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EFFECTIVENESS OF CORPORATE GOVERNANCE
MECHANISMS: A REVIEW OF THE LITERATURE
1
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Abstract
The key players in corporate governance worldwide are often associated with their
potential for enhancing corporate governance practices. This paper presents a review
of academic research concerning the effectiveness of these players. Given the
importance of these key players, as emphasized by the regulators in most countries, it
is crucial to explore their contributions, as documented in the literature. Hence,
fundamental insights for analysing the inputs that contribute to their effectiveness, as
well as the processes and the outcomes of their effectiveness are discussed in this
paper. Furthermore, there is limited evidence that discusses the effectiveness of these
players from the perspective of process issues. However, as such studies pertaining to
the process issues are important for understanding how they actually perform their
roles and enhance their effectiveness, more studies that focus on the process issues are
suggested for future research to provide a better understanding of the effectiveness of
key players.
Keywords: Corporate Governance, Key Players, Effectiveness, Inputs, Process,
Outcomes
JEL Classification: G30

1. Introduction
The effectiveness of governance key players has been much debated in the
literature since the mid-nineties. Their effectiveness was questioned following
the financial crisis and the series of corporate collapses that are believed to be
the prime factors that contributed to the events (Mitton, 2002; Brown and
Caylor, 2006). Despite more than a decade of research, there remains little
consensus about the factors that contribute to their effectiveness and how they
contribute to the corporate governance practices as we continue to see the
conflicting results in the literature (e.g. Bradbury, Mak, and Tan, 2004; Beasley,
Carcello, Hermanson, and Neal, 2009; Bame-Aldred, Brandon, Messier,
Rittenberg, and Stefaniak, 2013). The corporate governance key players in this
study are defined based on the Blue Ribbon Committee (US) and the findings of
prior researchers (Cohen, Krishnamoorthy, and Wright, 2004; Gramling,
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Maletta, Schneider, and Church, 2004) who listed board of directors (including
audit committee), the management, internal audit and external audit as the key
players in governance.
Although these key players have different functions and handle different
parts within a corporation, they have related roles in corporate governance. For
example, the board has the role of providing maximum transparency in terms of
a company’s performance. This includes setting the company’s objectives,
providing the leadership, supervising the management, and reporting to
shareholders on their stewardship (Sarbanes Oxley Act, 2002; Blue Ribbon
Committee, 1999). In a related vein, as an operating committee for the board of
directors, the audit committee has the role of ensuring the success of corporate
governance by monitoring the actions of management in terms of financial
reporting as well as internal control (DeZoort, Hermanson, Archambeault, and
Reed, 2002). Meanwhile, the internal audit function is in the best position to
help other key players to understand the firm’s internal control system and risk
management (Suwaidan and Qasim, 2010) through its oversight role, and its
improvements to the control and monitoring environment (Coram, Ferguson,
and Moroney, 2008). Whilst the external audit serves a vital economic purpose
and plays an important role in serving the public interest to reinforce trust and
confidence in financial reporting.
Consistent with the importance of these key players, researchers have
started to investigate their effectiveness. Numerous factors or parameters
concerning the effectiveness of these key governance players have been
identified and spelt out in the literature. In most cases, the researchers focused
on identifying the various characteristics of these mechanisms including
independence (Klein, 2002a; Abbott, Parker, Peters, and Raghunandan, 2003;
Yatim, Kent, and Clarkson, 2006; Christopher, Sarens, and Leung, 2009),
tenure (Carcello and Nagy, 2004; Carey and Simnett, 2006; Knechel and
Vanstraelen, 2007), diligence (Carcello, Hermanson, and Riley, 2002; Abbott et
al., 2003; Goodwin-Stewart and Kent, 2006; Yatim et al., 2006) and expertise
(McDaniel, Martin, and Maines, 2002; Bedard, Chtourou, and Courteau, 2004),
which are believed to impinge upon the overall effectiveness of the governance
mechanisms. However, the mere existence and the characteristics of the
mechanisms alone cannot ensure the effectiveness of the mechanisms without
investigating the practical reality of these parties (Gendron, Bedard, and
Gosselin, 2004), as, even after the governance reforms, we continue to witness
corporate scandals (Chaunrommanee and Swierczek, 2007).
A review of the literature evidences scant knowledge concerning the
effectiveness of the governance mechanisms in terms of their practical reality.
Hence, studies in this area are important to provide an understanding of the
‘black box’ of the process (Spira, 2006; Beasley et al., 2009; McNulty, Zattoni,
and Douglas, 2013). The knowledge concerning the composition and
characteristics of the key players is claimed to exceed the knowledge about their
behaviour during the process (McNulty and Pettigrew, 1999). In addition, the
participation and contribution of the key players during the process are claimed
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to be the key factors for measuring their effectiveness (Machold and Farquhar,
2013; Pugliese, Nicholson, and Bezemer, 2015), and thus more studies in this
area are clearly warranted. This is further supported by Roberts, McNulty, and
Stiles (2005) who claimed that researching the governance mechanism
processes means revealing how they work and providing a better understanding
concerning the concepts of their effectiveness.
The objective of this paper is to evaluate the extent to which prior studies
provide evidence about the factors and outcomes of the effectiveness of the
governance players, as well as the process to achieve the effectiveness. This
study is dedicated to continuing the rich tradition of research in this area to
enhance our understanding about the effectiveness of key players in governance.
The study also provides avenues for future research along these lines. The rest
of the paper is organized as follows. The next section provides fundamental
insights into the effectiveness of the governance mechanisms in which the
evidence in the literature can be evaluated. Section 3 examines the literature
concerning the effectiveness of all key players, which is associated with the
inputs, process and outcomes of the effectiveness. More attention is given
concerning the studies that focused on the process of the key players in practice
since the literature evidences scant knowledge from this perspective. The paper
ends with a summary of the evaluation of the evidence and suggestions for
future research

2. Fundamental Insights from the Literature concerning the
Effectiveness of the Key Players in terms of Corporate
Governance
The series of corporate collapses in the early 2000s prompted the growing
volume of research on corporate governance including the effectiveness of key
players in corporate governance. Hundreds of studies in this area have been
published and several frameworks have been proposed to achieve a better
understanding of the effectiveness of governance players. Notable examples
include Carcello, Hermanson, and Ye (2011)2 who examined key insights from
prior meta-analyses that highlighted the fundamental relation between
governance characteristics, and accounting and auditing outcomes. In particular,
the analysis revealed the importance of ‘good’ governance characteristics (e.g.
expertise, independence), which contribute to ‘good’ accounting outcomes
(fraudulent financial reporting, restatements, earnings management/accruals
quality, accounting conservatism, and accounting quality).
A few other studies that proposed frameworks for understanding
governance effectiveness include DeZoort et al. (2002), Turley and Zaman
(2004), and Bedard and Gendron (2010) who focused mainly on audit
committee effectiveness. In support of Carcello, Hermanson et al. (2011), these
studies documented the determinants (e.g. composition, authority, resources and
2

See Carcello, Hermanson et al. (2011) for a detailed discussion of this literature
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diligence) and impacts of audit committee effectiveness on various dimensions
including audit function, financial reporting quality, corporate performance and
others.3 The most recent study, by Bame-Aldred et al. (2013), examined the
perspective of the internal audit function and external audit effectiveness. The
study proposed a framework that emphasized the environmental and internal
audit function-specific factors that influence the external auditor’s reliance
decisions, the nature and extent of the reliance, and the outcomes resulting from
the reliance. While providing an understanding concerning the coordination
between these two parties in terms of reliance, the study also provided an
understanding of the effectiveness of these parties in performing their roles and
responsibilities.
These studies highlighted a common important gap in the literature, in that
most studies focused on the characteristics and outcomes of the performance of
the key players in measuring their effectiveness, which is largely based on
publicly available information. While contributing to the knowledge, it is
claimed that the findings cannot ensure the effectiveness of the mechanisms
without investigating the practical reality of these parties. The governance
mechanisms may be established for cosmetic reasons and may be symbolic to
meet the requirements of the regulations (Cohen et al., 2004). The literature
shows limited understanding concerning the effectiveness of governance players
in terms of their surroundings and processes (Pettigrew and McNulty, 1995,
1998; McNulty et al., 2013; Pugliese et al., 2015), which is deemed important to
provide better insights into their effectiveness (Gendron et al., 2004; Roberts et
al., 2005; Machold and Farquhar, 2013). Furthermore, their effectiveness also
differs among market economies, and, hence, one single factor cannot determine
their effectiveness (e.g. composition) or have the same significance in all
countries as it depends on the culture, regulations and other attributes of the
respective country. The lack of current studies that address the process limits
our understanding of the effectiveness of the key governance players in practice
(McNulty and Pettigrew, 1999; He and Huang, 2011).
To address this gap in the literature, the following section discusses the
prior studies that examined and investigated the effectiveness of the key
governance mechanisms. Instead of focusing on individual players, this study
focuses simultaneously on the effectiveness of all key players (e.g. board of
directors, audit committee, internal audit function and external audit). Based on
a review of the literature, three perspectives were developed, comprising the
inputs, process and outcomes. These fundamental elements of effectiveness are
used to evaluate the evidence associated with the effectiveness of the key
players in governance.

3

See DeZoort et al. (2002); Turley and Zaman (2004); and Bedard and Gendron (2010), for a detailed
discussion
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Process
Input factors that
influence
effectiveness
- Characteristics and
attributes

- Behaviour and
conduct
(Power and attributes,
emotions)
- Interactions
(Formal and informal
processes, clear reporting
lines)

Outcomes from
effective mechanisms
- Financial Reporting
Quality
- Audit Quality
- Corporate
Performance

Figure 1: Fundamental Findings from the Literature concerning Insights into the Effectiveness of Corporate Governance Mechanisms
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Figure 1 above illustrates that the composition, characteristics and attributes of
the key governance mechanisms are the important elements that the
mechanisms need to have to achieve their effectiveness. These elements should
be supplemented by appropriate behaviour and conduct as well as the
interactions between the mechanisms that can further enhance their
effectiveness. Their willingness to use the inputs that they have is vital for
ensuring their effectiveness. Accordingly, the effects of the inputs and the
processes carried out in the practice are revealed in the outcomes.

3. Synthesis of the Extant Literature on the Effectiveness of
Corporate Governance Mechanisms
While the literature evidences a lack of studies that focus on the process for
understanding the effectiveness of governance players, more attention is given
to the studies that investigate the practical reality of the players. The following
subsections briefly discuss the inputs and outcomes perspectives and largely
focus on the process perspective to explore the effectiveness of the players in
the literature.
3.1 Inputs and Outcomes
The inputs to the effective governance mechanisms in the literature are mostly
related to certain characteristics or attributes of the mechanisms. The
characteristics and attributes in the literature include their existence,
independence, type of firm, objectivity, competence, expertise, meeting
frequency and tenure (Clark, Gibbs, and Schroeder, 1981; Albrecht, Howe,
Schueler, and Stocks, 1988; Beattie and Fearnley, 2002; Klein, 2002a; Stewart
and Munro, 2007; Christopher et al., 2009). For example, it is expected that
independence and other composition characteristics may determine the
effectiveness of the governance mechanisms in their monitoring functions and
their oversight roles (Jonh and Senbet, 1998). In fact, Klein (2002a) claimed
that board members monitoring functions in the corporate financial accounting
process is a critical antecedent of its effectiveness. This is supported by Carcello
et al. (2002), and Yatim et al. (2006) who documented that boards that meet
frequently are likely to be better informed and more diligent in performing their
monitoring roles. Similarly, Albrecht et al. (1988) documented that an
organization with a capable leadership in terms of a chief of the internal audit
function is likely to have an effective internal audit function.
Meanwhile, the outcomes perspective focuses on the impact of the
effectiveness of the governance mechanisms on several areas. Among the
outcomes of the performance that have been addressed in the literature are
corporate performance, financial reporting quality and auditing quality
(Beasley, Carcello, Hermanson, and Lapides, 2000; Bailey, Gramling, and
Ramamoorti, 2003; Gramling et al., 2004; Destefanis and Sena, 2007; Carcello,
Hermanson et al., 2011; Misangyi and Acharya, 2014). For example, both
players – board of directors and audit committee – have a potential contribution
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for improving financial reporting (Marsh and Powell, 1989) through their
monitoring responsibility of the accounting processes, and compliance with the
corporate legal and ethical standards (Turley and Zaman, 2004). It also evident
that audit committees have an impact on the internal audit function, including
internal controls and risk management (Zaman, 2001), thereby illustrating the
effectiveness of audit committees.
Most of the studies in the literature have been designed to examine the
associations between the characteristics of governance mechanisms and various
outcomes in order to appreciate their effectiveness (e.g. Beasley et al., 2000;
Klein, 2002a; Abbott, Parker, and Peters, 2004). For example, Gul and
Goodwin (2010) documented that board meetings have a negative relationship
with audit fees, which indicates higher audit quality. Consistent with prior
studies (Bedard et al., 2004; Hsu, 2008), the findings also show that audit
committee financial expertise can influence the audit quality in that specific
knowledge, particularly financial, is necessary for the audit committee to
perform its monitoring role and develop better governance. The findings
support prior studies (Carcello et al., 2002; Salleh, Steward, and Manson, 2006;
Yatim et al., 2006) that found that firms with good corporate governance
attributes (e.g. independence, expertise and diligence) demand higher audit
quality, resulting in higher external audit fees.
Focusing on the internal audit function, Coram et al. (2008) demonstrated
that the existence of the internal audit function is more likely to detect the
misappropriation of assets and thus reduce management fraud. In a related vein,
Prawitt, Smith and Wood (2009) claimed that the existence of the internal audit
function could promote greater transparency, and, accordingly, the internal audit
function may reduce the tendency of the management to manipulate earnings.
The recent work by Krishnamoorthy and Maletta (2012) showed that
greater accounting expertise on the audit committee leads to greater quality of
the internal audit, and, finally, enhances the level of coordination between the
external auditors and internal audit function. However, some studies
documented contradictory results in which the effective governance
mechanisms do not influence the positive outcomes. For example, Carcello,
Neal, Palmrose, and Scholz (2011) found that there is no significant association
between restatements and audit committee independence or financial expertise.
With this conflicting result, the practical significance of the governance
mechanisms is questionable.
In sum, most of the studies showed that good governance mechanisms are
important to enhance the corporate governance practices. Drawing upon the
agency theory, most of these studies illustrate that the key players are effective
and make a significant contribution to the corporate governance practices and
other possible outcomes. However, the mere existence and other specific
features of the governance mechanisms do not really mean that these
mechanisms actually fulfil their roles effectively. Furthermore, the studies
evidenced conflicting results, which may be due to the different proxies used for
measuring the input (e.g. diligence, objectivity) and outcomes (e.g. financial
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reporting quality and audit quality). The proxies used are indirect and have their
own limitations, which may affect the findings. Therefore, the scope of the
activities of these mechanisms needs to be explored to obtain better insights into
the extent and nature of these mechanisms in performing their roles and
responsibility. This is supported by prior studies (Beasley et al., 2009; Bluhm,
Harman, Lee, and Mitchell, 2011; Turley and Zaman, 2004) that emphasized
the need for further investigation of the process and activities of these
mechanisms in practice.
3.2 Process
The published studies that focus on the process issues in examining the
effectiveness of corporate mechanisms, which are largely driven by the
qualitative approach, appear to be growing but are still limited (Bluhm, Harman,
Lee, and Mitchell, 2011; McNulty et al., 2013). Accordingly, this dearth of
studies that explore the process contributes to the lack of understanding about
what the key governance mechanisms actually do in practice (Huse, 1998;
Brundin and Nordqvist, 2008). The processes of the governance mechanisms in
performing their monitoring roles and their activities (such as audit committee
meetings, etc.) are deemed important in developing a better understanding of
their effectiveness (Gendron et al., 2004). This is further supported by Roberts
et al. (2005) who claimed that researching the governance mechanism processes
means revealing how they work and providing a better understanding of the
concepts of their effectiveness. Therefore, in this section we analyse some of the
key insights from studies that addressed the effectiveness of the key governance
mechanisms through the process in practice. These studies provide an
opportunity to explore the invisible practices of governance mechanisms, and
the conditions that support their effectiveness. Overall, these studies show how
the process issues might present different scopes of key governance
effectiveness from the inputs and outcomes perspectives, which might help to
improve our understanding in this area. In order to organize our approach, this
section evaluates the extent of the studies that provide evidence concerning the
effectiveness of key governance mechanisms in two principle areas: (i)
behaviour or conduct of the key players; and (ii) interactions among the key
players. Examples of the studies indicated in this principle area are shown in
Table 1 below.
3.2.1. Behaviour and conduct
Some studies have explored the governance mechanism practices in practical
reality by investigating their activities. Essentially, this strand of research looks
at the effectiveness of governance mechanisms through their behaviour and
conduct in the meetings (e.g. boardroom meetings, audit committee meetings,
etc.) or the activities in performing their roles. Using interviews, case studies or
observations as the method of study, researchers have collected the data by
obtaining the perceptions of the parties involved in the activities. After
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considering the fundamental determinants of the effectiveness of key
governance mechanisms through the behaviour and conduct of key players, two
factors were derived. In a very general sense, these are (1) power and attributes;
and (2) emotions. The effectiveness of the key players depends on how each
party exercises their roles and responsibilities; therefore, this study explores
specific aspects related to their behaviour and conduct (i.e. power and attributes,
and emotions), as there is evidence that these may influence the effectiveness of
the key players.
3.2.1.1. Power and attributes
Certain attributes are often considered as significant determinants of the
effectiveness of governance mechanisms. For example, previous studies
mentioned the importance of expertise, experience and independence in
ensuring the effectiveness of the key governance mechanisms in performing
their roles (e.g. Salleh et al., 2006; Yatim et al., 2006; Gul and Goodwin, 2010).
Similarly, the studies that focused on the process of the corporate governance
practices found that these attributes may contribute to the effectiveness of key
governance mechanisms. These studies provided some interesting insights. For
instance, Cohen, Krishnamoorthy, and Wright (2002) found that auditors
perceived audit committees as weak and ineffective in the post-SOX era. Based
on their interviews with 36 auditors, the findings of their study indicated that
auditors found that audit committee members lacked the necessary expertise,
power and scepticism that would make them effective. Even though the
members were appointed based on their qualifications, in practice, audit
committees were considered to be ineffective in performing their duties, and
their existence was symbolic for the purpose of satisfying the regulatory
requirements. Similarly, Soobaroyen and Mahadeo (2012) found that the
accountability of the board members in Mauritius was questionable, in that the
independent non-executive directors were relatively powerless. Although the
board members were found to have the required knowledge, the accountability
was not practiced by the members in performing their roles. These studies
illustrate that the attributes (e.g. knowledge, experience and expertise) alone
cannot ensure the effectiveness of the key governance mechanisms.
The key players should have the will to exercise their skills as well as the
power to perform their roles (Pettigrew and McNulty, 1995, 1998; McNulty and
Pettigrew, 1999). McNulty and Pettigrew (1999) showed how the necessary will
and skill in using power by non-executive directors is important in adapting
their potential power to actual power. This is supported by O’Higgins (2002)
who suggested that the non-executive board members with vast experience are
able to provide incisive thinking and argument in performing their roles and
responsibility. With their experience, they can recognize the threats and
opportunities for the company, which, ultimately, will have a positive impact on
company performance. Their effort to come out with the necessary arguments
and incisive thinking illustrates their willingness to use the power they have to
be effective.
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Similarly, Roberts et al. (2005) found that the willingness of nonexecutives to exercise independence is the key to effective board behaviour. The
effectiveness of the board depends on how active and how well the nonexecutive board members use their power in performing their duties. The board
members should account for their conduct and have a strong inner
consciousness that directs their effectiveness and contributes to the performance
of the organization. The findings suggested that independence alone is useless
without the willingness of the non-executive members to exercise their power
and independence of mind in performing their roles. Therefore, the presence of
a culture of openness and the skills of the non-executive board members are
required to ensure that they use their power appropriately (McNulty and
Pettigrew, 1999; Roberts et al., 2005). The results evidence that traditional
divisions between the agency and stewardship theories do not adequately reflect
the actual practice of the directors on the board, thereby challenging corporate
governance reform as it does not support the actual effectiveness of the boards.
In a related vein, Beasley et al. (2009), Cohen, Krishnamoorthy, and
Wright (2010), and Cohen, Hayes, Krishnamoorthy, Monroe, and Wright (2013)
also identified the importance of the attributes among the audit committee
members in providing insights into their monitoring roles. From the interviews
with the audit committee members and auditors, both studies found that the
audit committees have the appropriate financial expertise, frequent meetings,
and ask challenging questions of management. Likewise, Salleh and Steward
(2012) found that the understanding of their responsibilities, awareness of
possible issues and the members’ accounting and business expertise are the
main factors that contribute to the audit committee acting as a mediator in
resolving disputes between management and the auditor. More recently, Dobija
(2015) supported the importance of having experience and skills among audit
committee members to enhance their effectiveness. With adequate knowledge
and experience, particularly in the fields of accounting, financial auditing and
finance, the audit committee can improve its monitoring control over the
external auditor. The findings also documented the power of the audit
committee chairman as being a critical factor for an efficient audit committee.
The chairman has certain responsibilities, such as setting the agenda, chairing
the meeting, giving voice to the members of the audit committee during the
meeting, and, in some cases, deciding on the need for and type of voting, thus
setting the overall responsibilities of the chairman to ensure the quality of the
work performed by the members. With the power that the chairman has, they
can give support to other audit committee members and push things forward.
Illustrating the efficiency theory (Böhm, Bollen, and Hassink, 2013), the study
evidenced that audit committees were first introduced to provide symbolic
oversight, and, only later were they found useful for monitoring a company’s
activities. The study concluded that the perceived efficiency of the audit
committee has increased, which is largely associated with the power of the audit
committee members.
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Again, these studies highlighted the importance of both the attributes of the
audit committee members (e.g. expertise) and their willingness to exercise the
power or authority they have (asking probing questions of management in the
meeting) in ensuring the effectiveness of the audit committee, which is difficult
to observe through a quantitative study. Both power and attributes are required
in order to achieve their effectiveness. The findings illustrate the real process in
achieving the effectiveness of the key mechanisms and complement most of the
evidence in prior studies, which supports the current regulations concerning the
composition and role requirements of audit committee members.
3.2.1.2. Emotion
A review of the literature has evidenced the crucial influence of emotion in
respect of the effectiveness of key governance players. Emotions may reflect
how a person behaves and constitute one of the important motivators of action
(Huy, 2002). Huse (1998) found that emotion plays a vital role in board
activities, particularly in the relationships among the board chairman, board
members and the other parties. Likewise, Samra-Fredericks (2000b)
documented that different levels of emotion display an effect in the direction of
the board process, thus influencing the effectiveness of its members. Brundin
and Nordqvist (2008) conducted an in-depth investigation of the role of the
emotions of board members in performing the board’s control and service tasks.
Based on observations over 18 months, the results revealed that short-term (e.g.
anger and surprise) and long-term emotions (e.g. confidence and distrust) are a
basis of energy that influences the work of the board and the task performance
of its members. In particular, emotion is found to be a source of energy that is
reproduced in a process that can affect how the members act in the boardroom
and the interaction between board members.
Overall, the emotions of the board members are deemed important in
measuring the effectiveness of the board as they can reflect in the board’s task
performance. The appropriate form of emotion (Hochschild, 1983) can
influence the power of board members in performing their roles, and,
ultimately, affects their interactions and effectiveness. It is a significant element
of the “inner context” of the board itself that can influence the task performance
of the board (Pettigrew and McNulty, 1995). These studies look at the different
levels of analysis and contexts of board effectiveness. The emotions of the
board members are particularly difficult to examine using quantitative methods,
and, hence, qualitative methods (observations) can provide more evidence
concerning the effectiveness of the board members.
3.2.2. Interaction
In addition to the behaviour and conduct, the studies in the literature have also
begun to explore the interactions between the parties in understanding their
effectiveness in the governance processes. The interaction between these key
players can help them to perform their roles in that it enables the exchange of
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knowledge and sharing among members of the organisation (Roberts et al.,
2005), and, ultimately, affects their effectiveness. For example, the interactions
between the external audit and audit committee not only helps the external
auditors in performing the audit, but an effective two-way communication
between both parties also assists the audit committee in fulfilling these
responsibilities (Gendron et al., 2004; Cohen, Gaynor, Krishnamoorthy, and
Wright, 2007; ISA 260). In particular, the external auditor’s opinion and
information on significant matters, such as financial reporting risks and
weaknesses in the internal financial controls, will benefit the audit committee in
fulfilling its responsibility (DeZoort, Hermanson, and Houston, 2003; Bedard
and Gendron, 2010). Similarly, the internal audit function is an important source
of information for audit committees and the external auditor, especially in terms
of risk management and internal control (Gramling et al., 2004; Mat Zain and
Subramaniam, 2007; Sarens, De Beelde, and Everaert, 2009). Therefore, the
interactions between these parties are important to enhance their effectiveness.
A few themes are evident in this area of the literature, which include (1) formal
and informal interactions; and (2) clear reporting lines.
3.2.2.1. Formal and informal interaction
The performance of the key players and their effectiveness are dependent on the
changing relationships and interaction between them (Huse, 1998; Johnson,
2004). Most of the qualitative studies that examined the interactions between
key governance mechanisms found that the informal interactions are important
in enhancing the effectiveness of the key players. For example, using a
longitudinal complete member researcher (CMR) participant observer
methodology, Parker (2007b) suggested that the chairing style of the director
influences the meeting effectiveness and can make it informal and facilitating.
Informality and humour are particularly important in lubricating directors’
interrelationships, as well as communication and cohesion, in that they can
provide a better environment for information exchange and the sharing of
views. This is supported by Gendron and Bedard (2006) who found that
informal activities that occurred outside of meetings contribute to the
effectiveness of the directors.
Similarly, Turley and Zaman (2007) highlighted the importance of the
informal processes in supporting the effectiveness of the audit committee. The
study revealed the significance of the informal processes around the audit
committee through which concerns might be raised. The operation of the audit
committee was most effective as a result of informal communications, rather
than through audit committee meetings. Through the voluntary informal
communications, the behaviour of the audit committee members has the greatest
impact on other organizational participants including senior management, and
internal and external auditors. The study revealed that the informal processes
and exercise of power are important factors that contribute to the effectiveness
of the audit committee. In other words, the personal attributes of the audit
committee members in exercising their power, as well the culture of
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encouraging informal interactions, are essential for positive governance
outcomes. The findings are consistent with later studies (Sarens, Christopher,
and Zaman, 2013; Zaman and Sarens, 2013) concerning the importance of
informal interactions that facilitate accessibility to knowledge exchange and
sharing between the key players.
Even though informal interaction has been found to be vital, Mat Zain and
Subramaniam (2007) found that the internal audit function in Malaysia had
limited informal communications and private meetings with audit committee
members. Due to the limited private meetings between the parties, the internal
auditors cannot share their thoughts and issues concerning the organizations
freely with the audit committee. Accordingly, this will affect the effectiveness
of both parties in performing their roles and responsibilities, and further
supports the importance of the informal interactions between key players to
improve their effectiveness. Overall, the measures of effectiveness found in
these studies is unlikely to be easily translatable into formal measures of
effectiveness, and thus, it is unlikely that the measures reflected in the
regulations will increase transparency (Gendron and Bedard, 2006; Mat Zain
and Subramaniam, 2007).
3.2.2.2. Clear reporting lines
The studies in the literature also emphasized the importance of clear reporting
guidelines, particularly between the internal audit function and the audit
committee in order to enhance their effectiveness. Sarens et al. (2009) showed
that audit committees seek comfort in terms of the control environment and
internal controls through internal auditors. With their knowledge of the
organization (e.g. risk management and internal control) and appropriate
behavioural skills, internal auditors are able to provide comfort to the audit
committee members. The internal audit functions can reduce the discomfort of
the audit committee through its advice, and supportive and facilitative roles,
such as providing internal audit reports and delivering presentations at audit
committee meetings. The findings illustrated the importance of clear reporting
guidelines between the internal audit function and audit committee to enhance
the effectiveness of both parties.
More recently, Roussy (2013) found a lack of clear reporting lines between
the internal audit function and audit committee in public sector organisations.
The findings illustrated that the internal audit function perceived that they must
prioritize the top manager and be more effective when serving the management
instead of the audit committee. This contradicts the current requirement, which
requires the internal audit function to report directly to the audit committee
instead of to management (see for example BRC, 1999; Smith Committee,
2003; Finance Committee on Corporate Governance, 2007). Studies have
highlighted some of the findings that contrast with commonly assumed views
on the interactions between internal audit functions and audit committees (e.g.
Gendron and Bedard, 2006; Sarens et al., 2009). It is acknowledged that the
non-executive members have vast experience and skills, however, they may
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have inadequate knowledge and be unfamiliar with the operations of the
organisations. Thus, the strong internal audit function and frequent interactions
with the internal audit function are deemed important for the audit committee to
improve its effectiveness as the internal audit function may provide the
information to the audit committee members.
In general, with the increased importance of the relationship and
interactions between key governance mechanisms in today’s environment,
deeper interactions among the key governance players are essential to improve
their effectiveness. As proven in prior studies, the interactions between the
internal audit function and audit committee in terms of clear reporting
guidelines is essential to improve their effectiveness. Both parties should work
together in performing their roles to enhance their effectiveness.
Table 1: Qualitative studies on corporate governance effectiveness in the literature
Source
O’Higgins
(2002)

Context
Board of directors

Principle Area
Behaviour and
conduct

Cohen et al.
(2002)

Audit committee

Behaviour and
conduct

Roberts et al.
(2005)

Board of directors

Behaviour and
conduct

Gendron and
Bedard (2006)

Audit committee

Behaviour and
conduct

Parker (2007)

Board of directors

Behaviour and
conduct

Turley and
Zaman (2007)

Audit committee

Interactions

Zain and
Subramaniam
(2007)

Audit committee
and internal audit
function

Interactions
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Findings and Results
The most important characteristics of effective
non-executive directors are: (i) incisive thinking,
the ability to size up a complex issue clearly, (ii)
the ability to make a beneficial contribution to the
company inside and outside the boardroom, and
(iii) practical business experience.
Audit committee is typically ineffective and lacks
sufficient power to be a strong governance
mechanism.
- Non-executives’ willingness to exercise their
independence is the key to effective board
behaviour.
- The culture of openness and the skills of the nonexecutive board members are required to ensure
that they use their power effectively.
- Audit committee effectiveness is constructed
through four categories of process – background,
ceremonial features, reflective interpretations of
substantive practices and activities taking place
during audit committee meetings, and reflective
understanding of informal practices taking place
outside meetings.
- Boardroom culture emerges as a potent
ingredient in the governance process.
- Informality and humour are important in
lubricating director’s interrelationship,
communication and cohesion.
- The importance of informal processes around the
AC.
- Possibility that the AC’s impact on governance
may be greatest in non-routine situations.
- Audit committee influence on power relations
between organizational participants.
- Indicate infrequent informal communications
and limited private meetings between the HIAFs
and ACs, and a need for clear reporting lines.
- ACs are seen to be held in high esteem for their
authority and are expected to take on greater
leadership in the inquiry of management’s
decision-making.
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Table 1: Continued
Source

Context

Principle Area

Findings and Results

Brundin and
Nordqvist
(2008)

Board of directors

Interactions

Beasley et al.
(2009)

Audit committee

Behaviour and
conduct

Sarens et al.
(2009)

Audit committee
and internal audit
function

Interactions

- Empirical accounts from board meetings and
diary notes from a CEO show in detail how
emotions work as power energizers and status
energizers in boardroom dynamics.
- Short-term as well as long-term emotions are a
source of energy that affects board work, and that
are influential in the board members’ task
performance.
- AC members strive to provide effective
monitoring of financial reporting and seek to
avoid serving on ceremonial AC.
- Responses vary with personal and company
characteristics, with particularly notable
differences related to AC members' accounting
expertise and time of appointment to the AC (preSOX versus post-SOX).
- Audit committees seek comfort with respect to
the control environment and internal controls; two
areas in which they confront considerable
discomfort.
- Internal audit function’s traditional assurance
role, its involvement in improving internal
controls provides a significant level of comfort to
the audit committee.
- Internal auditors’ unique knowledge about risk
management and internal control, combined with
appropriate inter-personal and behavioural skills,
enable them to provide this comfort.

Cohen et al.
(2010)

External audit and
audit committee

Behaviour and
conduct

- AC are seen as having sufficient expertise and
power to fulfil their responsibilities.
- There is a strong, positive shift post-SOX in the
seriousness that AC members bring to their role as
monitors of the quality of the financial reporting
process

Soobaroyen and
Mahadeo (2012)

Board of directors

Behaviour and
conduct

- Board accountability is noted as affecting board
effectiveness.
- Board members’ selection process is important
in determining their accountability to ensure
effective company oversight.

Salleh and
Stewart (2012)

Audit committee

Behaviour and
conduct

Cohen et al.
(2013)

Audit committee

Behaviour and
conduct

Roussy (2013)

Internal audit
function

Interactions

- When the issue is very material, the audit
committee plays a mediating role as a third-party
intermediary that provides assistance to resolve
disputes.
- The authority of the committee to act as a
mediator comes from its oversight responsibilities,
its understanding and awareness of possible issues
and the members’ accounting and business
expertise.
- SOX has positively impacted the monitoring role
of the audit committee (board), which directors
attributed to the financial expertise and internal
control requirements, and heightened substantive
diligence.
- Internal auditors consider that their primary role
is to serve the top manager and the organization
and that they must prioritize the top manager at
the expense of audit committee members.
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Table 1: Continued
Source

Context

Principle Area

Findings and Results

Dobija (2015)

Audit committee

Behaviour and
conduct

- For ACs to efficiently perform their
responsibilities, they must have access to greater
resources that would provide them with a greater
degree of independence in performing the
functions entrusted to them.
- Those who are exercising control over the
auditor should have adequate knowledge,
experience and skills in the fields of accounting,
financial auditing and finance.

4. Discussion
Recent qualitative corporate governance research has answered calls to go
beyond the compositions and outcomes of key governance players in evaluating
the effectiveness of the key players. The discussion in the previous section
illustrates that scholars have started to explore a few areas concerning the
processes in governance through observations and consider the perceptions of
the key players and related parties. These studies focus more on their inner
working processes in terms of their behaviour and conduct, and the interaction
between them and with other parties. Instead of looking at the characteristics
(e.g. competency, skills, experience, etc.) or outcomes (e.g. financial reporting
quality, corporate performance, etc.) alone, researchers have looked at the
processes in which how the key governance players perform their roles is
observed to understand their effectiveness. The literature provides evidence that
the actual effectiveness of corporate mechanisms depends upon the behavioural
and conduct process, and how the relationships and interactions between key
governance mechanisms are developed in a particular organization context.
Scholars also document various factors that may affect the behaviour and
interactions between key players, which, ultimately, affects their effectiveness.
Based on the literature, it is suggested that in creating effective governance
mechanisms, a company should not only look at the characteristics of the
mechanisms (e.g. independence, knowledge) but should also look at the culture,
the informal activities and their willingness to play an active role in the
governance. For example, the board should play its role properly in the
boardroom to ensure that the organisation can practice good governance. Boards
have an obligation to ensure proper and active participation in the boardroom
and each key player should play their role effectively. Apart from the
independent members with the right skills on the board, the board members and
other key players should play an active role in the meetings (see for example
Gendron and Bedard, 2006; Parker, 2007b; Cohen et al., 2010). Roberts et al.
(2005) argued that expertise and independence of the board members are only
significant if the members have a willingness to exercise their power and be
active to be effective. Therefore, for such a process to work, the board needs to
create a culture that will boost its effectiveness. The emotions of the governance
mechanisms are also important as these will influence the interactions of the
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mechanisms, and, ultimately, their effectiveness (Brundin and Nordqvist, 2008).
The findings of these studies give different contexts of the effectiveness of
governance mechanisms, which are not publicly observable by the stakeholders.
Another process context that qualitative researchers have looked at in
exploring the effectiveness of governance mechanisms is the interaction
between the key mechanisms. Together with the increased importance of the
relationship and interaction between key governance mechanisms (e.g. internal
audit function and audit committee) in today’s environment, deeper interaction
among the key governance players is essential to improve their effectiveness.
As proven in prior studies (e.g. Mat Zain and Subramaniam, 2007; Turley and
Zaman, 2007; Sarens et al., 2009; Sarens et al., 2013; Zaman and Sarens, 2013),
the interaction between the internal audit function and audit committee in terms
of clear reporting guidelines is essential to improve their effectiveness. Both
parties should work together in performing their roles and the interaction should
not focus solely on the formal interaction as the findings of the studies show
that informal interaction is clearly important to enhance their effectiveness.
Thus, in supporting the informal interaction among the parties, the culture of the
governance practices in the organisations is important.
The studies contribute to a limited but developing pool of research that
employs a qualitative approach in understanding the effectiveness of the
mechanisms through the corporate governance processes and practices.
Furthermore, complementing the findings in the quantitative studies, the
findings of these studies have deepened our understanding of the effectiveness
of the governance mechanisms. Whilst the characteristics of the governance
mechanisms influence their effectiveness, it is the actual conduct of the key
governance players that determines their effectiveness, and which ultimately
affects the outcomes. Based on the discussion in the literature, the behaviour
and conduct, and the interaction of the key governance mechanisms in the
processes will influence their effectiveness.

5. Conclusion
The key governance players (e.g. board of directors, audit committee, internal
audit and external audit) are important in ensuring better corporate governance
practices. This paper presents a review of the literature concerning the
effectiveness of these key players. The study contributes to the literature by
providing fundamental findings concerning the effectiveness of corporate
governance mechanisms related to the input and outcomes of the effectiveness
of the key players, as well as across different aspects of the processes that affect
their effectiveness (behaviour or conduct of the key players; and interactions
among key players). The study extends prior studies by simultaneously
discussing the effectiveness of all key players. Furthermore, in advancing the
understanding concerning the effectiveness of key players, the study offers
suggestions for future research, particularly in respect of the process issue.
Therefore, this study should be useful to academic researchers, practitioners,
46

Mat Yasin, F., Muhamad, R. & Sulaiman, N. A.

regulators, and others who are interested in understanding the effectiveness of
key players.
Based on the studies discussed in the literature, the researchers examined
the effectiveness of the corporate governance mechanisms from three
perspectives – the inputs, process and outcomes. Based on the studies in the
literature, the inputs and outcomes of the effectiveness of the mechanisms are
largely driven by quantitative studies. Whilst the studies on the processes and
activities of the governance mechanisms in delivering their roles tend to be
driven by qualitative studies. The studies deepen our understanding about the
factors that contribute to the effectiveness of the mechanisms, the processes that
affect their effectiveness as well as the impact of their effectiveness. The studies
complement each other, and give a broader understanding and knowledge
concerning the effectiveness of the governance mechanisms. However, as some
researchers argued that the studies that focus on the process issues in this area
are rather limited (Brennan and Solomon, 2008; Christopher, 2010), the need
for more studies on the process issues in this area, possibly by employing
qualitative methodologies to contribute to the understanding of the process and
influences of the effectiveness of the governance mechanisms, are deemed
necessary (Daily, Dalton, and Cannella, 2003; Roberts et al., 2005; Parker,
2007b; McNulty et al., 2013).
5.1 Direction for Future Research
Despite the volume of research on key governance effectiveness, there is still
much room for future research. Such research could address the behaviour or
conduct and interaction in practice, which potentially affect the effectiveness of
the key players. The examples provided below are some new areas of research
that could be considered by future researchers.
Investigating the processes of the corporate governance practices may be
difficult and challenging, however, the findings and results hold significant
promise for improving corporate governance practices (Johnson, 2004; Parker,
2007b). The studies on the process issues highlight the importance of
investigating the effectiveness of the governance mechanisms within the
organizational context and practices, and consider the various factors that could
influence their effectiveness. Thus, by examining the governance processes, the
decision process by the users of the governance information or stakeholders
may be significantly improved. Therefore, more research in the field of
corporate governance process, and particularly the effectiveness of governance
mechanisms, is necessary to discern what and how the actual conduct of the
governance mechanisms can support their effectiveness. It is also suggested that
governance researchers consider the international dimensions. Due to the
institutional differences and variations in corporate governance systems
globally, the processes and the activities of governance mechanisms may be
influenced by cultural values and norms. Developing countries, for instance
have a different culture than developed countries. Owing to such differences,
governance scholars can make interesting contributions by understanding the
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processes of the governance practices in measuring the effectiveness of key
players.
Recognizing the limited studies in the interaction process, another
opportunity for researchers to broaden the study of the effectiveness of
corporate governance mechanisms is to simultaneously consider the dynamics
of the interactions among the various key players, including the external
auditor, internal audit function, audit committee and board of directors, and how
the interactions can influence their effectiveness. The interconnected
relationships and interactions of these key players is assumed to influence the
effectiveness of the mechanisms and powerful governance practices. Thus, there
is a call for greater and more detailed attention of the interaction processes and
dynamics to better understand how these affect the effectiveness of governance
mechanisms. Understanding the proper processes of the interactions among key
mechanisms is an obvious and vital focus for future qualitative governance
studies. Addressing the lack of studies on the effectiveness of the external audit,
future studies may focus on how the interactions between the key governance
mechanisms may influence the external audit process, such as judgement in the
audit process, risk assessment of the external auditor, or the process of obtaining
and evaluating evidence. The study may have some implications that might be
relevant both academically and practically. The evidence may be useful to
establish confidence among the stakeholders by incorporating the attributes and
practices that are found to be relatively important for effective governance.
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