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ABSTRACT

CORPORATE GOVERNANCE COMPLIANCE: A STUDY OF THE

PUBLICLY TRADED COMPANIES ON ISTANBUL STOCK EXCHANGE

Erensoy, Miijde
Department of Business Administration
Supervisor: Prof. Dr. F. N. Can $imga Mugan

December 2011, 108 pages

In the contemporary global world, corporate governance is one of the most
frequently referred business term. This study examines the corporate governance
compliance reports submitted to Capital Markets Board (CMB) by the publicly
traded companies on Istanbul Stock Exchange (ISE). In the analysis, relation
among corporate governance compliance and size and ownership structure is
investigated. Corporate governance compliance scores of the companies are
obtained from Corporate Governance Index constructed based on CMB’s
Corporate Governance Principles. The results indicate that size for the entire
sample of companies has positive effect on total corporate governance score and
all sub index scores; in addition, under different sector categories, size affects total
and sub index scores positively except service sector. The public ownership

percentage singly measures ownership concentration and it affects corporate
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governance scores positively except stakeholders and board of directors sub
indices scores for all companies. For sector categories, ownership concentration
has positive effect on only general corporate governance compliance and
shareholders sub index scores for finance companies. Foreign ownership
percentage has positive effect on shareholders sub index score derived for all and
manufacturing sector companies while its effect is negative for all other scores
measured. The findings of this study contribute to the relevant literature and
welcome new research initiatives within the same area in Turkey.

Keywords: Corporate Governance Compliance, Size, Ownership, ISE,

CMB
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KURUMSAL YONETIM UYUMU: ISTANBUL MENKUL KIYMETLER

BORSASINDAKI HALKA ACIK SIRKETLER UZERINE BiR CALISMA

Erensoy, Miijde
Yiiksek Lisans, Isletme Boliimii
Tez Yoneticisi: Prof. Dr. F. N. Can Simga Mugan

Aralik 2011, 108 sayfa

Gliniimiiz kiiresel diinyasinda, kurumsal yonetim en sik bahsedilen is
terimlerinden  biridir. Bu ¢alisma Istanbul Menkul Kiymetler Borsast
(IMKB)’ndaki halka acik sirketler tarafindan Sermaye Piyasasi Kurulu (SPK)’na
bildirilen kurumsal yonetim uyum raporlarini incelemektedir. Analizde, kurumsal
yonetim uyumu ile biiylikliikk ve sahiplik yapisi arasindaki iliski incelenmektedir.
Kurumsal yonetim uyum puanlar1 SPK Kurumsal Yonetim ilkeleri’ni temel alarak
olusturulan Kurumsal Yonetim Indeksi’nden elde edilmektedir. Sonuglar tiim
orneklemdeki sirketler i¢in biiyilikliigiin, toplam kurumsal yonetim puani ve tiim alt
endeks puanlar {izerinde olumlu bir etkisi oldugunu gostermektedir; ek olarak,
farklr sektor kategorileri altinda, biiytikliik, hizmet sektorii disinda toplam ve alt
endeks puanlarimi olumlu etkilemektedir. Halka aciklik tek basina sahiplik

yogunlugunu o6l¢gmektedir ve kurumsal yonetim puanlarini menfaat sahipleri ve
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yonetim kurulu alt endeks puanlar1 disinda biitiin sirketler i¢cin olumlu
etkilemektedir. Sektor kategorileri i¢in sahiplik yogunlugu sadece genel kurumsal
yonetim uyumu ve pay sahipleri alt endeks puaninda finans sirketlerinde olumlu
bir etkiye sahiptir. Yabanci sahiplik yiizdesinin, tiim sirketler ve {iretim sektorii
sirketleri i¢in elde edilmis pay sahipleri alt endeks puani lizerinde olumlu etkisi var
olmakla beraber, Olciilen diger tiim puanlar iizerindeki etkisi negatiftir. Bu
calismada elde edilen bulgular ilgili literatiire katkida bulunmakta ve ayni alan
icinde Tiirkiye’de yeni arastirma girisimlerine 6n ayak olmaktadir.

Anahtar Kelimeler: Kurumsal Yonetim Uyumu, Biytiklik, Sahiplik

Yogunlugu, IMKB, SPK
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CHAPTERI

INTRODUCTION

In the contemporary global world, corporate governance is one of the most
frequently referred business term. The Enron scandal in 2001 was a significant
event strengthening the pursuit of good corporate governance internationally. The
US responded the challenge with the Sarbanes-Oxley Act in 2002 while the UK
initiated the Higgs and Smith Reports in 2003 (Solomon, 2004). Various other
company scandals took place within many countries; and these countries and
national and international organizations such as Organization for Economic Co-
operation and Development (OECD) responded to the scandals with regulations
and guidelines for stronger corporate governance. OECD first developed OECD
Principles of Corporate Governance in 1999 for both OECD and non-OECD
countries and revised the principles in 2002. CMB issued Corporate Governance
Principles in July 2003 and amended them in February, 2005. After evaluation of
many countries’ corporate governance regulations, CMB’s principles are based
mainly on OECD Principles of Corporate Governance and general principles of
corporate governance used around the world while considering the own
characteristics of corporate environment in Turkey; in other words, requirements
of Turkish company structures and legal and practical implications in Turkey

(Nilsson, 2007).



This study examines the corporate governance compliance reports
submitted to Capital Markets Board (CMB) by the publicly traded companies on
Istanbul Stock Exchange (ISE). In the analysis, relation among corporate
governance compliance and size and ownership structure is investigated to
determine the main instruments that affect compliance.

A general picture of corporate governance is drawn in Chapter II. First, I
analyze theoretical framework of the concept which are the agency theory, the
transaction cost theory, the stakeholder theory, the stewardship theory, the
resource dependency theory and the systems theory and then I explain the
multitheoretic view considered in this study. Second, I give some definitions of the
concept and the views on these definitions to have a general understanding of
corporate governance. Following, I present OECD Principles of Corporate
Governance on which this research is based on. Chapter 2 ends with the
explanation of generally accepted principles of corporate governance which are
equality, transparency, accountability and responsibility.

Chapter III outlines the development of corporate governance around the
world. First, I give a general picture of the issue. Second, I examine the corporate
governance structures and developments within the US, Germany and Japan in
order to see examples from Anglo-Saxon, Continental Europe and Asia Pacific
models of corporate governance. Third, I review OECD Principles of Corporate
Governance as CMB’s Corporate Governance Principles are mainly based on these
principles. Lastly, a general framework of CMB’s Corporate Governance

Principles is explained.



Relevant literature on the measurement of corporate governance
compliance and its relations with various other aspects are given in Chapter IV.
The chapter starts with CMB’s studies on corporate governance compliance of
publicly traded companies on ISE and continues with the international studies.

Chapter V presents the analysis measuring the relation between corporate
governance compliance and size and ownership structure of the publicly traded
companies on ISE. I use size and ownership structure data of 330 ISE companies
derived from the publicly disclosed information as of 2009 and I obtain corporate
governance compliance scores from the Corporate Governance Compliance Index
that I constructed based on CMB’s Corporate Governance Principles. The results
indicate that size for the entire sample of companies has positive effect on total
corporate governance score and all sub index scores; in addition, under different
sector categories, size affects total and sub index scores positively except service
sector. The public ownership percentage singly measures ownership concentration
and it affects corporate governance scores positively except stakeholders and
board of directors sub indices’ scores for all companies. For sector categories,
ownership concentration has positive effect on only general corporate governance
compliance and shareholders sub index scores for finance companies. Foreign
ownership percentage has positive effect on shareholders sub index score derived
for all while its effect is negative for all other scores measured.

Some of the findings of this study are strictly in line with the previous
literature findings while some others present contradictory ideas to the literature.
Also, some findings of the study contribute to the opposing ideas within the

previous literature.



CHAPTER I

CORPORATE GOVERNANCE IN CONTEXT

2.1. Definitions of Corporate Governance

Corporate governance term has many theoretical and empirical definitions
in the literature.

The term should be distinguished from management. Management is
related to the daily operations of business like production, while on the other hand,
corporate governance refers to rules, regulations and best practices for securing
shareholder claims, enhancing competitive power and reaching capital within the
global environment (Solomon, 2004).

A survey questionnaire that is conducted among a large number of the UK
institutional investors evaluates the views on many corporate governance

definitions (Solomon, 2004).



Table 1 demonstrates the summary of the survey questionnaire.

Rank | Corporate governance is... Average response

...the process of supervision and control intended to ensure that the company's
management acts in accordance with the interests of shareholders (Parkinson, 1994).

Strongly agree

...the governance role is not concerned with the running of the business of the company
per se, but giving overall direction to the enterprise, with overseeing and controlling the
2 | executive actions of management and with satisfying legitimate expectations of Agree
accountability and regulation by interests beyond the corporate boundaries (Tricker,
1994)

...the governance of an enterprise is the sum of those activities that make up the internal
regulation of the business in compliance with the obligations placed on the firm by
legislation, ownership and control. It incorporates the trusteeship of assets, their
management and their deployment (Cannon, 1994)

...the relationship between shareholders and their companies and the way in which
shareholders act to encourage best practice (e.g., by voting at AGMs and by regular

4 | meetings with companies senior management). Increasingly, this includes shareholder Some agreement
‘activism' which involves a campaign by a shareholder or a group of shareholders to
achieve change in companies (The Corporate Governance Handbook, 1996)

Agree

...the structures, process, cultures and systems that engender the successful operation of
the organization (Keasey and Wright, 1993).

...the system by which companies are directed and controlled. (The Cadbury Report,
1992).

Some agreement

Some agreement

Table 1: Definitions of corporate governance: institutional investors’ views

(Solomon, 2004, p.71)

In this study, OECD definition of corporate governance is used since the
corporate governance compliance study is done through CMB’s Corporate
Governance Principles which are mainly based on OECD Principles of Corporate
Governance.

OECD definition of corporate governance is;

Corporate governance involves a set of relations between a company’s
management, its board, its shareholders and other stakeholders. Corporate
governance 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 Principles of Corporate Governance”, 2004,

p.11).



2.2. Theoretical Framework of Corporate Governance

Each theoretical framework approaches the corporate governance subject
with a different perspective being rooted from different disciplines (Solomon,
2004). Theoretical frameworks have their own rationale and constraints. Although
some of them view the same issue oppositely, they contribute to understand
various aspects of the corporate governance subject (Clarke, 2007).

The concept of corporate governance may be taken into consideration with
a broad or narrow point of view. The narrow point of view can be seen in “agency
theory” which restrains the concept as a relation between a company and its
owners who are “shareholders”, while the broad point of view can be seen in
“stakeholder theory” which takes the concept as a relation between a company and
its “stakeholders” and is a more comprehensive and attractive way of looking at
the issue (Solomon, 2004).

Many other theories approach the corporate governance concept with

different perspectives as explained below in detail.

2.2.1. Agency Theory

Agency issue was first explored in the study of Ross (1973) where it was
described as the relation between two or more parties in which the “agent” is
acting for, behaving on behalf of or representing the “principal” in decision
making processes. The agency theory whose detailed theoretical explanation was
first done in the study of Jensen and Meckling (1976) assumes that company
managers, referred as “agents”, do not generally decide for welfare maximization
of company shareholders referred as “principals”.

6



This essential challenge for corporate governance practices is not recent as
Smith stated (2005) that “The directors of such companies;, however, being the
managers rather of other people’s money than of their own, it cannot well be
expected that they should watch over it with the same anxious vigilance with which
the partners in a private copartnery frequently watch over their own” (p.606).

This theory has a less optimistic view on manager’s behavior (Tricker,
2009). Figure 1 demonstrates the governance relation according to the agency

theory.

| Principal (shareholder/s) |

!
| Contracts with | | Who takes advantage of |

1
| Agent (director/s) |

Figure 1: The governance relation (Tricker, 2009, p.219)

The ‘“agency problem” requires company shareholders to monitor
management of the company which puts forward two important issues. First, how
it would be possible for shareholders to perform control on the company
management; and second, it would be costly and troublesome to oversee
managers’ actions (Solomon, 2004).

Several attempts are performed in order to align shareholders’ and
managers’ interests which lead to “agency costs”. One way of monitoring

EAN13

managers’ actions is forming an optimal contracts’ “nexus” between shareholders
and managers. This process is costly for both shareholders and managers. For

instance, providing information about risk management in annual reports brings in

additional costs to the accounting continuum and organizing meetings with



shareholders is resource consuming (Solomon, 2004). Jensen and Meckling (1976)
describe “agency costs” as the sum of shareholder’s expenditures on monitoring,
managers’ expenditures which are binding and the loss of residual. There are also
direct ways for shareholders to monitor management of the company. One way is
to be effective on company management through voting in general shareholders’
meetings; while another one that relates with voting rights is the takeover
mechanism ensuring shareholders to vote for a takeover if they are not satisfied
with the company management which in turn puts managers under the pressure of
losing their jobs. An extreme action for shareholders to align their interests with
managers is to pass shareholder resolutions on which they aggregately lobby on
the company issues about which they are not comfortable with as a group. Another
way that is related with significant institutional investors is to perform one-to-one
meetings between an investment institution representative and a company
manager.

If the shareholders’ attempts to monitor company management and market
mechanism are insufficient then government intervention is needed in order to
improve corporate governance for companies. As agency problems occur within
companies all over the world, policy documents and codes of good corporate
governance revealed by governments are witnessed frequently (Solomon, 2004).

Main limitation of the agency theory is that the supposals of the theory are
very restricted undermining the complex nature of the organizations as it only
focuses on agent principal debate (Zahra & Pearce, 1989; and Stiles & Taylor,
2001). Also, as the before mentioned optimal contracts between shareholders and
managers are comprehensive, finding a role for governance structure is difficult

8



because some actions that need to be taken in the future do not take place in these

initial contracts (Hart, 1995).

2.2.2. Stakeholder Theory

Stakeholder theory that was first exposited in Strategic Management: A
Stakeholder Approach (Freeman, 1984) states that a company holds corporate
accountability to a wide range of stakeholders.

The theory states in general that the companies which are big enough to
affect the society permeatively should be accountable to various other parts of the
society not only to their shareholders. Stakeholders are not only being affected by
companies but also they are effective on companies by holding a “stake” in the
company rather than simply a “share”. Stakeholders are composed of shareholders,
employees, suppliers, customers, creditors, communities in the environment of the
company’s transactions and the general public (Solomon, 2004). The analysts of
the theory state that all parties with legitimate interests in the company shall get
benefits and there is no priority in terms of these interests and benefits (Donalds &

Preston, 1995). Figure 2 demonstrates the stakeholder model of the company.

Governments Investors Political Groups
N /7
i1
Suppliers - Firm < Customers
«— —
Va4 I Ny
Trade Associations Employees Communities

Figure 2: Contrasting models of the corporation: The stakeholder model

(Donaldson & Preston, 1995, p.69)



The theory has also extreme advocates who take the environment, animal
species and next generations in the stakeholder definition (Solomon, 2004). Also,
some proponents argue that companies should hold accountability to a great
variety of stakeholders more than companies’ present responsibilities to
shareholders which were defined by company law (Tricker, 2009).

The stakeholder theory lacks attaching priority among multi-stakeholder
relations (Clarke, 2007) and multiple stakeholder responsibilities may create too
much freedom for managers (Zahra & Pearce 1989; and Stiles & Taylor 2001). It
is also argued that serving for the best interest of stakeholders does not end
governance problems but may also create new issues such as those rooted from
lack of value increasing incentives for the company and having confusing goals

(Sundaram & Inkpen, 2004).

2.2.3. Transaction Cost Theory

Transaction cost theory was defined by Coase (1937) that a company can
get rid of extra costs by performing transactions internally rather than outside the
company. The theory was also explained in Cyert and March’s essential work 4
Behavioral Theory of the Company (1963) that the company should not be
perceived as an impersonal economic identity performing in an environment with
ideal markets and equilibriums but rather as an entity embracing people with
diversified thoughts and goals.

Companies try to internalize their operations as far as possible for the sake
of their own benefits. This internalization takes away ambiguity on future prices
and quality of goods and services since it paves the way for less business risk by

10



ensuring companies to control problems occurring from the supplier deals. It is
extremely costly for companies to conduct their transactions outside the company;
therefore, it is less costly for them to do it on their own by vertical integration
(Solomon, 2004).

The theory assumes that economic parties practice “bounded rationality”
and “opportunism”. Williamson (1996) stated that companies should transact in an
economizing way on bounded rationality while at the same time; they are
protected from the threats of opportunism.

One of the limitations of transaction cost theory is similar with the one of
agency theory where the theory undermines the complex nature of the
organizations with its restricted supposals (Zahra & Pearce, 1989; and Stiles &
Taylor, 2001). Transaction cost theory is also insufficient in explaining the scope
of the company because governance structures formed with the theory may not be
in line with governance arrangements-in-place or these governance arrangements
may have set specific means of governing additional transactions (Argyres &

Liebeskind, 1999).

2.2.4. Stewardship Theory

Contrary to the agency theory stewardship theory assumes that managers’
legal responsibility is not to themselves but to shareholders and they do not
perform activities in favor of their own interests but act accountably with
autonomy and honesty (Tricker, 2009).

According to the theory, managers have tendencies on success, self-
abandonment and devotion towards significant work. Thus, managers’ chase of the

11



company goals and satisfaction of shareholders and other related parties are
strongly related (Clarke, 2007)

The theory perceives managers performing actions as stewards of the
shareholders’ benefits (Tricker, 2009). Figure 3 demonstrates the shareholder and

manager relation according to the stewardship theory.

Shareholders
!
To protect their interests Who accept a fiduciary duty

nominate and elect to be stewards of those interests

-

Figure 3: The shareholder/director relation (Tricker, 2009, p.224)

The theory states that if company control is shifted from shareholders to
professional managers, this will affect management of companies positively. The
managers with the control power will have opportunity to access operating
information of the company. They will maximize company profits, in other words
the shareholders’ returns with their commitment, knowledge and expertise (Muth
& Donaldson, 1998).

Proponents of the theory state that managers have to act for the benefit of
employees, customers, suppliers and other recognized stakeholders but legally they
are accountable first to the shareholders. They state that disagreements between
the company and the stakeholders should be settled legally with competitive

restraints in the market to preserve entities’ rights (Tricker, 2009).

12



The stewardship theory is not largely tested which is a disadvantage as
criticized by some opponents (Zahra & Pearce 1989; and Stiles & Taylor 2001). It
is also argued that a manager will generally not perform like the steward defined

by the theory (Arthurs & Busenits, 2003).

2.2.5. Resource Dependency Theory

Resource dependency theory states the importance of interdependencies
between companies instead of evaluating them in terms of only management
aspirations. Therefore, it contributes to the view of corporate governance by
introducing a critical external dimension (Clarke, 2007). The theory assumes that
the governance of a company is the key element in order to acquire the sources for
reaching its goals. In other words, the theory perceives corporate governance
externally from an internal view and it sees the governance as an administrative
instrument to link the company to its environment. The sources in the environment
to reach company goals include markets of new customers and competitors,
funding instruments, knowledge and involvement in social networks (Tricker,
2009).

Social networks perception assumes that people acting in corporate
governance area share similar characteristics that tie them through a network.
Lifestyle perception presumes that backgrounds of people play a role in order to
take place in a network. These networks can be both advantageous and
disadvantageous for the company governance practices (Tricker, 2009).

The resource dependency theory is limited with giving high importance to
resource allocation rather than usage of resources; and the theory also does not
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consider the function of networks affecting behaviors (Zahra & Pearce 1989; and
Stiles & Taylor 2001). Opponents also argue that concentrating on only
environmental links causes neglect of other activities such as advising, monitoring

and strategizing (Kiel & Nicholson, 2003).

2.2.6. Systems Theory

Systems theory refers to a general science covering the whole and is
interested in the relation among the parts and the effect of the whole on the
conducts of the parts (McArdle & Reason, 2007). A system may be envisioned as
a circle and instruments within the circle are its components. The system can
become broader or narrower as the components increase or decrease and all other
forces are settled outside the boundary, within the environment (Chin, 1961).

Systems theory states that there is a systems hierarchy in order to explain
every situation. Three criteria are being used to understand a system. First,
systems’ boundaries help to understand what is in and out of the system. Systems
are founded by human beings and they can be ruined in order to satisfy the
necessities of people using it. Second, which level the systems placed in and what
they reserve within defines a level of abstraction for the systems. Third, the
transactions between the inputs and outputs of the systems explain the systems’
functions (Tricker, 2009).

In terms of corporate governance, the systems theory questions the
boundaries of corporate governance concept. In the related literature, there are a
vast number of different arguments related to corporate governance limits. It can
be concluded that a choice of relations can be made from various entities such as
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managers, corporate identities, shareholders and associates, governing entities,
negotiators, auditors, regulative and legal actors, culture, organizations and all
other stakeholders tied to these corporate identities in some way (Tricker, 2009).
Critics of systems theory argue that systems theory indicates a single-
system equilibrium that is reached with linear effects through key variables while
critics of the theory state a multiple, temporary and moving equilibrium that exists

with nonlinear casual effects between and within systems (Duit & Galaz, 2008).

2.3. Multitheoretic View on Corporate Governance

A multitheoretic view on corporate governance is used in order to
understand all variables those internal to the company and those components of the
broader environment. (Young & Thyil, 2008)

In their survey, Daily, Dalton and Cannella (2003) state that in order to
determine the instruments to have a better functioning within the organization, a
multitheoretic view on corporate governance should be adopted. For instance, the
board of directors may be the most important internal governance mechanism.
Agency theory is used to conceptualize the controlling and monitoring functions of
the directors while other theories are needed to be taken into consideration in order
to demonstrate other roles of directors such as resource, service and strategy roles.

For the purpose of this thesis, a multitheoretic view is taken into
consideration since the corporate governance compliance study is done through
CMB’s Corporate Governance Principles which are based on a broad range of

instruments to have good corporate governance.
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2.4. Principles of Corporate Governance

Many global studies are performed on corporate governance and these
studies indicate that there cannot be one accepted corporate governance model for
every country and each country shall consider its own peculiar circumstances
(“OECD Principles of Corporate Governance”, 2004). That is to say, corporate
governance practices are affected from cultural and legal influences (Solomon,
2004). However, all generally accepted corporate governance approaches indicate
four concepts as principles of corporate governance (“CMB’s Corporate
Governance Principles”, 2003) which are defined by OECD’s Business Sector
Group on Corporate Governance (“S&P’s Corporate Governance Scores”, 2002)
and also emphasized in CMB’s Corporate Governance Principles. These concepts
are equality, transparency, accountability and responsibility (“CMB’s Corporate

Governance Principles”, 2003).

2.4.1. Equality

Equality refers treating all minority and majority shareholders and other
stakeholders equal (Darman, 2010) in all company activities and taking measures
in order to prevent possible conflicts (“CMB’s Corporate Governance Principles”,
2003). All shareholders are equal in terms of right to register their shares, sell their
shares, participate and vote in general shareholders’ meeting, elect members of
board of directors, have information from the company timely and regularly and

share the profit of the company (Darman, 2010).
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2.4.2. Transparency

Transparency requires a company to disclose all financial and non-financial
information about the company in a timely, accurate, complete, understandable,
interpretable, cheap and easily accessible manner (Darman, 2010) excluding trade
secrets (“CMB’s Corporate Governance Principles”, 2003). OECD states a
company is accountable and transparent only if the declarations of the company
include the real financial situation and operational results. The most reliable
sources of this information are the company’s audited balance sheet, income
statement, cash flow statement, financial statements’ disclosures and explanations

(Darman, 2010).

2.4.3. Accountability

Accountability is the responsibility of board of directors to give the account
of core decisions affecting the company, risk management and monitoring
functions (Darman, 2010) as a corporate body (“CMB’s Corporate Governance
Principles”, 2003) to all shareholders and stakeholders. Board of directors shall
behave in favor of the company interests and be ethical. They shall carry the
responsibility of monitoring in all circumstances rather than only in times of crisis

(Darman, 2010).

2.4.4. Responsibility

Responsibility is auditing the compliance of company operations with the
related legislation, company’s articles of association and inside regulations. In
publicly traded companies with various minority shareholders, if shareholders
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cannot control managers effectively these lead to conflicts of interest and “agency

costs” (Darman, 2010).
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CHAPTER 11

HISTORICAL DEVELOPMENT OF CORPORATE GOVERNANCE

3.1. Corporate Governance around the World

Corporate governance as a term first evolved in the mid-1980s; however,
questioning governance of corporations in modern perception has its roots in
1840s (Steger & Amann, 2008).

Before the rise of industrialization, family businesses and state owned
companies were the only actors of the business environment in the US. Rapid
industrialization led to enormous problems in the economy and paved the way to
the stock market crash in the US and the UK in 1856. Europe which was not
affected from this tragedy due to its not sufficiently developed markets suffered
the same fate with the US and the UK in the following major crisis (Steger &
Amann, 2008).

In the next 150 years, asset price inflation has always been an unsolved and
one of the most important problems of the economic arena which was revealed
with “dot.com bubble” attracting many “hit-and-run” investors whose aim is to get
rich in a short period of time. When the speculative bubble bursts, it is the small
investors who suffer from losing large amounts of money (Steger & Amann,

2008).
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In order to convince investors, governments’ actions were to have new
regulations; however, it did not prevent the stock market crashes in 1873 and 1929
which ended up with new regulations such as auditing company books and
regulatory stock market monitoring (Steger & Amann, 2008).

According to many arguers, having new regulations instead of averting the
bubbles is not the solution. So, it is problematic whether corporate governance
practices are really successful (Steger & Amann, 2008).

The importance of corporations has increased tremendously in the 21%
century. The corporations have become the pushing forces of economic prosperity
and life standards. Both in the developed and developing economies, with the high
level of privatizations, corporations are the dominant actors and the governments
are shrinking in terms of responsibilities within the economy. Investors of these
corporations ask for transparency and accountability against the capital they have
invested in the company; therefore countries and companies who are in need of
funds have implemented ways of reaching more global capital (Monks & Minow,
2001).

21% century has welcomed various regulations on corporate governance
such as new legislations, codes and best practice catalogs in order to arrange
relations between companies and their stakeholders; however, the beginning of the

century also witnessed major corporate scandals (Steger & Amann, 2008).
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The corporate scandals are summarized in Table 2.

Company Year|Country Detail

Daewoo 1998 |South Korea | Accounting fraud embezzlement by former CEO

Flowtex 1999 |Germany  |Insolvency after exaggerating sales figures

Enron 2001 [USA Bankruptcy of the seventh largest US company due to accounting fraud
Marconi 2001 |UK Bankruptcy due to overpriced acquisitions and to neglecting of controls
Swissair 2001 |Switzerland |Insolvency due to wrong strategy, nefficiencies of the board

HIH 2001 [Australia Stock market manipulation

One Tel 2001 |Australia Overstretching of budget for overambitious acquisitions

Allied Irish Bank(AIB) {2002 |Ireland Loss of $96 1m in unauthorized trading

Worldcom 2002 [USA Company collapses with $41bn debt due to fraudulent accounting

Tyco 2002 [USA Overstretching of budget for overambitious acquisitions leading to bankruptcy
Vivendi 2002 |France Overstretching of budget for overambitious acquisitions leading to losses of $23.3bn
Royal Ahold 2003 |Netherlands [$500m accounting fraud

Parmalat 2003 |Italy Undisclosed debts of €14.3 bn

Volkswagen 2005 |Germany  |Abuse of corporate funds to provide inappropriate benefits

Table 2: Corporate governance scandals (Steger & Amann, 2008, p.6)

Following these events, as a reaction, governments amended new
regulations for corporate governance among which Sarbanes-Oxley of the US
legislated on 30 July 2002 is the most considerable one (Steger & Amann, 2008).
The Sarbanes-Oxley Act has offered three important changes to corporate
governance practices. First, Sarbanes Oxley brought changes on processes of
auditing and presenting financial data which are audit-related changes. Second,
with Sarbanes Oxley, board of directors should be redesigned to reduce conflicts
of interest or interpersonal pressures so that directors will monitor the management
more judgmentally. The act requires directors to involve in processes that may
provide more self-awareness and diligence. Third, Sarbanes Oxley brought new
rules on disclosure and transparency. Some change disclosure and transparency
requirements directly while some others bring forth more influential reaction

(Clark, 2005).
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Table 3 illustrates the years that various countries have their first codes of

practice or policy documents on corporate governance.

1992 1993 1994 1995 1996 1997 1998
UK Canada Australia  |Spain Japan Belgium
South Africa  |France The Netherlands | Germany
USA India

Italy
Thailand

1999 2000 2001 2002 2003 2004 2005

Brazil Denmark China Austria Finland Bangladesh Jamaica

Greece Indonesia Czech Republic |Cyprus Lithuania Iceland ICGN

Hong Kong Kenya Malta Hungary [Macedonia [Norway

Ireland Malaysia Peru Pakistan  |New Zealand |Slovenia

Mexico Romania Singapore Poland Turkey OECD

Portugal The Philippines [Sweden Russia Ukraine

South Korea Slovakia  |Latin America

OECD Switzerland

ICGN (International Taiwan

Corporate Governance

Network)

Commonwealth

Table 3: Corporate governance diffusion: First codes of practice or policy

documents (Solomon, 2004, p.6)

3.2. Corporate Governance in the US, Germany, Japan and OECD

It is deemed sufficient to examine the historical development of corporate
governance in the US, Germany and Japan which are good examples of corporate
governance practices of Anglo-Saxon, Continental Europe and Asia Pacific
models. Since the corporate governance compliance study of this thesis is done
through CMB’s Corporate Governance Principles which are mainly settled on
OECD Principles of Corporate Governance, OECD principles are also examined.

In Section 3.3., the development of corporate governance in Turkey is

analyzed on the basis of CMB’s Corporate Governance Principles.
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3.2.1. The US

In the US history, 1929 crisis was a turning point as a financial disaster that
resulted with a long period of depression damaging American public opinion on
economic environment. Soon after, Wall Street crashed leading to closing of
banks. Furthermore, investment banking was separated from commercial banking
with the Glass-Stegall Act and the Banking Act in 1933 introduced by the new
governance of Roosevelt. It was also forbidden for commercial banks to
collaborate with brokerage companies and perform investment banking activities.
With the Gramm-Leach-Billey Act in 1999, the separation was blurred (Clarke,
2007). Securities and Exchange Commission (SEC) prepared the Securities Act in
1933 and the Securities Exchange Act in 1934 among which the former was related
to securities’ distribution while the latter was on having authority on securities
industry. The Public Utility Holding Company Act which was enacted in 1935
regulated the electric and gas holding companies. The Trust Indenture Act was
added to the Securities Act of 1933 in 1939. The Investment Company Act of 1940
which was amended in 1970 and 1980 regulated various governance issues in
investment companies in order to repress abusing of customers of these
companies. With the Investment Advisers Act in 1940, the investment advisors
including companies and sole practitioners were enforced to be registered with
SEC. The Securities Investor Protection Act of 1970 was enacted to constitute a
guarantee for the investors in the incidents of bankruptcies (Clarke, 2007).

Post-war era of the US until 1970s were prosperous years as economy was
in good condition, the US companies were successfully developing and managers
were not in the realm of internal monitoring and product market competition. In
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1970s, company failures showed up mainly as a result of the lack of board of
directors’ monitoring on managers as well as the inability of managers. In 1977,
The SEC came up with a new rule enforcing all New York Stock Exchange listed
companies to establish audit committees of independent directors (Clarke, 2007).

In 1980s, with the enrichment of institutional investors, junk bonds paving
the way for new actors to have corporate control, Leveraged Buy-Outs (LBOs) and
Management Buy-Outs (MBOs), companies become commodities of trade rather
than sources of prosperity. Takeovers become more frequent with the revocation
of anti-takeover laws of country. Since the trust in the market for regulating
corporate management disappeared, committees were established in the US
companies in order to enhance the role of board of directors and company
management monitoring (Clarke, 2007).

It is a fact that for the near future of US, institutional investors will play a
major role in corporate governance with the rapid and huge increase on their
financial assets largely composed of shares and bonds hold (Clarke, 2007).

In the US, the responsibility of securities law belongs to the federal state.
Company law enactments are done by individual states among which Delaware is
the most attractive one chosen by companies that have the autonomy to prefer
which state to incorporate with. Nearly half of the companies in NYSE and more
than half of the companies in Fortune 500 companies are incorporated with
Delaware in terms of company law. When it is needed, SEC and the Congress are
intervening in the issues of company law at the federal level and such an
intervention limits the states in enforcing laws (Clarke, 2007). Mark Roe (2005)
analyzes the relation between federal state and Delaware and states that Delaware
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is superseded by the Congress with the recent act of Sarbanes-Oxley in 2002

following the Enron and WorldCom scandals.

3.2.2. Germany

In Germany, after the release of OECD Principles, first, the Frankfurt
Principles Commission for Corporate Governance submitted its Code of Best
Practice in January 2000 which was delivered to and received well by all listed
companies. Then, the Initiative Group for the German Code of Corporate
Governance in Berlin released its German Code of Corporate Governance. In May
2000, by the Government Commission, “Corporate Governance — Company
Management — Company Supervision — Modernization of Companies Act” was
established focusing on the potential deficits of German company management
and supervision system. Finally, the Government Commission submitted the
German Corporate Governance Code on February 26, 2002. Recent research finds
that 85.2% of DAX companies comply with the suggestions of the code. Since
being introduced, German Corporate Governance Code has been amended for four
times and a total of 28 amendments have been made. The amendments made were
criticized by some companies because each amendment required new internal
compliance processes which resulted in more expenditures and efforts (Rosen,
2007).

One of the most important issues in German corporate governance is the
relevance of codetermination in company management. Critics address that
whether the codetermination model that has not been updated since 1976 is
suitable with the requirements of today’s corporate governance. An appropriate,
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updated and internationally accepted solution for codetermination problem is
searched in Germany (Rosen, 2007).

When compared with the Anglo-Saxon model, rather than capital markets
and external investors, Germany’s corporate governance is shaped with
corporations which depend heavily on big internal investors and financial
companies. In many German private companies, the same person is both the
shareholder and the manager and there is generally a major shareholder in publicly
traded companies. Therefore, German companies’ ownership structure is more
concentrated than the US companies. It is interesting that German companies’
shares are hold by other German companies with more than 40% rather than
individuals and institutional investors. Also, a shareholder culture does not exist in
Germany since 30 percent of its GDP is composed of market capitalization of
stocks listed while the ratios are over 100 percent in countries such as the US, the
UK and Sweden (Luo, 2007).

Banks are the most important actors of the German corporate governance
system similar to other European countries. Banks become the biggest
shareholders of the companies by giving loans to them since the companies require
financing in the stock market otherwise become defaulter. The shares hold by
banks in the companies do not generally exceed 10 percent while the legislation
only states that a bank cannot hold shares of a company more than 15 percent of its
own capital (Luo, 2007).

German system again differs from the Anglo-Saxon model since banks in
the Anglo-Saxon model do not own shares of the companies that they lend to.
Banks effect on shaping German corporate governance is very high as they hold

26



shares, position their representatives in the supervisory boards and vote as proxies
for individual shareholders keeping their shares with them. The interests of public
shareholders are not well protected in Germany because banks which hold big
percentage of shares in the German companies vote as proxies and pay attention to
the company’s survival rather than its stock price. Banks avoid companies taking
risky investment decisions by voting while German companies having shares
within other German companies also pursue the same way of voting with the same
interest because they want to maintain the advantages of intercompany commercial
contracts (Luo, 2007).

There are supervisory and executive boards within German companies. The
supervisory board holds a responsibility separated from executive duties,
nominates members of the executive board, approves all strategic decisions of the
company and does not carry liability for the decisions of management in contrast
with interests of shareholders. So, supervisory board is not the gatekeeper of
shareholder benefits. The executive board is accountable for the company
operations and gives reports to the supervisory board (Luo, 2007).

Rapid globalization has paved the way for some alteration within German
corporate governance. Companies started to act internationally which reinforces

culture-based governance models (Luo, 2007).

3.2.3. Japan

Japan has established a corporate governance model unique on its own
since it rebuilt its industry in the post World War II period. Characteristics of the
Japanese system are interesting to explore. “Relation investing” is successfully
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established in Japan. Affiliated companies usually have cross-shareholdings in
which customers and suppliers are generally included. Predominantly, there is a
major shareholder which is a “main” bank or a “keiretsu” partner. “Keiretsu” can
be referred to the concept of “relation investing”. One critic has stated that the
Japanese “kereitsu” system is going to be broken up since investors are
uncomfortable with the unsuccessful asset pricing due to the system (Monks &
Minow, 2001).

Japanese Ministry of Finance is the most dominant player of the Japanese
government’s regulatory control on the business environment. The close-range
relation between Japanese corporate and governance actors generally led to
corruption. Returns of shareholders are neglected by companies which give
importance to growth and market share and takeover incidents are very rare in
Japan since there is lack of corporate control (Monks & Minow, 2001).

In May, 1998 Japan Corporate Governance Forum issued its corporate
governance code. The forum was established by executives, academics, lawyers
and representatives of shareholders believing the necessity of improvement of
Japanese governance. According to the code, the Japanese corporate governance
model is more “holistic” than the West model. Various constituencies form the
companies of Japan but the code gives priority to shareholders while it also
recommended ““a sense of corporate solidarity with social harmony”. Major shifts
are stated by the code among which having more external directors, establishing
independent audit, pay and nomination board committees are the considerable
ones. With the call of the forum, Tokyo Stock Exchange has put the code to its
Listing Rules; therefore improvements are supervised (Monks & Minow, 2001).
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3.2.4. OECD

3.2.4.1. OECD in Context

Article 1 of OECD Convention was signed in Paris on December 14, 1960
and was enforced on September 30, 1961. OECD is authorized to establish policies
on;

— to achieve the highest sustainable economic growth and employment and
a rising standard of living in member countries, while maintaining financial
stability, and thus to contribute to the development of the world economy;

— to contribute to sound economic expansion in member as well as non-
member countries in the process of economic development; and

— to contribute to the expansion of world trade on a multilateral, non-
discriminatory basis in accordance with international obligations (“OECD
Principles of Corporate Governance”, 2004, p.2).

The original members of OECD are Austria, Belgium, Canada, Denmark,
France, Germany, Greece, Iceland, Ireland, Italy, Luxembourg, the Netherlands,
Norway, Portugal, Spain, Sweden, Switzerland, Turkey, the UK and the US. In
1964 Japan, in 1969 Finland, in 1971 Australia, in 1973 New Zealand, in 1994
Mexico, in 1995 Czech Republic, in 1996 Hungary, Poland and Korea, in 2000
Slovak Republic joined the organization as member countries (“OECD Principles

of Corporate Governance”, 2004).

3.2.4.2. OECD Principles of Corporate Governance
OECD Principles of Corporate Governance was prepared in 1999,
following OECD Council Meeting at ministerial level on April 27-28, 1998 in
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order to establish corporate governance standards and guidelines for national
governments, related international organizations and private sectors of the
countries either OECD or non-OECD (“OECD Principles of Corporate
Governance”, 2004).

Financial Stability Forum adopted the principles as one of the Twelve Key
Standards for Sound Financial Systems. The principles also established a basis for
corporate government component of World Bank (WB)/International Monetary
Fund (IMF) Reports on the Observation of Standards and Codes known as ROSC
(“OECD Principles of Corporate Governance”, 2004).

In 2002, OECD Steering Group composed of representatives of OECD
countries was assigned to review the principles within OECD countries through
surveying of OECD Council Meeting at Ministerial level. WB, IMF and Bank for
International Settlements (BIS) were the other observers together with the ad hoc
observers which are Financial Stability Forum, the Basel Committee, and the
International Organization of Securities Commissions (IOSCO) (“OECD
Principles of Corporate Governance”, 2004).

OECD Steering Group consulted to experts from countries which have
contributed to Regional Corporate Governance Roundtables organized by OECD
in Russia, Asia, South East Europe, Latin America and Eurasia. The group also
cooperated with non-OECD countries with the support of Global Corporate

Governance Forum (“OECD Principles of Corporate Governance”, 2004).
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In addition, OECD took help of various interest parties at national and
international levels. OECD website was used to take public comment and the
various responses taken were declared to the public again on the website (“OECD
Principles of Corporate Governance”, 2004).

It was decided that 1999 Principles should be revised according to the new
evolvements with keeping “a non-binding principles-based approach” (“OECD
Principles of Corporate Governance”, 2004).

The document is composed of two parts among which the first part covers
the principles and sub-principles while the second part comprises annotations to
the principles for understanding them in detail (“OECD Principles of Corporate

Governance”, 2004).

3.2.4.2.1. Sections of OECD Principles of Corporate Governance
The sections covered in OECD Principles of Corporate Governance are as
follows;
I) Ensuring the basis for an effective corporate governance framework;
II)  The rights of shareholders and key ownership functions;
IIT)  The equitable treatment of shareholders;
IV)  The role of stakeholders;
V)  Disclosure and transparency
VI) The responsibilities of the board (“OECD Principles of Corporate

Governance”, 2004).
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e Ensuring the Basis for an Effective Corporate Governance Framework
The corporate governance framework should promote transparent and
efficient markets, be consistent with the rule of law and clearly articulate the
division of responsibilities among different supervisory, regulatory and

enforcement authorities (“OECD Principles of Corporate Governance”, 2004,

p.17).

e The Rights of Shareholders and Key Ownership Functions
The corporate governance framework should protect and facilitate the

exercise of shareholders’ rights (“OECD Principles of Corporate Governance”,

2004, p.18).

e The Equitable Treatment of Shareholders
The corporate governance framework should ensure the equitable
treatment of all shareholders, including minority and foreign shareholders. All
shareholders should have the opportunity to obtain effective redress for violation

of their rights (“OECD Principles of Corporate Governance”, 2004, p.20).

e The Role of Stakeholders
The corporate governance framework should recognize the rights of
stakeholders established by law or through mutual agreements and encourage
active co-operation between corporations and stakeholders in creating wealth,
jobs, and the sustainability of financially sound enterprises (“OECD Principles of

Corporate Governance”, 2004, p.21).
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e Disclosure and Transparency
The corporate governance framework should ensure that timely and
accurate disclosure is made on all material matters regarding the corporation,
including the financial situation, performance, ownership, and governance of the

company (“OECD Principles of Corporate Governance”, 2004, p.22).

e The Responsibilities of the Board
The corporate governance framework should ensure the strategic guidance
of the company, the effective monitoring of management by the board, and the
board’s accountability to the company and the shareholders (“OECD Principles of

Corporate Governance”, 2004, p.24).

3.3. CMB’s Principles

3.3.1. CMB in Context

CMB is the authorized entity to regulate and supervise security markets of
Turkey. The institution was founded with the Capital Markets Law enacted in
1981. Its responsibilities are to make detailed regulations, initiate instruments for
and organize the security markets.

The mission of CMB is;

“to make innovative regulations, and perform supervision with the aim of
ensuring fairness, efficiency and transparency in Turkish capital markets, and

improving their international competitiveness (“CMB Our Mission”, 2011).
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3.3.2. CMB’s Corporate Governance Principles

Following the global developments, CMB’s Corporate Governance
Principles was first issued in July, 2003 and then amended in February, 2005
(“CMB’s Corporate Governance Principles”, 2003). As of 2004, ISE companies
are required to include a corporate governance compliance statement in their
annual reports (Ararat & Orbay, 2006). A committee composed of experts and
representatives of ISE and Corporate Governance Forum of Turkey, established by
CMB was assigned to prepare the principles. The committee considered ideas of
various valued academicians, private sector representatives, public organizations
and trade bodies while preparing the principles. Regulations of various countries
were examined, and mainly OECD Principles and general principles recommended
all over the world were utilized with considering own circumstances of Turkey
(“CMB’s Corporate Governance Principles”, 2003).

The principles are established primarily for the publicly traded companies;
however, they are thought to be applicable to other companies and organizations
acting in the private or public sector. Implementing the principles is “optional”.
However, the status of principles’ implementation, if not implemented reasons
thereof, conflicts due to insufficient implementation and whether a change in
company’s future governance acts is planned should be explained in the annual
report and made public (“CMB’s Corporate Governance Principles”, 2003).

“Comply or explain” approach is taken within the principles; however,
some principles have letter “R” on their sides which indicate that they are only

recommendations. Therefore, no disclosure is needed for the recommendations but
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if it is needed, “comply or explain” approach may be applied to them in the near
future (“CMB’s Corporate Governance Principles”, 2003).

The principles do not pave the way to exceptions to the current regulations.
Thus, the responsibilities of the publicly traded companies under the current
regulations are maintained. The principles are established beyond current
regulations with expectation of fulfilling shortcomings of the current regulations;
therefore, they may be directive for the future arrangements within the current
regulations. The principles will be reviewed periodically in order to accommodate
with the future conditions (“CMB’s Corporate Governance Principles”, 2003).

The sections covered in CMB’s Corporate Governance Principles are as
follows;

1) Shareholders

2) Disclosure and Transparency

3) Stakeholders

4) Board of Directors (“CMB’s Corporate Governance Principles”, 2003)

As understood from the section titles, CMB’s Corporate Governance
Principles are in line with OECD Principles of Corporate Governance. The
principles are deeply analyzed in Chapter 5 during the explanation of the
Corporate Governance Index based on these principles and used in the research of

this study.
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CHAPTER IV

CORPORATE GOVERNANCE IN LITERATURE

In the literature, there are many studies measuring corporate governance

compliance and relating the results with some other aspects.

4.1. CMB’s Studies

This thesis is based on CMB’s Corporate Governance Principles; thus, I
will first discuss the studies of CMB on corporate governance compliance.

Paylart IMKB’de Islem Géren ve Ulusal 100 Endeksine Dahil Olan
Sirketlerin Kurumsal Yonetim Uygulamalarina Iliskin Degerlendirme (Assessment
of Corporate Governance Practices of Companies Traded on ISE and Included in
National 100 Index) (2011), one of the studies of CMB was conducted to find
whether ISE 100 companies have good corporate governance practices and
whether they inform their shareholders effectively. CMB used the website of the
companies, disclosures of material events, financial statements and annual reports
as the sources of data. The result of the study states that the disclosures in
corporate governance compliance reports of many ISE 100 companies do not
involve the detailed information stated in the corporate governance compliance

report format and the statements within the reports are quite standard. The study
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also indicates that these problems are also observed for other companies that are
not taken into the scope of the study.

Kurumsal Yonetim Uygulama Anketi Sonuglari (Results of Corporate
Governance Practice Survey) (2004), another study of CMB was implemented
through sending surveys to ISE companies in order to define their corporate
governance compliance level. Although implementing the principles is optional,
CMB aimed to bring corporate governance principles to companies’ attention. All
the companies listed in ISE as of the research date were taken into consideration.
As of June 26, 2004, 303 companies were being publicly traded on ISE and the
surveys were sent to the companies by e-mail. 249 of companies returned their
answers and 248 of them were used in the study. It is considerable that among ISE

30 companies, 26 of them returned their answers.
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The results of the study presented in Table 4 are interesting to examine.

COMPANY ISE100 |ISE 30
discloses mission/vision to public 50% 69%
board of directors approves strategic decisions taken by managers 87% 96%
board of directors reviews the goal reaching performance of the companies monthly or every three months Nearly all
has risk management and control mechanisms established by board of directors 52% 69%
discloses the authorities and responsibilities of the board of directors in the articles of association 79% 88%
distribution of roles among board of directors is done and disclosed in annual reports 7% 7%
timely and accurate informing mechanisms for board of directors on the very material issues are established 77% 85%
establishes ethical rules for the company and employees 56% 65%
ethical rules are disclosed to public 11% 19%
prohibits the managers from competing with the company Approximately 50%
members of board of directors have equal voting rights Nearly all
members of board of directors have positive or negative voting rights 24% 35%
has provisions in the articles of association that enable shareholders and stakeholders to call board of directors to meeting| ~ 31% 12%
has necessary qualifications of members of board of directors in articles of association 15%

has executive and non-executive members within board of directors 78% 88%
has independent members within board of directors 26% 42%
has cumulative voting procedure Almost no
has procedures that the corporate governance committees would adapt 9% | 23%
has prohibitions and enforcements for ex-managers not to work in a rival company 18%

Table 4: Results of Corporate Governance Practice Survey (Kurumsal Yonetim
Uygulama Anketi Sonuglar1 (Results of Corporate Governance Practice Survey),

2004, p.2-4)

IMKB Sirketleri Tarafindan 2005 Yilinda Yaywnlanan Kurumsal Yonetim
Uyum Raporlarina Iliskin Genel Degerlendirme (Overall Assessment of Corporate
Governance Compliance Reports Issued by ISE Companies in 2005) (2005) is
another study of CMB which examines the corporate governance compliance
reports of ISE companies as of 2005. The results of the study reveal that corporate
governance awareness as a concept is low among companies. In corporate

governance compliance reports of companies, there are no explanations on the
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reasons of non-compliance to the principles. Generally, the compliance to
principles enforced with the means of regulations is better than the compliance to
optional principles. Companies give importance to material event disclosures as
the percentage of the companies that comply with this principle is 86%. According
to CMB, most cheapest and effective method of informing shareholders is
electronic form; but only 56% of companies apply this method so, CMB concluded
that the method has to be popularized. 35% of companies have privileges
regarding voting rights, 19% have privileges in dividend distribution and 25%
have practices hindering shareholders to freely transfer their shares which are
practices not recommended by CMB. There is a weak relation between the
companies and their shareholders and the percentage of companies that disclose
their information policy is also low which indicates that companies do not share
information with their shareholders. The company-shareholder relation is also
problematic due to shareholders themselves since the percentage of participation in
general shareholders’ meetings and the number of shareholders’ requests of
information from the company is very low. In some corporate governance
compliance reports, it is stated that within a year no information request from
shareholders is received which shows that shareholders perceive themselves as
“stock owners” rather than “shareholders”. Therefore, CMB concluded that in
order to establish a shareholder culture in Turkey, investors need to be educated.
One other result shows that the number of companies in which independent board
of directors” membership presence is very low and also the number of committees
that shall be established through recommendation of corporate governance
principles is very dramatic. It is also interesting that companies inform their
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stakeholders, mostly the customers and suppliers, more than their shareholders,
although there is no regulatory obligation for it. Lastly, it is concluded that

companies find it difficult to relate the principles to the regulations.

4.2. Standard&Poor’s (S&P’s)’ Corporate Governance Rating Method

S&P’s developed a corporate governance scoring methodology in
Standard&Poor’s Corporate Governance Scores study (2002). It is stated in the
study that, one corporate governance model cannot be accepted for all countries
and companies since various “best practice” codes with different perspectives take
place in each country. None the less, standards that can be valid for all countries
and companies can be actualized. OECD’s Business Sector Group on Corporate
Governance defined four main principles of corporate governance that can be
applied universally which are “equality, transparency, accountability and
responsibility” as explained in Section 2.4 of Chapter II. These principles can be
utilized in order to prepare a corporate governance scoring methodology for
separate entities. The methodology established by S&P’s can be applied to each
country and company in conjunction with or individually. In addition, the
“Country Governance Classification” measures the degree the factors in legal,
regulatory and market environment form a basis for good corporate governance. A
single company will not necessarily score high if Country Governance
Classification is high scored while also a high scored Corporate Governance
company can be present in a low scored Country Governance Classification

country. Corporate Governance Scores pave the way for comparing single

40



companies within a country notwithstanding those companies within different
countries.

Shvyrkov and Vorobyev (2006) conducted a report of S&P’s in which the
S&P’s scoring method was applied to Wimm-Bill-Dann Foods OJSC, a company
in Russian Federation. S&P’s raised the company’s Corporate Governance Score
from “CGS-7” to “CGS-7+” and Russia’s national scale Corporate Governance
Score from “CGS-7.3” to “CGS-7.7”. The corporate governance compliance
progress of the Russian company was related with the good performance of board
and governance mechanisms due to the new CEO. According to S&P’s, CEO
succession decision reflects the effectiveness of independent managers and

influential shareholders on well-established governance methods.

4.3. Corporate Governance and Size and Ownership

e Corporate Governance and Size

In the study of Werder, Talaulicar and Kolat (2005), the corporate
governance compliance based on German Corporate Governance Code issued in
2002 among German listed companies is examined. Among the companies listed
on Frankfurt Stock Exchange, compliance declarations of 408 are taken into
consideration. The comparative analysis reveals that company size is strongly
related with compliance to the code since larger companies bear lower relative
compliance costs. The findings also point out that smaller companies listed either
in SDAX or in no index perceive the code as an impractical tool. Laing and Weir
(1999) study on the extent of Cadbury compliance and its effect on corporate
performance within the UK between the years 1992 and 1995. They find that
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larger companies have more corporate governance compliance than smaller
companies. Cadbury (1995) reports that 90% of largest 100 UK companies have
full compliance with the Cadbury Code while only 26% of smallest companies
fully comply with the code. Gompers, Ishii and Metrick (2003) state that there is a
positive relation between company size measured by the natural logarithm of
market capitalization and their governance index while also Brown and Caylor
(2006) reveal a significant and positive relation between company size measured
by the natural logarithm of total assets and Gov-Score in their Pearson correlation
results. Clifford and Evans (1996) and Mallin and Ow-Yong (1998) also state in
their studies that corporate governance compliance is positively associated with
company size. Nippani, Vinjamury and Bathala (2008) examine the corporate
governance structures in the banking industry. The study analyses the relation
between major corporate governance characteristics and size of banks. The data
consists of a sample of 542 banks for the year 2003 derived from ISS (Institutional
Shareholder Services, Inc.). They find that large banks perform better corporate
governance practices. Nippani and Washer (2005) also find that smaller banks
underperform compared to larger banks in terms of corporate governance.

Gravis’s study (2009) differs from the other literature findings. The study is
based on the “Entrenchment Index” developed by Bebchuk, Cohen and Ferrell in
2009 and examines corporate governance compliance of the US listed companies
in 2000, 2004 and 2007. The study reveals that companies differentiate in terms of
governance when they are grouped by total assets and market capitalization and

lower mean entrenchment scores are obtained from the smallest and largest
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company groups. The result of the study indicates that relation between corporate

governance and size may not be linear.

e Corporate Governance and Ownership Concentration

Fama and Jensen (1983) mention about the effect of ownership
concentration on raising cost of capital due to lower market liquidity and
decreasing diversification opportunities for investors. Javid and Igbal (2008) study
a sample of 60 companies for the period between 2003 and 2008 in order to
determine the factors influencing ownership concentration and their effects on
other aspects of the company such as performance. They find a negative relation
between corporate governance practices and ownership concentration. Bozec Y.
and Bozec R.’s study (2007) is based on the relation between ownership
concentration and corporate governance compliance for a sample of Canadian
companies listed on the Toronto Stock Exchange. The corporate governance
compliance of the companies is measured by the index developed by Report on
Business in 2002. The study reveals results in line with the expropriation effect
argument that indicates a negative relation between corporate governance
compliance and deviation from one share-one vote rule. Dhnadirek and Tang
(2003) investigate the status of Thai corporate governance system before the 1997
Asian financial crisis. They find that Thai corporate governance system lacks
diversity in governance tools and ownership concentration is an ineffective tool for
good management. In order to strengthen the Thai corporate governance systems,

the researchers state the importance of solving ownership concentration problems.
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e Corporate Governance and Foreign Ownership

Giirsoy’s study (2006) analyses the relation between foreign ownership and
corporate governance. The study indicates that foreign shareholders change or at
least affect the corporate governance practices of the companies, in proportion
with the amount of their shares. According to the researcher, the change in Turkish
corporate governance practices will be more visible in the near future due to the
increasing number and control of foreign shareholders within Turkish companies.
Mangena and Tauringana’s study (2007) investigates the relation between foreign
share ownership and corporate governance structures in Zimbabwe, a developing
country in Southern Africa. The findings of the study reveal that corporate
governance practices such as disclosure, high proportion of non-executive
directors, institutional share ownership and audit committee independence are all
positively significant with foreign share ownership. The researchers state that the
results of their study are in line with the notion in the literature that foreign
investors prefer to invest in companies with better corporate governance practices.
Kim and Kang (2010) find that foreign equity ownership is positively related with
corporate governance compliance and foreign investors are more sensitive to the
corporate governance issue than domestic investors. Ajinkya, Bhorjah and
Sengupta (2005) and Gietzmann and Ireland (2005) also reveal a positive relation

between foreign ownership and corporate governance.

e Shareholders and Size
Newboulds, Straya and Wilson (1977) state that shareholders are treated

more equally in large companies than in small companies.
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e Shareholders and Ownership Concentration

Edwards and Weichenrieder (2004) state that beneficial effects of
ownership concentration to shareholders such as “greater monitoring of
management, reduced incentives to exploit minority shareholders due to greater
cash-flow rights” are at least as large as and sometimes significantly larger than
the harmful effects such as ‘“greater private benefits of control due to greater
control rights”. Wu, Xu and Yuan (2009) find in their study that there is a positive
relation between ownership concentration and legal shareholder protection in state-
controlled companies while in non-state-controlled companies; they find an
inverse relation between the two variables.

Some other studies in the literature are similar with the last finding of Wu
and his colleagues. Kuznetsov and Muravyev (2001) state in their study that
ownership concentration has negative effects on corporate governance practices
since large shareholders are interested in maximizing value for themselves and
neglect interests of minority shareholders. Boubakri, Cosset and Guedhami (2005)
investigate a sample of 209 companies from 39 countries and find that strong

shareholder protection is associated with lower ownership concentration.

e Shareholders and Foreign Ownership

The literature presents studies analyzing the relation between returns of
shareholders and foreign ownership; however, it lacks studies on relation between
protection of shareholder rights and foreign ownership. Jensen and Ruback (1983)
indicate that shareholders of companies acquired by foreign investors get positive

and significant returns. Harris and Ravenscraft (1991) conclude in their study that
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foreign companies offer higher wealth gains than those of US companies.
Parhizgari and Boyrie (1995) investigate whether shareholder returns of US
targeted companies are affected from foreign acquisitions during the period
between 1979 and 1990. They find that in the long run, the relation between the
increase in shareholder returns and foreign acquisitions is negative and
insignificant while in the short run, about 20% of targeted companies’ returns of
shareholders increase with the acquisition announcement but later disappear.
Dodds and Quek (1985) also find a share price increase for at least half a year after
the foreign acquisition of a company. Pettway and Yamada (1986) indicate that in
small ratio mergers with foreign companies there is a shareholder’s gain while in
large ratio mergers shareholders’ wealth decreases.

On the contrary to all, Servaes and Zenner (1996) find that between the
years 1980 and 1986, returns of targeted companies acquired by foreign investors
dropped tremendously while also the period between 1981 and 1986 witness
higher returns after acquisition of domestic bidders compared to those of foreign

bidders.

e Public Disclosure and Transparency and Size

Buzby (1975) finds a positive association between size of a company’s
assets and level of disclosure. The researcher also states that disclosing
information is less preferable for smaller companies since full disclosure of their
activities will put them in a competitive disadvantageous position within their
industry. Cerf (1961) finds a significant positive relation between the scores of
disclosure index that he has constructed and company size measured with total
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assets. Singhvi and Desai (1971) improve Cerf’s study and index and again find
that company size and level of disclosure is positively related. Salamon and
Dhaliwal (1980) test whether asset size of diversified companies which voluntarily
disclose financial information is larger than the asset size of diversified companies
which does not disclose financial information and justify their hypothesis.
Bozzolan, Favotto and Ricceri (2003) use sales as a measure of company size and
find a significant positive relation between size and intellectual capital disclosure
level. Guthrie, Petty and Ricceri (2004) takes market capitalization as the company
size measure and they also find that size and disclosure is significantly and
positively related. Aksu and Kosedag (2006) find in their study that larger
companies have higher quality disclosures. Choi (1973) finds that the level of
financial disclosure reduces the company’s cost of capital and since large
companies rely more on public external financing than small companies, large
companies may choose to extent their level of disclosure. Supporting the finding of
Choi, Jensen and Meckling (1976) also suggest that as financial disclosure level
increases, company’s cost of capital decreases. Also, Shapiro and Wolf (1972)
support the idea that larger companies use more public financing than small
companies.

One other study in the literature states opposing arguments to the above
mentioned studies. Haniffa and Cooke (2002) suggest that smaller companies are
more willing to disclose information since they want to minimize uncertainty in

order to gain stakeholders’ confidence.
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e Public Disclosure and Transparency and Ownership Concentration
Guedhami and Pittman (2006) investigate 190 privatized companies from
31 countries and find evidence that extensive standards for disclosure reduce

ownership concentration.

e Public Disclosure and Transparency and Foreign Ownership

Most of studies in the literature examining the relation between foreign
ownership and public disclosure and transparency are based on developed
countries. Frost and Kinney (1996) examine the disclosure practices of foreign and
the US issuers registered with SEC and trade in the US markets. The researchers
find that the extent of public disclosure is low among foreign issuers. Murray,
Decker and Dittmar (1993) find that non US issuers use relevant disclosure forms
less than the US issuers. Silkenat (1994) emphasizes that SEC has exempted
foreign issuers from some requirements of disclosure in order to attract foreign
companies to the US capital markets.

On the contrary, a study in the literature concludes with a different result.
Leuz and Verrecchia (2000) find that foreign ownership and disclosure made by

companies is positively related.

e Stakeholders and Size
The study of Darnall, Henriques and Sadorsky (2009) concludes that
smaller companies are more responsive to value-chain, internal and regulatory

stakeholder pressures.
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e Stakeholders and Ownership Concentration

Shleifer and Vishny (1997) argue that in the case of concentrated
ownership, large investors may use their power in order to maximize profits
sometimes at the expense of other interest groups so they state a negative relation

between ownership concentration and stakeholders’ relations.

e Stakeholders and Foreign Ownership

Holtbriigge and Puck (2009) investigate German companies in Russia in
terms of stakeholder relations and find that the foreign companies in Russia are
more successful in terms of accessing necessary information, improving
administrative decision-making and eliminating political risks when they develop

good stakeholder relations.

e Board of Directors and Size

Davis, Yoo and Baker (2003) state that smaller companies lack
advantageous director networks. Thurman (2000) reveals the difficulty of
recruiting directors for small companies compared to large companies. The
Hampel Committee Report (1998) also finds that small companies bear various

difficulties in board development and regulatory compliance.

e Board of Directors and Ownership Concentration
Dogan and Smyth (2002) investigate Malaysian companies listed in Kuala
Lumpur Stock Exchange over the period 1989 and 2000 and find that there is a

negative relation between concentration of ownership and board remuneration. A
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before mentioned study of Bozec Y. and Bozec R. (2007) is consistent with the
substitution effect argument with indicating a negative relation between board

composition sub index rating and ownership concentration.

e Board of Directors and Foreign Ownership
Mason (1993) states that in foreign owned companies in the US, board of
directors should include at least two US nationals in order to function well so they

mention about the negative effect of foreigners to board functioning.
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CHAPTER V

THE STUDY OF THE RELATION BETWEEN CORPORATE
GOVERNANCE COMPLIANCE AND SIZE AND OWNERSHIP

STRUCTURE

5.1. Aim of the Study

This study examines the corporate governance compliance reports
submitted to CMB by the publicly traded companies on ISE in order to rate the
corporate governance practices of the listed companies. In the analysis, relation
among corporate governance compliance and size and ownership structure is
investigated. I completed the corporate governance compliance scores for the
companies by using the Corporate Governance Compliance Index constructed
based on CMB’s Corporate Governance Principles. Size and ownership structure

data of the companies are derived from the publicly disclosed information.

5.2. Hypotheses of the Study

Based on the previous literature results and aim of the study, hypotheses of

the thesis are determined as followings:
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Corporate governance compliance score of a company will depend on
company size, ownership concentration and foreign ownership such that:

Hia: Company size positively affects the corporate governance practices;
hence, the larger the company the greater the corporate governance score.

Hip: Ownership concentration negatively affects the corporate governance
practices; hence, the less ownership concentration the greater the company
corporate governance score.

Hic: Foreign ownership positively affects the corporate governance
practices; hence, the more foreign ownership percentage the greater the company

corporate governance Score.

Shareholder relations compliance score of a company will depend on
company size, ownership concentration and foreign ownership such that:

Hig: Company size positively affects the shareholder relations practices;
hence, the larger the companies the greater the shareholders sub index score.

Hie: Ownership concentration negatively affects the shareholder relations
practices; hence, the less ownership concentration the greater the shareholders sub
index score.

Hir: Foreign ownership positively affects the shareholder relations
practices; hence, the more foreign ownership percentage the greater the

shareholders sub index score.
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Public disclosure and transparency compliance score of a company will
depend on company size, ownership concentration and foreign ownership such
that:

Hig: Company size positively affects the public disclosure and transparency
practices; hence, the larger the companies the greater the public disclosure and
transparency sub index score.

Hin: Ownership concentration negatively affects the public disclosure and
transparency practices; hence, the less ownership concentration the greater the
public disclosure and transparency sub index score.

Hii: Foreign ownership negatively affects the public disclosure and
transparency practices; hence, the less foreign ownership percentage the greater

the public disclosure and transparency sub index score.

Stakeholder relations compliance score of a company will depend on
company size, ownership concentration and foreign ownership such that:

Haij: Company size negatively affects the stakeholder relations practices;
hence, the smaller the companies the greater the stakeholders sub index score.

Hik: Ownership concentration negatively affects the stakeholder relations
practices; hence, the less ownership concentration the greater the stakeholders sub
index score.

Hiy: Foreign ownership positively affects the stakeholder relations
practices; hence, the more foreign ownership percentage the greater the

stakeholder relations practices.
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Board of directors’ practices compliance score of a company will depend
on company size, ownership concentration and foreign ownership such that:

Him: Company size positively affects the board of directors’ practices;
hence, the larger the companies the greater the board of directors sub index score.

Hin: Ownership concentration negatively affects the board of directors’
practices; hence, the less ownership concentration the greater the board of
directors sub index score.

Hio: Foreign ownership positively affects the board of directors’ practices;
hence, the more foreign ownership percentage the greater the board of directors

sub index score.

5.3 Methodology

5.3.1. Descriptive Information about Study Variables

The data of this study is composed of 330 companies listed on ISE as of
20009.

Firm size varies between sectors, it is noticeable that the mean of total
assets in TL millions is 92.33 in finance sector companies and 7.42 and 12.86 in
manufacturing and service sectors subsequently. This indicates that finance sector
companies’ asset sizes are noticeably higher than manufacturing and service sector
companies’ ones.

The means of family or group ownership percentages are 44.05 in finance
sector, 49.21 in manufacturing sector and 53.30 in service sector which indicates
that family or group ownership is more widespread among service sector
companies.
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Foreign ownership percentage is relatively low among all companies
compared with the other ownership percentages. Manufacturing sector companies
have a higher mean in terms of foreign ownership indicating that foreign investors
are more interested in manufacturing companies than others.

Public ownership percentage means are 48.49, 34.97 and 37.43 in finance,
manufacturing and service companies subsequently. Thus, it can be concluded that
finance companies are more publicly traded than other companies.

In terms of dependent variables, general corporate governance index score
and the sub indices’ scores do not show large variations between sectors except the
higher mean of stakeholders sub index score in manufacturing companies. So, I
conclude that manufacturing companies are more successful in terms of managing
stakeholder relations.

Table 5 reports the full set of descriptive statistics (mean, median, standard

deviation, minimum and maximum) for all companies.

DESCRIPTIVE STATISTICS
ALL

Family or Fubli Board of

Total Assests Gru;lp Foreign Public Corporate | Shareholders |Disclosure and| Stakeholders Directors

{in TL Ovnership Ovnership | Ownership | Governance | Sub-Index | Transparency| Sub-Index SubIndex

millions) |, (in percentage) |(in percentage)| Index Score Score Sub-Index Score
(in percentage) Seore Score

1 330 330 330 330 330 330 330 330 330
Mean 3152 4841 10,94 39.23 46,70 5591 46.46 5044 4023
Median 105 5188 0.00 34,75 50,00 60,00 41.86 55,00 4198
sd. 139.80 2197 154 2494 17,74 1030 12,28 1135 19.06
Min 0,01 0.00 0.00 0.16 0.00 0.00 0,00 0,00 0.00
Max 1.163.34 99.08 99.84 100,00 76,68 86,00 97.61 93,00 §1.48

Table 5: Descriptive statistics - All companies
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Table 6 reports the full set of descriptive statistics for the companies in

finance sector.

DESCRIPTIVE STATISTICS
FINANCE

Family or Public Board of

Total Assests Gm;lp Foreign Public Corporate | Shareholders | Disclosure and| Stakeholders Directars

{in TL Ovnership Ovnership | Ownership | Governance | Sub-Index | Transparency| Sub-Index SubIndex

millions) |, (in percentage) |(in percentage)| Index Score Score Sub-Index Score
(in percentage) Score Score

1 94 94 94 94 94 94 94 94 %4
Mean 9233 4405 6.87 4849 48.03 55,62 49.54 4484 435
Median 12 5044 0.00 4517 50,00 60,00 50,00 50,00 41.98
sd. 151,06 2998 114 2971 18.64 11,60 1393 20,15 19.58
Min 0,03 0.00 0.00 0.16 0.00 0.00 0,00 0.00 0.00
Max 1.163.34 99.08 99.84 100,00 76,68 86,00 9048 90,00 77118

Table 6: Descriptive statistics - Companies in finance sector

Table 7 reports the full set of descriptive statistics for the companies in

manufacturing sector.

DESCRIPTIVE STATISTICS
MANUFACTURING
. Public
Total Assests Fﬂét:lipur Foreign Public Corporate | Shareholders |Disclosure and| Stakeholders Iii:rc‘tiu:"fs
{in TL Ovnership Ovnership | Ownership | Governamce | SubIndex | Transparency| Sub-Index Sub Index
millions) |, (in percentage) |(in percentage)| Index Score Score Sub-Index Score
(in percentage) Score Score
n 181 181 181 181 181 181 181 181 181
Mean 742 4901 13,69 34.97 4649 56,98 4445 54.34 39.14
Median 102 5225 0.00 30,96 4911 60,00 42,86 55,00 4198
5. 17,09 26,31 17.60 20,53 17,09 19.40 20,89 2128 18,73
Min 0.07 0.00 0.00 0.64 0.00 0.00 0.00 0.00 0.00
Max 111,50 97.30 99.36 98,69 75.65 §6.00 92.86 95.00 8148

Table 7: Descriptive statistics - Companies in manufacturing sector
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Table 8 reports the full set of descriptive statistics for the companies in

service sector.

DESCRIPTIVE STATISTICS
SERVICE

Family or Public Board of

Total Assests Gro;lp Foreign Public Corporate | Shareholders |Disclosure and| Stakeholders Directars

{in TL Ovnership Ovnership | Ownership | Governance | Sub-Index | Transparency| Sub-Index SubIndex

millions) | (in percentage) | (in percentage)| Index Score Score Sub-Index Score
(in percentage) Seore Score

n 55 55 55 55 55 55 55 55 55
Mean 12.86 5330 8.84 4 45,13 5287 41,79 47,18 3847
Median 207 5726 0.00 31,00 50,26 56,00 4761 55,00 40,74
sd. 2859 2857 12,00 2552 1842 20.96 2346 2115 18.96
Min 0,01 0.00 0.00 2.08 0.00 0.00 0.00 0.00 0.00
Max 139.79 94.51 9791 99.70 69.95 80,00 9761 75.00 7531

Table 8: Descriptive statistics - Companies in service sector

5.3.2 Sources of Data

The analysis includes all publicly traded companies on ISE as of 2009.
There were 351 stocks listed in the companies section of ISE website. (“IMKB”,
2011) 14 of the stock codes refer to a total of 5 companies. For instance, a
company has three stocks on ISE under different codes and for these companies,

32 32

one code is taken into the analysis and shown with a symbol following the
codes of the companies shown in the Corporate Governance Index. 11 of the
stocks are funds and are excluded from the analysis. After these adjustments, the
analysis is conducted over a total of 330 companies.

Independent variables are total asset size, foreign ownership percentage,
family or group ownership percentage and public ownership percentages. They are

measured by the data collected from the website of “Public Disclosure Platform”

of Turkey (“Kamuyu Aydinlatma Platformu”, 2011).
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Total asset size data is obtained from annual balance sheets of companies
as of 2009 from the website of “Public Disclosure Platform” of Turkey. The
ownership percentages data is again derived from the website of “Public
Disclosure Platform” of Turkey. Each company is selected one by one from the
companies section of the system and the ownership percentage data is recorded.
The companies are classified as finance, manufacturing and service sector
companies according to their core businesses again derived from the same website.

Table 9 presents the classification of companies.

Sector Core Business
Finance Financial Institutions
Leasing
Services Education, Health, Sports and Other Social Services

Electricity, Gas and Water

Transportation, Telecommunication and Storage
Wholesale and Retail Trade, Hotels and Restaurants
Manufacturing  |Construction and Public Works

Manufacturing Industry

Mining

Technology

Table 9: Sectors according to core businesses

5.3.3. Corporate Governance Index

The corporate governance compliance data is derived from the Corporate
Governance Compliance Index which is self-constructed for this analysis based on
CMB’s Corporate Governance Principles. The index is composed of 193 items
which are under 4 sub indices and 26 titles. The 4 sub indices are; Shareholders
Sub index, Public Disclosure and Transparency Sub index, Stakeholders Sub index
and Board of Directors Sub index. Appendix A reflects the sub indices, rates,

ownership percentages and sector data of the companies.
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Under Shareholders sub index, there are 6 titles which are Shareholder
relations Department, The Use of Shareholders Rights to Obtain Information,
Information on Shareholders’ Meeting, Voting Rights and Minority Rights,
Dividend Policy and Deadline for Dividend Distribution and Transfer of Shares.

Under Public Disclosure and Transparency sub index, there are 5 titles
which are Company Information Disclosure Policy, Disclosure of Material Events,
The Company’s Website and Its Contents, Disclosure of the Company’s Ultimate
Controlling Individual Shareholder/Shareholders and Disclosure on Insiders.

Under Stakeholders sub index, there are 5 titles which are Informing
Stakeholders, Participation of the Stakeholders in the Management, Human
Resources Policy, Information on Relations with the Clients and Suppliers and
Social Responsibility.

Under Board of Directors sub index, there are 10 titles which are The
Structure and Composition of Board of Directors and Independent Members,
Qualifications of Board Members, The Mission, Vision and Strategic Goals of the
Company, Internal Control and Risk Management Mechanism, Authority and
Responsibilities of the Members of the Board Directors and Executives, Principles
of Activity of the Board of Directors, Prohibition of Carrying Out Transactions
with the Company and Prohibition of Competing with the Company, Ethical
Rules, Number, Structure and Independency of Committees Established by the
Board Of Directors and Remuneration of the Board of Directors.

The corporate governance compliance reports of all companies are obtained
in order to rate the Corporate Governance Index. The data is first tried to be
obtained from the website of CMB; however, it is noticed that some companies’
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websites do not go for a link for corporate governance compliance report while
also most of the links are not updated. Therefore, websites of each company is
searched and the corporate governance compliance reports are downloaded from
the investor relations sections of the websites. 57 companies have disclosed their
corporate governance compliance within their annual reports, 24 of them neither
have a corporate governance compliance report nor a website which are assessed
in the index with zero point. The remaining companies have their corporate
compliance reports separately and most of them disclose their reports under
investor relations sections of their websites while some put them under different
section headings within the websites.

The index is rated with either “1” or “0” point for each item under titles.

The rating explanations are important in order to understand the index correctly.

5.3.4. Corporate Governance Index Rating

Below, the rating method of each item in the Corporate Governance Index

is presented.
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5.4. Model

The model assumes that Scorej=f(LNsize, pubpct, fampct, frgpct)

Score; as the dependent variable refers to ilkeuyum, paysah, kamuayd,
mensah and yonkur.

ilkeuyum refers to the total rate the company gets from -corporate
governance compliance. paysah refers to the rate the company gets from
compliance to shareholders sub index. kamuayd refers to the rate the company gets
from compliance to public disclosure and transparency sub index. mensah refers to
the rate the company gets from compliance to stakeholders sub index. yonkur
refers to the rate the company gets from compliance to board of directors sub
index.

The independent variables are LNsize, pubpct, fampct and frgpct.

LNsize refers to natural logarithm of asset size of the company. pubpct
refers to publicly traded percentage in company’s ownership structure. fampct
refers to family or group percentage in company’s ownership structure. frgpct
refers to foreign ownership percentage in its ownership structure.

Through the analysis, I explore the association between ISE companies’
corporate governance compliance and their sizes and ownership structures. The
analysis comprises four steps. In the first step, all companies are taken into
consideration while in the other steps; companies are analyzed separately
according to their sectors which are finance, manufacturing and services.

Results are expected to vary among sectors as companies’ characteristics

differ according to their sectors.
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5.5. Correlations between Study Variables

Pearson’s two- tailed correlation analyses are conducted to see the pattern

and the strength of the associations between study variables.

Table 10 presents the correlations between study variables.
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As presented in Table 10, family ownership percentage is negatively
correlated with public and foreign ownership percentages (r= -.522, p< .0l;
= -.549, p< .01 respectively). This is as expected because as percentage of either
family, public or foreign ownership increases, the others decrease. In addition,
family ownership percentage is positively correlated with size (1= .220, p<.01), so
ISE companies with more family ownership percentage are larger in size.
Moreover, public ownership percentage is negatively correlated with foreign
ownership percentage and size (r= -.392, p< .01; r= - .457, p< .01). So, as public
ownership percentage of an ISE company increases, its size decreases. Also,
foreign ownership percentage is positively correlated with size (r= .195, p< .01),
thus, ISE companies with more foreign ownership percentage are larger on
average. Moreover, ilkeuyum is positively correlated with paysah, kamuayd,
mensah and yonkur (r= .892, r= .803, r= .792, r= .926; p< .01 respectively). It is
also as expected because ilkeuyum is composed of paysah, kamuayd, mensah and
yonkur, so as either paysah, kamuayd, mensah and yonkur increases, ilkeuyum
also increases. Also, paysah is positively correlated with kamuayd, mensah and
yonkur (r= .627, r= .712, r= .744; p< .01 respectively). In addition, kamuayd is
positively correlated with mensah and yonkur (= .530, r= .615; p< .01
respectively). Last, mensah is also positively correlated with yonkur (r= .692, p<
.01). These last positive correlations show that if a company has a good score in

one sub index, it is the same for the other sub indices.
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5.6. Outliers in the Sample

Table 11 shows the outliers in the sample.
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Table 11: Outliers in the sample

There is no outlier in the data belonging to fampct, kamuayd and yonkur.

Outliers in LNsize, pubpct, ilkeuyum, paysah and mensah are negligible. There are

many outliers in frgpct because most of the companies in the sample do not have

foreign ownership percentage in their ownership structure so the companies with

foreign ownership are seen in the table as outliers.
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5.7. Analysis

5.7.1. Conduct of the Analysis

In order to test the hypotheses, regression analysis is conducted with
PASWI18.

First, the regression analysis is run in order to find the relation
between four independent variables which are LNsize, frgpct, pubpct, fampct and
the dependent variable ilkeuyum. The significance level of this analysis is 10%.
When collinearity statistics is examined, it is found that three of the tolerance
values are under the value of 0.20 and the three of the VIF values are above the
value of 4 representing collinearity between the independent variables pubpct and
fampct. Therefore, public ownership is chosen to be analyzed singly in order to
measure ownership concentration. The new model for the analysis assumes

Score;=f(LNsize, pubpct, frgpct).

5.7.2. Results of the Analysis and Discussion

After creating the new variable; first, the factors that affect the degree of
general corporate governance compliance with CMB requirements are investigated
as presented.

The explained variance is 13.6% (F(3, 326)= 17.17, p< .1). Size (= 3.24,
p< .1) predicts the general corporate governance compliance significantly and
positively. Thus, Hj, is supported. The finding is in line with the related literature.
As mentioned in the literature review, Werder and his colleagues (2005), Laing
and Weir (1999), Cadbury (1995), Gompers and his colleagues (2003), Clifford
and Evans (1996), Mallin and Ow-Yong (1998), Nippani and his colleagues (2008)
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and Nippani and Washer (2005) all find significant positive relation between
company size and corporate governance compliance. Not surprisingly, my finding
for ISE companies supports the results of the studies around the world. As
indicated before, in the literature, only study of Gravis (2009) concludes that
relation between company size and corporate governance may not be linear.

Public ownership percentage (f= .08, p< .1) also predicts the general
corporate governance compliance significantly and positively. As indicated above,
public ownership percentage is analyzed to measure ownership concentration, so
will be referred as ownership concentration thereafter. With this result, I cannot
support Hyp. The finding is not in line with the relevant literature. As mentioned in
the literature review, Fama and Jensen (1983), Javid and Igbal (2008), Bozec Y.
and Bozec R. (2007) and Dhnadirek and Tang (2003) all conclude in their studies
that companies with ownership concentration lack good corporate governance
practices so they indicate a negative relation between ownership concentration and
corporate governance practices. My finding is opposing the relevant literature;
however it may be perceived to be specific to Turkey since there are no other
studies in the literature investigating the relation between ownership concentration
and corporate governance for Turkey. Also, as [ measure ownership concentration
with public ownership percentage and since the companies listed on ISE have to
obey corporate governance principles, a positive relation between corporate
governance compliance and ownership concentration measured by public
ownership percentage is not surprising.

Foreign ownership percentage (f= .05, n.s) does not predict general
corporate governance compliance, I cannot support H;. and this result again
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contradicts with the relevant literature. As mentioned before, Giirsoy (2006),
Mangena and Tauringana (2007), Kim and Kang (2010), Ajinkya and his
colleagues (2005) and Gietzmann and Ireland (2005) all conclude that foreign
ownership in a company affects the corporate governance practices positively.
Since my finding is specific to Turkey, I can conclude that this finding shall be
compared with the finding of Giirsoy as his study is also specific to Turkey.

Second, I investigate the factors that affect the degree of compliance with
the shareholders sub index in the full sample.

The explained variance is 11% (F(3, 326)= 14.01, p< .1). Size (p= 3.30,
p< .1) predicts the compliance to shareholders sub index significantly and
positively; thus, I support Hi4. The finding is in line with the finding of Newboulds
and his colleagues (1977) as they conclude in their study that shareholders are
treated more equally in large companies than in small companies.

Public ownership percentage (f= .11, p< .l); that is, ownership
concentration also predicts the compliance to shareholders sub index significantly
and positively, so I cannot support H;.. My result is in line with some studies in the
relevant literature but contradicts with more studies. Edwards and Weichenrieder
(2004) find in their study that ownership concentration is beneficial to protection
of shareholders’ rights. Wu and his colleagues (2009) also conclude with the same
argument for state-controlled companies however, they find the opposite for non-
state controlled companies. Similar to Wu and his colleagues’ last finding,
Kuznetsov and Muravyev (2001) and Boubakri and his colleagues (2005) find a
negative relation between ownership concentration and protection of shareholders’
rights. Since the literature presents opposing ideas on this issue, my finding shall
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be perceived in the light of all and specific to Turkey. It is interesting that although
the previous studies in the literature mention a positive relation between ownership
concentration and corporate governance compliance in general, the studies
indicating a negative relation is more when the dependent variable is protection of
shareholders’ rights instead of general corporate governance compliance.
Oppositely, my finding does not differentiate and it can be again related to the
previous mentioned situation that I measure ownership concentration with public
ownership percentage.

Foreign ownership percentage (5= .08, p< .1) predicts the compliance to
shareholders sub index significantly and positively and the result supports Hjs. As
indicated in the literature review part, the literature presents studies analyzing the
relation between foreign ownership and returns of shareholders; however, it lacks
studies on relation between foreign ownership and protection of shareholder rights.
Jensen and Ruback (1983), Harris and Ravenscraft (1991) conclude in their studies
that companies with foreign investors have higher shareholder returns than others.
Parhizgari and Boyrie (1995) and Dodds and Quek (1985) state a positive gain for
shareholders of foreign acquired companies in the short run. Pettway and Yamada
(1986) find a positive gain for shareholders in small ratio mergers. On the contrary
to all, Servaes and Zenner (1996) find higher shareholder returns after acquisition
of companies by domestic bidders. Since there is no similar study within the
literature examining the relation between foreign ownership and protection of
shareholders’ relations, my finding has a contribution for the case of Turkey, as
stating a positive relation between the two variables. My research also paves the
way for new research initiatives in Turkey examining the relation between foreign

78



ownership and shareholder returns as the literature around the world presents
various examples on this issue. Moreover, it is challenging that the relation
between general corporate governance compliance and foreign ownership is
insignificant while it is positively significant between shareholder relations sub
index score and foreign ownership. I may conclude that in Turkey, the corporate
governance practices in general are not affected by foreign ownership while in
terms of shareholder relations, the companies with more foreign ownership
percentage are better performing.

Third, I examine the factors that affect the degree of compliance with
public disclosure and transparency sub index in the full sample.

The explained variance is 8.6% (F(3, 326)= 10.26, p< .1). Size (f= 3.32,
p< .1) predicts the compliance to public disclosure and transparency sub index
positively and significantly thus, H, is supported. The result is in line with most of
the findings in the literature. Buzby (1975), Cerf (1961), Singhvi and Desai (1971)
and Salamon and Dhaliwal (1980) find a positive relation between disclosure level
and company size measured with total assets. As they measure company size with
total assets, they are thoroughly in line with my finding. Furthermore, Bozzolan
and his colleagues (2003) measure company size with total sales, Guthrie and his
colleagues (2004) use market capitalization as the measure of company size and
they also find a positive relation between the variables. Aksu and Kdsedag also
state a positive relation between higher qualified disclosures and company size.
Choi (1973) mentions about the positive effect of financial disclosure in reducing a
company’s cost of capital and states that large companies are in need of more
external financing than small companies, so he concludes that large companies will
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be more willing to disclose information. Jensen and Meckling (1976) and Shapiro
and Wolf (1972) also support the findings of Choi in their studies. As mentioned in
the literature review part, a study in the literature state opposing arguments to my
finding and the previous results mentioned above. Haniffa and Cooke (2002) are
the researchers who do not find a positive relation between size and public
disclosure and transparency. As there is only one study reaching an opposite
statement, my finding is in line with and contributes to the current literature for
Turkey case.

Public ownership percentage; thus, ownership concentration (f= .12, p<.1)
predicts the compliance to public disclosure and transparency sub index positively
and significantly, so I cannot support H;y, the finding is not in line with the finding
of Guedhami and Pittman (2006) who state the opposite explained in the literature
review part. It should be paid attention that as mentioned in previous parts, the
literature presents negative relations between ownership concentration and general
corporate governance compliance and shareholder relations compliance and my
findings for all are opposite. Again, although the literature states the opposite, I
find a positive relation between ownership concentration and my dependent
variable public disclosure and transparency level. Likewise the previous ones, this
result may be again related to the fact that I measure ownership concentration with
public ownership percentage.

Foreign ownership percentage (6= .04, n.s) does not predict the
compliance to public disclosure and transparency sub index. I cannot support Hj;.
My finding is not in line with the relevant literature as the related studies find a
negative or positive relation between the two variables. Frost and Kinney (1996)
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and Murray and his colleagues (1993) state that foreign issuers in the US disclose
less information than domestic issuers. Silkenat contributes to these finding by
mentioning about SEC’s exemption of foreign issuers from some disclosure
requirements. However, the literature again presents opposing ideas as the study of
Leuz and Verrecchia (2000) finds a positive relation between foreign ownership
and disclosure practices. It is noteworthy that the studies in the literature finding a
negative relation between the two variables are done for US. My study is specific
to Turkey and definition of foreigner may involve US issuers however in the
studies mentioned, US issuers are domestic. Thus, the differentiation between the
literature results and my finding is not surprising.

Fourth, I analyze the factors that affect the degree of compliance with
stakeholders sub index in the full sample.

The explained variance is 10.2% (F(3, 326)= 12.31, p< .1). Size (= 2.62,
p< .l) predicts the compliance to stakeholders sub index significantly and
positively, this result cannot support H;; and contradicts with the study of Darnall
and his colleagues (2009) mentioned in literature review part. It is interesting that
the dependent variable size still preserves its effectiveness on corporate
governance instruments but the result contradicts with the literature for the first
time.

Public ownership percentage; ownership concentration (= -.05, n.s) does
not predict the compliance to stakeholders sub index. I cannot support Hjx The
finding of Shleifer and Vishny (1997) indicates a negative relation between the
two variables; my finding also states a negative but not a significant relation. My
finding in this part differs from my previous results since ownership concentration
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significantly predicts the previous variables, for the stakeholders’ part, I do not
find a significant relation between the dependent variable and ownership
concentration. It is remarkable that as I measure ownership concentration with
public ownership percentage, I may also conclude that the quality of stakeholder
relations in ISE companies do not vary according to the percentage they are open
to public.

Foreign ownership percentage (= .06, n.s) does not predict the compliance
to stakeholders sub index significantly and I also cannot support Hj; A related
study of Holtbriigge and Puck (2009) examine foreign companies in Russia and
concluded with a positive relation between these two variables. As I mentioned
before, my study is specific to Turkey and a foreigner may also be a Russian issuer
for me, so the contradiction between the similar study in the literature and my
finding is normal. It is also seen that foreign ownership again does not affect the
dependent variable except the shareholders’ relations part.

Lastly, I assess the factors that affect the degree of compliance with board
of directors sub index in the full sample.

The explained variance is 12% (F(3, 326)= 14.66, p< .1). Size (f= 3.30,
p< .1) predicts the compliance to board of directors sub index significantly and
positively and this supports H;n,. Relevant literature states the similar findings with
my result. Davis and his colleagues (2003), Thurman (2000) and Hampel
Committee Report (1998) all mention about the difficulties of having a well-
functioning board in small companies as mentioned in the literature review. It is
seen that, for the full sample, size predicts the all dependent variables. I may
conclude that, as the size of an ISE company gets larger, the compliance to general
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corporate governance and to the separate instruments of corporate governance
increases.

Public ownership percentage, ownership concentration (f= .08, n.s) does
not predict the compliance to board of directors sub index significantly and I
cannot support H;,. The finding opposes with the relevant literature as Dogan and
Smyth (2002) and Bozec Y. and Bozec R.’s (2007) findings state a negative
relation between ownership concentration and functioning of board of directors.
My finding contributes to the related literature on this issue with a different result.
As mentioned before, I also do not find a significant relation between ownership
concentration and stakeholder relations and similar to the conclusion of that result,
I may state that as I measure ownership concentration with public ownership, the
well functioning of board of directors of ISE companies do not vary according to
the percentage they are open to public.

Foreign ownership percentage (6= .02, n.s) does not predict the
compliance to board of directors sub index, so I again cannot support Hj,. Since
the suggestion of Mason (1993) explained in the literature review contradicts with
my finding, my finding is not in line with the relevant literature. According to the
literature, except public disclosure and transparency practices, foreign ownership
has a positive effect on general corporate governance compliance and other
corporate governance instruments separately. Considering my results, I only find a
significant and positive relation between shareholder relations practices and
foreign ownership; the other relations are all insignificant. I may conclude that in
Turkey, as an ISE company’s foreign ownership percentage increases, it has better
shareholder relations.
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companies.

Score =f y+f |LnSizetf sfrgpettf spubfamdfte

Table 12 shows the summary of the results of the analysis applied to all

All Tlkeuyum Paysah Kamuayd Mensah Yonkur
pt p| B t pfPHp t p| B t p| B t p

C -19,250 -1917 0.056]-12.802 -1,100 0,272)-22.357 -1,739 0,083] 1,320 0,107 0,915]-26,602 -2442 0,015

Lnsize 3236 6,827 00001 3,304 6,016 0,000 3,322 5426 0,000] 2.617 4499 0,000] 3302 6,421 0,000

frapct 0045 1,166 0245] 0084 1873 0062] 0,042 0,840 0402} 0,057 1,186 0.236] 0020 0476 0,634

pubpet 0081 1844 0066] 0.107 2,101 0036] 0.118 2,077 0,039]-0,048 -0,888 0,375] 0078 1,631 0,104*

R2 0.136 0.114 0,086 0.102 0.119

4dj R2 0.129 0,106 0,078 0,093 0.111

F 17173 14012 10,255 12,308 14,660

F( Ikeuyum, Paysah, Kamuayd, Mensah, Yonkur )

'qu:]-

Table 12: Results of the analysis — All companies

I extend the findings of relevant literature by applying the analysis with the
same variables throughout the subsamples which are finance, manufacturing and
service sectors. The literature lacks studies on the same variables within different
sectors so I discuss the findings in this section in the light of my previous findings.

In the finance sector, first, I test whether size, foreign ownership percentage
and public ownership percentage; thus, ownership concentration predict the
general corporate governance compliance. Explained variance is 20.8%
(F(3, 90)= 7.87, p< .1) and while both size (5= 3.47, p< .1) and public ownership
percentage (f= .15, p< .1) predict the general corporate governance compliance
significantly, foreign ownership percentage (= .04, n.s) does not.

Second, I investigate whether size, foreign ownership percentage and

public ownership percentage predict the compliance to shareholders sub index.

Explained variance is 19.3% (F(3, 90)= 7.15, p< .1) and while both size (f= 4.07,
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p<.1) and public ownership percentage (f= .22, p< .1) predict the compliance to
shareholders sub index significantly, foreign ownership percentage (= -.01, n.s)
does not.

Third, I examine whether size, foreign ownership percentage and public
ownership percentage predict the compliance to public disclosure and transparency
sub index. Explained variance is 11.1% (F(3, 90)= 3.76, p< .1) and while size
(p= 3.25, p< .1) predicts compliance to public disclosure and transparency sub
index significantly, both public ownership percentage (/= .16, n.s) and foreign
ownership percentage (f= .07, n.s) do not.

Fourth, I analyze whether size, foreign ownership percentage and public
ownership percentage predict the compliance to stakeholders sub index. Explained
variance is 30.0% (F(3, 90)= 12.85, p<.1) and while size (5= 4.24, p< .1) predicts
compliance to stakeholders sub index significantly, both public ownership
percentage (= .14, n.s) and foreign ownership percentage (f= .07, n.s) do not.

Lastly, I assess whether size, foreign ownership percentage and public
ownership percentage predict the compliance to board of directors sub index.
Explained variance is 15.6% (F(3, 90)= 5.53, p<.1) and while size (f=3.03, p<.1)
predicts compliance to board of directors sub index significantly, both public
ownership percentage (f= .11, n.s) and foreign ownership percentage (5= .04, n.s)
do not.

In the finance sector, the results differ from the results for shareholders and
public disclosure and transparency sub indices. It is seen that although foreign
ownership predicts the compliance to shareholders sub index significantly and
positively for the full sample, it does not predict this compliance score for the
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companies in the finance sector. I can conclude that in finance companies,
shareholder relations’ practices are independent from foreign ownership for
finance companies on ISE. It is again considerable that although ownership
concentration predicts the compliance to public disclosure and transparency sub
index significantly for the entire sample; in the finance sector, it does not.
According to my study, it can be concluded that ownership concentration does not
affect disclosure practices of finance companies on ISE. Similar with the results
for the all companies, size is an important determinant of corporate governance
compliance and all sub indices compliance for finance companies.

Table 13 shows the summary of the results of the analysis applied to the
companies in the finance sector.

Score =f j+f \LnSizetf yfrgpet+f spubfamdfte

Finance Ikeuyum Paysah Kamuayd Mensah Yonkur

p ¢t p| B t pf b t p| B t p| B t p
C -27.125 -1,528 0,130]-34,095 -1,642 0,104]-12,080 -0,915 0,363]-44,923 -2.490 0,015)-21,052 -1,094 0277
Lnsize 3473 4346 0,000] 4,072 4557 0,000] 3250 3129 0,002] 4,241 5463 0,000) 3,030 3,658 0,000
frapet 0037 0447 0,636 -0,008 0,077 0.939] 0,073 0,650 0,517] 0,068 0807 0422) 0,038 0424 0673
pubpct 0149 1830 0071} 0215 2,254 0,027] 0161 1451 0.150] 0,137 1639 0,101} 0,105 1,193 0.236*
R2 0,208 0193 0,111 0,300 0,156
Adj R2 0,181 0,166 0,082 0277 0127
F 7,866 7154 3,761 12,851 5507
F( Ikeuyum, Paysah, Kamuayd, Mensah, Yonkur )
*p< 1

Table 13: Results of the analysis — Companies in finance sector

In the manufacturing sector, first, I test whether size, foreign ownership
percentage and public ownership percentage predict the general corporate
governance compliance. Explained variance is 14.3% (F(3, 177)= 9.87, p<.l1) and

while size (= 4.09, p< .1) predicts the general corporate governance compliance
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significantly, both public ownership percentage (f= .03, n.s) and foreign
ownership percentage (f= .04, n.s) do not.

Second, I investigate whether size, foreign ownership percentage and
public ownership percentage predict the compliance to shareholders sub index.
Explained variance is 12.7% (F(3, 177)= 8.60, p< .1) and while both size (5= 3.99,
p<.l) and foreign ownership percentage (= .10, p<.l) predict the compliance to
shareholders sub index significantly, public ownership percentage (f= .04, n.s)
does not.

Third, I examine whether size, foreign ownership percentage and public
ownership percentage predict the compliance to public disclosure and transparency
sub index. Explained variance is 10.6% (F(3, 177)= 6.99, p< .1) and while size
(p=4.43, p< .1) predicts the compliance to public disclosure and transparency sub
index significantly, both public ownership percentage (= .06, n.s) and foreign
ownership percentage (f= .01, n.s) do not.

Fourth, I analyze whether size, foreign ownership percentage and public
ownership percentage predict the compliance to stakeholders sub index. Explained
variance is 4.8% (F(3, 177)= 2.94, p< .1) and while size (f= 2.39, p< .1) predicts
the compliance to stakeholders sub index significantly, both public ownership

percentage (= -.05, n.s) and foreign ownership percentage (5= .04, n.s) do not.
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Lastly, I assess whether size, foreign ownership percentage and public
ownership percentage predict the compliance to board of directors sub index.
Explained variance is 13.1% (F(3, 177)= 8.86, p< .1) and while size (= 4.38,
p<.l) predicts the compliance to board of directors sub index significantly, both
public ownership percentage (= .04, n.s) and foreign ownership percentage (=
.01, n.s) do not.

In the manufacturing sector, size predicts the general corporate governance
compliance and compliance to all sub indices in line with the results for the full
sample and finance sector and in addition; it is interesting that only foreign
ownership percentage predicts the compliance to shareholders sub index while I
find no relation between the other independent variables and corporate governance
compliance scores.

Table 14 shows the summary of the results of the analysis applied to the
companies in the manufacturing sector.

Score =f j+f \LnSizetf yfrgpet+f spubfamdfte

Manufacturing Ikeuyum Paysah Kamuayd Mensah Yonkur

p ¢t p| B t pf b t p| B t p| B t p
C -33.298 -2,099 0,037|-22,158 -1,219 0,224]-42.443 -2,143 0,034] 9,769 0469 0,640]-46,073 -2,631 0,009
Lnsize 4086 5,198 0,000] 3,992 4434 0000f 4432 4515 0,0001 2,392 2318 0,022) 4383 5,051 0,000
frapet 0035 0,736 0463] 0,098 1,783 0,076 0,013 0215 0.830] 0,043 0686 0.494] 0,006 0,119 0906
pubpct 0034 0308 0612| 0,042 0550 0,583 0,057 0,683 0.496]-0.050 -0.577 0,565| 0,038 0,514 0,608*
R2 0,143 0127 0,106 0,048 0,131
Adj R2 0,129 0112 0,091 0,031 0116
F 9874 §.597 6,994 2943 §.863
F( Ikeuyum, Paysah, Kamuayd, Mensah, Yonkur )
*p< 1

Table 14: Results of the analysis — Companies in the manufacturing sector
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In the service sector, first, I test whether size, foreign ownership percentage
and public ownership percentage predict the general corporate governance
compliance. Explained variance is 4.8% (£(3, 51)= 0.87, p< .1) and none of the
variables as size (f= 1.86, n.s), public ownership percentage (= .05, n.s) and
foreign ownership percentage (f= .06, n.s) predict the general corporate
governance compliance.

Second, I investigate whether size, foreign ownership percentage and
public ownership percentage predict the compliance to shareholders sub index, it is
found that the explained variance is 5.8% (F(3, 51)= 1.04, p< .1) and none of the
variables as size (f= 2.39, n.s), public ownership percentage (f= .14, n.s) and
foreign ownership percentage (f= .06, n.s) predict the compliance to shareholders
sub index.

Third, I examine whether size, foreign ownership percentage and public
ownership percentage predict the compliance to public disclosure and transparency
sub index. Explained variance is 2.6% (F(3, 51)= 0.45, p< .1) and none of the
variables as size (/= .97, n.s), public ownership percentage (f= .07, n.s) and
foreign ownership percentage (/= .14, n.s) predict the compliance to public
disclosure and transparency sub index.

Fourth, I analyze whether size, foreign ownership percentage and public
ownership percentage predict the compliance to stakeholders sub index. Explained
variance is 7.4% (F(3, 51)=1.37, p<.1) and none of the variables as size (= 2.56,
n.s), public ownership percentage (= -.04, n.s) and foreign ownership percentage

(p= .01, n.s) predict the compliance to stakeholders sub index.
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Lastly, I assess whether size, foreign ownership percentage and public
ownership percentage predict the compliance to board of directors sub index.
Explained variance is 4.5% (F(3, 51)= 0.81, p< .1) and none of the variables as
size (f= 1.83, n.s), public ownership percentage (f= .002, n.s) and foreign
ownership percentage (8= .03, n.s) predict the compliance to board of directors sub
index.

It is considerable to find in the service sector that none of the independent
variables predicts the general corporate governance compliance or the compliance
to the sub indices. I can conclude that size, ownership concentration and foreign
ownership do not affect corporate governance compliance scores for service
companies on ISE.

Table 15 shows the summary of the results of the analysis applied to the
companies in the service sector.

Score =f j+f \LnSizetf yfrgpet+f spubfamdfte

Service Ikeuyum Paysah Kamuayd Mensah Yonkur
p ¢t p| B t pf b t p| B t p| B t p

C 6,960 0241 0810] 1,115 0,034 0973] 25558 0687 0495]-0.710 -0,022 0,983| 2.802 0,094 0925
Lnsize 1864 1317 0,194 238 1490 0.142] 0969 0,531 0,598| 2,559 1590 0,118] 1,834 1257 0214
frapet 0,060 0488 0628] 0,060 0429 0,669] 0.137 0858 0,395] 0,010 0070 0944) 0,033 0261 0,793
pubpct 0047 0425 0673] 0,141 1,128 0.265] 0,063 0446 0.658]-0.040 -03150,754] 0,002 0,015 0.988*
R2 0,048 0,058 0,026 0,074 0,043

Adj R2 -0,008 0,002 -0,031 0,020 0,011

F 0,863 1,042 0454 1,368 0807

F( Ikeuyum, Paysah, Kamuayd, Mensah, Yonkur )

*p{ 1

Table 15: Results of the analysis - Companies in the service sector

The results indicate that size for the entire sample of companies has

positive effect on total corporate governance score and all sub index scores; in
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addition, under different sector categories, size affects total and sub index scores
positively except service sector. So except service companies, corporate
governance compliance and size are related. The public ownership percentage
singly measures ownership concentration and it affects corporate governance
scores positively except stakeholders and board of directors sub indices scores for
all companies. For sector categories, ownership concentration has positive effect
on only general corporate governance compliance and shareholders sub index
scores for finance companies. It is seen that ownership concentration measured
with public ownership percentage shows differences in results for all companies
and sector categories and it has no effect on corporate governance scores of service
or manufacturing companies. Foreign ownership percentage has positive effect on
shareholders sub index score derived for all and manufacturing sector companies
while its effect is negative for all other scores measured. Thus, foreign ownership
only affects shareholders relations in all ISE companies and specifically in

manufacturing companies.

5.7.3. The Limitations of the Study

The findings of this study must be interpreted in the light of some potential
limitations. First, it shall be noted that as the “Corporate Governance Index” is
rated according to the corporate governance compliance reports of companies, all
the findings within the reports shall not be taken as given. The reports may be
misleading in the way that some companies may have declared to obey some
criteria that their practices are not actually in line with while also some others may
have declared less information than they actually perform.
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Another thing to mention for this study is that although all sub indices are
measured in terms of percentages, the number of items within the sub indices is
not equal.

Lastly, the findings of this study are unique to Turkey since the analysis is
done on ISE companies; thus, results for one country may not be applicable to

other countries.
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CHAPTER VI

CONCLUSION

This study examines definitions, theoretical framework, principles,
historical context, some country and organization practices and Turkey’s
implementations of corporate governance. Furthermore, the literature findings on
the relations of corporate governance and its instruments with various other
aspects within companies are analyzed. After presenting a general picture on
corporate governance, an analysis is conducted in order to find the relation
between corporate governance compliance and size and ownership structures of
the publicly traded companies on ISE. The results are specific to Turkey as ISE
data is used.

In the first step of analysis, when all of the sectors are considered, it is seen
that corporate governance compliance is positively related with the size of ISE
companies. This result is in line with the most of the previous literature findings.
Size preserves its effectiveness on all sub index scores and the results are in line
with the literature except stakeholder relations part. One other positively related
variable is the public ownership percentage; referred to as ownership concentration
in my study. The positive relation between ownership concentration and general
corporate governance compliance contradicts with the findings in the relevant

literature; however it shall be noted that my result is specific to Turkey and
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ownership concentration is measured by public ownership percentage. Ownership
concentration has also positive effect on shareholders and public disclosure and
transparency sub indices scores but again the results contradict with the literature.
In the case of foreign ownership, it has positive effect on only shareholders sub
index score and the result is in line with the literature.

In the second step of analysis, finance sector companies are taken into
consideration. In finance companies, general corporate governance compliance is
again positively related with size and ownership concentration and the result is the
same with compliance to shareholders sub index. However, in finance sector, only
size preserves its effectiveness on the other compliance parts. It is observed that
neither ownership concentration nor foreign ownership is effective on compliance
to public disclosure and transparency, stakeholders and board of directors sub
indices for ISE companies in finance sector.

In the third part of analysis, manufacturing companies are taken into
consideration and in terms of both compliance to general corporate governance and
all other sub indices, size is an important factor to determine the level of corporate
governance. Among other independent variables, it is interesting that only foreign
ownership affects the shareholders sub index score positively.

In the fourth part of analysis, service sector companies are taken into
consideration and it is noteworthy that none of the factors determine the level of
corporate governance in service sector including size. That is to say, it is observed
in service companies on ISE that, corporate governance compliance is independent

from the factors of size, ownership concentration and foreign ownership.
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This study analyzes the relation between corporate governance compliance
and size and ownership structure of ISE companies. The findings are considerable
in comparison with the previous literature. More research on corporate governance
compliance in Turkey and its relation with other aspects of companies is

welcomed.
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