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ABSTRACT

This study uses the framework of the agency theory to systematically investigate the
relationship between corporate governance mechanisms; board of directors’
characteristics (board size, board independence, duality, board meetings, and
director’s ownership) and audit committee size with the level of information
asymmetry in UAE. The multiple regression analysis provides evidence that board
size is significantly positive related to information asymmetry. While board
independence, board meetings, directors’ ownership and audit committee size have a
significantly negative association related to information asymmetry. The findings
show that the information asymmetry among the United Arab Emirates (UAE)
companies is high and the implementation of the Code of Corporate Governance

more likely to be underdevelopment.
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Emirates (UAE)



TABLE OF CONTENTS

PERMISSION TO USE ... 1
ACKNOWLED GMENT ... e e e e e e v
PN S SN I R Y AN O [ Vv
I S IO S 1Y = 10 T VI
LIST OF ABBREVIATIONS ...t e e e e s e s s s s e s s s e s s s e e s s s e e s aaeaas IX
CHAPRE ON:_INTRODUCTION. ... ..ttt ittt ettt sttt e sbe e sbee e sneeesneeas 1
1.1 BACKGROUND OF THE STUDY ... 1
1.2 PROBLEM STATEMENT ... 5
1.3 RESEARCH QUESTIONS ...ttt e e e e e e s srtn e e e e nees 6
1.4 RESEARCH OBJIECTIVES........oo o 7
1.5 SCOPE OF THE STUDY ..o 7
1.6 SIGNIFICANCE OF STUDY ... 8
1.7 DEFINITION OF TERMS ... ..o 9
1.7.1 INFORMATION ASYMMETRY ..iiittttiiiiieiiiittiieieeesttsstbissseessssstbisaessssssttisssessssssstissaaassans 9
1.7.2 CORPORATE GOVERNANCE .....iiiiittitie e e e ettt s s s e e et aa bbb s s e e s e s s st bt s s e e e s s aa bbb s s e e assaaabbaas 9
1.7.3 BOARD INDEPENDENCE ....ccvttuuiiiiiiiititieesieesteeatieeseesssesabbisssesssssaaba s s eessssstbbassaesssssssaes 10
1.7.4 (01 =(O 1 B 187 I i 1 2T 10
1.75 DIRECTOR OWNERSHIP .....cvtttiiiiieiiiittiiie s e ee et eattie st e e et s e aabb s s e e st saaab s e eessssaabbeseeasssssaaas 10
1.7.6  AUDIT COMMITTEE titttuuiiiiiiiiitiiiiiieee i ettt s s e e s ssssbb s s eessessb b seesseasbb b s eessesasbbbreaaeees 11
1.8 ORGANIZATION OF THE STUDY ..o 11
1.9 CONCLUSION. ... 11
CHAPTER TWO:_LITERATURE REVIEW.......cciiiiiiiiiie et 13
2.0 INTRODUCTION ... 13
2.1 INFORMATION ASYMMETRY ..oooiiiiiiii 13
2.2 CORPORATE GOVERNANCE MECHANISMS AND INFORMATION ASYMMETRY 20
2.2.1 BOARD OF DIRECTORS. . .iiittttiitiieiiiittiie s e e e sttt s s e e e st aat b e s e e e st saabb s e eessssabbbaseeeesssssaeas 22
2211 BOArd Of DIFECIOIS SZE...ueeiiieiiieteeiei ettt et e e s aan e e e 25
2.2.1.2 Independent Board MEMDEIS .........oiviiiiiiiie e 27
2.2.1.3 CEO DUANILY ..vveieecece ettt ae e beenaeenae s 29
2.2.1.4 DIreCtOr OWNEISNID .. ..eivieiiie ittt sttt et e e e steestaesteenre e 31
2.2.1.5 Board of DireCtor MEETINGS .....cvvveiveiieciee s siee st et e sttt e et steesteenee e 32

2.2.2 AUDIT COMMITTEE SIZE .. iiiiiitiii i eee ettt e ettt e e e e e e et s s e e e s s e bbb e s e e e s s s aabb s eeeassssabaes 33
2.3 CONCLUSION. ... 35
CHAPTER THREE: RESEARCH FRAMEWORK AND METHODOLOGY ........cceeeeveeeeenn. 36
3.0 INTRODUCTION ..o 36
3.1 AGENCY THEORY ..o 36
3.2 HYPOTHESES DEVELOPMENT .....ooiiii 37
3.2.1 BOARD SIZE .. ..o it aaaaaaaa 38
3.2.2 BOARD INDEPENDENCE ....ccvttuuiiiiiiiititieeieeeseettiee s e e e s s ssabbie s s e s st ssaab s s eesssssabbasseesssassrees 39
3.23 (01 (O 1 B 187 I I 1 2T 41
3.24 DIRECTOR OWNERSHIP .....iitttiiiiieei ittt s s e e e et eaab st s e e et e e bbb s s e e st s sabb s e eessssaabbeseeasssasaaas 42
3.25 BOARD OF DIRECTOR IMEETINGS. ....cctttuuiiiieiiieitiieiieeseeestiiiesseessssssbaaseeesssssabsasseessssssnens 43



3.2.6  AUDIT COMMITTEE SIZE...cuttuiiiiiiiiiiitiiee s ee e ettt e e e ettt s s e e e s s e bt s e e e s s aaab b saeeesaasabaes 44

3.3 RESEARCH FRAMEWORK .......co oottt ettt e e e 44
3. A RESEARCH DESIGN ...ttt ettt e e et e e e e e e s s et baa e e e e e e s e earraaes 46
3.4.1 (D) - O] I =y 1 o] N TN 46
3.4.2 OPERATIONAL DEFINITION AND MEASUREMENT OF THE VARIABLES......ccvveviieiiiiiiiiinnnen. 47
3421 INFOrMation ASYMMELIY ....viieiiiiiit ettt 47
3.4.2.2 BOAIT SHZE.. ..ot eeeeeeeereeeeeeee——eree e e a e e 47
3.4.2.3 Board INAEPENTENCE.......vi ittt nra e 47
3.42.4 CEO DUANILY «.ove ettt e e raearbeaneeenaa s 48
3.4.25 Board of DireCtor MEETINGS .....ccvviviieiire ettt ste e e ettt nee s 48
3.4.2.6 DIreCtOr OWNEISNID ... .oivieiiie ettt be e te e steesteenre e 48
3.4.2.7 AUt COMMUITEEE SHZE....ueeiiieeie et e e e e e e e et baa e e e e e 48
3.4.2.8 M SHZE. ettt e et e e e e e e s s e aa e e e e e as 49

3.5 CONCLUSION ...ttt ettt e e e e e ettt e e e e s e et e s e e e e s esabbaasseassssssbbanseeeessaanes 50
CHAPTER FOUR:_FINDINGS AND DISCUSSIONS ......ccoiiiiiieiieiie et 51
4.0 INTRODUCTION ..ottt ettt ettt e e e e s e e e et e e e e s s st aaesaesssssssbaaaeaaeessaaaes 51
4.1 DESCRIPTIVE ANALYSES.... . oottt ettt e e et e s e e e e s seabaaa e e e e e s s aaanes 51
4.2 MULTIPLE REGRESSION ANALYSIS ..ottt 55
O I 60 ]\ [ I U 1] (@] N F TR TOTRRPRRRR 61
CHAPTER FIVE: CONCLUSION .....uoiiiiiit sttt sttt ee st staesteestaestaestaestaessaessaessaesseens 62
5.0 INTRODUCTION. ...ttt ettt ettt e e e s e et e e e e e e e s s et e e e e e e e s s s asbbbaaeseeesssesrranns 62
5.1 OVERVIEW OF THE STUDY ...ttt ettt ettt e e eattaana e e e e s eabaane s 62
5.2 FINDINGS AND DISCUSSION... ...ttt ittt e e e s bae e s e e s s s e eabaaees 63
5.3 CONTRIBUTIONS OF THE STUDY ..oooiiiiiiiiiiiiie ettt ettt avtan e eaanns 66
5.4 LIMITATIONS OF STUDY ..ooiiiiiiiiiittieie ettt ettt et s e e e e e e sttt a e e e e s s e esanaes 68
5.5 FUTURE RESEARCH ... ..ottt ettt et e e e e e s r e e e e e e s e eabranes 69
S I 0]\ [0 I U] [0 ]\ SRR 69
REFERENGCES ... ...ttt ettt ettt e e e e e e ettt e e e e e s e et e e e e e e s s et b b aeesaesssesbbanaaeeeeas 71

Vil



LIST OF TABLES

Table 3.1 Summary of Predictor Variables ... 49
Table 4.1 DesCriptive StatiStiCS. .. ....ouuieiie ittt e e e e e 51
Table 4.2 Descriptive Statistics of Binary Variables...............ccoo i 54
Table 4.3 Summary of Regressions Model.............oo i, 55
Table 4.4 Coefficients Regression Analysis..........covuieiiiiiiii i, 56
Table 4.5 Correlation. .. ... e e e e 57
Table 4.6 Variance Inflation Factor and tolerance..............ccoooviiiiiiiii i, 58

Table 4.7 Normality TestS ......cooviiiiiiiiii i i i e e e eae e 20,00

Table 5.1 the FINAINGS .. ..v e e e e e e e e e 66

LIST OF FIGURE

ReSearch FramewWork 3.1 ...t ot ot e e e e e e e e e e e e e e 45

viii



CEO

UAE

OECD

GCC

SPSS

VIF

GAAP

IPO

SEC

LIST OF ABBREVIATIONS

Chief Executive Officer.

United Arab Emirates.

Organization for Economic Co-operation and Development.
Gulf Cooperation Council

Statistical Package for Social Science.

Variance Inflation Factor.

Generally Accepted Accounting Principles

Initial Public Offering

Securities and Exchange Commission



CHAPTER ONE
INTRODUCTION

1.1 Background of the Study

The asymmetry lies in the difference between what the most informed stakeholders
know but the uninformed stakeholders are not informed about certain information.
This link impacts growth options, risk, managerial incentives and other factors which
mean that the relation does not stem out from an intrinsic doubt regarding the firm
performance (Hilary, 2006). Information asymmetry also means when one or more
investors are privy to the firm’s value while the rest can only access public
information (Brown & Hillegeist, 2007). Relationships between companies and
upstream suppliers have always been characterized by information asymmetries in a
way that one member of the party to the transaction has more information compared
to the other (Martin & Johnson, 2010). For instance, information asymmetries stem
from hidden actions, meaning to say that the firm has no idea how the upstream

supplier will react when he is acting in an unethical way.

The actual elimination of information asymmetry’s negative impact can be carried out
through maximizing the access to information regarding the company that is non-
standard and through the increase of the information visibility of what the company
offers the stakeholders. The risk lies in the varying interpretation of the information
that the company provides which may lead to different stakeholder behavior (Jasso,
2009). According to Mercer (2004), information precision is an attribute of
information that underlies disclosure credibility. It is evident that asymmetric
information is related with information disclosure. In other words, the less the

information is transparent, the lower the information disclosure will be (Kong, Xiao &

1
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