritage.org/index/trade-freedom
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Box 4. Description of the KFO Index of Globalization

 

A. Data on Economic Integration [35%]  

i) Actual Flows (50%)  

Trade (in percent of GDP)* (23%)  

Foreign Direct Investment (in percent of GDP)* (29%)  

Portfolio Investment (in percent of GDP)* (27%)  

Income payments to foreign nationals (in percent of GDP)* (22%)  

ii) Restrictions (50%)  

Hidden Import Barriers (20%)  

Mean Tariff Rate (30%)  

Taxes on International Trade (in percent of current revenue) (24%)  

Capital Account Restrictions (26%)  

B. Data on Political Engagement [28%]  

Embassies in Country* (34%)  

Membership in International Organizations* (34%)  

Participation in UN Security Council Missions* (32%)  

C. Data on Social Globalization [38%]  

i) Data on Personal Contact (24%)  

Outgoing telephone traffic* (31%)  

Transfers (in percent of GDP)* (9%)  

International Tourism* (1%)  

Telephone Average Costs of Call to USA (33%)  

Foreign Population (in percent of total population) (26%)  

ii) Data on Information Flows (39%)  

Telephone Mainlines (per 1000 people) (18%)  

Internet Hosts (per capita)* (15%)  

Internet Users (as a share of population)* (18%)  

Cable Television (per 1000 people) (16%)  

Daily Newspapers (per 1000 people) (16%)  

Radios (per 1000 people) (17%)  

iii) Data on Cultural Proximity (37%)  

Number of McDonald’s Restaurants (per capita) (100%) 

*: These variables have been used in the AT.Kearney/Foreign Policy Index as well. 

Methods:To construct the indices of globalization, each original variable has been transformed to an index on a zero 
to ten scale among all countries for each year, whereas higher values denote more globalization. When higher values 
of the original variable indicate higher globalization, the formula ((Vi-Vmin)/(Vmax-Vmin)*10) has been used for 
transformation. Conversely, when higher values indicate less globalization, the formula is ((Vmax-Vi)/(Vmax-
Vmin)*10). The weights for calculating the sub-indices are determined using principal components analysis. The year 
2000 is used as the base year. For this year, the analysis partitions the variance of the variables used. The weights 
are then determined in a way that maximizes the variation of the resulting principal component, so that the indices 
capture the variation as fully as possible. The weights determined for the base year are then used to calculate the 
indices for each single year back to 1971. Where data are missing, the weights are readjusted to correct for this. 
Observations with value zero do not represent missing data (and enter the index with weight zero). The same 
procedure is applied to the sub-indices in order to derive the overall index of globalization. Finally, the yearly indices 
are averaged over the periods 1971-1975, 1976-1980, 1981-1985, 1986-1990, 1991-1995, and 1996-2000. 

Source: Dreher, A. 2006. “Does Globalization Affect Growth? Evidence from 
a New Index of Globalization.” Applied Economics, 38(10): 1091-1110. 
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Appendix F. Independent variable selection 

Table 17. List of independent variables 

Code Source Indicator Calculation Coverage

Economic openness measures 

eximpgdp9099 WDI 
and 
Taiwan’s 
National 
Statistical 
Office 

Country-level trade shares: exports plus imports as a 
share of GDP  

Averages between 
1990-1999 

 

threesecto~n WDI and 
BTDIxE 

Sector specific trade shares (exports plus imports as a 
share of value added by the sector): agriculture, 
industry, services   

Average for the 
years available 
between 1990-1999 
(across countries) 

Pakistan, Taiwan, 
and Hong Kong 
are missing 

Sectopen WDI and 
BTDIxE 

Sector specific trade shares (exports plus imports as a 
share of value added by the sector): agriculture, 
services, textile, chemicals, food&tobacco, transport 
equipment, manufacturing based on natural resources 
and machinery, other manufacturing 

Average for the 
years available 
between 1990-1999 
(across countries) 

Pakistan, Taiwan, 
and Hong Kong 
are missing 

FR_TOI98 Fraser 
Institute 

TRADE OPENNESS INDEX (TOI) for 1998 composite 
of: (1) Tariff related items: a)"Revenues from taxes on 
trade as a share of the trade sector,” b) "Mean 
tariff rate,” c) "Standard deviation of tariff rates"; (2) 
Black Market: “Difference between the official and 
black market exchange rate” (3) Capital: "Citizen 
restrictions on capital transactions with foreigners"; (4) 
Trade: "Actual relative to expected size of  trade 
sector" (10 to 0 rating with higher being more open)

  

Fr_99  Fraser 
Institute 

Economic Freedom of the World index for 1999   

FR_VI99 Fraser 
Institute 

Subcomponent "VI International Exchange" of the 
Fraser Economic Freedom Index for 1999 
 

  

FR_VIId99 Fraser 
Institute 

Item "capital transactions with foreigners" of the Fraser 
Economic Freedom Index for 1999 

  

hf_tf99 Heritage 
foundation 

Trade Freedom Index for 1999   

dr_ig9099 QoG  Range between 0 and 100, where higher values 
indicate a higher degree of globalization. The overall 
index of globalization is the weighted average of the 
following variables: economic globalization, social 
globalization and political globalization. Most weight 
has been given to economic followed by social 
globalization. 

Average for years 
available between 
1990-1999 

Thailand and 
Hong Kong 
missing 
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Code Source Indicator Calculation Coverage

kofglob9095 KOF Index of Globalization measures the three main 
dimensions of globalization: Economic, social, and 
political. In addition to three indices measuring these 
dimensions, I calculate an overall index of globalization 
and sub-indices referring to: actual economic flows, 
economic restrictions, data on information flows, data 
on personal contact, and data on cultural proximity. 

Average of the 
data for 1990 and 
1995 

Taiwan missing 

Instrumental variables 

free_iv Lee and 
Barro 
(1994) 

"Free trade openness" (FREEOP) See Appendix D China missing 

lndistance CEPII, WDI  Country’s distance from major world exporters Natural log of the 
countries weighted 
distance from the 
top 20 exporters in 
1990 

 

lnarea WDI, CIA 
Factbook 

Country’s area Natural log of the 
country’s area size 
in km2 

 

Economic development and financial market development and economic development 

gdppercap9099 WDI and 
Taiwan’s 
National 
Statistical 
Office 

GDP per capita 1999   

h_develop 
m_develop 
l_develop 

WDI Dummies for high economic development (GDP per 
capita 1999 > USD 9,000), medium economic 
development (USD 9,000 > GDP per capita 1999 > 
USD 1,000), low economic development (GDP per 
capita 1999 < USD 1,000) 

Created dummies 
based on GDP per 
capita in 1999  

 

markcap9099 WDI  Market capitalization of listed companies (% of GDP)  Average for years 
available between 
1990-1999 

Taiwan missing 

h-findev 
m_findev 
l_findev 

WDI Dummies for high financial market development 
(market capitalization of listed companies > 100), 
medium financial market development (100 > market 
capitalization > 30), low financial market development 
(market capitalization of listed companies < 30) 

Created dummies 
based on market 
capitalization 
average for years 
available between 
1990-1999 

Taiwan missing 

Firm and sector variables 

salesUSD Standard & 
Poor’s 

Annual sales of the company in the report year Converted local 
currency into USD 
using exchange 
rates from the WDI 
and the Central 
Bank of the 
Republic of China  

 

energy Standard & Dummies for sectors according to GICS categorization Converted GICS  
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Code Source Indicator Calculation Coverage

materials 
industrial 
consdiscr 
consstaple 
healthcare 
financial 
infotech 
telecom utilities 

Poor’s for: Energy, materials, industrial, consumer 
discretionary, consumer staples, healthcare, financial, 
information technology, telecommunications, utilities 

codes into sector 
dummies 

General quality of the legal and institutional system

icrg_qog9099 QoG Quality of Government: The mean value of the ICRG 
variables “Corruption,” “Law and Order” and 
“Bureaucracy Quality,” scaled 0-1. Higher values 
indicate higher quality of government. 

Average for years 
available between 
1990-1999 

Hong Kong 
missing 

wbgi_pse World Bank 
Governance 
Indicators 
(WBGI) 

Political Stability – Estimate: “Political Stability” 
combines several indicators which measure 
perceptions of the likelihood that the government in 
power will be destabilized or overthrown by possibly 
unconstitutional and/or violent means, including 
domestic violence and terrorism. 
These indicators are based on several hundred 
individual variables measuring perceptions of 
governance, drawn from 31 separate data sources 
constructed by 25 different organizations. These 
individual measures of governance are assigned to 
categories capturing key dimensions of governance. An 
unobserved component model is used to construct six 
aggregate governance indicators.  
The governance estimates are normally distributed with 
a mean of zero and a standard deviation of one each 
year of measurement. This implies that virtually all 
scores lie between –2.5 and 2.5, with higher scores 
corresponding to better outcomes. 

Average of the 
1996 and 1998 
score 

 

wbgi_vae9698 World Bank 
Governance 
Indicators 
(WBGI) 

Voice and Accountability – Estimate: “Voice and 
Accountability” includes a number of indicators 
measuring various aspects of the political process, civil 
liberties and political rights. These indicators measure 
the extent to which citizens of a country are able to 
participate in the selection of governments. This 
category also includes indicators measuring the 
independence of the media, which serves an important 
role in monitoring those in authority and holding them 
accountable for their actions. 

Average of the 
1996 and 1998 
score 

 

Legal origins  

Legengl 
legfren 
legsoc 
leggerm 

La Porta, 
López-de-
Silanes, 
Shleifer & 
Vishny 
(1999) 
 

Legal orgin: 
(1) English Common Law 
(2) French Commercial Code 
(3) Socialist/Communist Laws 
(4) German Commercial Code 
(5) Scandinavian Commercial Code 
[Scandinavian dropped out as I do not have a country 
with Scandinavian law origins in the sample] 

Changed variable into 
dummy variable. 
Hong Kong was 
missing; changed that 
into (1) English 
common law 
according to: 
Jordan, 1997. 

  

Additional variables considered by not used due to issues such as high correlation with the independent variable of 
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Code Source Indicator Calculation Coverage

interest in combination with high correlation with alternative variables, or lack of variation in the data set. 

Adrllsv98 La Porta et 
al. 98 

Antidirectorrights Index   China missing 

Spam93 Spamann Spamann’s revised Antidirector Rights Index for 1993  China and 
Indonesia missing 

ti_cpi9599 QoG and TI 
 

Transparency International’s Corruption Perceptions 
Index 
 

Average between 
1995-1999  

Hong Kong was 
missing in QoG 
but supplemented 
from 
Transparency 
International 
directly 

wbgi_gee9698 WBGI Government Effectiveness  
 

Average of the 
1996 and 1998 
score 

 

wbgi_rle9698 WBGI Rule of Law – Estimate Average of the 
1996 and 1998 
score 

 

wbgi_cce9698 WBGI Control of Corruption – Estimate Average of the 
1996 and 1998 
score 

 

wbgi_rqe9698 WBGI Regulatory Quality – Estimate Average of the 
1996 and 1998 
score 
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Table 18 shows the correlations between the variables considered for the building block on financial market and economic 
development (represented by GDP per capita, market capitalization), as well as the building block on general quality of the 
legal and institutional system. All correlations above 0.7 are highlighted in gray. The five measures in white in the leftmost 
column were used in the regressions. For GDP per capita (gdppercap99) and the market capitalization (markcap9099), which 
are both highly correlated with the independent variable of interest (eximpgdp9099), I created high/medium/low dummies 
respectively. 

Table 18. Correlation table 

 eximpgdp9099  gdppercap99  markcap9099  wbgi_pse9698  wbgi_gee9698  wbgi_rle9698  wbgi_cce9698  wbgi_rqe9698  wbgi_vae9698  icrg_qog9099 

gdppercap99  0.8528  1 

markcap9099  0.8304  0.5314  1 

wbgi_pse9698  0.6824  0.7211  0.6007  1 

wbgi_gee9698  0.9354  0.9245  0.7745  0.827  1 

wbgi_rle9698  0.7204  0.7909  0.6416  0.8663  0.8915  1 

wbgi_cce9698  0.9191  0.9175  0.7405  0.8324  0.9911  0.8844  1 

wbgi_rqe9698  0.9642  0.9255  0.7293  0.757  0.9526  0.7922  0.9553  1 

wbgi_vae9698  0.2485  0.3676  0.2752  0.5175  0.4343  0.7396  0.4134  0.3485  1 

icrg_qog9099  0.6496  0.7886  0.517  0.8881  0.8491  0.8922  0.8474  0.7164  0.4394  1 

ti_cpi9599  0.9609  0.9377  0.7708  0.7846  0.9801  0.7998  0.9725  0.9755  0.3062  0.778 
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Appendix G. Descriptive statistics and regression results 

Figure 6 depicts the distribution of the four aggregate T&D firm-level corporate 
governance scores; clockwise from top left corner: the overall corporate governance 
score (aggregating all 98 reporting items); the subscore of the 28 reporting items related 
to ownership structure and investor rights; the subscore of the 35 reporting items related 
to financial transparency and information disclosure; and finally the subscore of the 35 
reporting items related to board and management structure and process. The graphs 
illustrate that the scores are sufficiently normally distributed to be used in the OLS 
model. 

Figure 6. Distribution of total reporting scores and subscores 
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Table 19 provides the regression results from the country fixed effects model regressions 
for each of the aggregated scores: (1) overall CG scores; (2) ownership scores; (3) 
financial scores; and (4) board scores. The adjusted R2 indicate that half of the variation 
in overall corporate governance scores can be explained by country factors, while the 
explanatory power is largest when it comes to ownership reporting with nearly 60 
percent, and smallest when it comes to financial reporting with only 35 percent. 

Table 19. Country fixed effects model 

---------------------------------------------------------------------------- 
                      (1)             (2)             (3)             (4)    
                   totalrep       ownershiprep    financerep      boardrep    
---------------------------------------------------------------------------- 
chn                 2.285          -18.11***        12.55***        6.220    
                  (2.945)         (3.620)         (3.299)         (3.531)    
hkg                 2.091          -18.04***        8.419***        9.273*** 
                  (1.268)         (1.462)         (1.839)         (2.281)    
idn                -7.922***       -16.50***        2.881          -12.86*** 
                  (2.066)         (3.085)         (2.213)         (2.968)    
ind                -6.597***       -18.48***       -3.317          -1.670    
                  (1.960)         (2.085)         (2.061)         (2.817)    
kor                 1.020          -11.02***        2.799           7.544**  
                  (2.019)         (2.419)         (1.983)         (2.674)    
pak                -7.763**        -15.26***        1.416          -11.41**  
                  (2.541)         (2.889)         (3.111)         (3.864)    
phl                -16.38***       -32.36***       -4.152          -17.38*** 
                  (2.652)         (3.168)         (3.782)         (2.915)    
sgp                 16.45***        9.232**         16.24***        21.33*** 
                  (2.446)         (3.160)         (2.594)         (3.906)    
tha                 2.579          -4.671           1.244           8.653*   
                  (2.574)         (2.789)         (2.054)         (3.766)    
twn                -23.04***       -40.31***       -12.39***       -21.86*** 
                  (1.466)         (1.247)         (1.553)         (2.305)    
_cons               45.46***        54.59***        55.58***        29.13*** 
                  (1.024)         (0.856)         (1.152)         (1.658)    
---------------------------------------------------------------------------- 
N                     295             295             295             295    
adj. R-sq           0.508           0.597           0.353           0.439    
---------------------------------------------------------------------------- 
Standard errors in parentheses 
* p<0.05, ** p<0.01, *** p<0.001 
 

 



103 
 

Table 20 provides the results from the sector fixed effects model regressions for each of 
the aggregated scores: (1) overall CG scores; (2) ownership scores; (3) financial scores; 
and (4) board scores. As the adjusted R2  show, only between three and eight percent of 
the variation in overall corporate governance scores can be explained by sector-level 
factors. 

 
Table 20. Sector fixed effects model 

                      (1)             (2)             (3)             (4)    
                  totalrep     ownershiprep     financialrep      boardrep    
---------------------------------------------------------------------------- 
                      (1)             (2)             (3)             (4)    
                       cg        sub1perc        sub2perc        sub3perc    
---------------------------------------------------------------------------- 
energy              5.209          -4.149           9.129*          8.504    
                  (5.253)         (8.132)         (4.287)         (6.714)    
materials          -4.520          -5.315          -1.587          -6.638*   
                  (2.572)         (3.238)         (2.556)         (3.349)    
industrial         -1.132          -2.193          0.0969          -1.430    
                  (2.735)         (3.574)         (2.526)         (3.371)    
consdiscr          -1.499           0.339          -2.073          -1.929    
                  (2.498)         (3.501)         (2.120)         (3.376)    
consstaple         -1.963          -0.237          -0.299          -4.573    
                  (3.406)         (5.044)         (3.313)         (3.717)    
healthcare         -1.088          -4.997           0.691           0.217    
                  (6.427)         (6.143)         (6.123)         (8.440)    
infotech           -8.626***       -13.45***       -6.298**        -7.295*   
                  (2.550)         (3.180)         (2.034)         (3.337)    
telecom             6.871*          5.861           7.384**         7.187    
                  (2.880)         (3.907)         (2.260)         (4.037)    
utilities           2.353           3.240           3.264           1.254    
                  (2.458)         (3.210)         (2.604)         (3.980)    
_cons               43.16***        42.62***        56.45***        30.07*** 
                  (1.502)         (2.058)         (1.279)         (1.966)    
---------------------------------------------------------------------------- 
N                     290             290             290             290    
adj. R-sq           0.074           0.082           0.076           0.033    
---------------------------------------------------------------------------- 
Standard errors in parentheses 
* p<0.05, ** p<0.01, *** p<0.001 
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Table 21 provides the results from the sector and country fixed effects model regressions 
for each of the aggregated scores: (1) overall CG scores; (2) ownership scores; (3) 
financial scores; and (4) board scores. The parameter estimates show that, when 
controlling for sector and country fixed effects, Singaporean firms display on average 
statistically significantly better reporting scores, while Taiwanese firms display on 
average statistically significantly worse reporting scores. Amongst the sectors, the 
telecom sector has mostly statistically significant (and positive) results; only when it 
comes to reporting on ownership falls the significance away. 

 

Table 21. Sector and country fixed effects model 
 
 
---------------------------------------------------------------------------- 
                      (1)             (2)             (3)             (4)    
                  totalrep        ownershiprep   financialrep     boardrep       
---------------------------------------------------------------------------- 
chn                 1.889          -18.20***        12.07***        5.588    
                  (3.038)         (3.916)         (3.266)         (3.706)    
hkg                 1.593          -18.88***        8.084***        8.904*** 
                  (1.391)         (1.484)         (1.904)         (2.476)    
idn                -9.103***       -17.19***        1.321          -14.02*** 
                  (2.551)         (3.595)         (2.543)         (3.452)    
ind                -7.115***       -18.11***       -4.193          -2.530    
                  (2.046)         (2.345)         (2.234)         (2.905)    
kor                 0.209          -10.99***        1.810           6.292*   
                  (2.232)         (2.537)         (2.271)         (2.955)    
pak                -9.432***       -16.76***       -0.417          -13.09*** 
                  (2.676)         (3.195)         (3.380)         (3.802)    
phl                -17.30***       -33.58***       -4.976          -18.11*** 
                  (2.710)         (3.123)         (4.046)         (2.922)    
sgp                 16.38***        9.404**         16.15***        21.16*** 
                  (2.543)         (3.352)         (2.693)         (3.944)    
tha                 1.150          -5.732*         -0.331           7.148    
                  (2.580)         (2.805)         (2.096)         (3.890)    
twn                -23.54***       -39.81***       -13.11***       -22.99*** 
                  (1.767)         (1.615)         (1.886)         (2.687)    
energy              4.837          -1.797           6.757**         8.157    
                  (5.540)         (8.951)         (2.538)         (7.537)    
materials           0.639           0.312           1.334           0.389    
                  (1.844)         (2.566)         (2.023)         (2.490)    
industrial         -1.625          -2.403          -1.194          -1.326    
                  (2.115)         (2.400)         (2.162)         (2.854)    
consdiscr          -0.417          -1.058          -0.154          0.0149    
                  (2.151)         (2.292)         (2.028)         (3.198)    
consstaple          0.731          -0.535           1.762           0.756    
                  (2.585)         (3.185)         (3.176)         (3.128)    
healthcare          0.822          -2.051           3.612           0.370    
                  (5.819)         (5.422)         (6.173)         (7.540)    
infotech            0.208          -2.039           0.376           1.970    
                  (2.052)         (2.438)         (1.918)         (2.780)    
telecom             6.078**         4.633           7.132***        6.149*   
                  (2.134)         (3.021)         (1.950)         (2.960)    
utilities           1.722           3.781           0.838           1.535    
                  (2.144)         (2.587)         (2.282)         (3.432)    
_cons               45.44***        54.93***        55.32***        28.92*** 
                  (1.530)         (1.587)         (1.577)         (2.327)    
---------------------------------------------------------------------------- 
N                     290             290             290             290    
adj. R-sq           0.505           0.590           0.370           0.428    
---------------------------------------------------------------------------- 
Standard errors in parentheses 
* p<0.05, ** p<0.01, *** p<0. 
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Table 22 presents the results of the different regression specifications when I drop 
Taiwanese firms from the sample. As can be seen, GDP per capita becomes positively 
and mostly statistically significant related to the corporate governance scores. Openness 
(eximpgdp9099) continues to be positively correlated (at a statistically significant level). 

Table 22. Regression results without Taiwanese firms  

------------------------------------------------------------------------------------------------------------ 
                      (1)             (2)             (3)             (4)             (5)             (6)    
                   totalrep       totalrep        totalrep       totalrep         totalrep        totalrep  
------------------------------------------------------------------------------------------------------------ 
eximpgdp9099       0.0252*         0.0245*         0.0452***       0.0449***       0.0311**        0.0279**  
                 (0.0103)       (0.00999)       (0.00766)       (0.00746)        (0.0115)        (0.0104)    
gdppercap99      0.000262*       0.000270*                                       0.000224        0.000261*   
               (0.000116)      (0.000113)                                      (0.000124)      (0.000118)    
salesUSD                        0.0000171                      0.00000474                      -0.0000717    
                               (0.000223)                      (0.000237)                      (0.000243)    
energy                                              7.929           7.704           7.988           9.064    
                                                  (5.287)         (6.138)         (5.541)         (6.270)    
materials                                           1.087           0.952           1.457           1.300    
                                                  (2.338)         (2.311)         (2.305)         (2.282)    
industrial                                          0.721           0.604           1.012           1.064    
                                                  (2.240)         (2.052)         (2.310)         (2.070)    
consdiscr                                          -0.431          -0.556         -0.0131         -0.0246    
                                                  (2.279)         (2.258)         (2.264)         (2.289)    
consstaple                                         -1.229          -1.354          -0.537          -0.609    
                                                  (3.158)         (3.149)         (3.211)         (3.208)    
healthcare                                          2.069           1.932           1.605           1.205    
                                                  (6.261)         (6.268)         (6.143)         (6.131)    
infotech                                            2.603           2.468           2.152           1.893    
                                                  (2.575)         (2.555)         (2.553)         (2.509)    
telecom                                             6.995**         6.868*          6.872*          6.771*   
                                                  (2.684)         (2.685)         (2.661)         (2.670)    
utilities                                           1.770           1.653           2.029           1.941    
                                                  (2.522)         (2.509)         (2.515)         (2.511)    
_cons               40.31***        40.35***        38.34***        38.49***        38.41***        38.79*** 
                  (1.141)         (1.197)         (1.769)         (1.738)         (1.756)         (1.708)    
------------------------------------------------------------------------------------------------------------ 
N                     250             248             250             248             250             248    
adj. R-sq           0.109           0.109           0.107           0.105           0.114           0.114    
------------------------------------------------------------------------------------------------------------ 
Standard errors in parentheses 
* p<0.05, ** p<0.01, *** p<0.001 
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The following three tables (Tables 23–25) present the results from the OLS specifications for 
each of the three subscores (ownership, financials, and board). The results show that throughout 
the specifications, economic openness (the top row, eximpgdp9099) stays positively correlated at 
a statistically significant level. 

Table 23. Regression results for ownership subscore 
------------------------------------------------------------------------------------------------------------ 
                      (1)             (2)             (3)             (4)             (5)             (6)    
               ownershiprep    ownershiprep    ownershiprep   ownershiprep     ownershiprep   ownershiprep 
------------------------------------------------------------------------------------------------------------ 
eximpgdp9099        0.154***        0.155***       0.0675***       0.0661***        0.146***        0.150*** 
                 (0.0113)        (0.0117)        (0.0116)        (0.0116)        (0.0132)        (0.0136)    
gdppercap99      -0.00141***     -0.00141***                                     -0.00132***     -0.00135*** 
               (0.000123)      (0.000128)                                      (0.000132)      (0.000139)    
salesUSD                        0.0000912                       -0.000322                       0.0000811    
                               (0.000234)                      (0.000266)                      (0.000264)    
energy                                              1.573           7.255          0.0981          -1.041    
                                                  (8.239)         (7.477)         (6.772)         (8.081)    
materials                                          -0.661          -0.686          -1.534          -1.231    
                                                  (3.314)         (3.283)         (2.885)         (2.887)    
industrial                                         -2.510          -1.913          -3.243          -3.154    
                                                  (3.219)         (3.168)         (2.699)         (2.645)    
consdiscr                                           1.904           2.274          -0.408          -0.280    
                                                  (3.102)         (3.171)         (2.939)         (2.930)    
consstaple                                          2.518           2.480          -2.507          -2.333    
                                                  (4.531)         (4.498)         (4.469)         (4.482)    
healthcare                                          1.378           0.858           2.941           3.454    
                                                  (5.893)         (5.923)         (7.196)         (7.260)    
infotech                                           -9.300**        -9.240**        -3.683          -3.237    
                                                  (3.237)         (3.256)         (2.963)         (2.979)    
telecom                                             7.704           8.110*          7.518           7.696    
                                                  (3.914)         (3.966)         (4.071)         (4.064)    
utilities                                           4.027           4.168           1.657           1.832    
                                                  (3.351)         (3.339)         (3.011)         (3.016)    
_cons               33.68***        33.44***        33.75***        34.43***        34.66***        34.15*** 
                  (1.347)         (1.454)         (2.602)         (2.651)         (2.581)         (2.648)    
------------------------------------------------------------------------------------------------------------ 
N                     295             288             290             288             290             288    
adj. R-sq           0.346           0.339           0.170           0.179           0.342           0.347    
------------------------------------------------------------------------------------------------------------ 
Standard errors in parentheses 
* p<0.05, ** p<0.01, *** p<0.001 

Table 24. Regression results for financial subscore 
------------------------------------------------------------------------------------------------------------ 
                      (1)             (2)             (3)             (4)             (5)             (6)    
                 financialrep    financialrep     financialrep   financialrep     financialrep   financialrep    
------------------------------------------------------------------------------------------------------------ 
eximpgdp9099       0.0502***       0.0528***       0.0359***       0.0357***       0.0429***       0.0439*** 
                (0.00978)        (0.0101)       (0.00826)       (0.00813)        (0.0115)        (0.0116)    
gdppercap99     -0.000236*      -0.000266*                                      -0.000116       -0.000134    
               (0.000105)      (0.000111)                                      (0.000113)      (0.000121)    
salesUSD                         0.000227                       0.0000448                       0.0000846    
                               (0.000235)                      (0.000236)                      (0.000252)    
energy                                              12.17**         11.20*          12.04**         10.38    
                                                  (4.316)         (5.657)         (4.287)         (5.767)    
materials                                           0.890           0.723           0.813           0.669    
                                                  (2.680)         (2.672)         (2.670)         (2.665)    
industrial                                        -0.0717          -0.293          -0.136          -0.415    
                                                  (2.316)         (2.195)         (2.316)         (2.194)    
consdiscr                                          -1.240          -1.442          -1.443          -1.694    
                                                  (2.029)         (2.012)         (2.066)         (2.051)    
consstaple                                          1.167           1.014           0.725           0.538    
                                                  (3.194)         (3.198)         (3.188)         (3.197)    
healthcare                                          4.083           3.974           4.221           4.231    
                                                  (6.110)         (6.120)         (6.155)         (6.179)    
infotech                                           -4.093*         -4.268*         -3.600          -3.675    
                                                  (2.065)         (2.051)         (2.173)         (2.156)    
telecom                                             8.365***        8.156***        8.349***        8.116*** 
                                                  (2.096)         (2.094)         (2.139)         (2.133)    
utilities                                           3.683           3.519           3.475           3.288    
                                                  (2.785)         (2.773)         (2.822)         (2.818)    
_cons               52.30***        51.76***        51.74***        51.84***        51.82***        51.81*** 
                  (1.110)         (1.196)         (1.649)         (1.663)         (1.643)         (1.672)    
------------------------------------------------------------------------------------------------------------ 
N                     295             288             290             288             290             288    
adj. R-sq           0.074           0.080           0.129           0.127           0.128           0.128    
------------------------------------------------------------------------------------------------------------ 
Standard errors in parentheses 
* p<0.05, ** p<0.01, *** p<0.001  
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Table 25. Regression results for board subscore 
------------------------------------------------------------------------------------------------------------ 
                      (1)             (2)             (3)             (4)             (5)             (6)    
                 boardrep        boardrep         boardrep        boardrep        boardrep        boardrep    
------------------------------------------------------------------------------------------------------------ 
eximpgdp9099       0.0740***       0.0772***       0.0526***       0.0534***       0.0658***       0.0723*** 
                 (0.0144)        (0.0149)        (0.0105)        (0.0104)        (0.0154)        (0.0154)    
gdppercap99     -0.000331*      -0.000360*                                      -0.000220       -0.000305    
               (0.000160)      (0.000166)                                      (0.000169)      (0.000173)    
salesUSD                         0.000401                        0.000210                        0.000301    
                               (0.000248)                      (0.000255)                      (0.000270)    
energy                                              12.96           9.217           12.71           7.346    
                                                  (6.709)         (7.730)         (6.522)         (8.013)    
materials                                          -3.013          -3.024          -3.159          -3.147    
                                                  (3.372)         (3.381)         (3.350)         (3.335)    
industrial                                         -1.677          -2.089          -1.800          -2.369    
                                                  (3.176)         (3.147)         (3.181)         (3.150)    
consdiscr                                          -0.710          -0.975          -1.097          -1.552    
                                                  (3.346)         (3.210)         (3.486)         (3.320)    
consstaple                                         -2.427          -2.428          -3.268          -3.513    
                                                  (3.585)         (3.609)         (3.688)         (3.722)    
healthcare                                          5.182           5.493           5.444           6.079    
                                                  (8.188)         (8.211)         (8.409)         (8.515)    
infotech                                           -4.067          -4.132          -3.127          -2.777    
                                                  (3.294)         (3.297)         (3.297)         (3.272)    
telecom                                             8.622*          8.333*          8.591*          8.239*   
                                                  (3.792)         (3.766)         (3.855)         (3.829)    
utilities                                           1.867           1.753           1.471           1.225    
                                                  (3.920)         (3.917)         (4.013)         (4.039)    
_cons               22.70***        21.81***        23.16***        22.76***        23.32***        22.69*** 
                  (1.518)         (1.637)         (2.308)         (2.376)         (2.334)         (2.404)    
------------------------------------------------------------------------------------------------------------ 
N                     295             288             290             288             290             288    
adj. R-sq           0.076           0.086           0.086           0.088           0.088           0.094    
------------------------------------------------------------------------------------------------------------ 
Standard errors in parentheses 
* p<0.05, ** p<0.01, *** p<0.001 
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The following table represent the output form the regression with one instrumental 
variable (free_iv). The first-stage regression results shows that the instrumental variable 
is positively correlated with the primary openness measure (eximpgdp9099) at a 
statistically significant level. The results from the second-stage represents the results 
from my IV estimates and shows that openness is positively related at a statistically 
significant level with the corporate governance scores. The estimates are even slightly 
higher than the ones I obtained from or OLS regressions. 

Table 26. IV regression results with Lee’s free openness IV (first and second stage) 
 

First-stage regressions 
----------------------- 
                                                  Number of obs   =        271 
                                                  F(  12,    258) =      61.66 
                                                  Prob > F        =     0.0000 
                                                  R-squared       =     0.6110 
                                                  Adj R-squared   =     0.5929 
                                                  Root MSE        =    52.7451 
------------------------------------------------------------------------------ 
             |               Robust 
eximpgdp9099 |      Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval] 
-------------+---------------------------------------------------------------- 
      energy |  -9.548033   19.40233    -0.49   0.623    -47.75513    28.65906 
   materials |   -19.4546   11.70402    -1.66   0.098    -42.50218    3.592984 
  industrial |   26.59048     13.337     1.99   0.047     .3272479    52.85371 
   consdiscr |   13.10491   12.89733     1.02   0.311    -12.29252    38.50235 
  consstaple |   17.68473   14.62155     1.21   0.228    -11.10804    46.47749 
  healthcare |  -41.37821    15.9339    -2.60   0.010    -72.75527   -10.00115 
    infotech |  -44.38962    10.5549    -4.21   0.000    -65.17434    -23.6049 
     telecom |  -9.312671   13.48008    -0.69   0.490    -35.85766    17.23232 
   utilities |   9.222157   14.63223     0.63   0.529    -19.59165    38.03596 
    salesUSD |  -.0028403    .000539    -5.27   0.000    -.0039018   -.0017789 
 gdppercap99 |    -.00643    .002155    -2.98   0.003    -.0106737   -.0021863 
     free_iv |   1581.861   215.6675     7.33   0.000     1157.169    2006.554 
       _cons |  -163.5493    33.5049    -4.88   0.000    -229.5272   -97.57138 
------------------------------------------------------------------------------ 
 
Instrumental variables (2SLS) regression               Number of obs =     271 
                                                       Wald chi2(12) =   72.53 
                                                       Prob > chi2   =  0.0000 
                                                       R-squared     =  0.2420 
                                                       Root MSE      =   11.54 
------------------------------------------------------------------------------ 
             |               Robust 
          cg |      Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval] 
-------------+---------------------------------------------------------------- 
eximpgdp9099 |   .1046123    .029282     3.57   0.000     .0472205     .162004 
      energy |   3.961663   6.826783     0.58   0.562    -9.418586    17.34191 
   materials |  -2.519456   2.563935    -0.98   0.326    -7.544677    2.505765 
  industrial |  -3.543066   2.374421    -1.49   0.136    -8.196845    1.110714 
   consdiscr |  -1.194261   2.404247    -0.50   0.619    -5.906498    3.517976 
  consstaple |  -1.486692   3.143027    -0.47   0.636    -7.646912    4.673528 
  healthcare |   6.337186   6.675485     0.95   0.342    -6.746524     19.4209 
    infotech |   -1.89039   3.057945    -0.62   0.536    -7.883852    4.103073 
     telecom |    8.41605   2.768519     3.04   0.002     2.989854    13.84225 
   utilities |  -.4642959   2.958781    -0.16   0.875    -6.263401    5.334809 
    salesUSD |   .0001937   .0002767     0.70   0.484    -.0003487    .0007361 
 gdppercap99 |  -.0006106    .000226    -2.70   0.007    -.0010537   -.0001676 
       _cons |   34.31411   2.840154    12.08   0.000     28.74751    39.88071 
------------------------------------------------------------------------------ 
Instrumented:  eximpgdp9099 
Instruments:   energy materials industrial consdiscr consstaple healthcare 
               infotech telecom utilities salesUSD gdppercap99 free_iv  
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The following table represent the output form the second instrumental variable regression 
in which I used two instruments, the natural log of area (lnarea) and distance to the major 
world exporters (lndistance). The first-stage regression results shows that the 
instrumental variables are highly correlated with the primary openness measure 
(eximpgdp9099) at a statistically significant level. The results from the second-stage 
represents the results from the IV estimates and shows that openness is positively related 
at a statistically significant level with the corporate governance scores. The estimates are 
even slightly higher than the ones I obtained from or OLS regressions. 

Table 27. IV regression results with two IVs (first and second stage) 

First-stage regressions 
----------------------- 
                                                  Number of obs   =        288 
                                                  F(  13,    274) =      80.41 
                                                  Prob > F        =     0.0000 
                                                  R-squared       =     0.7104 
                                                  Adj R-squared   =     0.6967 
                                                  Root MSE        =    45.1000 
------------------------------------------------------------------------------ 
             |               Robust 
eximpgdp9099 |      Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval] 
-------------+---------------------------------------------------------------- 
 gdppercap99 |  -.0079636   .0012875    -6.19   0.000    -.0104982   -.0054291 
      energy |   31.02785    29.3956     1.06   0.292    -26.84208    88.89779 
   materials |  -6.770499   10.15965    -0.67   0.506    -26.77139    13.23039 
  industrial |   32.42052   9.269589     3.50   0.001     14.17185    50.66918 
   consdiscr |   16.90283   10.64537     1.59   0.113    -4.054292    37.85994 
  consstaple |   12.19137   13.56611     0.90   0.370    -14.51567    38.89842 
  healthcare |  -23.61042   18.62137    -1.27   0.206    -60.26955    13.04871 
    infotech |  -27.27829   9.073824    -3.01   0.003    -45.14156   -9.415022 
     telecom |   -12.6024   11.63638    -1.08   0.280    -35.51048    10.30567 
   utilities |   19.11803   12.99353     1.47   0.142    -6.461817    44.69788 
    salesusd |  -.0021915   .0004633    -4.73   0.000    -.0031036   -.0012794 
  lndistance |   -50.7576   7.792814    -6.51   0.000      -66.099    -35.4162 
      lnarea |  -47.44912   3.971967   -11.95   0.000    -55.26857   -39.62967 
       _cons |   191.2263   17.51107    10.92   0.000      156.753    225.6997 
------------------------------------------------------------------------------ 
Instrumental variables (2SLS) regression               Number of obs =     288 
                                                       Wald chi2(12) =   60.75 
                                                       Prob > chi2   =  0.0000 
                                                       R-squared     =  0.2250 
                                                       Root MSE      =   11.65 
------------------------------------------------------------------------------ 
             |               Robust 
          cg |      Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval] 
-------------+---------------------------------------------------------------- 
eximpgdp9099 |   .0903843   .0200905     4.50   0.000     .0510076     .129761 
 gdppercap99 |  -.0005684   .0001715    -3.31   0.001    -.0009046   -.0002322 
      energy |   6.147566     6.1415     1.00   0.317    -5.889552    18.18468 
   materials |  -.9915664   2.419733    -0.41   0.682    -5.734157    3.751024 
  industrial |  -1.984297   2.223269    -0.89   0.372    -6.341824    2.373231 
   consdiscr |  -1.356108   2.342198    -0.58   0.563    -5.946731    3.234516 
  consstaple |  -1.783079   3.097773    -0.58   0.565    -7.854602    4.288444 
  healthcare |   5.185896   6.545624     0.79   0.428    -7.643292    18.01508 
    infotech |  -2.763648   2.605317    -1.06   0.289    -7.869975     2.34268 
     telecom |   8.139647    2.73794     2.97   0.003     2.773383    13.50591 
   utilities |   1.959423   2.691277     0.73   0.467    -3.315383    7.234229 
    salesusd |   .0001808   .0002558     0.71   0.480    -.0003206    .0006822 
       _cons |   35.82149   2.161491    16.57   0.000     31.58505    40.05794 
------------------------------------------------------------------------------ 
Instrumented: eximpgdp9099 
Instruments: gdppercap99 energy materials industrial consdiscr consstaple 
               healthcare infotech telecom utilities salesusd lndistance 
               lnarea 
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Table 28 shows the results from the robustness check in which I use CLSA’s overall 
corporate governance scores as the dependent variable. Given I could only use data for 
2008, I took the average trade shares for the period between 1998 and 2007 as a proxy for 
economic openness and the GDP per capita for 2007 as a control for economic 
development. Firms are assigned to sectors in accordance with the CLSA assignment. No 
sales data were available. The results show that economic openness is positively 
correlated to the corporate governance scores at a statistically significant level. 
 

Table 28. Regressions with CLSA overall corporate governance scores for 2008 

-------------------------------------------------------------------------------------------- 
                      (1)             (2)             (3)             (4)             (5)    
                  cgscore         cgscore         cgscore         cgscore         cgscore    
-------------------------------------------------------------------------------------------- 
eximpgdp9807       0.0260***       0.0157*        0.00936*         0.0231***       0.0120*   
                (0.00347)       (0.00646)       (0.00426)       (0.00688)       (0.00482)    
gdppercap07                      0.000121                       0.0000446                    
                              (0.0000658)                     (0.0000666)                    
m_develop                                           8.681***                        8.849*** 
                                                  (1.552)                         (1.529)    
h_develop                                           6.521***                        5.536*** 
                                                  (1.344)                         (1.428)    
automotive                                                         -7.744**        -7.530**  
                                                                  (2.568)         (2.827)    
conglomera~s                                                        1.671           3.075    
                                                                  (2.895)         (3.128)    
consumer                                                           -0.409           0.457    
                                                                  (1.556)         (1.957)    
healthcare                                                          0.244           2.511    
                                                                  (3.557)         (3.706)    
hotelleisure                                                       -6.485*         -7.070*   
                                                                  (3.259)         (3.485)    
infrastruc~e                                                       -17.47***       -15.82*** 
                                                                  (4.718)         (4.612)    
internet                                                            0.109           2.217    
                                                                  (2.375)         (2.670)    
materials                                                          -8.820***       -8.096**  
                                                                  (2.460)         (2.618)    
media                                                              -5.926**        -5.943*   
                                                                  (2.281)         (2.608)    
miscelaneous                                                       -1.264          -0.538    
                                                                  (1.572)         (1.955)    
petrolchem                                                         -3.278          -3.762    
                                                                  (3.026)         (3.116)    
energy                                                             -2.252          -1.181    
                                                                  (2.190)         (2.432)    
property                                                           -5.828**        -4.612*   
                                                                  (1.885)         (2.157)    
telecom                                                             1.720           1.657    
                                                                  (2.166)         (2.589)    
transport                                                          -8.364***       -7.658**  
                                                                  (2.025)         (2.375)    
technology                                                                         -0.400    
                                                                                  (2.010)    
_cons               42.22***        42.03***        40.34***        44.76***        42.67*** 
                  (0.785)         (0.799)         (0.902)         (1.136)         (1.697)    
-------------------------------------------------------------------------------------------- 
N                     820             820             820             820             820    
adj. R-sq           0.046           0.049           0.084           0.107           0.139    
-------------------------------------------------------------------------------------------- 
Standard errors in parentheses 
* p<0.05, ** p<0.01, *** p<0.001 

 
 
 

 
 



111 
 

Table 29 shows the results from the robustness check in which I use CLSA’s 
transparency sub- scores as the dependent variable. Given I could only use data for 2008, 
I took the average trade shares for the period between 1998 and 2007 as a proxy for 
economic openness and the GDP per capita for 2007 as a control for economic 
development. Firms are assigned to sectors in accordance with the CLSA assignment. No 
sales data were available. The results show that economic openness is positively 
correlated to the corporate governance scores at a statistically significant level. 
 

Table 29. Regressions with CLSA transparency scores for 2008 

-------------------------------------------------------------------------------------------- 
                      (1)             (2)             (3)             (4)             (5)    
             transparency    transparency    transparency    transparency    transparency    
-------------------------------------------------------------------------------------------- 
eximpgdp9807       0.0456***       0.0851***       0.0507***       0.0858***       0.0492*** 
                (0.00633)        (0.0126)       (0.00859)        (0.0129)       (0.00913)    
gdppercap07                     -0.000465***                    -0.000436***                 
                               (0.000125)                      (0.000127)                    
m_develop                                           13.10***                        13.54*** 
                                                  (2.382)                         (2.449)    
h_develop                                          -3.949                          -2.084    
                                                  (2.580)                         (2.777)    
automotive                                                         -5.233          -8.057    
                                                                  (5.695)         (6.070)    
conglomera~s                                                        8.977           7.422    
                                                                  (5.122)         (5.459)    
consumer                                                            3.535           1.385    
                                                                  (2.780)         (3.442)    
healthcare                                                          4.512           3.971    
                                                                  (5.802)         (6.180)    
hotelleisure                                                       -4.257          -8.128    
                                                                  (5.420)         (5.652)    
infrastruc~e                                                       -10.52          -12.51    
                                                                  (8.525)         (8.346)    
internet                                                           -0.780          -1.801    
                                                                  (6.745)         (6.879)    
materials                                                           0.821          -2.018    
                                                                  (4.257)         (4.629)    
media                                                              -1.630          -4.992    
                                                                  (4.715)         (4.877)    
miscelaneous                                                        8.342**         5.892    
                                                                  (3.090)         (3.709)    
petrolchem                                                          10.26*          5.673    
                                                                  (5.151)         (5.473)    
energy                                                              7.261           5.163    
                                                                  (3.954)         (4.379)    
property                                                          -0.0400          -1.825    
                                                                  (3.293)         (3.778)    
telecom                                                             15.34***        11.88**  
                                                                  (3.255)         (3.897)    
transport                                                          -3.086          -5.464    
                                                                  (3.577)         (4.119)    
technology                                                                         -5.286    
                                                                                  (3.820)    
_cons               63.32***        64.10***        62.74***        61.19***        62.14*** 
                  (1.425)         (1.416)         (1.578)         (2.105)         (3.081)    
-------------------------------------------------------------------------------------------- 
N                     793             793             793             793             793    
adj. R-sq           0.047           0.064           0.093           0.088           0.118    
-------------------------------------------------------------------------------------------- 
Standard errors in parentheses 
* p<0.05, ** p<0.01, *** p<0.001 
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Table 30 shows the results from the robustness checks with alternative openness measures at the country level taken from the 
Fraser Institute, the Heritage Foundation, and KOF. All economic openness proxies (with the exception of the Heritage 
Foundation’s index) are positively correlated at a statistically significant level. The telecom sector also performs (in all but one 
specification) better at a statistically significant level. Of note, the magnitude of the respective coefficients differ (and are not 
directly comparable) given that each proxy uses a different scale (e.g., some indices use a 0-100 scale, others a 1-7). 

Table 30. Comparison of robustness checks using alternative country-level proxies for openness 
-------------------------------------------------------------------------------------------------------------------------------------------- 
                      (1)             (2)             (3)             (4)             (5)             (6)             (7)             (8)    

totalrep       totalrep      totalrep      totalrep       totalrep       totalrep       totalrep         totalrep    
-------------------------------------------------------------------------------------------------------------------------------------------- 
energy              6.214           9.141           8.946           7.824           8.563           7.036           5.585           9.949    
                  (6.267)         (5.722)         (6.103)         (5.822)         (6.028)         (6.412)         (7.655)         (6.441)    
materials          -1.314          -0.376          -1.601          -2.270          -2.718          -4.085          -0.273           0.825    
                  (2.507)         (2.373)         (2.668)         (2.607)         (2.423)         (2.749)         (2.788)         (2.276)    
industrial         -1.902          -0.767          0.0139          -0.665          -0.713          -1.091          -1.628           0.445    
                  (2.280)         (2.464)         (2.486)         (2.546)         (2.618)         (2.664)         (2.628)         (2.082)    
consdiscr          -1.350           1.383          0.0484           0.321           0.673          -1.246          -0.480          -0.607    
                  (2.376)         (2.280)         (2.393)         (2.414)         (2.393)         (2.518)         (2.490)         (2.257)    
consstaple         -1.760           0.294          -1.138          -1.049           0.427          -1.576          -2.315          -1.099    
                  (3.168)         (3.926)         (3.770)         (3.626)         (4.050)         (3.391)         (3.320)         (3.248)    
healthcare          4.577           3.882           2.639           3.398          -0.834          -0.589           5.590          -0.898    
                  (6.651)         (5.491)         (6.042)         (5.723)         (5.614)         (6.313)         (6.136)         (5.924)    
infotech           -3.367          -4.655          -6.102*         -6.283*         -7.744**        -8.724***       -2.813           0.240    
                  (2.458)         (2.387)         (2.536)         (2.526)         (2.441)         (2.581)         (2.726)         (2.511)    
telecom             8.022**         7.326**         7.289**         6.965*          6.866*          6.957*          6.509           6.610*   
                  (2.787)         (2.593)         (2.782)         (2.761)         (2.752)         (2.829)         (3.467)         (2.748)    
utilities           2.008           2.088           3.470           2.510           1.873           2.551           1.338           1.612    
                  (2.687)         (2.592)         (2.566)         (2.452)         (2.627)         (2.442)         (3.306)         (2.437)    
salesUSD         0.000156       -0.000176      -0.0000439      -0.0000859       -0.000269      -0.0000660        0.000132       -0.000163    
               (0.000250)      (0.000225)      (0.000241)      (0.000234)      (0.000235)      (0.000244)      (0.000263)      (0.000234)    
gdppercap99     -0.000503***    -0.000658***    -0.000620*      -0.000381*      -0.000641**     0.0000613       -0.000715***    0.0000193    
               (0.000127)      (0.000166)      (0.000285)      (0.000154)      (0.000194)      (0.000125)      (0.000189)      (0.000227)    
eximpgdp9099       0.0814***                                                                                                                 
                 (0.0116)                                                                                                                    
fr_toi98                            5.185***                                                                                                 
                                  (0.876)                                                                                                    
fr_99                                               5.294**                                                                                  
                                                  (1.869)                                                                                    
fr_vi99                                                             3.007***                                                                 
                                                                  (0.737)                                                                    
fr_viid99                                                                           2.059***                                                 
                                                                                  (0.438)                                                    
hf_tf99                                                                                            0.0173                                    
                                                                                                 (0.0444)                                    
dr_ig9099                                                                                                           0.603***                 
                                                                                                                 (0.0774)                    
kofglob9095                                                                                                                         4.890*   
                                                                                                                                  (2.354)    
_cons               36.50***        8.790           10.03           23.78***        39.02***        41.70***        13.24**         31.11*** 
                  (1.818)         (5.747)         (11.24)         (4.892)         (1.860)         (3.125)         (4.203)         (5.270)    
-------------------------------------------------------------------------------------------------------------------------------------------- 
N                     288             288             288             288             288             288             241             248    
adj. R-sq           0.193           0.194           0.105           0.120           0.143           0.069           0.197           0.111    
-------------------------------------------------------------------------------------------------------------------------------------------- 
Standard errors in parentheses 
* p<0.05, ** p<0.01, *** p<0.001 
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Table 31 shows the results from the robustness checks with sector level openness measures (trade shares on sector level). 
In all specifications, openness is insignificant with respect to the overall corporate governance scores. While the telecom sector 
remains positively correlated at a statistically significant level, more countries are negatively correlated at a statistically 
significant level. Taiwan is not included in this sample. 

Table 31. Sector-level trade openness (i.e., trade shares) at a three or seven sector level 

-------------------------------------------------------------------------------------------------------------------------------------------- 
                      (1)             (2)             (3)             (4)             (5)             (6)             (7)             (8)    
                  totalrep         totalrep       totalrep         totalrep       totalrep          totalrep       totalrep       totalrep           
-------------------------------------------------------------------------------------------------------------------------------------------- 
threesecto~n      -0.0126                        -0.00683                        -0.00718                         0.00563                    
                 (0.0133)                        (0.0129)                        (0.0132)                        (0.0171)                    
sectopen                         -0.00752                        -0.00292                        -0.00381                         0.00440    
                                (0.00693)                       (0.00645)                       (0.00629)                        (0.0103)    
chn                                                 1.561          -1.336           1.910          -1.316           2.445          0.0542    
                                                  (3.021)         (4.738)         (3.239)         (4.809)         (3.349)         (5.245)    
idn                                                -7.282**        -6.856**        -7.248**        -6.788**        -7.910**        -7.778*   
                                                  (2.310)         (2.549)         (2.333)         (2.588)         (2.945)         (3.229)    
ind                                                -6.420**        -6.538**        -6.367**        -6.418**        -6.128**        -6.647**  
                                                  (1.990)         (2.439)         (2.011)         (2.449)         (2.086)         (2.422)    
kor                                                 1.032           1.881           1.937           3.145           1.425           2.253    
                                                  (2.042)         (2.215)         (1.950)         (2.095)         (2.071)         (2.185)    
phl                                                -16.44***       -16.77***       -16.41***       -16.78***       -17.41***       -17.65*** 
                                                  (2.712)         (2.996)         (2.721)         (2.975)         (2.587)         (2.958)    
sgp                                                 16.37***        16.49***        16.49***        16.68***        16.39***        16.64*** 
                                                  (2.487)         (2.561)         (2.553)         (2.651)         (2.537)         (2.731)    
tha                                                 3.131           2.177           3.117           2.135           1.971           0.824    
                                                  (2.593)         (2.838)         (2.601)         (2.845)         (2.696)         (2.918)    
salesUSD                                                                       -0.0000845       -0.000153      -0.0000887       -0.000139    
                                                                               (0.000225)      (0.000313)      (0.000219)      (0.000299)    
materials                                                                                                          -1.996          -3.038    
                                                                                                                  (2.360)         (4.720)    
industrial                                                                                                         -2.412          -2.041    
                                                                                                                  (2.579)         (3.153)    
consdiscr                                                                                                          -1.817          -1.502    
                                                                                                                  (2.337)         (2.621)    
consstaple                                                                                                         -1.500          -1.383    
                                                                                                                  (2.945)         (3.470)    
healthcare                                                                                                         -1.142          -2.167    
                                                                                                                  (5.944)         (6.904)    
infotech                                                                                                           -1.113          -1.123    
                                                                                                                  (2.619)         (2.864)    
telecom                                                                                                             5.485*          6.066*   
                                                                                                                  (2.400)         (2.541)    
_cons               45.51***        45.52***        45.84***        45.58***        45.93***        45.79***        45.89***        45.58*** 
                  (1.301)         (1.306)         (1.465)         (1.426)         (1.467)         (1.427)         (1.707)         (1.749)    
-------------------------------------------------------------------------------------------------------------------------------------------- 
N                     213             177             213             177             211             175             211             175    
adj. R-sq          -0.003          -0.000           0.240           0.245           0.250           0.260           0.252           0.259    
-------------------------------------------------------------------------------------------------------------------------------------------- 
Standard errors in parentheses 
* p<0.05, ** p<0.01, *** p<0.001 
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Table 32 shows the different robustness checks with additional country controls. In sum, 
I worked with four variable “building blocks” for the regressions: 1) financial market and 
economic development (represented by GDP per capita, market capitalization, and the 
respective sets of dummies), 2) firm- and sector-level variables (annual sales and sector-
level dummies), 3) general quality of the legal and institutional system (ICRG’s quality 
of government indicator, as well as the indicators on political stability, and voice and 
accountability from the World Bank Governance Indicators), and 4) legal origins 
dummies (La Porta et al. 1999, Jordan, 1997). Given the high correlation of building 
block one with the independent variable of interest and with each other, I use either one 
or the other measure for building blocks one and three. Tables 33-39 provide the 
respective regression results. 

Table 32. Overview of robustness specifications with additional country controls 

  Building block 1 Building block 2 Building block 3 Building 
block 4 

Table with 
respective 
regression 

results 

Coefficient (and 
significance)for 

economic 
openness 

GDP per 
cap 

Development 
dummies 

Market 
capitalization 

Financial market 
development 

dummies 

Sector 
dummies 

Annual 
Sales 

ICRG Quality 
of 

Government 
& WBGI 

Voice and 
Accountability 

WBGI  
Political 

Stability & 
Voice and 

Accountability 

Legal 
origins 

Table 33 

0.0859*** x         

0.0881*** x     x    

0.0814*** x    x x    

0.0690***         x        

0.0701***         x    x    

0.0655***  x   x x    

Table 34 

0.0902***   x       

0.0899***   x   x    

0.0894***   x  x x    

0.145***    x      

0.146***    x  x    

0.142***    x x x    

Table 35 

0.0601*** x      x   

0.0620*** x     x x   

0.0572*** x    x x x   

0.0376**  x     x   

0.0402**  x    x x   

0.0395**  x   x x x   

Table 36 

0.0771*** x       x  

0.0802*** x     x  x  

0.0743*** x    x x  x  

0.0572***  x      x  

0.0599***  x    x  x  
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  Building block 1 Building block 2 Building block 3 Building 
block 4 

Table with 
respective 
regression 

results 

Coefficient (and 
significance)for 

economic 
openness 

GDP per 
cap 

Development 
dummies 

Market 
capitalization 

Financial market 
development 

dummies 

Sector 
dummies 

Annual 
Sales 

ICRG Quality 
of 

Government 
& WBGI 

Voice and 
Accountability 

WBGI  
Political 

Stability & 
Voice and 

Accountability 

Legal 
origins 

0.0572***  x   x x  x  

Table 37 

0.0401**   x    x   

0.0373*   x   x x   

0.0342*   x  x x x   

0.140***    x   x   

0.139***    x  x x   

0.134***    x x x x   

Table 38 

0.0503***   x     x  

0.0487***   x   x  x  

0.0502**   x  x x  x  

0.137***    x    x  

0.137***    x  x  x  

0.136***    x x x  x  

Table 39 

0.0787*** x        X 

0.0805***   x      X 

0.0268 x    x x   X 

0.0623  x   x x   X 

0.0944***   x  x x   X 

0.0948***    x x x   X 

0.144***    x   x  X 

0.103***  x      x x 
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Table 33 provides the regression results for the robustness checks with controls for 
economic development (the first set of (six) regression specifications listed in the 
overview Table 32). In all specifications, economic openness is positively correlated with 
corporate governance at a statistically significant level. 
 

Table 33. Robustness checks with dummies for economic development 

------------------------------------------------------------------------------------------------------------ 
                      (1)             (2)             (3)             (4)             (5)             (6)    
                  totalrep         totalrep       totalrep         totalrep       totalrep          totalrep    
------------------------------------------------------------------------------------------------------------ 
eximpgdp9099       0.0859***       0.0881***       0.0814***       0.0690***       0.0701***       0.0655*** 
                 (0.0106)        (0.0110)        (0.0116)       (0.00942)       (0.00956)        (0.0104)    
gdppercap99     -0.000568***    -0.000589***    -0.000503***                                                 
               (0.000116)      (0.000122)      (0.000127)                                                    
salesusd                         0.000249        0.000156                        0.000247        0.000143    
                               (0.000224)      (0.000250)                      (0.000221)      (0.000255)    
energy                                              6.214                                           5.626    
                                                  (6.267)                                         (6.583)    
materials                                          -1.314                                          -2.073    
                                                  (2.507)                                         (2.564)    
industrial                                         -1.902                                          -2.219    
                                                  (2.280)                                         (2.312)    
consdiscr                                          -1.350                                          -1.258    
                                                  (2.376)                                         (2.449)    
consstaple                                         -1.760                                          -1.471    
                                                  (3.168)                                         (3.203)    
healthcare                                          4.577                                           3.625    
                                                  (6.651)                                         (6.952)    
infotech                                           -3.367                                          -4.084    
                                                  (2.458)                                         (2.529)    
telecom                                             8.022**                                         8.033**  
                                                  (2.787)                                         (2.935)    
utilities                                           2.008                                           1.543    
                                                  (2.687)                                         (2.593)    
m_develop                                                          -3.253          -3.081          -3.184    
                                                                  (2.040)         (2.039)         (2.151)    
h_develop                                                          -7.150**        -7.467**        -6.185*   
                                                                  (2.191)         (2.247)         (2.610)    
_cons               36.46***        35.89***        36.50***        38.16***        37.65***        38.46*** 
                  (1.133)         (1.232)         (1.818)         (1.215)         (1.285)         (2.009)    
------------------------------------------------------------------------------------------------------------ 
N                     295             288             288             295             288             288    
adj. R-sq           0.165           0.167           0.193           0.142           0.144           0.173    
------------------------------------------------------------------------------------------------------------ 
Standard errors in parentheses 
* p<0.05, ** p<0.01, *** p<0.001 
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Table 34 provides the regression results for the robustness checks with controls for 
financial market development (the second set of (six) regression specifications listed in 
the overview Table 32). In all specifications, economic openness is positively correlated 
with corporate governance at a statistically significant level. 
 
 

Table 34. Robustness checks controlling for financial market development 

------------------------------------------------------------------------------------------------------------ 
                      (1)             (2)             (3)             (4)             (5)             (6)    
                  totalrep         totalrep       totalrep         totalrep       totalrep          totalrep    
------------------------------------------------------------------------------------------------------------ 
eximpgdp9099       0.0902***       0.0899***       0.0894***        0.145***        0.146***        0.142*** 
                 (0.0122)        (0.0123)        (0.0136)       (0.00790)       (0.00814)       (0.00952)    
markcap9099       -0.0615***      -0.0612***      -0.0571***                                                 
                 (0.0140)        (0.0142)        (0.0153)                                                    
salesUSD                        0.0000377      -0.0000379                       0.0000308      -0.0000673    
                               (0.000216)      (0.000235)                      (0.000214)      (0.000230)    
energy                                              7.901                                           9.316    
                                                  (5.975)                                         (5.862)    
materials                                           0.969                                           1.424    
                                                  (2.245)                                         (2.072)    
industrial                                          1.257                                           1.892    
                                                  (1.992)                                         (2.028)    
consdiscr                                           0.316                                           1.942    
                                                  (2.283)                                         (2.255)    
consstaple                                         -0.680                                           0.792    
                                                  (3.298)                                         (3.709)    
healthcare                                          2.039                                           3.100    
                                                  (6.158)                                         (5.877)    
infotech                                            2.326                                           0.533    
                                                  (2.552)                                         (2.065)    
telecom                                             6.555*                                          6.220*   
                                                  (2.680)                                         (2.629)    
utilities                                           2.334                                           3.711    
                                                  (2.403)                                         (2.451)    
m_findev                                                           -0.880          -0.830         -0.0541    
                                                                  (1.873)         (1.839)         (1.987)    
h_findev                                                           -21.06***       -21.20***       -19.84*** 
                                                                  (1.765)         (1.818)         (2.092)    
_cons               40.30***        40.26***        38.60***        35.71***        35.63***        33.78*** 
                  (1.115)         (1.169)         (1.756)         (1.215)         (1.273)         (1.933)    
------------------------------------------------------------------------------------------------------------ 
N                     250             248             248             295             288             288    
adj. R-sq           0.134           0.134           0.135           0.387           0.382           0.383    
------------------------------------------------------------------------------------------------------------ 
Standard errors in parentheses 
* p<0.05, ** p<0.01, *** p<0.001 
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Table 35 provides the regression results for the robustness checks with controls for 
economic development and general quality of the institutional system (the third set of 
(six) regression specifications listed in the overview Table 32). In all specifications, 
economic openness is positively correlated with corporate governance at a statistically 
significant level. 
 

Table 35. Robustness checks with controls for economic development and general quality 
of the institutional system (incl., ICRG’s quality of governance) 

------------------------------------------------------------------------------------------------------------ 
                      (1)             (2)             (3)             (4)             (5)             (6)    
                  totalrep         totalrep       totalrep         totalrep       totalrep          totalrep    
------------------------------------------------------------------------------------------------------------ 
eximpgdp9099       0.0601***       0.0620***       0.0572***       0.0376**        0.0402**        0.0395**  
                 (0.0121)        (0.0126)        (0.0125)        (0.0141)        (0.0142)        (0.0135)    
gdppercap99      -0.00134***     -0.00132***     -0.00120***                                                 
               (0.000213)      (0.000220)      (0.000223)                                                    
wbgi_vae9698       -6.064***       -5.783***       -6.621***       -5.684**        -5.214**        -5.605**  
                  (1.558)         (1.571)         (1.647)         (1.787)         (1.798)         (1.904)    
icrg_qog9099        80.55***        77.81***        82.19***        68.28***        66.72***        74.14*** 
                  (10.97)         (11.02)         (10.94)         (10.56)         (10.66)         (11.03)    
salesUSD                         0.000147       0.0000807                        0.000173        0.000101    
                               (0.000215)      (0.000239)                      (0.000215)      (0.000246)    
energy                                              3.858                                           2.641    
                                                  (6.350)                                         (6.609)    
materials                                          -1.343                                          -2.864    
                                                  (2.299)                                         (2.454)    
industrial                                         -5.082                                          -5.799*   
                                                  (2.606)                                         (2.640)    
consdiscr                                          -1.698                                          -2.132    
                                                  (2.465)                                         (2.604)    
consstaple                                         -0.340                                          -0.553    
                                                  (2.475)                                         (2.446)    
healthcare                                          3.989                                           2.727    
                                                  (6.297)                                         (6.796)    
infotech                                           -3.510                                          -5.227*   
                                                  (2.511)                                         (2.583)    
telecom                                             8.263**                                         8.359**  
                                                  (2.570)                                         (2.770)    
utilities                                          -0.332                                          -0.224    
                                                  (3.025)                                         (2.882)    
m_develop                                                          -3.637          -3.757          -5.017*   
                                                                  (2.380)         (2.363)         (2.462)    
h_develop                                                          -13.16***       -13.49***       -13.50*** 
                                                                  (3.327)         (3.358)         (3.699)    
_cons              -8.593          -7.365          -9.197          -0.196           0.401          -2.058    
                  (5.985)         (5.970)         (5.831)         (5.652)         (5.650)         (5.683)    
------------------------------------------------------------------------------------------------------------ 
N                     275             268             268             275             268             268    
adj. R-sq           0.260           0.256           0.290           0.203           0.202           0.250    
------------------------------------------------------------------------------------------------------------ 
Standard errors in parentheses 
* p<0.05, ** p<0.01, *** p<0.001 
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Table 36 provides the regression results for the robustness checks with controls for 
economic development and general quality of the institutional system (the fourth set of 
(six) regression specifications listed in the overview Table 32). In all specifications, 
economic openness is positively correlated with corporate governance at a statistically 
significant level. 
 

Table 36. Robustness checks with controls for economic development and general quality 
of the institutional system (incl., WBGI for political stability) 

------------------------------------------------------------------------------------------------------------ 
                      (1)             (2)             (3)             (4)             (5)             (6)    
                  totalrep         totalrep       totalrep         totalrep       totalrep          totalrep    
------------------------------------------------------------------------------------------------------------ 
eximpgdp9099       0.0771***       0.0802***       0.0743***       0.0572***       0.0599***       0.0572*** 
                 (0.0123)        (0.0129)        (0.0133)        (0.0117)        (0.0117)        (0.0120)    
gdppercap99     -0.000419***    -0.000450***    -0.000405**                                                  
               (0.000125)      (0.000130)      (0.000127)                                                    
wbgi_vae9698       -2.592          -2.327          -2.503          -3.739*         -3.154          -2.953    
                  (1.674)         (1.648)         (1.797)         (1.819)         (1.789)         (1.919)    
wbgi_pse9698       -0.183          -0.243           0.234          -1.631          -0.896           0.560    
                  (1.359)         (1.386)         (1.490)         (2.734)         (2.678)         (2.734)    
salesUSD                         0.000241        0.000165                        0.000218        0.000134    
                               (0.000222)      (0.000249)                      (0.000220)      (0.000251)    
energy                                              4.879                                           4.831    
                                                  (6.355)                                         (6.571)    
materials                                          -1.806                                          -2.258    
                                                  (2.435)                                         (2.499)    
industrial                                         -2.565                                          -2.793    
                                                  (2.285)                                         (2.384)    
consdiscr                                          -1.281                                          -1.020    
                                                  (2.422)                                         (2.465)    
consstaple                                         -1.975                                          -1.459    
                                                  (3.238)                                         (3.179)    
healthcare                                          5.133                                           4.610    
                                                  (6.623)                                         (6.706)    
infotech                                           -3.035                                          -3.797    
                                                  (2.534)                                         (2.618)    
telecom                                             8.008**                                         8.060**  
                                                  (2.887)                                         (2.953)    
utilities                                           0.984                                           0.701    
                                                  (2.721)                                         (2.646)    
m_develop                                                           1.309           0.208          -1.843    
                                                                  (4.294)         (4.183)         (4.309)    
h_develop                                                          -0.209          -2.314          -3.937    
                                                                  (5.876)         (5.691)         (5.916)    
_cons               36.67***        36.06***        36.98***        35.70***        36.10***        38.40*** 
                  (1.392)         (1.534)         (2.004)         (3.044)         (3.066)         (3.665)    
------------------------------------------------------------------------------------------------------------ 
N                     295             288             288             295             288             288    
adj. R-sq           0.168           0.169           0.193           0.147           0.146           0.174    
------------------------------------------------------------------------------------------------------------ 
Standard errors in parentheses 
* p<0.05, ** p<0.01, *** p<0.001 
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Table 37 provides the regression results for the robustness checks with controls for 
financial market development and general quality of the institutional system (the fifth set 
of (six) regression specifications listed in the overview Table 32). In all specifications, 
economic openness is positively correlated with corporate governance at a statistically 
significant level. 

Table 37. Robustness checks with controls for financial market development and general 
quality of the institutional system (incl., ICRG’s quality of governance) 

 
------------------------------------------------------------------------------------------------------------ 
                      (1)             (2)             (3)             (4)             (5)             (6)    
                  totalrep         totalrep       totalrep         totalrep       totalrep          totalrep    
------------------------------------------------------------------------------------------------------------ 
eximpgdp9099       0.0401**        0.0373*         0.0342*          0.140***        0.139***        0.134*** 
                 (0.0147)        (0.0146)        (0.0152)        (0.0137)        (0.0141)        (0.0151)    
markcap9099       -0.0303*        -0.0316*        -0.0249                                                    
                 (0.0137)        (0.0139)        (0.0149)                                                    
icrg_qog9099        55.95***        59.73***        62.97***        43.99***        45.86***        49.76*** 
                  (8.939)         (8.919)         (8.845)         (9.602)         (10.02)         (9.890)    
wbgi_vae9698       -4.297**        -4.364**        -4.319**        -5.904***       -6.061***       -5.853**  
                  (1.534)         (1.603)         (1.584)         (1.755)         (1.809)         (1.817)    
salesUSD                        -0.000122       -0.000213                      -0.0000704       -0.000150    
                               (0.000212)      (0.000228)                      (0.000206)      (0.000225)    
energy                                              9.124                                           7.611    
                                                  (5.786)                                         (5.526)    
materials                                           1.702                                           0.569    
                                                  (1.985)                                         (1.921)    
industrial                                         -1.051                                          -0.920    
                                                  (2.300)                                         (2.373)    
consdiscr                                         -0.0551                                           1.458    
                                                  (2.300)                                         (2.328)    
consstaple                                          0.995                                           1.386    
                                                  (2.666)                                         (3.014)    
healthcare                                          0.332                                           2.625    
                                                  (5.752)                                         (5.663)    
infotech                                           0.0294                                          -0.874    
                                                  (2.627)                                         (2.165)    
telecom                                             6.688**                                         6.340*   
                                                  (2.344)                                         (2.574)    
utilities                                           2.179                                           2.847    
                                                  (2.545)                                         (2.505)    
m_findev                                                           -1.953          -1.697          -1.968    
                                                                  (2.445)         (2.410)         (2.491)    
h_findev                                                           -22.91***       -23.09***       -22.11*** 
                                                                  (2.654)         (2.691)         (2.836)    
_cons               7.434           5.792           2.671           9.760           8.841           5.836    
                  (5.017)         (4.950)         (4.908)         (5.475)         (5.580)         (5.566)    
------------------------------------------------------------------------------------------------------------ 
N                     230             228             228             275             268             268    
adj. R-sq           0.250           0.263           0.274           0.445           0.445           0.449    
------------------------------------------------------------------------------------------------------------ 
Standard errors in parentheses 
* p<0.05, ** p<0.01, *** p<0.001 
 
 



121 
 

Table 38 provides the regression results for the robustness checks with controls for 
financial market development and general quality of the institutional system (for the sixth 
set of (6) regression specifications listed in the overview Table 32). In all specifications, 
economic openness is positively correlated with corporate governance at a statistically 
significant level. 

Table 38. Robustness checks with controls for financial market development and general 
quality of the institutional system (incl., WBGI for political stability) 

 
------------------------------------------------------------------------------------------------------------ 
                      (1)             (2)             (3)             (4)             (5)             (6)    
                  totalrep         totalrep       totalrep         totalrep       totalrep          totalrep    
------------------------------------------------------------------------------------------------------------ 
eximpgdp9099       0.0503***       0.0487***       0.0502**         0.137***        0.137***        0.136*** 
                 (0.0143)        (0.0142)        (0.0154)       (0.00914)       (0.00929)        (0.0105)    
markcap9099       -0.0500***      -0.0515***      -0.0484**                                                  
                 (0.0140)        (0.0142)        (0.0155)                                                    
wbgi_pse9698        6.390***        6.762***        6.927***        4.086*          4.113           4.416*   
                  (1.438)         (1.406)         (1.476)         (2.020)         (2.114)         (2.161)    
wbgi_vae9698       -2.599          -2.567          -2.397          -3.843*         -3.848*         -3.663*   
                  (1.485)         (1.516)         (1.519)         (1.508)         (1.517)         (1.568)    
salesUSD                       -0.0000778       -0.000165                      -0.0000104      -0.0000848    
                               (0.000212)      (0.000227)                      (0.000207)      (0.000225)    
energy                                              9.539                                           7.551    
                                                  (5.625)                                         (5.478)    
materials                                           2.750                                           1.075    
                                                  (2.007)                                         (1.941)    
industrial                                          1.205                                           0.746    
                                                  (1.993)                                         (2.099)    
consdiscr                                           1.656                                           2.421    
                                                  (2.208)                                         (2.279)    
consstaple                                          1.626                                           1.497    
                                                  (3.251)                                         (3.528)    
healthcare                                          3.402                                           4.427    
                                                  (5.612)                                         (5.704)    
infotech                                            2.354                                           0.611    
                                                  (2.621)                                         (2.127)    
telecom                                             6.682**                                         6.300*   
                                                  (2.227)                                         (2.565)    
utilities                                           2.440                                           2.440    
                                                  (2.309)                                         (2.411)    
m_findev                                                           -2.849          -2.716          -2.839    
                                                                  (3.520)         (3.592)         (3.555)    
h_findev                                                           -24.06***       -24.18***       -23.68*** 
                                                                  (3.896)         (4.005)         (4.017)    
_cons               44.07***        44.66***        42.40***        38.59***        38.62***        37.25*** 
                  (1.440)         (1.473)         (1.895)         (2.224)         (2.432)         (2.853)    
------------------------------------------------------------------------------------------------------------ 
N                     250             248             248             295             288             288    
adj. R-sq           0.201           0.208           0.213           0.404           0.399           0.399    
------------------------------------------------------------------------------------------------------------ 
Standard errors in parentheses 
* p<0.05, ** p<0.01, *** p<0.001 
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Table 39 provides the regression results for the robustness checks with controls for legal origin (the last eight regression 
specifications listed in the overview Table 32). In all but two specifications, economic openness is positively correlated with 
corporate governance at a statistically significant level. 
 

Table 39. Robustness checks with legal origin’s dummies 
                      (1)             (2)             (3)             (4)             (5)             (6)             (7)             (8)    
                totalrep      totalrep       totalrep       totalrep       totalrep       totalrep       totalrep       totalrep           
-------------------------------------------------------------------------------------------------------------------------------------------- 
eximpgdp9099       0.0787***       0.0805***       0.0268          0.0623          0.0944***       0.0948***        0.144***        0.103*** 
                 (0.0134)        (0.0144)        (0.0224)        (0.0832)        (0.0121)        (0.0133)        (0.0137)        (0.0260)    
legfren            -8.235***       -9.306***       -9.220***       -23.56***       -9.848***       -9.947***       -12.60***       -9.009*** 
                  (2.069)         (2.248)         (2.298)         (4.487)         (2.116)         (2.175)         (2.248)         (2.654)    
legsoc              7.794**         8.803**         8.062*          34.90*          5.201           6.223           6.594*         -13.84**  
                  (3.004)         (3.239)         (3.316)         (16.90)         (3.074)         (3.272)         (3.252)         (5.029)    
leggerm            -2.152          -1.274          -10.33*         -10.51           3.303           4.981*         -0.476           2.888    
                  (2.343)         (2.557)         (5.147)         (10.10)         (2.105)         (2.095)         (2.225)         (4.432)    
gdppercap99     -0.000484***    -0.000489***                                                                                                 
               (0.000123)      (0.000124)                                                                                                    
salesUSD                         0.000167        0.000145                                       -0.000192      -0.0000980                    
                               (0.000248)      (0.000249)                                      (0.000232)      (0.000233)                    
energy                              2.103           2.487                                           7.957           6.217                    
                                  (6.456)         (6.348)                                         (5.971)         (5.629)                    
materials                          -2.161          -2.011                                           1.159           0.896                    
                                  (2.322)         (2.419)                                         (1.985)         (1.876)                    
industrial                         -4.397          -3.611                                          -0.499          -0.198                    
                                  (2.328)         (2.420)                                         (2.032)         (2.077)                    
consdiscr                          -1.600          -0.693                                           0.460           1.760                    
                                  (2.478)         (2.597)                                         (2.276)         (2.347)                    
consstaple                         0.0546           1.181                                           2.036           3.388                    
                                  (2.813)         (3.014)                                         (2.856)         (3.075)                    
healthcare                          3.881           3.473                                           0.107           1.700                    
                                  (6.839)         (7.086)                                         (5.816)         (5.928)                    
infotech                           -3.562          -3.700                                           0.409         -0.0680                    
                                  (2.519)         (2.578)                                         (2.544)         (2.007)                    
telecom                             8.427**         8.395**                                         6.709**         6.492**                  
                                  (2.568)         (2.661)                                         (2.271)         (2.254)                    
utilities                          -0.538          -0.281                                           1.206           1.752                    
                                  (2.552)         (2.437)                                         (2.275)         (2.213)                    
m_develop                                           2.095           39.83***                                                                 
                                                  (3.326)         (8.424)                                                                    
h_develop                                           5.161           48.37***                                                                 
                                                  (5.935)         (10.53)                                                                    
wbgi_pse9698                                                       -28.68**                                                                  
                                                                  (8.768)                                                                    
wbgi_vae9698                                                        13.95                                                          -21.94*** 
                                                                  (16.11)                                                         (3.708)    
h_j9099                                                            -16.70                                                           17.03*** 
                                                                  (15.58)                                                         (5.035)    
markcap9099                                                                       -0.0634***      -0.0586***                                 
                                                                                 (0.0151)        (0.0160)                                    
m_findev                                                                                                            0.586          -1.345    
                                                                                                                  (2.449)         (3.009)    
h_findev                                                                                                           -20.66***       -23.94*** 
                                                                                                                  (2.856)         (3.777)    
icrg_qog9099                                                                                                                        48.07*   
                                                                                                                                  (19.66)    
_cons               37.45***        37.68***        39.63***        20.50***        39.87***        38.44***        35.04***       -0.999    
                  (1.559)         (2.258)         (2.335)         (5.901)         (1.497)         (2.178)         (2.227)         (10.08)    
-------------------------------------------------------------------------------------------------------------------------------------------- 
N                     295             288             288             295             250             248             288             275    
adj. R-sq           0.208           0.243           0.223           0.275           0.223           0.241           0.452           0.502    
-------------------------------------------------------------------------------------------------------------------------------------------- 
Standard errors in parentheses 
* p<0.05, ** p<0.01, *** p<0.001 
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Table 40 shows the results of the OLS specifications with interaction terms (for the 
overall reporting scores). I have included interaction terms between openness and sales to 
see if larger or smaller firms react more strongly to openness and between openness and 
sectors to see if firms in certain sectors react more strongly to openness. While openness 
and the telecommunications sector continue to be positively correlated with corporate 
governance at a statistically significant level only the interaction between the material 
sector and openness shows statistically significant results. In this case the correlation is 
negative, which means that, compared to other sectors, firms in the material sector react 
less positive to openness when it comes to corporate governance practices.  

Table 40. OLS regressions with interaction terms for sector and openness as well as sales 
and openness (overall reporting scores)  

------------------------------------------------------------------------------------------------------------ 
                      (1)             (2)             (3)             (4)             (5)             (6)    
                  totalrep         totalrep       totalrep         totalrep       totalrep          totalrep    
------------------------------------------------------------------------------------------------------------ 
eximpgdp9099       0.0819***       0.0775***       0.0904***       0.0779***        0.104***        0.101*** 
                 (0.0107)        (0.0110)        (0.0137)        (0.0114)        (0.0165)        (0.0168)    
gdppercap99     -0.000645***    -0.000664***    -0.000551***    -0.000552***    -0.000584***    -0.000591*** 
               (0.000133)      (0.000130)      (0.000126)      (0.000138)      (0.000139)      (0.000135)    
opensales      0.00000499      0.00000774*                     0.00000356      0.00000316      0.00000477    
             (0.00000346)    (0.00000334)                    (0.00000352)    (0.00000352)    (0.00000318)    
salesUSD                        -0.000193        0.000177                                       -0.000118    
                               (0.000289)      (0.000246)                                      (0.000307)    
openenergy                                         0.0961                         -0.0184         -0.0332    
                                                  (0.123)                         (0.214)         (0.214)    
openmaterial                                      -0.0512*                         -0.102**        -0.100**  
                                                 (0.0223)                        (0.0315)        (0.0314)    
openindust                                        -0.0120                        -0.00923         -0.0101    
                                                 (0.0109)                        (0.0223)        (0.0220)    
openconsdi~r                                      -0.0235                         -0.0404         -0.0389    
                                                 (0.0130)                        (0.0215)        (0.0214)    
openconsstap                                      -0.0228                         -0.0207         -0.0191    
                                                 (0.0243)                        (0.0302)        (0.0300)    
openhealth                                          0.178*                          0.405           0.409    
                                                 (0.0793)                         (0.228)         (0.228)    
openit                                            -0.0587*                        -0.0799         -0.0779    
                                                 (0.0267)                        (0.0542)        (0.0541)    
opentelcom                                         0.0387*                        -0.0296         -0.0315    
                                                 (0.0157)                        (0.0253)        (0.0256)    
openutility                                       -0.0106                         -0.0602*        -0.0593*   
                                                 (0.0131)                        (0.0271)        (0.0269)    
energy                                                              6.154           9.338           10.82    
                                                                  (5.574)         (8.294)         (9.504)    
materials                                                          -1.362           6.679           6.515    
                                                                  (2.493)         (3.829)         (3.838)    
industrial                                                         -2.121          -0.893          -0.789    
                                                                  (2.283)         (4.617)         (4.559)    
consdiscr                                                          -1.383           3.540           3.430    
                                                                  (2.352)         (4.036)         (4.055)    
consstaple                                                         -1.836           0.919           0.769    
                                                                  (3.183)         (4.622)         (4.608)    
healthcare                                                          4.553          -8.071          -8.350    
                                                                  (6.712)         (13.94)         (13.99)    
infotech                                                           -3.218           4.009           3.860    
                                                                  (2.444)         (4.957)         (4.968)    
telecom                                                             7.719**         11.54*          11.65*   
                                                                  (2.838)         (5.018)         (5.066)    
utilities                                                           1.903           9.382           9.254    
                                                                  (2.677)         (4.837)         (4.841)    
_cons               36.46***        36.93***        36.79***        36.87***        33.73***        34.02*** 
                  (1.122)         (1.279)         (1.353)         (1.780)         (2.559)         (2.659)    
------------------------------------------------------------------------------------------------------------ 
N                     288             288             288             288             288             288    
adj. R-sq           0.174           0.172           0.198           0.198           0.207           0.205    
------------------------------------------------------------------------------------------------------------ 
Standard errors in parentheses 
* p<0.05, ** p<0.01, *** p<0.001 




