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DIRECTORS’ REMUNERATION: A COMPARISON OF ITALIAN AND UK

NON-FINANCIAL LISTED FIRMS’ DISCLOSURE

Abstract:

Directors’ remuneration is a key issue for bothdgraics and policymakers. It has caused enormous
controversy in recent years. This study uses a calmepsive index to analyse the disclosure of
directors’ remuneration in Italian and UK listedhis. It finds that the level of voluntary disclosus
significantly associated with firm-specific incerds, such as the demand for information from
investors and the need for legitimacy. It findstttiee level of voluntary disclosure is significantl
higher in the UK than in Italy and that firm-spécifhcentives to disclose voluntary informationfeif
according to the institutional setting in which ienf operates. In the UK, firm-specific incentives
mostly come from the demand for information, estadawith the level of ownership diffusion, and
the need for legitimacy generated by poor marketopmance and shareholders’ dissent. In Italy,
firm-specific incentives seem to be representedti®y need for legitimacy generated by media
coverage. This study also provides evidence timatath countries, the information disclosed in
corporate documents does not allow readers to robdaicomprehensive picture of directors’
remuneration. Bonuses are poorly disclosed evengthahey are a key element of directors’
remuneration. This finding is clearly important fmlicymakers at European and national level.
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1. Introduction

Directors’ remuneration aims to align the interesftdirectors with those of shareholders,
thereby reducing agency problems (Jensen & Mecklih®76). However, directors’
remuneration, of itself, could give rise to agepoyblems (Bebchuk et al., 2002). This is one
of the key areas where directors may have a cowflimterest and where due account should
be taken of the interests of shareholders (EU Casion, 2004). Controversy surrounding
directors’ remuneration reflects the perceptiort @yments have been excessive and that
the lack of timely and adequate disclosure hasltegbin increased information asymmetry
and rent-extraction (Bebchuk et al.,, 2002, Jendeal.e 2004). The demand for public
disclosure arises from information asymmetry andnagy conflicts between directors and
outside investors (Healy & Palepu, 200D)sclosure on directors’ remuneration would help
to resolve such problems. It can reduce informadspmmetry on complex remuneration
arrangements that can be an important mechanistranisfer wealth from shareholders to
directors (Bebchuk et al., 2002; Laksmana, 2008sdNeet al., 2010). Moreover, directors’
remuneration has been blamed for playing a cemtdal in many international corporate
scandals, as well as having been a key factordaiributed to the global financial crisis
(e.g., Bebchuk & Fried, 2005). Consequently, regufahave been concerned that directors
should be accountable to shareholders by discldbigig remuneration policies. In particular,
the EU Commission (2004; 2009) has issued two riodig recommendations to its
country members. Therefore, directors’ remuneratiatlosure is a topic relevant to both
academics and policymakers. It also provides anogpjate setting to examine the disclosure
of board practices and investigate potential devésr providing voluntary disclosure
(Laksmana, 2008).

By analysing a sample &34 size- and industry-paired Italian and UK naraficial listed

firms in 2009, this paper achieves two purposesstFiit explores how directors’



remuneration practickare disclosed in two major European economiesUthand Italy, by
developing a comprehensive disclosure index. Greedasparency enables shareholders to
monitor the relationship between directors’ rematien and firm performance better and to
verify whether remuneration is effectively desigreedalign directors’ and shareholders’
interests (Craighead et al., 2004; Laksmana 208Bsinana et al., 2012). Second, this paper
investigates which factors are associated withlekiel of voluntary disclosure provided by
firms. It finds that both country-level and firmesgfic factors, such as the demand for
information from outside shareholders and the firneed for legitimacy, are significantly
associated with the level of voluntary disclosurdicectors’ remuneration.

Italy and the UK were chosen because they can aeacterised as being at opposite ends of
a spectrum. UK firms are considered as having thet lpractices in Europe (e.g.,
RiskMetrics, 2009; Ferrarini et al., 2010), whitelian firms have been seen as exemplifying
bad practice (La Porta et al., 1998; Patel et2€003; Ferrarini et al., 2010). UK listed firms
are usually seen as having an agency problem betesxescutives and shareholders (Mallin,
2010), while Italian listed firms are characterizgdan agency problem between controlling
and outside shareholders (Melis, 2000). These rdifte agency problems might have
different influences on disclosure practices (eRatelli & Prencipe, 2007). While the UK
belongs to the common law group of countries, gahecharacterised by high disclosure,
Italy is included in the civil law countries (La @ et al., 1999), which are characterised as
oriented toward “legal compliance”, with low dissioe (e.g., Meek & Thomas, 2004).
Finally, Italy and the UK provide a distinct instiional setting in which to study the
influence played by shareholders’ votes on direttoemuneration disclosure, as they are
among the few countries in which listed companiesraandated to let shareholders vote on
directors’ remuneration (‘Say on pay’). HowevelistBhareholder vote on remuneration has

mainly an advisory role (UK Company Act 2006, kaliCivil code, art. 2363 bis).



Our study contributes to the voluntary disclositerdture in four ways.

First, by focusing on directors’ remuneration distire it examines a voluntary disclosure
decision that reflects a potential conflict of mst between directors and outside
shareholders (e.g., Bebchuk et al., 2002). By eshtmost of the extant literature focuses on
the explanations for disclosure where shareholdmrd’ directors’ interests are not likely to
be in conflict (e.g., Botosan, 1997; ArchambaultA®&chambault, 2003; Patel et al., 2003;
Prencipe, 2004; Markarian et al., 2007).

Second, this study extends the emerging literaturevoluntary disclosure on directors’
remuneration (e.g., Byrd et a1998; Laksmana, 2008; Schiehll et al., 2013).d&¢ecloped a
more comprehensive disclosure index than those imsprkevious studies (Laksmana, 2008;
Liu & Taylor, 2008). This covers all the relevaritettors’ remuneration components, as
confirmed by active institutional investors. By t@st, previous studies mainly focused on
specific remuneration components, such as shaedb@muneration (Liu & Taylor, 2008;
Schiehll et al., 2013), termination payments (LiuT&ylor, 2008), and remuneration peer
groups (Byrd et al., 1998).

Third, by conducting a comparative analysis, thapgr explores the potential variation of
directors’ remuneration disclosure in two major dhean economies and contributes to the
debate on whether voluntary disclosure is assatiaith country-level characteristics and/or
firm-specific factors (e.g., Archambault & Archanoitta 2003; Cheng & Courtenay, 2006;
Durnev & Kim, 2005; Doidge et al., 2007). It prog& new evidence that voluntary
disclosure is driven by a combination of instita@band firm-specific factors.

Fourth, by shedding light on directors’ remunenatiisclosure in European firms, this study
contributes to our understanding of the extent tactv the findings of previous studies,
which mainly focused on US firms (e.g., Byrd et, d998; Laksmana, 2008), can be

generalised in other institutional settings. Thiggr shows that previous findings related to



US firms are mainly confirmed in an institutionakting which shares similar characteristics
(e.g. Anglo-American market-oriented setting, ltke UK), but are less applicable to a non-
Anglo-American institutional setting (e.g. relatstip-based setting, like Italy). This result
represents an important contribution to the momeege corporate disclosure literature (e.g.
Marston & Shrives, 1991; Botosan, 1997; Giner Insia 1997; Archambault &
Archambault, 2003; Patel et al., 2003; Prencip@42@heng & Courtenay, 2006; Markarian
et al., 2007). The demand for information is anamgnt driver for voluntary disclosure only
in Anglo-American settings, while its importancedther institutional settings seems to be
limited. Although the extent of voluntary disclosuis associated with the search for
legitimacy in both institutional settings, this paphows that the drivers of the need for
legitimacy are not universal, but are related witfstitutional context a firm operates in.

The rest of the paper is structured as follows. fiéet section covers the literature review
and the development of the hypotheses. We themeuilr research methodology, followed
by the data analysis and the empirical findingsandading remarks, policy implications and

limitations of the paper are presented in the faeaition.

2. Related literature and hypotheses’ development

According to Verrecchia (2001) a comprehensive mhaxdf voluntary disclosure does not
exist, with the only wholly unifying assumption angpdifferent theories being that any firm
contemplating making a disclosure is likely to tise information that is favourable to the
firm and is unlikely to disclose information thatunfavourable to the firm (Dye, 2001). The
incentives to disclose information voluntarily ch@ explained in terms of economics-based
as well as system-based theories (e.g., Cormiet.,e2005; Cotter et al., 2011; Beattie &

Smith, 2012). Those theories are, to an extent,uabiyt consistent, overlapping and



potentially complementary (e.g., Cormier et al.Q20Broberg et al., 2010; Beattie & Smith,
2012).

Instead of relying on a single theoretical backgdyuwe, therefore, adopt multi-theoretical
lenses that rely on economic incentives, legitimaegds and institutional factors to explain
the extent of directors’ remuneration disclosure.

In providing voluntary disclosure, a firm is sulfjgo three levels of potential influence
(Cormier et al., 2005). Senior management is direatcountable towards its investors.
Hence, we rely on agency theory to investigate hdretmanagers provide information
voluntarily to reduce the information asymmetry twitivestors. At the same time, a firm
operates within a broader societal context andadtsvities affect a wide range of other
stakeholders. Senior management is also accourtalégds the society. Hence, firms may
disclose voluntary information not only to redube tnformation asymmetry, but also to gain
and maintain legitimacy in society. Legitimacy thesuggests that the extent affirm
voluntary disclosure is a response to public pmessin determining voluntary disclosure,
corporate insiders consider a firm’'s institutiomaintext. Organizational practices (such as
disclosure practices) do not develop in a vacuugtiras are embedded in a nexus of formal
and informal rulesA-firmV -voluntary disclosuresre-israther the result of macro social
processes (DiMaggio & Powell, 1983). The needs d@fra for legitimacy depend on the
characteristics of the institutional setting in wlia firm operates (e.g., Suchman, 1995;
Chalmers & Godfrey, 2004). Similarly, agency theargn incorporate an institutional
perspective, thereby giving explicit recognition ttee social contexts surrounding agency
relations (Wiseman et al 2012). Although agencybfmms (information asymmetry, conflict
of interest, and opportunistic agent behaviour) ameversal, the explicit manifestation of
these problems (and the ways to deal with them) waay depending on the institutional

context in which a firm operates (Wiseman et aQ12). Therefore, both country-level



institutional characteristics and firm-specific tiers may influence the level of voluntary
disclosure of directors’ remuneration. Previousligts which found that firm-specific factors
influence corporate disclosure did not take intcoamt potential differences in country-level
institutional characteristics (e.g., Botosan, 19Gifer Inchausti, 1997; Cheng & Courtenay,
2006; Laksmana, 2008). Therefore, building on presi literature on remuneration

disclosure (e.g., Byrd et al. 1998, Laksmana, 2Q08,& Taylor 2008; Laksmana et al.,

2012; Schiehll et al., 2013), we derive our hyps#sefrom agency theory and legitimacy

theory, adopting both country-level and firm-spiecifonsiderations.

2.1. Voluntary disclosure and country-level instittional characteristics.

Disclosure practices reflect the underlying envinemtal influences that affect firms in
different countries (e.g., Ball et al., 2000; H#&mif& Cooke, 2002; Archambault &
Archambault, 2003; Doidge et al., 2007). Theretawe main corporate systems in developed
economies: relationship-based and market-orienged.,(Weimer & Pape, 1999; Clarke,
2007). When compared to the relationship-basedesysthe market-oriented system is
characterized by a relatively large equity markeg.( La Porta et al., 1999), a higher capital
market orientation (e.g., Pagano et al., 1998),antbre active takeover market (Weimer &
Pape, 1999). These characteristics produce a higest for firms to provide information to
‘anonymous’ investors at a distance (Ball et @00®. As the market needs information, the
power of the market depends on information avditgbiDisclosure is thus one of the
cornerstones for effective, market-based contralhrarisms. Indeed, Markarian et al. (2007)
found that, although disclosure practices have bmmverging, there are still significant
differences in disclosure characteristics acrosgarate systems. Moreover, firms in market-

oriented systems have a higher level of disclosure.



International taxonomies list Italy as a relatidpsbased corporate system, while the UK
belongs to a market-oriented corporate system, (eag.Porta et al., 1999; Clarke, 2007).

Hence, we expect that:

H1: The extent of voluntary disclosure of directorshimeration is higher in UK firms than

in Italian firms.

2.2. Voluntary disclosure and firm-specific incenties.

2.2.1 Voluntary disclosure and the demand for imfation.

Agency theory suggests that the potential for ageasts arises in firms characterised by a
separation of ownership and control (Jensen & Megkl1976). In firms with dispersed
ownership the potential for conflict between prjjadiand agent is greater than in firms with
concentrated ownership. Firms with more dispergeteholders have a larger number of
shareholders who are not directly involved in trenagement of the firm and, consequently,
the agency costs due to information asymmetry betvahareholders and corporate insiders
are higher (Jensen & Meckling, 1976). The demard, #imerefore, the supply of quality
information will be high in firms owned by widelyispersed shareholders (Kothari, 2001).
The annual report is typically the main sourcerdbimation for such outside shareholders
(Lang & Lundholm, 1996). In contrast to firms witlidely-dispersed ownership, the
presence of controlling shareholders overcomes gsafntiee principal-agent problems since
controlling shareholders have the power to inflgetice board decision-making process
(Melis, 2000). Thus, in such firms, informationrginly transferred from management to
controlling shareholders through informal chanmatker than via the annual report (Berglof
& Pajuste, 2005). As a result, disclosure is likiglype greater in widely-held firms (Kothari,

2001) and ownership diffusion is expected to beitppety associated with voluntary



disclosure (Raffournier, 1995; Haniffa & Cooke, 20®rencipe, 2004; Patelli & Prencipe,

2007; Chizema, 2008). Hence, we expect that:

H2a: The extent of voluntary disclosure of direstaemuneration is positively related to the

level of ownership diffusion

Although the demand for information is higher wioemership is widespread, because of the
lack of close monitoring, directors could opporsiizially reduce the information disclosed to
hide details of their own remuneration packagesmfshareholders (Bebchuk et,£002).
The presence of outside shareholders could, howmaease the level of disclosure as such
shareholders may have the interest to monitor hirecUnlike the controlling shareholders,
outside shareholders are not able to get informatia private channels, but need the
information to be disclosed in public documents;hsas the annual report. Both UK and
Italian firms must subject directors’ remunerattora shareholders’ vote (‘Say on pay’) (UK
Company Act 2006, Italian Civil code, art. 2363)biafter analysing the publicly disclosed
information, shareholders can give an opinion aedors’ remuneration. The demand for
information on directors’ remuneration is likely be higher for companies in which outside
shareholders are able to vote on the resoluti@ppsove directors’ remuneration (Mangen &

Magnan, 2012). Hence, we expect that:

H2b: The extent of voluntary disclosure of direstoemuneration is positively related to the
level of outside shareholders’ attendance at treredolders’ general meeting that approved

directors’ remuneration



2.2.2 Voluntary disclosure and the need for legitisn

Voluntary disclosure can be provided by firms tdiaee legitimacy (e.g., Dowling &
Pfeffer, 1975; Liu & Taylor, 2008). Legitimacy thgoargues that the greater the likelihood
of negative social perceptions of a firm's actedti the greater the firm’'s desire to gain or
retain legitimacy. Firms seeking legitimacy trydosure that they operate within the norms
of their respective societies by adopting strategied practices that conform with societal
norms, values, and expectations (Meyer & Rowany 197

The disclosure of voluntary information in annuaperts is an important communication
strategy that allows firms, which want to gain etain legitimacy, to potentially influence
public opinion (Dowling & Pfeffer, 1975). Legitimgcis usually associated with highly
contested topics such as social and environmensalodure (Deegan & Gordon, 1996;
Guthrie & Parker, 1989; Patten, 1992; Tilt, 1994ijrighurst & Frost, 2000) and derivatives
(Chalmers & Godfrey, 2004). However, firms are atemsitive to stakeholder criticism of
remuneration-related issues (e.g., Murphy, 1996)therefore, follows that more detailed
information on directors’ remuneration will be prded by firms to obtain legitimacy
(Chizema, 2008; Liu & Taylor, 2008).

There are several situations that could createteyréiam-specific incentives for legitimacy
through voluntary disclosure of directors’ remutiera Directors of firms subject to greater
public scrutiny are more interested in obtainingl/an retaining legitimacy. The media can
create an awareness of legitimacy threatening sssGempanies with negative coverage
about a specific issue are likely to respond tas thiedia by providing more public
information on the specific issue (e.g., Brown &dgan, 1998; Liu & Taylor, 2008;
Laksmana, 2008). Thus, a greater level of medizm@me paid to directors’ remuneration
could lead firms to enhance their level of voluptdisclosure on this issue. Hence, we expect

that:

10



H3a: The extent of voluntary disclosure of directorghtemeration is positively related to the

level of related media coverage on such issue.

Firms with highly-remunerated CEOs are likely to bgposed to public scrutiny. As
excessive remuneration has been blamed for beiagaason for the recent financial crisis,
increases in CEO remuneration could draw extertiehion to the firm’'s remuneration
policies. Firms which pay high remuneration packageay thus have the incentives to
provide more detailed information about directaesnuneration in order to justify not only
the level of CEO remuneration but also any incredaeeCEO remuneration (Wade et al.,

1997; Liu et al., 2006). Hence, we expect that:

H3b: The extent of voluntary disclosure of directorghteneration is positively related to the
level of CEO remuneration.
H3c: The extent of voluntary disclosure of directorshimeration is positively related to any

increases in the level of CEO remuneration.

Much of the concern with remuneration is driven g¢hareholders’ demands that CEOs
should be compensated on the basis of the firmanttial performance (Wade et al., 1997).
Poorly-performing firms are subject to greater meaérlpressure as they have eroded
shareholders’ value. Poorly-performing firms, tliere, need to provide more justification

for the remuneration paid to their directors (eWade et al., 1997). As the media focuses
particular attention on listed firms' market perfance, to reduce potential negative
publicity, poorly performing firms have incentivés provide more disclosure. Hence, we

expect that:

11



H3d: The extent of voluntary disclosure of directorsmigneration is negatively related to

the level of firm’s market performance.

Outside shareholders’ dissent on remuneration wdeok may cause ‘outrage’ (Bebchuk et
al., 2002; Mangen & Magnan, 2012). Proposals on diresttwemuneration at the

shareholders’ meeting will draw remuneration todktention of the shareholders. Therefore,
firms have incentives to enhance the level of dinet remuneration disclosure in the annual

report so as to reduce potential further ‘outrggai & Taylor, 2008). Hence, we expect that:

H3e: The extent of voluntary disclosure of directorghteeration is positively related to the

presence of outside shareholders' dissenting \@tagmuneration resolution

3. Data and research method

3.1 Sample and data gathering

The sample comprises non-financial Italian and ks listed, respectively, on the Milan
and London Stock Exchange in 2009. Financial fiwese eliminated in view of their sector-
specific peculiarities (e.g., Giner Inchausti, 12009 was selected because, at the time of
data collection, it was the most recent periodviich annual reports were available. We
identified 235 Italian non-financial firms and 1&%2K non-financial firms. Fifteen Italian
firms and 861 UK firms whose financial year did eoid on December 31st were eliminated
from the analysis, to assure the comparabilityhef tesults, leaving a sample of 220 ltalian
and 667 UK firms. In order to facilitate comparisobetween Italian and UK firms, we
matched them pairwise (e.g., Bozzolan et al., 2088)previous studies found that firm size
and industry (Firth, 1979; Cooke, 1989, 1992; Wal& Naser, 1995, Raffournier, 1995;

Botosan, 1997; Giner Inchausti, 1997; Robb g£t28101; Owusu-Ansah & Yeoh, 2005) affect
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the level of voluntary disclosure, the sample waleded so that UK and Italian firms were
not significantly different from each other in tesraf industry and size. Both sets of firms
were classified according to the two-digit SIC cadgustry and market capitalisation at 31-
12-2008 (as a proxy for firm size), leaving a fisample of 117 firms for each country (see
table 1 for a description of the sample charadtesis

We investigated remuneration disclosure by anafysiorporate annual reports, corporate
governance reports and, when publicly availablegatdbrs’ remuneration reports. We also
analysed regulatory filings when available. All #igove mentioned information was usually
part of the annual report.

Data about industry, market capitalisation andrfoial analysts’ coverage were collected
from the Thomson One Banker database. Data abonéership diffusion were manually-
collected from annual reports for UK firms and ga#id from the Consob database for Italian
firms. Market performance, profitability and finaak leverage were collected from the
Amadeus database. Data about shareholders’ attemdand dissenting votes on the
remuneration resolution at the shareholder meeterg gathered from the Manifest database
for UK firms and were manually-collected from théates of the shareholders’ meetings for
Italian firms. CEO remuneration data was manually-collected fromual reports. Data

about media coverage were collected from the Factatabase.

3.2. Directors’ disclosure remuneration: regulatoryframework

Voluntary disclosure is any information not inclddim legal mandatory requirements (i.e.
information disclosed beyond mandatory disclosecuirements in the form of laws, stock
exchange listing rules, and/or accounting regutadio In 2009 Italian listed firms were
required to provide details on the remuneratiorirex by each director (in terms of salary,

benefits in-kind, bonus) and on share-based paynEnot share-based payments, they had to
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disclose the amount of options/shares held by daelstor (at the start and end of the year)
and of options which were granted, exercised andexpired during the year as well as the
characteristics of all the existing share-basedrgays. Moreover, they were also required to
provide information on the directors’ terminatioayments (TUE, art. 123-bis).

Directors’ remuneration disclosure regulation ia thK differs for FTSE and AIM firms.

In 2009, FTSE firms were required to present acttims’ remuneration report in which they
provided information on directors’ remunerationipgp| service contract, as well as details of
the remuneration received by each director (in $eofrsalary, bonus, benefit and termination
payment) and the characteristics of the pensiomreeb. They also had to disclose the
characteristics of share-based payments granteexercised during the year and those
unexpired at the end of the year.

AIM firms are regulated by specific London StockcBange rules that, in 2009, did not
regulate disclosure of directors’ remuneration. Neas the Combined Code (2008)
applicable to AIM firms. Thus, all information prioled in AIM firms’ annual reports on
directors’ remuneration was voluntary

Both Italian and UK FTSE listed firms were mandatedlet shareholders’ vote on the
directors’ remuneration (‘Say on pay’) (UK Compahgt 2006, Italian Civil code, art. 2363
bis). The shareholders’ vote had mainly an advigofg, as firms were not mandated to
implement the results of the “Say on pay” votesth@ UK, ‘Say on pay’ was voluntary for

AIM firms.

3.3 Disclosure index
The extent of disclosure has been measured onrgigtize basis using disclosure indices.
Although disclosure is an abstract concept thahotte measured directly (Marston &

Shrives, 1991), such indices are able to providendirect, if subjective, measure of the
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underlying concept. Their validity has been dematetl not only by the consistent results
documented by previous studies on the determinaintee level of disclosure (Ahmed &
Courtis, 1999), but also by specific analyses edriout to assess their validity (Botosan,
1997). A disclosure index is usually constructedaasinction of the number of the items
provided in the annual reports (e.g., Botosan, 19%éncipe, 2004). The absence of an
official index for directors’ remuneration disclasudid not allow us to use a publicly
available ranking. Moreover, evaluations of firnsaosure practices by professional firms,
such as Standard and Poor’s, are provided uporsfireguest, introducing a self-selection
bias into the sample (Cheng & Courtenay, 2006).

We thus used a self-constructed disclosure indexodan, 1997, Cheng & Courtenay, 2006;
Patelli & Prencipe, 2007). We tested the propossclasure index for validity (i.e. the ability
of the index to truly capture what is intended) amdability (i.e. the replication of the
measurement process) (Cooke and Wallace, 1989;tdwtaesxd Shrives, 1991). Following
previous studies (e.g., Raffounier, 1995; PatelP&ncipe, 2007; Laksmana, 2008), to limit
subjectivity, the selection of items included ine thlirectors’ remuneration disclosure
checklist was guided by the 2004 and 2009 EU nondatory recommendations for
disclosure, which embrace both Italian and UK firfike validity of the index was further
tested by sending the disclosure index to thredidgainternational institutional investors
active in directors’ remuneration (Calpers, Hernaes] Standard Life) and discussing with
them the relevance of the items to be includedhd\lgh institutional investors are not the
only stakeholders, information considered relevéort them is also relevant for other
stakeholders (IASB, 1989). Validity has been furtbested by measuring if there is a
significant correlation between the measure adopftt@ disclosure index) and an
independent, but related, external criterion (Litwi995: 37). In this case, we checked if the

disclosure index was correlated with financial gs' coverage (estimated as the number of

15



financial analysts that published at least onenteparing the previous financial year, on the
firm analysed). Financial analysts’ coverage hanh@oven to have an endogenous relation
with a firm disclosure (Brennan & Subrahmanyam,5,9%ng & Lundholm, 1996).

We searched the annual reports (both English amdesdtic language) for the 67 possible
attributes in our disclosure index divided into thBowing broad categories: a) remuneration
policy (4 items); b) design of salary and feestéinis); c) design of bonus (10 items); d)
design of share-based payments (34 items); e) mesigension schemes (2 items); f) design
of executive contracts and termination paymentst€®is); g) remuneration paid to each
director (11), and h) the presence of a remuneratiztion in the annual report (1 itetn)

The following procedure was used to score the itdnisthere was extensive disclosure, 0.5
if it was partially disclosed, zero if it was noisdosed (Robb et al., 2001; Bassett et al
2007). A not-applicable code (N/A) was adopted wizefirm did not disclose an item
because there was no reason to disclose it. Fonmgaif the firm disclosed that it did not
grant any share-based plan (SBP), we codifiedt¢éime INo of SBPs granted during the y&ar
as 1, because the company disclosed the informaignired. We then considered not
applicable for that firm all the items that reqdietails of the SBPs granted during the year
(“exercise price; “vesting period” of SBPs granted during the year, etc.) as themois
reason to disclose such information. Not-applicdteleas were excluded when calculating the
maximum possible score (Botosan, 1997; Patelli &neipe, 2007; Teixeira Lopes & Lima
Rodrigues, 2007; Allegrini & Greco, 2013). Firms reje therefore, not penalised if a
disclosure item was not relevant to them. Whenaohd, we kept the item. Although this
process contains elements of subjectivity, theltiegubias is probably lower than if we had
included potentially non-relevant items (Lim et &007; Teixeira Lopes & Lima Rodrigues,

2007).
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Data collection and analysis were conducted byethesearchers. The first phase of data
collection involved defining the recording unit. réences were chosen as recording units
because they were considered more reliable thaaspagparagraphs (Hackston & Milne,
1996). The second phase consisted of defining @fding procedure to capture directors’
remuneration disclosure. A list of identificatiomda classification rules was elaborated
defining classification criteria for each item. Hapatory notes on the content of each
category-item and examples of sentences to be ciodedch category-item were prepared
and discussed before the beginning of the analBsizzolan et al., 2003). A preliminary test
was conducted to align the set of coding rules ayubfferent coders (inter-coder reliability).
Six annual reports (three published by Italian firend three by UK firms) were initially
examined independently by three researchers torerikat the classification criteria were
standardised across the researchers. Subsequémiy annual reports were classified
independently by two researchers. The resultseofrtlividual classifications were compared
by the third researcher, who identified misaligntseiDiscrepancies were re-analysed and
resolved by discussion between the three resear¢her., Lee, 1999; Markarian et, &007).
Following this procedure a final set of coding mulwas defined. As two coders worked
separately, a third researcher assessed the agamdconsistency of their coding.

The sets of data coded by the two researchers mwatehed so as to assess the reliability of
the coding procedure (inter-coder reliability).dntoder reliability was measured by using
both the percentage of agreement index (e.g., Markat al, 2007) and Cohen’s kappa
agreement index (Cohen, 1960) in order to overctmadimits intrinsic in each individual
index (Lombard et g12002).

We computed an index of disclosure (TDI) for eacimfcalculated as the ratio of the actual

score awarded to the firindivided by the maximum possible potential scorpliapble to
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that firm (Raffounier, 1995; Archambault & Archamiliza 2003; Owusu-Ansah & Yeoh,

2005; Bassett et al., 2007; Lim et al., 2007; Ma&ePrencipe, 2007). In particular:

where TD] is the disclosure index of the firm d; is the value for a disclosure index it¢m
for firm i; my is the number of disclosure items which are reieva firmi and were actually
disclosed, andh; is the maximum number of disclosure items that mamlisclosed by firm
given the elements in the directors’ remuneratiackpge. The total available scores exclude
items that are not applicable to an individual firifhis exclusion, together with the
proportional score approach, allows comparablelalisice scores to be constructed for each
firm (e.g., Bassett et al., 2007).

In similar way to the total disclosure index (TDe voluntary disclosure index (VDI) was
calculated on the voluntary disclosure items;{\ak a proportion of the maximum possible
potential score, excluding items not applicablariandividual firm.

The results of the analysis of inter-coder religilmeasured with the percentage of
agreement and the Cohen’s kappa scores, are abhevappropriate minimum acceptable
levels (90 percent and 0.8 respectively). Both Id&ae indices were also found to be
significantly correlated with financial analystsbwerage (0.35, p < 0.001). We can thus

conclude that the total and the voluntary disclesndices are both reliable and valid.

3.3 Models, dependent and independent variables

3.3.1. Models

In order to contribute to the debate regarding rifle of country-level characteristics and
firm-specific factors in influencing firms’ disclase, we followed Doidge et al. (2007) and

estimated the following hierarchical cross-sectioagression models:
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(1) VDI, =a,+8 Country, +¢;

VDI =ag+B1 Ownershipdiffusion; +B, Outside shareholdes' attendance+
(2) +B3 Media coverage+p4 Ceo remuneratin; +B5 Ceo remuneratin change +

+Bg Market performane; +p;Dissenting voteg +y Control variables +¢;

VDI =0g+p; Ownershipdiffusion; +B, Outsideshareholds’ attendange+

+B3 Media coverage+p, Ceo remuneratin; +fB5 Ceo remuneratin change+

(3)

+Bg Market performang +p7Dissentingvoteg +y Control variables+

+0 Country +g;

index to the firm-level characteristics consideasdndependent variabless the coefficient
that measures the sensitivity of the voluntaryldsare index to the firm-level characteristics
considered as control variables; ahe the coefficient that measures the sensitivitythef
voluntary disclosure index to the country-level idtaeristics.

Following Doidge et al. (2007), we first estimatéloe importance of country-specific
characteristics on voluntary disclosure, by prajgcthe voluntary disclosure index on the
country dummy variable (model 1). Then we estimatieel importance of firm-specific
characteristics on voluntary disclosure, by analysihe effect of firm-level variables on
estimate the firm-specific demand for informati¢t2] and need for legitimacy (H3) while
controlling for several firm-specific factors tHave been shown to be significant according
to the voluntary disclosure literature. In modelv@ estimated regressions#'&hq—voluntary
regression models hierarchically allows us to eatuwhether country-level and firm-
specific variables are jointly significant, by coanng the adjusted R-square of the three

models.
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In addition, because of the different institutioshbracteristics of Italy and the UK, we test
our hypotheses on the Italian and the UK sub-sasrplénvestigate whether the influence of
firm-specific factors is different in the two intiional settings analysed.

3.3.2. Dependent variable

The dependent variable is the voluntary discloswtex (VDI):

VDI | =

where VD] is the voluntary disclosure index of the fiitmvd; is the value for a voluntary
disclosure index itemy for firm i; my is the number of voluntary disclosure items whach
relevant to firmi and were actually disclosed, andis the maximum number of voluntary
disclosure items that can be disclosed by firgiven the elements that are included in the

directors’ remuneration package.

3.3.3. Independent variables

To test our hypotheses we use the following inddpahvariables:

Country = a dichotomous variable that equals 1 if the fisnbased in the UK, and O if it is
based in Italy.

Ownership diffusiorr the percentage of capital not owned by substhskiareholders (i.e.
shareholders who own more than 3% of the votingta@pcalculated at the start of the
financial year. Sources: Consob database for iftdiliens and annual reports for UK firms.
Outside shareholders’ attendaneethe percentage of voting shares owned by theidmit
shareholders (i.e. shareholders who are not etthrtrolling shareholders or directors of the

firm) that voted for the remuneration resolutionth¢ previous annual general meeting.
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Sources: minutes of shareholders’ meetings forahialirms and the Manifest database for
UK firms.

Media coverage= number of articles related to a firm's directoesnuneration published in
the main national newspapers during the previows.y8earches on the Factiva database
were performed to identify directors’ remunerati@lated news (Laksmana, 2008; Liu,
Taylor, 2008) on the main national newspapersalyIfll Sole 24 Ore, Corriere della Sera,
La Repubblica, and La Stampa) and the UK (Finantiales, The Time, The Guardian, and
The Daily Telegraph) Source: Factiva database.

CEO remuneration= total amount of remuneration the CEO receivedtha previous
financial year. Source: firms’ annual reports.

CEO remuneration change the percentage variation of the remunerationGE®© received

in the year analysed compared with that receivethé previous financial year. Source:
firms’ annual reports.

Market performance: the percentage variation of the share valubestart of the financial
year compared with the share value at the starthefprevious financial year. Source:
Amadeus database.

Dissenting votes a dichotomous variable that equals 1 if theres whleast one outside
shareholder who either abstained or voted agdiestemuneration resolution at the previous
annual general meeting and 0 otherwise. Sourcesutes of shareholders’ meetings for

Italian firms and Manifest database for UK firms.

3.3.4. Control variables

A review of the literature on voluntary disclosiee to the decision to include the following

control variables in the multiple regression modetgesting our hypotheses:
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- Firm size.Larger firms provide more extensive disclosurentBanaller firms as they are
more likely to face political costs and have supeilinformation systems to invest in
corporate reporting and consequent disclosure, (Eapke, 1989, 1992; Wallace & Naser,
1995, Giner Inchausti, 1997; Byrd et al., 1998; Ra al, 2001; Owusu-Ansah & Yeoh,
2005). This was measured as the market capitalizati the firm at the start of the financial
year. Source: Thomson One Banker database.

- Profitability. The level of firms’ profitability may influencehé level of disclosure of
directors’ remuneration as most remuneration sckeare based heavily on profitability
(Murphy, 1999). Profitability was estimated as Beturn on Assets (ROA) at the end of the
previous financial year. Source: Amadeus database.

- Financial leverageFirms with higher leverage typically have higlagency costs and may
attempt to reduce these costs through increasatlosiise (Jensen & Meckling, 1976).
However, the agency problem and the consequent toedibguise remuneration packages
might reduce the level of disclosure of directoeshuneration (Bebchuk et.aP002). This
equals the percentage ratio of the value of tabtslto total assets at the start of the financial
year. Source: Amadeus database.

- Remuneration complexitfFirms with complex directors’ remuneration stures are more
prone to potential disclosure problems, thus they more likely to have additional
deficiencies in disclosure (Robinson et, £011). It was measured as the total nhumber of
items applicable to the firm analysed divided by thtal number of items in the index.

- Industry. The industrial sector that a firm operates in ma#iuence that firm disclosure
policy, either because of industry-related, peéiciémce or the need to conform to market
expectations (e.g., Cooke, 1992; Botosan, 1997 bRabal, 2001). Firms were, therefore,

classified by using the one-digit SIC code. Soufdteamson One Banker database.
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- AIM °. AIM and FTSE firms are subject to different désire regulations. Thus, we
considered whether the firm was listed on the ATWe AIM variable is dichotomous and

equals 1 if the firm was listed on the AIM and Gertwise.

4. Results
4.1. Descriptive statistics on firm's characteristis
Table 1 summarises the main characteristics oftéttian and UK firms analysed.

INSERT TABLE 1
By comparison with UK firms, Italian firms have @mificantly lower level of remuneration
complexity, with fewer items to be disclosed. Tpisbably reflects the different ownership
and control structure of the two countries, whichturn, leads to remuneration playing a
different role in reducing the agency problem. i#al firms have a more concentrated
ownership structure. Outside shareholders’ meetitepdance and the presence of dissenting
votes are significantly higher in UK firms. UK figrincrease CEO compensation more than
Italian firms, have a higher profitability and ai@lowed by a higher number of financial

analysts. There are only UK firms listed on the AIM

4.2. Findings on overall disclosure

Our findings show that UK FTSE firms provide a hegtevel of total disclosure of directors’
remuneration (TDI = 0.75) than UK AIM firms (TDI 8.47) and ltalian firms (TDI = 0.56)
The total level of disclosure provided in both ci@s does not allow annual reports’ users
to get a comprehensive picture of directors’ rematien in terms of incentive mechanisms
and the potential relationship between remuneratiod performance. Users’ ability to

evaluate remuneration arrangements is, thus, kihigee table 2).
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INSERT TABLE 2
Overall, there is extensive disclosure on the armofiremuneration paid to each director. In
terms of remuneration policy, both Italian and UKk provide information on the general
policy adopted to pay directors (in both counttles average level of disclosure for this item
is higher than 0.90) and on the link between pay performance (in both countries the
average level of disclosure for this item is clas€.90). However, the relative importance of
variable remuneration as compared to fixed remuizgras widely disclosed only by UK
FTSE firms, which provide an average level of disore of 0.85. By contrast, the average
level of disclosure for this item is less than OfdBltalian firms, and 0.07 for UK AIM firms.
In both countries, firms provided little informaticabout the peer-firms considered when
setting up remuneration agreements. Indeed sucdhnniation is never disclosed by Italian
firms, and the average level of disclosure is 3drfQUK FTSE firms and 0.02 for UK AIM
firms. Scant disclosure also exists on the detdifees payable to directors for the roles held
within the board. This was disclosed most by UK ETms (the average level of disclosure
for this item equals 0.43), followed by Italianrfis (the average level of disclosure is less
than 0.29) and UK AIM firms (the average level éfabsure equals 0.04).
We found important differences in the disclosuré¢hef criteria adopted when deciding on the
remuneration components. lItalian firms more commanovide details on the design of
termination payments; while UK FTSE firms disclosedre information on the design of
salaries, share-based payments, bonus schemesmsidrpplans.
Share-based payments were generally properly disdlagiven the stringent regulatory
requirements. By contrast, we found a considerbder level of disclosure on bonuses in
both countries. In particular, UK firms rarely disged their performance targets or the
amount that directors can earn for each target lewebonus schemes (the average level of

disclosure is less than 0.09). However, such itanesgenerally disclosed for share-based
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payments (the average level of disclosure is moae 0.90 for UK FTSE firms and around
0.40 for AIM firms). ltalian firms which gave bores provided limited information on the
measures adopted to estimate directors’ performétheeaverage level of disclosure is less
than 0.28). However, such information is generdisclosed by Italian firms for share-based

payments (the average level of disclosure is résmi¢ more than 0.65).

4.3. Descriptive findings on voluntary disclosure ad multivariate analysis
Table 3 reports the descriptive statistics aboetwbluntary disclosure index for Italian and
UK firms.

INSERT TABLE 3
As reported in table 2 (paragraph 4.2), the magtificant differences between Italian and
UK firms concern items whose disclosure is fullyjurdary (such as the design of salaries
and bonus schemes and the peer-firms considered sétéing-up remuneration policies).
Table 3 reports that the level of voluntary disales of directors’ remuneration is
significantly higher in the UK than in Italy (0.466. 0.246, p < 0.001). The levels of the
voluntary disclosure index and the differences ketwthe two countries are also similar
when we compare and contrast UK FTSE firms withrtlitalian counterparts (0.465 vs.
0.247, p < 0.001), and UK AIM firms with their liah counterparts (0.466 vs. 0.243, p <
0.001).
Table 4 reports the correlations between all théalbes used in the analysis for the full
sample (Panel A) the Italian sub-sample (Panel ig) e Italian sub-sample (Panel C).
Some significant and highly correlated coefficidmave been found between the independent
variables. In particular, in the full sample theigbhlesCountryandOwnership Diffusiorare
highly positively correlated at 0.73, while in tHdK sample the variable©utside

shareholders’ attendang®issenting votes an@llM are highly correlated between each other
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at nearly |0.80|. Despite the presence of thede dogelations, multicollinearity is unlikely
to be a concern as the VIF values (see table Spaer than 5 (Gujarati, 2003; Baum, 2006).
Moreover, the series of additional analyses thaeHseen done to address this issue (see p.
28) give us the confidence that our results are afféicted by the potential presence of
multicollinearity.

INSERT TABLE 4
Table 5 reports the results of the regression apalyperformed in order to test the
hypotheses. Model 1 estimates the influence onvtientary disclosure of the variable
country (used to test hypothesis H1). Model 2 esti® the influence on the voluntary
disclosure index of the independent firm-speciticiables of interest, used to test the set of
hypotheses H2 and H3, after controlling for othienfspecific variables. Model 3 analyses
the joint effect of country-level and firm-specifiariables. Model 4 and model 5 consider
the effect of independent and control firm-specifiariables on voluntary disclosure
respectively in the Italian sub-sample and in tikédub-sample.

INSERT TABLE 5
We found that country-level institutional charatdécs have a significant influence in
explaining the level ofirms—voluntary disclosure. Hence, hypothesis 1 is stippo the
extent of voluntary disclosure on directors’ remmatien is significantly higher in UK firms
than in Italian firms. This is consistent with tti&erent market orientation that characterises
the UK corporate system and the Italian corporgséesn.
After controlling for country-level institutionalharacteristics, we found that firm-specific
incentives also have a significant influence orumtdry disclosure. The comparison between
the adjusted Rof model 1 (0.29) and the adjusted & model 3 (0.45) shows that adding
firm-specific variables increases the explanatorgwgr provided by country-level

characteristics. Firm-specific demand for informaatiand firm-specific need of legitimacy
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have a significant influence on the level of voamtdisclosure. However, the intensity of the
influence played by such firm-specific variablesvatuntary disclosure differs significantly
between the two institutional settings analysed (sedels 4 and 5 in table 5).

Firm-specific demand for information significantlgfluences voluntary disclosure in the
UK, but not in Italy. As shown in models 4 and §pbthesis H2a is supported only in the
UK. UK firms with greater ownership diffusion disske more voluntary information. This
result is in line with agency theory, as UK firmse acharacterised by higher information
asymmetry between directors and shareholders tadian firms. Conversely, we found no
significant support to hypothesis H2b as the doieffit of outside shareholders’ attendance
is positive and significant only when the two itgional settings are jointly analysed (see
model 3), while it is still positive but not sigidént when Italian and UK firms are analysed
separately (see models 4 and 5).

Our results provide evidence that the need fortitegty leads Italian and UK firms to
disclose higher levels of voluntary information. eThelationship between the need for
legitimacy and voluntary disclosure depends orcthentry-level institutional characteristics.
In ltaly, it is the level of media coverage thabmpts voluntary disclosure (H3a). By
contrast, in the UK, firms are more likely to dise¢ more when they are poor market
performers and/or there are dissenting votes ommenation resolution (H3d and H3e). H3b
and H3c are not supported. Neither the level of GE@uneration nor its change seem to
play a significant influence on voluntary disclosur

In addition, we found that firms with a lower level remuneration complexity and AIM

firms have a higher voluntary disclosure index.

4.3.1. Additional analyses

In order to control for the robustness of our resswle performed some additional analyses.

27



First, as our dependent variable is censored we e TOBIT regression model instead of
the OLS model. Results are consistent with thogerted in table 5.

Second, because previous studies (e.g., Cheng é&rte&@my, 2006; Laskmana, 2008,
Allegrini & Greco, 2013) found that board governars positively associated with voluntary
disclosure, we also consider variables that estinbaiard independence in our model. In
particular, we added the following variables to misd2, 3, 4 and 5Shoard independence
(percentage of independent directors on the boattieaend of the previous yeaGEO
duality (equals 1 if the CEO is also the chair at the @fithe previous year, and 0 otherwise)
and Institutional investors’ ownershipercentage of voting shares owned by institutiona
investors at the end of the previous year). Thesmetgovernance variables do not seem to
play any significant influence on voluntary disalos

Third, as remuneration complexity is different beém UK FTSE, UK AIM and Italian firms,
we run a regression by considering only the Itafians that have variable remuneration (i.e.
share-based remuneration and/or bonuses) and tH€ircounterparts. Our results are
consistent with those reported in table 5.

Fourth, because UK listed firms are subject toedéht listing rules when they are listed on
the AIM, rather than on the FTSE, we perform owression models, excluding AIM firms
and their Italian counterparts. This does not affee findings. We then performed a full
interactive regression modé) that allows to take into account the potentiabieating role

of country-level factors on the relationship betwéems~voluntary disclosure and the firm-
specific variables used to test our hypothesesherdemand for information (H2) and the
need for legitimacy (H3). Consistently with the uks reported in table 5, this analysis
supports our main findings. The influence played thye firm-specific demand for
information and the firm-specific need for legitioyaon voluntary disclosure is moderated by

the institutional context.
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Fifth, in order to address the potential concebwuamulticollinearity in the UK sub-sample
(because of the high correlation between the vesaDutside shareholders’ attendance
dissenting votesind AIM), we performed three additional regression analysewhich we
dropped two of the highly correlated variablestha first analysis, we dropped the variables
Dissenting votesndAIM, in the second the variabl@tside shareholders’ attendanaad
AIM, and in the third analysis the variab{@stside shareholders’ attendanaadDissenting
votes Consistently with the results reported in tabléh® coefficient of ownership diffusion
and dissenting votes are still positive and sigaift and the coefficient of market
performance is negative and significant.

Finally, our study relies on a standard OLS regossspproach in which variables are
assumed to be exogenously determined. As somesofatiables (e.g. voluntary disclosure
and ownership diffusion) might be endogenously mheiteed, we assessed whether or not
interaction exists between such variables, by usingausman test. We did not find any
evidence of endogeneity. Such a result is in liith the arguments of La Porta et al. (1999)
and Liu and Magnan (2011): ownership structurelSuropean countries are relatively stable

over time.

5. Discussion and conclusions

This paper contributes to the academic disclostesature (e.g., Marston & Shrives, 1991;
Botosan, 1997; Giner Inchausti, 199%¢chambault & Archambault, 2003; Patel et al., 2003
Prencipe; 2004; Cheng & Courtenay, 2006; Markaeital, 2007) by analysing a disclosure

decision that reflects a potential conflict of mtst between directors and outside
shareholders. It extends the limited, but emergiitgrature on directors’ remuneration

disclosure (Chizema, 2008; Liu & Taylor, 2008; Lalena, 2008; Laksmana et al., 2012) by

exploring how and to what extent Italian and UKdafirms disclose directors’ remuneration
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practices. It also investigates whether countrglewmstitutional characteristics and firm-
specific incentives, such as the demand for infeionafrom investors and the need for
legitimacy, are associated with the level of voumtdisclosure.

Our findings support the arguments that firm’'s hédar is a combination of ‘idiosyncratic
utility functions’ with functions that are ‘sociglimposed’ (Wiseman et al., 2012) and that
voluntary disclosure is multidimensional and drivncomplementary forces (e.g., Cormier
et al., 2005).

In line with previous literature (e.g., Archamba&ltArchambault, 2003; Markarian et.al
2007), we find that the extent of voluntary discl@son directors’ remuneration is associated
with country-level institutional characteristicoluntary disclosure is significantly higher in
the UK than in ItalyThis may be due to the different market-orientatow the fact that in
the UK executive remuneration has been the subjestrutiny since the 1990s (e.g. Cadbury
Report, 1992; Greenbury Report, 1995), while ifylguch scrutiny has emerged only in the
last decade (Ferrarini et,a2009).

This study also contributes to the voluntary disale literature related to firm-specific
incentives (e.g., Botosan, 1997; Laksmana, 2008 &L Taylor, 2008). In particular, we find
support for agency and legitimacy theories. Volonidisclosure is positively related to the
level of ownership diffusion in the UK, but not limly, given the different agency problems
that characterise Italian firms. Both UK and Italfrms provide more detailed information
on directors’ remuneration when they have a highesed for legitimacy. These findings
provide new evidence that legitimacy arguments t@yextended to voluntary disclosure
issues that are highly contested, although notsseciy related to social and environmental
issues (Chalmers & Godfrey, 2004; Chizema, 2008;& iraylor, 2008).

It is worth noting that firm-specific incentives disclose information differ according to the

institutional setting in which a firm operates.drmmarket-oriented corporate system, such as
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the UK, incentives mostly come from market pressufsuch as the firm’'s ownership
diffusion, market performance and shareholdersatif). By contrast, in a relationship-based
corporate system, such as ltaly, market performamcmlikely to influence firms’ strategic
decisions (Brunello et al. 2003) and firm-specificentives seems to be represented by the
media. Media could affect firms’ reputation and goomise their relational capital.

Last but not least, our findings suggest that tkeldsure provided in both countries does not
allow an annual report’s user to get a comprehengieture about directors’ remuneration, in
terms of incentive mechanisms and the potentiaticeiship between remuneration and
performance (Bebchuk & Jackson, 2005). Bonusesjnmgiortant element of directors’
remuneration, are poorly disclosed in both coustrie contrast with share-based payments,
which were generally properly disclosed and whoglasure was mainly mandatory,
disclosure on bonuses is mainly voluntary. Infoioratcould easily be provided, as the
design of bonuses packages is less complex thadetbign of share-based payments. Full
disclosure about all relevant items needs to beired, otherwise firms may design their
directors’ remuneration packages in accordancehat it is (and what it is not) required to
be disclosed (Bebchuk et al, 2002). We, therefreépmmend policymakers to mandate a
detailed disclosure for bonus schemes in the samg was for share-based payments.
Moreover, we recommend that it should be manddtmriisted firms to disclose all relevant
information about directors’ remuneration. This cheas been partly recognised by the
Italian policymaker that has mandated additionstldisure since 2012. Additional disclosure
has also been mandated for AIM firms since 2010xéi@r, further improvement seems to
be needed.

We acknowledge that this study has some limitatighish, in turn, suggest opportunities for
future research. First, we examine directors’ reanation disclosure in two countries and

while we are able to leverage the generalisabdityour findings thanks to the different
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institutional characteristics of the two countri@asmore comprehensive portrait would be
obtained by studying additional countries. Secama, sample examines disclosure for a
single year in which firms were severely hit by tgebal financial crisis. This choice
enhances internal validity, but consequently tredit€losure as a static concept. Future
studies could encompass a longitudinal dynamic fiiodghich variation in disclosure could
be associated to variation in the disclosure dsivéhey could also investigate whether the
level of disclosure and the disclosure driversiafiienced by the global economic cycle.
Third, although we used lagged variables and thedsird diagnostic procedure did not show
any evidence of endogeneity, our study might nafegdy account for any potentially
endogenous relations. However, this limitationasnmon to the whole disclosure literature
(e.g., Palepu & Healy, 2001; Bassett et al, 20G&xdira Lopes & Lima Rodrigues, 2007;
Patelli & Prencipe, 2007, Liu & Taylor, 2008; Lakana et al., 2012). Last, but not least, our
study focused on the level of disclosure providgditms, but not whether (and how) firms
‘managed’ remuneration disclosures, through impoesmanagement techniques (Laksmana
et al, 2012; Mangen & Magnan, 2012). Further comtdae research might address this

issue.

Notes
! Directors’ remuneration comprises both executivé aon-executive remuneration. This paper consitherslisclosure of

both. However, given the material difference in tiverall amounts generally paid to executive anatexecutive directors,
concerns about directors’ disclosure are usualbualkxecutive directors’ remuneration. See tabfer2 full list of items
considered.

> TUF (acronym for “Testo Unico sulla Finanza”) igtlialy’s Company act that regulates listed firms.

3 AIM companies were required to provide informatimmthe aggregate remuneration of directors anthememuneration
of the highest paid director, when such remunematias equal or higher than £ 200,000.

4 The full list of items that construct the disclosindex is reported in table 2. The rules of dodifon are available from
the authors upon request.

5 We made the following query into the database:
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COMPANY NAME and director* and compensation OR COMPY NAME and director* and remuneration OR COMPANY
NAME and director* and bonus* OR COMPANY NAME andrettor* and "stock option*" OR COMPANY NAME and
director* and "share award*' OR COMPANY NAME andetitor* and "CEO pay" OR COMPANY NAME and directcehd
"director* pay" OR COMPANY NAME and director* andexecutive* pay" OR COMPANY NAME and director* and
"termination payment*" OR COMPANY NAME and directoand "restricted share*" OR COMPANY NAME and ex&ee*
and compensation OR COMPANY NAME and executive* Aodus* OR COMPANY NAME and executive* and remurtiera
OR COMPANY NAME and executive* and "stock option®R COMPANY NAME and executive* and "share award*RO
COMPANY NAME and executive* and "restricted share®R COMPANY NAME and executive* and "CEO pay" OR
COMPANY NAME and executive* and "director* pay" OBOMPANY NAME and executive* and "executive* pay" OR
COMPANY NAME and executive* and "termination payntttnOR COMPANY NAME and CEO and compensation OR
COMPANY NAME and CEO and remuneration OR COMPANY ME and CEO and bonus* OR COMPANY NAME and
CEO and "stock option*" OR COMPANY NAME and CEO afdEO pay" OR COMPANY NAME and CEO and "director*
pay" OR COMPANY NAME and CEO and "executive* payR@OMPANY NAME and CEO and "termination payment*RO
COMPANY NAME and CEO and "share award** OR COMPANMAME and CEO and "restricted share** OR COMPANY
NAME and compensation OR COMPANY NAME and remunierastOR COMPANY NAME and bonus* OR COMPANY
NAME and "stock option*" OR COMPANY NAME and "CEOap" OR COMPANY NAME and "director* pay" OR
COMPANY NAME and "executive* pay" OR COMPANY NAMEnd "termination payment*" OR COMPANY NAME and
"share award*' OR COMPANY NAME and "restricted sérdr

5 We considered AIM as control variable only in thi& sub-sample as there was no AIM in Italy at iheetof the analysis.

” This is because the AIM has been establishediy dinly in 2012.

8 The model used is:

VDI j = ag + By Ownership diffusion; + B, Outside shareholdes' attendance+ p3 Media coveragg + +B4 Ceo remuneraton; +
+pBs Ceo remuneraton changg + g Market performane; + p7Dissenting votes +pg Ownership diffusion; x Country; +

+Bg Outside shareholdes' attendancex Country; + 19 Media coveragg x Country; + 17 Ceo remuneraton; x Country; +
+B12 Ceo remuneraton changg x Country; + 13 Market performane; x Country; + p14Dissenting voteg x Country; +

+y Control variableg +9d Country; + g;
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Table 1- Main characteristics of the sample (Sample si284-firms).

MEAN MEDIAN MIN MAX STAND. DEV

ITA UK ITA UK ITA UK ITA UK ITA UK
Ownershigdiffusion (%, 45.4( 79.6¢ *** 43.67 85.21 11.5] 15.41 88.9- 99.21 16.4¢ 15.61
Outside shareholders’ attendance 10.9¢ 35,38 wxx 6.81 40.6: 0.0C 0.0C 70.32 84.9¢ 12.4] 30.7¢
Media coverage 0.97 0.28 0.00 0.00 0.00 0.00 26.00 14.00 3.21 1.74
CEO remuneration (€ thousand) 1,043.76 885.01 467.78 661.70 30.00 82.62 8.265.00 3,827.54 1,347.05 7,615.87
CEO remuneration change (%) -0.92 1193 * -0.19 3.77 -94.36 -73.74 221.43 210.76 46.32 49.51
Market performance (%) -49.15 -43.00 t -51.65 -44.55 -97.40 -96.38 42.74 62.50 23.74 29.78
Dissenting votes 0.38 0.68 ***
Firm size (€ million) 1,184.25 1,819.30 101.18 108.43 2.93 2.17 60,639.05 141,362.20 6,186.61 13,163.49
Profitability 0.03 -0.04 * 0.04 0.05 -0.37 -2.10 0.27 0.38 0.09 0.31
Financial leverage (%) 64.03 58.90 66.02 60.75 9.98 2.55 104.30 185.20 18.48 28.45
Remuneration complexi 0.71 0.8% *** 0.7¢ 0.9C 0.37 0.2¢ 0.9z 0.9t 0.17 0.1z
Financial analysts’ covera 2.87 5.04 *** 1 4 0 0 23 33 4.4¢ 5.91
Industrie: (%)
- Agriculture, forestry and fishin 2.5€ 2.5€
- Mining 0.85 0.85
- Light manufacturing 14.53 14.53
- Heavy manufacturing 35.90 35.90
- Utilities 10.27 10.27
- Trade 5.98 5.98
- Real Estate 9.40 9.40
- Services 20.51 20.51
AIM 0.00 0.36 ***

Levels of significance: *** p < 0.01; ** p. < 0.05;p < 0.10.

Variables are defined as follows:

Ownership diffusion the percentage of capital not owned by substhshiareholders (i.e. shareholders who own mone 38a of the voting capital), calculated at thetstéithe financial year;
Outside shareholders’ attendanethe percentage of voting shares owned by theidrishareholders (i.e. shareholders who are ti@reiontrolling shareholders or directors of tine¥ that voted

for the remuneration resolution at the previousuahgeneral meetindyledia coverage number of articles related to a firm’s directorsiuneration published in the main national newspa
during the previous yealCEO remuneration- total amount of remuneration the CEO receivedhm previous financial yeaGCEO remuneration change the percentage variation of the
remuneration the CEO received in the year analgsetpared with that received in the previous finahgear;Market performance the percentage variation of the share valudeastart of the
financial year compared with the share value atsthe of the previous financial ye@issenting votes dichotomous variable that equals 1 if there aigleast one outside shareholder who either
abstained or voted against on the remuneratiorutiso at the previous annual general meeting, @rdherwise;Firm size- market capitalization of the firm at the stafttloe financial year;
Profitability — ROA at the end of the previous financial yéanancial leverage percentage ratio of the value of total debtotal assets at the start of the financial y&amuneration complexity

- total number of items applicable to the firm gsal divided by the total number of items in théeixy Financial analysts’ coveragetotal number of financial analysts that publdla least one

report, during the previous financial year, onfih@ analysedjndustry- set of dichotomous variables equal to 1 if i@ fvas classified into thieone-digit SIC codeAIM - dichotomous variable
that equals 1 if the firm was listed on the AIM d@hdtherwise.
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Table 2 — Average level of disclosure of speciféeris and overall disclosure

Type of disclosure FTSE AM
p Match-paired Match-paired
Ita UKFTSE AIM | Ita UK Ita UK
DISCLOSURE OF SPECIFIC ITEMS
A REMUNERATION POLICY
Directors' remuneration poli M M \% 0.9t 1.0C| 0.91 0.9:
Information on the Péperformance lin M M Y 0.9t 0.9¢| 0.8¢ 0.91
Relative importance of fixed and variable compos Y M Y 0.3¢ 0.8t| 0.4: 0.07
Peer groups considel \Y \Y \Y 0.0C _0.1¢| 0.0C _ 0.0Z
B DESIGN OF SALARY AND FEE
Criteria for settin-up of salarie \Y \% \Y 0.01 0.88| 0.0C 0.3¢
Fees payable to directors for being director, coemimember, chairorS | v \Y Y 0.2¢ 0.42] 0.1¢  0.0¢
C. DESIGN Of BONUS SCHEME:
Adonted (Yes/Nc % \% % 0.7¢£ 0.9%| 0.6¢ 0.62
How the scheme contributes to the firm's long tereres Y \% Y 0.0C 0.01| 0.0C 0.0C
Performance criteria adop Y \% Y 0.4 0.87| 0.3/ 0.3¢
Performance measure(s) adoj \Y \% \Y 0.1¢ 05| 026 0.2
Weight of each performance measure adc \Y \% \Y 0.0¢ 0.3¢| 0.2C 0.1C
Performance target for each performance measurex Y \% Y 0.0:  0.0¢| 0.0¢€ 0.0t
Amount earned for each taraet level of each perdmice measure adop \% \ \% 0.0:  0.07| 0.0¢ 0.0£
Aim of the bonu \Y \% \Y 0.17 0.5%| 0.0C 0.1%
Rationale for the performance crite Y \% Y 0.0z 0.1¢| 0.0C 0.02
Sufficient information on deferment peric \Y \Yi \Y 0.1¢ 0.8¢] 0.1€ 0.4¢
D. SHARE-BASED PAYMENTS (SBF
GRANTED DURING THE YEAR:
Number of SBF M M \Y 0.9¢ 0.9¢| 1.0 0.91
Exercise pric M M Y 0.9C 1.0C| 1.0C 0.8:
Vesting perioc M M Y 0.8t 0.91| 0.67 0.67
Exercise periot M M \Y 0.8¢ 1.0(| 0.67 0.6¢
Beneficiarie M M Y 0.9C 1.0C| 1.0C 0.8t
Market prict M M Y 0.7C 0.8¢| 0.8t 0.5¢
Performanc-conditioned vestinc M M \Y 0.8C 0.97| 1.0C 0.5z
How the performance criteria contributes to thm%rlona term intere \Y \% \Y 0.0C 0.01| 0.0C 0.0C
Information on the performan-conditioned vestir M M Y 0.7¢ 0.97| 1.0C 0.4
Performance measure(s) ador M M \Y 0.67 0.97| 1.0 0.4z
Weight of each performance measure adc M M \Y 0.4¢ 097 078 04z
Target level for each performance measure ad M M Y 0.0C 0.9¢| 0.0C 0.4C
Amount earned for each target level of each perfmice measure adopt M M \Y 0.3 0.9z| 0.2¢ 0.4C
Rationale for the performance crite Y \% Y 0.11 0.3¢| 0.2 0.0€
Policy regarding shares' retenti M M Y 0.5¢€ 0.4t 1.0C 0.0€
Aim of the SBI M M \Y 0.9C 0.7z| 1.0C 0.4¢
EXERCISED DURING THE YEAR:
Number of SBP: M \Y 0.9¢ 1.0C| 0.9¢ 0.8¢
For each SBP exercised the number of shares il M M \Y 0.6 1.0C| 0.67 0.3%
Exercise pric M Y 0.6 1.0C| 0.5C 0.3
UNEXERCISED AT THE IND OF THE YEAF:
Number of SBF M M \Y 0.9¢ 0.9¢| 0.9t 0.8t
Exercise prict M M \Y 09z 0.9¢| 081 0.8
Vesting perioc M M Y 0.77 0.8¢| 0.7 0.6Z
Exercise periot M M \Y 0.81 0.9i| 0.7 0.67
Beneficiaries M M Y 0.8¢ 0.9¢| 0.8t 0.81
Performanc-conditioned vestini M M Y 0.7z 0.9¢| 0.6Z 0.5t
How the performance criteria contributes to the%rlona term intere \Y \% \Y 0.0C 0.01| 0.0C 0.0C
Informatior on the performan«conditioned vestir M M Y 0.6¢ 0.8¢| 0.5C 0.27
Performance measure(s) ador M M \Y 0.5z 0.8€| 0.4€ 0.2€
Weight of each performance measure adc M M \Y 0.3z 0.85| 0.4€ 0.2€
Target level for each performance measure ad M M Y 0.1¢ 0.7¢| 0.3 0.2¢
Amount earned for each target level of each perfmice measure adopt M M \Y 0.27 0.74] 0.3t 0.2€
Rationale for the performance crite Y \% Y 0.0¢ 0.27| 0.0C 0.0t
Policy regarding shares' retenti M M Y 0.5¢ 0.41| 0.5¢ 0.0£
Aim of the SBI M M \Y 0.9z 0.6t] 0.7i 0.27
E. PENSION SCHEME
Type: define-benefit scheme/defin-contribution schern Y M \% 0.0 1.0C| 0.0C 0.7¢
Changes in the accrued benefits during the yedpaddtails of the Y M Y 0.0C _1.0C] 0.0C 0.67
E. EXECUTIVES' CONTRACT AND TERMINATION PAYMENT¢
Duration of contrac M M \Y 1.0 0.6¢| 09¢ 0.3C
Applicable notice peric \Y M \Y 0.0C 0.97| 0.0C 0.6%
Details of provisions for termination payme M M \Y 0.8¢€ 0.71] 0.7€ 0.1¢
G. REMUNERATION PAID TO EACH DIRECTOI
Total remuneratic M M Y 1.0C 1.0C| 1.0C 0.82
Salary M M Y 1.0 0.9¢| 0.9¢ 0.77
Profit sharing and/or bonus payme M M Y 0.8¢ 0.97| 0.8¢ 0.5¢
Termination payment to each executive who leftfitme during the ve: M M \Y 1.0 0.7:| 0.67 0.67
Estimated value of benefits-kind M M Y 0.81 0.9¢| 0.71 0.5¢
Type of benefits i-kind Y \% Y 0.1 0.4¢| 0.0¢€ 0.2¢
Amount earned by exercising SBPs during the \Y \% \Y 0.9¢ 0.9t 0.9¢ 0.8¢
No of SBPs granted during the y M M \Y 0.97 0.9¢| 1.0 0.8€
No of SBPs exercised during the M M Y 0.9t 1.0C| 0.9¢ 0.8¢
No of SBPs unexercised at end of thiyeal M M \Y 0.9t 1.0C| 0.9t 0.8€
Details of "Other remuneratio Y \Y Y 0.5¢ 0.67| 057 0.7
H. REMUNERATION SECTION IN THE ANNUAL REPORT (Yes/N Vi M Vi 0.6¢£ 0.87] 0.6z 0.6€
TOTAL DISCLOSURE INDEX (TDI) 0.5¢€ 0.7¢| 0.5  0.47
No Obs (Sample size = 234 firms) 75 75 42 42

Legend: M = Mandatory information; V = Voluntaryfanmation.
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Table 3—Voluntary disclosure index (VDI): descriptive résu

No Mean

Median Min Max Stand. Dev

Obs 1A UK ITA UK ITA UK ITA UK ITA UK
FULL SAMPLE 234 0.246 0.466 *** 0.259 0.500 *** 0.020 0.059 0.500 0.904 0.127 0.161
FTSE MATCH-PAIR 150 0.247 0.465 *** 0.259 0.500 *** 0.020 0.059 0.500 0.710 0.123 0.135
AIM MATCH -PAIR 84 0.243 0.466 *** 0.250 0.474 ** 0.042 0.076 0.500 0.904 0.134 0.202

Levels of significance: *** p. < 0.01.

mj

> vdj

VDI j = i=1

nj

> vdj

i=1

Where:

VDI, is the voluntary disclosure index of the firm
vdj is the value for a voluntary disclosure index ifefor firmi.
m is the number of voluntary disclosure items whacé relevant to firmn and were actually disclosed, and

n; is the maximum number of voluntary disclosure ietimat can be disclosed by fiingiven the elements
that are comprised in the directors’ remuneratiackpge.
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Table 4— Pearson correlation Matrix between the Voluntiisglosure index and the independent and conéngdbles

Panel A - Full sample (n. obs =230)

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21
1. Voluntary disclosure inde() 1
2. Country (UK =1;ITA=C 0.5¢ 1
3. Ownership diffusio 0.4¢4  0.7¢ 1
4. Outside shareholders' attend 0.3t 0.4€ 0.5€ 1
5. Media coveragf) 0.05 -0.06 0.06 0.07 1
6. CEO remuneratioff) 0.02 0.04 001 0.05 0.17 1
7. CEO remuneration char 0.0¢ 0.1: 0.1z 0.0¢ 0.0C -0.2t 1
8. Market performance -0.03 0.11 0.01 0.11 0.04 -0.05 0.00 1
9. Dissenting votes 029 030 037 060 021 014 0.07 0.07 1
10. Firm size(%) 0.04 001 012 042 053 025 -002 025 0.50 1
11. Profitability -0.09 -0.15 -0.07 0.15 -0.02 -0.06 0.01 0.18 022 0.28 1
12. Financial leverag -0.0t¢ -0.11 0.0z 0.2C 0.1t 0.0¢ 0.1z -01C 024 0.1¢ 0.1t 1
13. Remuneration complexi -0.06 03¢ 04 041 017 01t 011 0.0¢ 037 0.3: 0.06 0.1€ 1
14. Agriculture, forestry anfishing 0.0 0.0C -0.0¢ -0.0¢ -0.0z -0.0z -0.02 0.0t 0.0C 0.0z 0.01 -0.07 -0.2¢ 1
15. Mining 0.02 0.0C -0.01 -0.0¢ -0.04 -0.01 -0.0¢ -0.0¢ 0.0¢8 0.08 0.0z O0.08 0.01 -0.02 1
16. Light manufacturing 0.05 0.00 0.04 0.0/ 007 003 0.07 008 005 0.09 -012 011 0.00 -0.04 -0.07 1
17. Heavy manufacturing -0.03 0.00 -0.02 -0.03 -0.05 -0.06 0.00 0.03 -0.07 -004 -0.01 -0.26 0.06 -0.07 -0.12 -0.31 1
18. Utilities 0.07 0.0C 0.0z 0.1C 0.2¢ 0.04 -0.0z -0.0z 0.1z g 0.1z 0.0¢ -0.0¢ -0.0t8 -0.1¢ -0.2¢ 1
19. Trad: 0.0z 0.0C 0.0¢ 0.0t -0.0€ 0.0t -0.07 0.0C 0.0€ 0.0€ 0.0¢ -0.0z -0.04 -0.1C -0.1¢ -0.0¢ 1
20. Real Esta -0.0:  0.0C -0.04 0.0z -0.07 00C 0.0¢ -0.07 0.0C 0.0z -0.1z -0.0¢ -0.0¢ -0.1¢ -0.2¢ -0.11 -0.0¢ 1
21. Service -0.0€ 0.0C -0.0¢ -0.1z -0.11 0.0C 0.0z -0.04 -0.11 0.0€ 0.0z -0.08 -0.0¢ -0.21 -0.3¢ -0.17 -0.1¢ -0.1¢ 1
Panel B - Italian sample (n. obs = 116)
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21
1. Voluntary disclosure inde(X) 1
2. Country (UK =1; ITA=C .
3. Ownership diffusion -0.12 1
4. Outside shareholders' attendance 0.12 0.39 1
5. Media coveragf) 0.11 0.23 0.19 1
6. CEO remuneratioff) 0.05 -0.06 0.08 0.26 1
7. CEO remuneration change 0.01 0.08 0.16 0.05 -0.36 1
8. Market performanc 0.0t -0.1:  0.0C 0.0: -0.1¢ 0.0% 1
9. Dissenting vote 0.0¢ 0.1 017 0.3z 02¢ -0.0¢ -0.01 1
10. Firm size(%) -0.02 0.06 011 061 038 -006 023 049 1
11. Profitability -0.1€ -0.07 -0.2z 0.1 0.0C -0.0z 0.3C 017 047 1
12. Financial leverag -0.0¢ 0.2z 0.14 0.14 0.17 -0.1C -0.1¢ 0.1¢ -0.0t -0.1% 1
13. Remuneration complexity -0.6( 0.17 -0.05 024 02 0.06 000 014 031 03z 0.2 1
14. Agriculture, forestry and fishing 0.08 -0.04 -0.04 -002 -0.09 0.00 012 -0.07 0.01 0.00 -0.19 -0.18 1
15. Mining 0.0t -0.01 -0.07 -0.04 0.0z -0.1C -0.0¢ 0.1C 0.06 0.0z -0.0¢ -0.0¢ -0.0% 1
16. Light manufacturir 0.0¢€ -0.0z -0.06 007 0.0z 011 0.0z 0.0 007 -0.0:2 0.07 -0.0z -0.0¢ -0.07 1
17. Heavymanufacturin -0.0€ -0.0¢ -0.2z -0.01 -0.04 -0.0¢ 0.14 -0.14 -0.0% 0.1 -0.2C 0.0¢ -0.0v -0.1z -0.31 1
18. Utilities 0.0¢ 0.0t 0.2¢ 0.2¢ 007 -00¢ -0.0te 0.2 0.2 -0.04 0.0t 001 -0.0¢ -0.08 -0.1¢ -0.2t 1
19. Trade -0.06 0.2C 0.08 -0.06 0.06 -0.08 -0.01 0.10 0.04 0.07 0.07 0.04 -002 -004 -0.10 -0.2¢ -0.09 1
20. Real Estate -0.02 0.03 0.15 -0.08 -0.04 -002 -0.12 0.05 -003 -0.10 0.08 -0.06 -0.03 -0.05 -0.13 -0.24 -0.11 -0.08 1
21. Services -0.04 -0.04 -001 -0.13 -0.02 0.10 -0.07 -013 -0.22 -010 0.12 0.05 -0.05 -0.08 -0.21 -0.38 -0.17 -0.13 -0.16 1
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Panel C - UK sample (No obs = 114)

1 3 4 5 6 7 8 9 10 11 12 15 16 17 18 19 20 21 22
1. Voluntary disclosure inde(X) 1
2. Country (UK = 1ITA=0) .
3. Ownership diffusion 0.32 1
4. Outside shareholders' attend¢ 0.1¢ 0.4C 1
5. Media coveragf) 0.07 0.07 0.10 1
6. CEO remuneratioff) -0.08 0.01 0.02 0.04 1
7. CEO remuneration char -0.1C 0.0C -0.0z -0.04 -0.1€ 1
8. Market performanc -0.2¢ -0.0¢ 0.0¢ 0.07 0.08 -0.04 1
9. Dissenting vote 0.2t 0.3 0.7¢ 0.1  -0.0t 0.1C 0.07 1
10. Firm size() 0.12 027 065 045 012 0.01 0.27 056 1
11. Profitability 0.04 0.1C 0.31 -0.1C -0.0¢ 0.0t 0.2C 0.3€ 0.27 1
12. Financial leverage 0.04 0.10 0.3z 0.16 0.02 0.2¢ -0.05 0.3€ 0.3z 0.2C 1
13. Remuneration complexity 0.06 039 054 015 000 0.06 010 051 042 012 0.26
14. Agriculture, forestry and fishii 0.0C -0.1¢ -0.06 -0.0z 0.0¢ -0.07 0.0C 0.06 0.0z 0.0z 0.0C
15. Mining 0.01 -0.01 -0.0: -0.0¢ -0.0t -0.0¢ -0.0z 0.0C 0.0 0.0z 0.14 1
16. Light manufacturir 0.0t 0.1z 014 0.07 00t 0.0 014 00¢ 01C -017 0.14 -0.07 1
17. Heavy manufacturit -0.02 0.0¢ 0.0¢ -0.11 -0.0¢ 0.06 -0.06 0.01 -0.0¢ -0.06 -0.3C -0.1z  -0.31 1
18. Utilities 0.0¢ 0.0z 0.0€ 0.34 0.01 -0.0z -0.01 0.0t 0.2 0.04 0.17 -0.0t -0.1¢ -0.2¢ 1
19. Trade 0.12 0.07 005 -0.05 0.04 -006 0.01 0.02 002 0.05 0.06 -0.04 -0.10 -0.1¢ -0.09 1
20. ReaEstat¢ -0.0€ -0.14 -0.0z -0.0¢ 0.0t 0.07 -0.04 -0.0t 0.0C 0.0C 0.0C -0.0t -0.1t -0.2¢ -0.11 -0.0¢ 1
21. Service -0.12 -0.07 -0.2C -0.1C 0.0z -0.06 -0.0z -0.1C -0.2¢ 0.1t 0.0z -0.0¢ -0.21 -0.3¢ -0.17 -0.1F -0.1€ 1
22. AIM segmen -0.0€ -0.3:¢ -0.8¢ -0.14 -0.17 -0.0¢ -0.1C -0.8c -0.6¢ -0.31 -0.37 -0.01 -0.0¢6 -0.0¢ -0.0¢ -0.0¢ -0.0€ 024 1

The bold value indicates statistical significantp & 0.05.

Note:
(® Calculated using the natural logarithm avoid testkedasticity.

See table 1 for the definition of the variables.

One ltalian firm and one UK firm were dropped besmof the lack of data about CEO remuneration. TKofirms were dropped because of the lack of déaua outside
shareholders’ attendance and dissenting votes.

The control variable AIM has been included onlyhia correlation matrix for the UK sub-sample a#taty the AIM has been established only in 2012.
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Table 5— Regression results on voluntary disclosure index

FULL SAMPLE Italy UK
Hypotheses anfd Model 1 Model 2 Model 3 Model 4 Model 5

Coefficient| Variables expected signg T T T T T

0o Constant -30.55 *** 2.01 * -1.1 4.09 *** 2.88 ***

o Country (UK =1;ITA=0) H1 + 9.87x** 7.24 ***

B1 Ownership diffusion H2a + 5.84 *** 0.96 -0.99 2.51 **

B2 Outside shareholders’ attendance2b + 2.59 xxx 182 * 0.78 -0.08

B3 Media coveragé) H3a + 1.10 1.82 * 2.99 *** -0.08

Ba CEO remuneratiofi( H3b + 0.77 -0.06 0.73 0.47

Bs CEO remuneration change H3c + 0.26 -0.47 0.85 -1.34

Bes Market performance H3d - 0.15 -1.28 0.41 -3.09 ***

B7 Dissenting votes H3e + 2.56 ** 2.24 * 0.51 3.32 *x*

Y1 Firm size{) -0.93 0.13 -0.49 1.36

Y2 Profitability -1.04 -0.05 0.74 0.04

Y3 Financial leverage -1.22 -0.13 0.66 -0.05

Y4 Remuneration complexity -6.17 *** -7.58 *** -9.61 *** -1.01

Ys AIM 2.66 ***
Industry No Yes Yes Yes Yes
N. Obs 234 230 230 116 114
Mean VIF 1.63 1.81 1.85 2.24
Max VIF 2.60 2.71 4.30 4.99
Adj (R2) 0.2925 0.3231 0.4522 0.504 0.1944
F 0.3231 *** 10.94 *** 16.75 *** 11.62 *** 3.27 ***

Levels of significance: *** p < 0.01; ** p. < 0.05;p < 0.10.

Note:

(® Calculated using the natural logarithm avoid hetkedasticity
a is the coefficient for constant;

B is the coefficient for the independent explanatasiables;

v is the coefficient of the independent control &bfes;

d is the coefficient for measuring the country effec

See table 1 for the definition of the variables.

One ltalian firm and one UK firm were dropped besmof the lack of data about CEO remuneration. TKofirms were dropped because of the lack of dé@ua outside
shareholders’ attendance and dissenting votes.

The control variable AIM segment has been includelg in the regression analysis for the UK sub-samgs in Italy the AIM has been established onl2012.
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