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EDITORIAL 
 

 

 

Dear readers! 

 

 
This issue of the journal Corporate Ownership and Control has a very unique feature  a truly 
international focus of corporate governance research. Our contributors made their utmost to deliver 
the newest knowledge on corporate governance in many countries such as the USA, Australia, South 
Africa, Italy, Portugal, China, Brazil, Jordan. We would like to remark that during last five years of our 
activity we published in Corporate Ownership and Control journal papers about corporate governance 
in 54 countries of the world.  
 
Authors of the papers were very convincing in delivering the conclusions to the editors and reviewers. 
Almost all papers are the result of team working and this fact makes us more than optimistic regarding 
the future of research of corporate governance. Academic teams from Australia, Japan, Portugal, Spain, 
Germany, Brazil and truly international teams from Jordan and Australia, the USA and Taiwan 
demonstrated ability of academic community to unite their efforts toward establishing and further 
development of the best standards in corporate governance research. We really enjoyed cooperating 
with these researchers during the process of reviewing their papers. Team working contributed 
sufficiantly to their ability to be realiable and accurate in revising their papers. Having published in 
Corporate Ownership and Control journal papers of more than 1450 authors since 2003 we were sure 
about very systematic progress in this sphere of our relationships. 
 
We would like to draw the attention of the reading audience to the issue of progress made by 
contributors over the last five years. Their papers improved remarkably from the point of view of the 
research methodology and conceptual consideration. Authors are very effective in mixing practice and 
theory of corporate governance. Doing so they maximize an outcome from their research. Over last five 
years we published in Corporate Ownership and Control journal papers on various issues of corporate 
governance, from such widely accepted as corporate ownership to such unique as stock options. Any 
field of research in corporate governance was developed by our contributors as much as possible.  
 
The previous issue of the journal Corporate Ownership and Control was a jubilee issue of our journal  
the 20th issue. We outlined a main objective for the next five years - international representation with a 
focus on corporate governance issues. With this issue of the journal we start the move in that way and 
invite you to join us. 
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IPO underpricing or the indirect cost of going public is extremely high in China. We hypothesize that 
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managers in state-owned firms as well as regulatory authorities have incentives to underprice. Using a 
sample of a new stock market in China, we find evidence supporting this hypothesis. Underpricing is 
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than offsets the increase in direct 
reform making IPO process more market-oriented is beneficial to Chinese firms going public.  
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,  

 
Using panel data, this article shows that agency costs, a consequence of the separation between 
ownership and management, are not relevant in explaining the financial performance of Portuguese 
companies since, on the one hand, greater size, greater liquidity and higher level of risk do not mean 
decreased financial performance and, on the other, greater level of debt does not mean increased 
financial performance. The results indicate that the fact of managers being better informed than 
owners, about companies
behaviour that contributes to diminished financial performance in Portuguese companies.   
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This paper contributes to the capital structure literature by investigating the determinants of capital 
structure of Jordanian companies with the constraint of inadequate long-term debt as their source of 
financing and regional risk. We firstly document that Jordanian companies mostly depend on short-
term debt, as a result of the banking credit policy that promotes short-term debt. Our results suggest 
that the level of gearing in Jordanian firms is positively related to size, tangibility, and earning 
volatility, and negatively correlated to profitability, the level of growth opportunities, liquidity and 
stock market activities. The level of gearing measured by short-term debt is, however, negatively 
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correlated to tangibility. The Gulf Crisis between 1990 and 1991 is also found to have a significant but 
positive impact on Jordanian corporate leverage.  
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This paper discusses whether SIPs generate positive announcement returns because of increased 
efficiency after the ownership transition. We apply a market model event-study methodology based on 
a sample of 134 SIPs in the 1979-2003 period. We identify significantly negative CAARs between -
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Whether dual CEO leadership structure is better for corporations is one of the most hotly debated 
issues in corporate finance.  This paper uses a recent data to re-examine the relationship between CEO 
duality and firm performance, controlling for other important variables such as firm characteristics, 
ownership structure, CEO compensation, and agency costs.  We find a recent trend of increased 
number of firms converting from dual to non-dual CEO structure.  However, our empirical results do 
not show a significant relationship between CEO duality and firm performance nor improvement in 
firm performance after change in leadership structure. We find evidence of endogeneity, and we 
attribute the insignificance of the relationship between CEO duality and firm performance to the 
possibility that CEO duality is endogenously and optimally determined given firm characteristic and 
ownership structure. 
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Pierre Erasmus 
 
This paper investigates the ability of four VB measures to explain market-adjusted share returns and 
compare it to that of some traditional measures. Empirical results indicate that the relative information 
contents of the VB measures are not greater than that of earnings. The incremental information content 
tests indicate that their components add significantly to the information content of earnings, but that 
the level of significance is relatively low.   
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CORPORATE GOVERNANCE PRACTICES?                                                                                        78 

 

Andre Carvalhal, Guilherme Quental 
 

This paper addresses this question by investigating the stock market reaction to the listing on Novo 
Mercado without improving governance practices. We provide evidence that firms that list on NM and 
improve governance practices earn positive abnormal returns, have higher liquidity and lower 
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volatility. On the other hand, firms that list on NM without improving governance practices do not earn 
positive returns, but are rewarded with higher liquidity and lower volatility. 

OWNERSHIP AND CONTROL OF ITALIAN BANKS:  
A SHORT INQUIRY INTO THE ROOTS OF THE CURRENT CONTEXT                                    87 

 

Leonardo Giani 
 
This work does a short inquiry into the past experience of the Italian banking law and the ownership 
structure of the Italian credit industry. The inquiry is especially focused on the role played by culture 
and other historical events (e.g. political ones) in shaping the Italian economic framework. In other 
words, this paper wants to trace a short and descriptive outline of the evolution of t
ownership structure in order to show how political and social factors counted in determining the 
present features of the system. 
 
THE EFFECT OF THE SOUTH AFRICAN MARKET CONCENTRATION  
ON PORTFOLIO PERFORMANCE                                                                                                          99 

Jakobus D  van Heerden, Sonja Saunderson 
 
Portfolio risk is mainly a function of portfolio concentration and covariance between the assets in a 
portfolio. This study shows that South Africa experiences a high level of market concentration and that 
assets with large weights in the FTSE/JSE All Share Index (ALSI) have large covariances with each 
other. Together these two phenomena suggest that a high level of portfolio risk can be expected. Active 
portfolio managers in South African generally attempt to decrease portfolio concentration by deviating 

ch a 
portfolio construction process on the measurement of relative performance, where the ALSI is used as 
the benchmark, was investigated by means of a simulation process. The results indicated that during 
times when those shares with larger weights in the index perform well, the probability of outperforming 
the ALSI is very small, while the probability of outperforming the ALSI during times when those same 
shares perform poorly is very high. These findings suggest that investors need to be educated about the 
bias regarding relative performance measurement using broad market indices, while alternative or 
additional methods of performance measurement need to be investigated to minimise this bias. 

 

SECTION 2. STOCK OPTIONS 

 

THE IMPACT OF EXPENSING STOCK OPTIONS IN  
BLOCKHOLDER-DOMINATED FIRMS. EVIDENCE FROM ITALY                                         107 

 

Andrea Melis, Silvia Carta 
 

This paper has investigated the economic consequences of recording the cost of stock options at its fair 
ngs, and other key  financial performance 

indicators, such as diluted earnings per share (EPS) and return on assets. The impact of the mandatory 
recording of the cost of stock options measured at its fair value has generally reduced the reported 
earnings and other key performance measures moderately. Despite some evidence of creative 
accounting which was found concerning the elusion of the substance over form principle for the 
accounting of stock options plans set up before 7th November 2002, accounting regulation has 

Profit or Loss. Based on 2004 stock-based remuneration disclosures of the value of options given to 
directors and employees, the expensing of options have a material negative impact on nearly 30 per 

 
 
IS THERE A FIRM-SIZE EFFECT IN CEO STOCK OPTION GRANTS?                                    115 

 

Bruce Rosser, Jean Canil 
 

We substitute H -performance sensitivity metric to detect a firm size effect 
in CEO stock option grants. After adjusting for small-firm risk aversion and private diversification 

-firm effect impacting on incentive strength 
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principally through grant size. Given lower small-firm deltas, grant size appears to have been increased 
by compensation committees to ensure small-firm CEOs are not under-compensated relative to their 
large-firm counterparts.   
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A PRINCIPLES-BASED ANGLO GOVERNANCE SYSTEM IS NOT A SCIENCE  
BUT AN ART                                                                                                                                                   127 

 
Suzanne Young, Vijaya Thyil 

 
This paper through interviewing a number of Australian business executives adds to the academic 
literature by providing evidence from the field of the important characteristics of the Australian 
governance system, the drivers of change and the effectiveness of the principles-based approach. It 
argues that debate needs to move beyond the principles versus rules approach to look at how firms can 
be provided with more guidance in operationalising some of the principles that appear to be key to 
governance effectiveness. It concludes that there is a need for a holistic model of governance that is 
broader than that focusing on the control/legalistic approach; that top management is important in 
setting and driving the in-firm governance agenda; that the public needs to be informed and educated 
about governance and its importance; and that disclosure still requires an improvement in quality.  
 
THE IMPACT OF CORPORATE GOVERNANCE LEGISLATION ON THE  
MARKET FOR CORPORATE OWNERSHIP                                                                                       138 

 

Joseph Canada, Tanya Benford, Vicky Arnold, Steve G. Sutton 
 

corporate control in the face of new corporate governance legislation and regulatory requirements can 
alter the traditional markets for ownership and control.  In order to examine this issue, the paper first 
develops a typology for predicting the type of organizational restructuring that might occur. This 
typology incorporates factors from prior research and disentangles the market for ownership from the 
market for corporate control. The typology is then used as a basis for an in-depth examination of an 
organization whose corporate structure changed in response to mandated changes in corporate 
governance. The results provide evidence that corporate governance legislation can potentially induce 
incumbent management to voluntarily compete in the market for ownership, notwithstanding the 
associated exposure in the market for managerial control. 
 

 

 

 

THE SOX 404 PROCEDURE; IS IT STILL SO REPELLING TO FOREIGN ISSUERS?        147 
 
Marina Stefou  

 
The recent banking crises and the famous financial scandals have revealed the need for strong internal 
control mechanisms. However, due to the inherent limitations of internal control achievement of the 
financial reporting objectives cannot be absolutely ensured. A great reform in the internal control 
mechanism was introduced by  the controversial Article 404 of Sarbanes-Oxley Act of 2002. This paper 
lays out the internal control provision described in Sarbanes-Oxley Act, presents the extraterritorial 
effects on foreign issuers, compares and summarizes overall findings towards ensuring a better 
financial environment with regard to the international and European corporate governance framework 
applied. 


