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Abstract

This paper discusses the gender wise investors' awareness of corporate governance concepts and its importance
in their investment decision process. It also answers the two questions "do investors depend on information
related to corporate governance to make their investment decisions?" and "are the mechanisms of corporate
governance important to them?" Books, studies, and research articles are used to enrich this paper. A survey is
used as a tool to investigate the opinion of male and female investors, about corporate governance concepts and
its importance on investors' decision making process. The survey shows that investors do not have a clear
definition of corporate governance but they believe that it is important from companies' point of view. Also, most
of investors do not always depend on information or factors that related to corporate governance as a base for
their investment decisions. Mainly, Saudi investors care about board committees, disclosure and transparency as
mechanisms of corporate governance.

Keywords: audit committee, board committees, board composition, board of directors, board size, CMA,
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1. Introduction

The downfall of worldwide corporate giants such as Enron, Xerox, Worldcom and Parmalat (to name a few,
Wikipedia) has left deep scars on the corporate world in general. It has been shown that most corporate failures
including Enron and Worldcom, can be caused by the lack of good corporate governance (Wymeersch, E. 2006).
The US accounting scandals hastened the understanding of the wide-ranging effect poor corporate governance
can have on a country’s economy, through the effects on the capital markets. Such incidents have adversely
affected public confidence in the reliability of corporate reporting. In Saudi Arabia, the scandals in the USA, as
well as the 2006 capital market crises, have been considered as a wake-up call to the need for better corporate
governance and transparency among Saudi companies.

The Corporate Governance Regulations were issued in December 2006 by the Capital Market Authority (CMA),
pursuant to Resolution No. 1/212/2006 (CMA, 2006). Around 4 million Saudi investors trade in the Saudi capital
market. Transparency and disclosure in the corporate world will prevent many of the risks to happen to the
investors in the capital market. The best solution for that is the commitment of companies to implement the
corporate governance practice as a whole. Moreover, investors' awareness of the effects and importance of
corporate governance should be raised.

In Saudi Arabia, it is interesting to know the awareness of corporate governance concept and its importance
among Saudi investor genders - male and female - for many reasons. First, corporate governance is not the only
factor that should affect the investors' decision, but it is one of the most important influences to ensure that the
companies are in the right track. Second, males form almost 86% and women are 14% out of all Saudi
employees in Saudi Arabia (General Authority for Statistic: stats.gov.sa). Only 0.5% of employees in the private
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sector (including banks and investment institutions) are women. Moreover, 20% of the Saudi funds are being
invested by women. According to this low percentage of women involved in the labor market and in wealth
investment compared to men, it is interesting to measure and compare the male and women understanding of the
important concept “corporate governance” and to know if there is a vivid difference between men and women in
using corporate governance mechanisms to build their investment decisions. In Saudi Arabia, men follow the
Islamic principles by being the responsible to work and pay for their wives and daughters. The difference
between men and women roles in the Saudi society could have a big impact on their investment decisions.

In this paper, different definitions of corporate governance are provided. Important mechanisms of corporate
governance, like ownership structure, board of directors, disclosure, and transparency are explained. Then, Saudi
investors' awareness of corporate governance is measured. They are asked about appropriate and inappropriate
definitions to examine their understanding of corporate governance concepts. Then, the effect and the importance
of information, related to corporate governance, on investors' decisions are measured. Finally, results, discussion,
recommendations, conclusion, and future research are presented.

2. Literature Review

Definition: The most popular definition of corporate governance is:"the system by which organizations are
directed and controlled.” Cadbury, A. (1992). Corporate governance is defined as "the exercise of power over
corporate entities” (Tricker 2000, p. 403). Corporate governance is one key element in improving economic
efficiency and growth as well as enhancing investor confidence. Corporate governance involves a set of
relationships between a company's management, its board, its shareholders and other stakeholders. Corporate
governance also provides the structure through which the objectives of the company are set, and the means of
attaining those objectives and monitoring performance are determined. Good corporate governance should
provide proper incentives for the board and management to pursue objectives that are in the interests of the
company and its shareholders and should facilitate effective monitoring (OECD 2004, p. 11).

Ownership Structure:

Studies on corporate governance have identified two basic corporate ownership structures: concentrated and
dispersed (Prempeh and Eugene, 2015). In most developed economies, the ownership structure is highly
dispersed. However, in developing countries where there is a weak legal system to protect the interests of the
investors, the ownership structure is highly concentrated. According to La Porta et al. (Fama, & Jensen, 1983; La
Porta and Vishny, 1997; La Porta et al., 1998; La Porta and Lopez, 1999), ownership concentration is a response
to differing degrees of legal protection of minority shareholders across countries. A highly concentrated
ownership structure tends to create more pressure on management to engage in activities that maximize investors
and other stakeholders’ interests (Che Haat, M. H. Abdul Rahman, R. and Mahenthiran, S. 2008).

Ownership structure was extended to incorporate Joint Stock type of organization where people from different
sections of the society came up to provide necessary fund (Khan et al, 2004:131). In such widely-held
corporation, the risk bearing function of ownership and the managerial function of control were separate
functions performed by different parties. The different parties involved in the organization are having their own
interests which maybe even of conflicting nature (Bhuiyan and Biswas, 2006).

La Porta et al. (2000) defines corporate governance as a set of mechanisms through which outside investors
protect themselves against expropriation by corporate insiders. The degree of expropriation by insiders depends
on the investment opportunities available and the cost of expropriation to the firm. Johnson et al. (2000) and
Durnev and Kim (2003) suggest that insiders expropriate more when the market is bad, and take less when the
market is good. These authors argue that one could address the agency problem between outsiders and corporate
insiders by imposing a higher cost on expropriation by using growth opportunities, external financing and
concentrated ownership. In short, high insider ownership is normally associated with management entrenchment
and expropriation of firm resources.

Board of Directors:

Although Blair (1995) espouses a broad definition of corporate governance, she also recognizes its narrow
application to the “structure and functioning of boards of directors” (p. 3). In fact, Blair (1995) cites the board of
directors as the “single most important corporate governance mechanism” (p. 77). Similarly, Fombrun (2006)
states, “The primary corporate governance mechanism is the board of directors” (p. 267). Ahmed et al. (2017)
studied recently the impact of gender diverse boards on the capital market efficiency in Australia, and found that
female directors on the board improve the frequency and volume of all types of continuous disclosure. Conyon
& He (2017) studied the relationship between board room diversity and the firm performance, of 3000 American
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firms for the year 2007-2014 and found that the presence of women on the board has a positive impact on the
firm performance. Sila, Gonzalez, & Hagendorff.(2016) investigated the board room diversity and firm risk and
no evidence that female boardroom representation influences equity risk. This mixed result encouraged the
current study.

Board Size:

For decades, boards of for-profit corporations were large and consisted of as many as 20 or more directors
(Branson, 2007, Heidrick & Struggles’ Corporate governance report, 2009). According to "The Changing Board,
cited by Pearce and Zahra (1992)", boards ranged in size from 6.2 to 14.62 members from the years 1979
through 1986. Using 1983 data, Kesner (1988) found boards at Fortune 500 companies to average about 13
members. Based on 1999 data, Carter et al. (2003) state the average board is comprised of 11 members. Among
Fortune 1000 boards, Davis & Useem (2001) cite the size as ranging from 4 to 35 directors, with an average of
11 members. Rose (2006) cites Monks and Minow’s 2001 work with an average size of 12. More recently, the
average size of boards in the 2006 - 2007 report was 10.4 members (Heidrick & Struggles, 2006 — 2007).

Jensen (1993) states that “Keeping boards small can help improve their performance. When boards get beyond
seven or eight people they are less likely to function effectively and are easier for the CEO to control.” (p. 865)
Lipton and Lorsch (1992) also call for the adoption of small boards, and recommend that board size be limited to
seven or eight members. Lipton and Lorsch (1992) and Jensen (1993) have criticized the performance of large
boards, arguing that problems of poor communication, coordination of tasks, and decision making undermine the
effectiveness of such groups.

Board Composition:

The composition of boards involves board independence, often expressed in terms the ratio of inside and outside
directors. In fact, this aspect of composition is most commonly studied (Carter, 2003). Scholars often theorize
that greater outside representation on boards of directors provides greater benefits to shareholders (Carter et al.,
2003; Daily & Dalton, 1993). Du Plessis, McConvill, & Bagaric (2005) offer a multitude of studies that
empirically do not support this position, many based on studies by Bhagat and Black (1999, 2002). In fact,
Bhagat and Black (1999) cite companies such as American Express, Chrysler, General Motors, IBM, Kodak,
Sears, and Westinghouse as dismal performers with outsider dominated boards. Despite the contradictory
empirical evidence, Blair (1995) notes adding more outside directors to the board has been a prominent goal
since the 1970s in response to scandal and litigation.

Scholarly discourse exists both in favor (Beasley, Carcello, Hermanson, & Lapides 2000; Davidson et al., 2004)
and against boards with a high representation of outside board members (Daily & Dalton, 1993 cited Kesner,
1986; Pfeffer, 1972; Schellendger, Wood, and Tashakori, 1989). Numerous empirical investigations document
situations where outsiders offer better protections for shareholder interests. Ahmed & Ali (2017), examined 944
Australian firms and found that boardroom gender diversity is significantly and positively associated with stock
liquidity.

Board Committees:

In the early 1970s, one or two standing committees were standard; but a decade later, boards at Fortune 1,000
companies had an average of 4.3 committees (Kesner, Victor & Lamont, 1986). Today various committees
existing on boards include executive, compensation, audit, nominating, public affairs, strategic planning, finance,
social responsibility, investment, corporate ethics, environmental, technology, and corporate governance
committees (Bilimoria & Piderit, 1994; Blair, 1995; Davidson, Pilger, Szakmary, 2004).

While companies are free to have as many committees as they deem necessary, the three main committees are
the audit, nominating, and compensation committees (Branson, 2007, Kesner et al., 1986; Lorsch & Maclver,
1989).

Executive committee:

This committee is powerful because it can exercise the power of the full board between meetings on many issues
(Branson, 2007). Bilimoria & Piderit (1994) blend the topics of gender composition and committee membership
by observing that females are relegated to certain types of committees while males more often serve on the more
strategic and powerful committees.

Audit committee:

Having an audit committee comprised 100% of independent directors was once recommended as a best practice.
Independence, as defined by the Law, is an individual who is not an employee of the company and does not
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receive any remuneration from the company other than director compensation.

The purpose of the audit committee is to ensure the independence and performance of the external auditors,
oversee the work of the internal auditors, and review the financial statements. Audit committees are considered
to have important, positive benefits for companies (Lutzy, 2003). It is also found that companies in the volatile
industries experiencing instances of financial statement fraud had fewer audit committees, less independent audit
committees, or fewer audit committee meetings (Beasley et al., 2000).

Nominating committee:

Sometimes referred to as the governance committee, the nominating committee deals with ensuring boards were
independent by managing the recruitment process (Branson, 2007). This means the committee is involved with
identifying qualified candidates to nominate to the board.

Compensation committee:

The compensation committee primarily concerns itself with the compensation package of the executive officers
(Branson, 2007), directors, and employees. This committee must be independent.

Hypothesis:
Gender wise awareness of Corporate Governance Concepts:

1. There is an agreement between male and female investors regarding the statement “Means the
government owns through its funds at least 5% of the shares of listed companies” as concept of
corporate governance.

2. There is an agreement between male and female investors regarding the statement “Means a set of
regulations and structures which govern the relationship between shareholders and management” as
concept of corporate governance.

3. There is an agreement between male and female investors regarding the statement “Means appointment
of members by the government to represent it in the management of insolvent companies” as concept of
corporate governance.

4. There is an agreement between male and female investors regarding the statement “Means the system
by which companies are controlled and managed” as concept of corporate governance.

5. There is an agreement between male and female investors regarding the statement “Clarifies and
codifies the powers of managers and owners in the company” as concept of corporate governance.

6. There is an agreement between male and female investors regarding the statement “Is not important or
necessary in the company” as concept of corporate governance.

Gender wise Importance of Corporate Governance Mechanisms:

1. There is an agreement between male and female investors regarding the statement “Number of members
of the board of directors” as important mechanism of corporate governance.

2. There is an agreement between male and female investors regarding the statement “Existence of
independent and non-executive members (in addition to the executive members) in the Board of
directors” as important mechanism of corporate governance.

3. There is an agreement between male and female investors regarding the statement “The ownership of
government/sovereign funds in the company” as important mechanism of corporate governance.

4. There is an agreement between male and female investors regarding the statement “Disclosure of board
members' compensations” as important mechanism of corporate governance.

5. There is an agreement between male and female investors regarding the statement “The existence of
nomination and compensation committee in the company” as important mechanism of corporate
governance.

6. There is an agreement between male and female investors regarding the statement “Transparency of the
company in general” as important mechanism of corporate governance.

3. Data and Methodology
Sampling Methodology:

The population contains all Saudi investors who are trading in the Saudi Arabian capital market (i.e. Tadawul).
The size of population is unknown as there is no formal source for the number of Saudi investors in Saudi capital
market. However, it is estimated by researchers that this number may be approximately four million investors.

The survey has been circulated among investors in different local locations in the Kingdom of Saudi Arabia and
was addressed to Saudi investors only, and therefore all responses came from the right target sample. Due to the

121



http://ibr.ccsenet.org International Business Research \ol. 11, No. 3; 2018

nature of this research, convenience sample is used.

Thompson (1992) pointed out to determine the appropriate sample size when there is need to conduct a field
study exploring the views of a sample of the target so that this sample reflect the similarities and differences of
the views of the original population of the study. According to that, the sample size is

Np(1 -p)
o C*C
Sample Size = (N-1D 5 +pr(1-p)

4,000,000 * (0.5) * (0.5)
0.06 % 0.06
1,96+ 1,96

(4,000,000 — 1) + (0.5) * (0.5)

=267
Where:
Z is the value under the normal distribution curve with 95% confidence interval

P is the percent of selecting the correct answer which is equal 0.5 because the selection of respondents is not
unknown &

C is the confidence level represented in +6% or - 6% percent
Survey Design:

The survey was prepared in accordance with the corporate governance principles and based on the regulations
issued by the Saudi Capital Market Authority (CMA). Another source for preparing the survey was a survey about
"The Opinions of Investors about the Reality of the Continuing Disclosure of Listed Companies in the Saudi
Capital Market". This survey was designed and distributed by the Saudi Capital Market Authority.

The survey is divided into 4 parts:

First: The primary data: the first question in this part is about the nationality to be sure just the Saudi investors are
the respondents. The second question is about the gender.

Second: in this part there are six statements to measure the awareness of investors about corporate governance.
Three statements are appropriate definitions and the rest are inappropriate.

Third: The statements in this part measure the extent to which investor depends on information that related to
corporate governance and its importance when making investment decision.

Fourth: In this part, seven statements are written to measure the Importance of the mechanisms of corporate
governance for the investor

To improve the survey, it was distributed to a small sample, in the first phase. Some modifications have been made,
then, after receiving feedback from the sample. These modifications have included eliminating some personal and
some corporate governance-related questions.

Data Collection:

The survey has been circulated to different areas where Saudi investors can be located. One of the most important
areas is local trading rooms where majority of the Saudi investors spend considerable time in trading local shares,
and therefore it is a strategic place to circulate the survey.

In addition, the customers and employees of banks in different branches were part of the target sample. Large
proportions of them are trading in the Saudi capital market. The survey has been circulated also among
private-sector companies who provide financial and investment services to Saudi investors.

The survey was also circulated in other locations such as universities, schools, and hospitals to target different
sectors and backgrounds of investors in the local market.

Data Analysis:

In this research, two types of statistical analysis are applied. The first is descriptive statistics, frequency and its
percents of survey responses. This type of analysis is used to measure the awareness among different samples. It
also shows the percentage of investors who care about corporate governance mechanisms, and build their
investment decisions based on it.
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The second type of statistical analysis is analytical statistics which are applied to test the hypothesis. It tests the
effect of the investors' characteristics on their awareness, corporate governance-based investment decisions, and
the importance of corporate governance mechanisms for them. Both types of statistical analysis will be applied
using SPSS.

4. Descriptive Results Analysis
4.1 Awareness of Investors about Corporate Governance Concepts

To measure the investors' awareness of corporate governance concepts, 6 concepts where addressed in which 3 are
appropriate and 3 are inappropriate.

The appropriate concepts are:

1. Means a set of regulations and structures which govern the relationship between shareholders and
management

2. Means the system by which companies are controlled and managed
3. Clarifies and codifies the powers of managers and owners in the company
The inappropriate concepts are:
1. Means the government owns through its funds at least 5% of the shares of listed companies

2. Means appointment of members by the government to represent it in the management of insolvent
companies

3. Isnot important or necessary in the company

Table 4.1.1 presents the frequencies and percentages of investors' respondents to the concepts of the corporate
governance. For the appropriate concepts, the results can be concluded as follows:

> From a total of 270 respondents, 41.1% on investors agree that "Means a set of regulations and
structures which govern the relationship between shareholders and management” is a concept of
corporate governance.

» With regard to the statement “corporate governance means the system by which companies are
controlled and managed”, it is found that 63% of the respondents agree of its meaning as corporate
governance concept.

> 65.9% of the sample agree and believe that the corporate governance "Clarifies and codifies the powers
of managers and owners in the company".

For the inappropriate concepts, the results can be summarized as follows:

> 68.9% of respondents agree with the first inappropriate definition which describes corporate definition
as "Means the government owns through its funds at least 5% of the shares of listed companies".

» Although "means appointment of members by the government to represent it in the management of
insolvent companies” is inappropriate definition, 47.8% of respondents agree with it.

> 51.9% of the sample disagrees with the final inappropriate sentence that describes corporate governance
as a something that "is not important or necessary in the company".

Table 4.1.1 Appropriate & Inappropriate Statements

Agree Neutral Disagree

Appropriate Means a set of regulations and structures which 186 (68.9%) 60 (22.2%) 24 (8.9%)
Statements govern the relationship between shareholders and

management

Means the system by which companies are 170 (63.0%) 66 (24.4%) 32 (11.9%)

controlled and managed

Clarifies and codifies the powers of managers and 178 (65.9%) 63 (23.3%) 28 (10.4%)

owners in the company
Inappropriate  Means the government owns through its funds at 111 (41.1%) 72 (26.7%) 86 (31.9%)
Statements least 5% of the shares of listed companies

Means appointment of members by the government 129 (47.8%) 58 (21.5%) 81 (30.0%)

to represent it in the management of insolvent

companies

Is not important or necessary in the company 44 (16.3%) 80 (29.6%) 140 (51.9%)
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4.2 Dependence of Corporate Governance Information on Investment Decision

To measure the investors' dependence of corporate governance mechanisms, following 6 most important factors
were addressed:

1. Changes in the ownership of major shareholders
2. The company's commitment to appoint between three and eleven members to the board of directors

3. The presence of independent and non-executive members on the board of directors in addition to the
executive members

4. Full disclosure of compensations of the board of directors members compensation
5. Disclosure of the company's essential information concerning the developments and major events
6. Transparency of the company

Table 4.2.1 presents the frequencies and percentages of investors' respondents to the factors that related to the
corporate governance effected their investment decisions. The results can be concluded as follows:

» 30.7% of Saudi investors sometimes make their investment decisions depending on "changes in the
ownership of major shareholders".

» Only 5.2% of respondents always depend on the information that shows "the company's commitment to
appoint between three and eleven members to the board of directors”, and 32.2% of them never use this
information when they invest in a specific company.

» 27% of investors are never putting "the presence of independent and non-executive members on the board of
directors in addition to the executive members™ as a base for their investment decision.

> "Full disclosure of compensations of the board of directors' members' compensation™ never affect 22.6% of
Saudi investors' decisions.

» 40% of respondents always build their investment decision depending on disclosure of the company's
essential information concerning the developments and major events.

» Transparency of the company always effect 41.1% of respondents’ decisions, and often effect 31.9% of them.

Table 4.2.1 Frequencies and percentages of investors' respondents to the factors that related to the corporate
governance effected their investment decisions

Statements Always Often Sometimes  Rarely Never
Changes in the ownership of major shareholders 34 (12.6%) 58 83 58 36
(21.5%) (30.7%) (21.5%) (13.3%)
The company's commitment to appoint between 14 37 54 75 87
three and eleven members to the board of directors (5.2%) (13.7%) (20.0%) (27.8%) (32.2%)
The presence of independent and non-executive 23 55 61 58 73
members on the board of directors in addition to the (8.5%) (20.4%) (22.6%) (21.5%) (27.0%)
executive members
Full disclosure of compensations of the board of 46 56 59 46 61
directors members compensation (17.0%) (20.7%) (21.9%) (17.0%) (22.6%)
Disclosure of the company's essential information 108 88 54 12 8
concerning the developments and major events (40.0%) (32.6%) (20.0%) (4.4%) (3.0%)
Transparency of the company 111 86 46 17 4
(41.1%) (31.9%) (17.0%) (6.3%) (3.3%)

4.3 The Importance of Corporate Governance Mechanisms for Investors

To measure the importance of corporate governance mechanisms for investors, 8 statements that related to the
most important corporate governance mechanisms where addressed.

The statements are:
1.  Number of members of the board of directors

2. Existence of independent and non-executive members (in addition to the executive members) in the Board
of directors

The ownership of government/sovereign funds in the company
Disclosure of board members' compensations
The existence of nomination and compensation committee in the company
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6. Transparency of the company in general

Table 4.3.1 presents the frequencies and percentages of investor’s respondents to the importance of corporate
governance mechanisms for them. The results can be concluded as follows:

» 26.3% of the total of 270 investors believes that "the number of board of directors” is not important
corporate governance element.

» With regard to the statement "Existence of independent and non-executive members (in addition to the
executive members) in the Board of directors”, it is found that 50% of the respondents believe of its
importance as corporate governance mechanism.

» 66.6% of Saudi investors said that "the ownership of government/sovereign funds in the company” is
important information about any company.

» "Disclosure of board members' compensations" is very important as 32.6% of respondents answered.

» "Disclosure of penalties and sanctions imposed on the company by the Capital Market Authority" is very
important factor for 47.8% of the sample

» "The existence of nomination and compensation committee in the company" is very important information
for 35.2% of Saudi investors and only 4.1% see is as unimportant at all.

> 63.3 % of the sample believes that "Transparency of the company in general” is a very important corporate
governance mechanism.

Table 4.3.1 Frequencies and percentage of investors' respondents to the importance of corporate governance
mechanisms

Statements Very imp.  Important Neutral unimportant Unimportant at
all
Number of members of the board of 62 60 61 71 14
directors (23.0%) (22.2%) (22.6%) (26.3%) (5.2%)
Existence of independent and non-executive 54 81 78 40 13
members (in addition to the executive (20.0%) (30.0%) (28.9%) (14.8%) (4.8%)
members) in the Board of directors
The ownership of government/sovereign 77 103 56 21 10
funds in the company (28.5%) (38.1%) (20.7%) (7.8%) (3.7%)
Disclosure of board members' 88 74 54 36 15
compensations (32.6%) (27.4%) (20.0%) (13.3%) (5.6%)
The existence of nomination and 95 93 50 20 11
compensation committee in the company (35.2%) (34.4%) (18.5%) (7.4%) (4.1%)
Transparency of the company in general 171 62 29 9 3
(63.3%) (23.0%) (8.9%) (3.3%) (1.1%)

5. Analytical Result Analysis
5.1 Testing Investors’ Awareness of Corporate Governance Concepts According to Their Characteristics

In this part, the hypothesis testing (Chi-Square test) will be conducted to examine whether the investors are alike
in their awareness of the corporate governance concepts, no matter of the differences in their genders.

5.1.1 The Statement “Corporate Governance Means that the Government Owns at Least 5% of the Shares of
Listed Companies, Through Its Funds.”

Table 5.1.1.1 presents outputs of the hypothesis test of investors’ agreement toward the statement “Corporate
governance means that the government owns through its funds at least 5% of the shares of listed companies”
according to the gender. The main findings are stated as follows:

»  There is an agreement between male and female investors regarding the statement “Corporate governance
means that the government owns through its funds at least 5% of the shares of listed companies” as the concept
of corporate governance. That means, 41.4 % of investors think that this statement is a concept of corporate
governance no matter of their gender.
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Table 5.1.1.1 Frequencies/percentages of investors responding to the statement “Corporate governance means the
government owns through its funds at least 5% of the shares of listed companies” as a definition of corporate
governance

Gender Agree Neutral Disagree Total
Male 89 (42.0%) 52 (24.5) 71 (33.5%) 212
Female 22 (39.3) 19 (33.9) 15 (26.8) 56
Total 111 (41.4%) 71 (26.5%) 86 (32.1%) 268
Is there an agreement between male & female investors regarding the statement P-Value 0.337
“Corporate governance means that the government owns through its funds at least

5% of the shares of listed companies” as a definition of corporate governance, at Decision Yes

0.05 % level?

5.1.2 The Statement “Corporate Governance Means a Set of Regulations and Structures which Govern the
Relationship Between Shareholders and Management”

Table 5.1.2.1 presents outputs of the hypothesis test of investors’ agreement toward “Corporate governance
means a set of regulations and structures which govern the relationship between shareholders and management”
statement according to gender. The main findings are stated as follows:

»  There is an agreement between male and female investors regarding the statement “Corporate governance
means a set of regulations and structures which govern the relationship between shareholders and management.”
That means, 69.1% of investors think that the statement is a definition of corporate governance no matter of their
gender.

Table 5.1.2.1 Frequencies/percentages of investors respondents to the statement “Corporate governance means a
set of regulations and structures which govern the relationship between shareholders and management” as a
definition of corporate governance

Gender Agree Neutral Disagree Total
Male 147 (69.0%) 48 (22.5%) 18 (8.5%) 213
Female 39 (69.6%) 11 (19.6%) 6 (10.7%) 56
Total 186 (69.1%) 59 (21.9%) 24 (8.9%) 269
Is there an agreement between male & female investors regarding the statement “Corporate P-Value 0.808
governance means a set of regulations and structures which govern the relationship between

shareholders and management” as a definition of corporate governance, at 0.05 % level? Decision Yes

5.1.3 The Statement “Corporate Governance Means Appointment of Members by the Government to Represent
It in the Management of Insolvent Companies”

Table 5.1.3.1 presents outputs of the hypothesis test of the agreement of investors toward the statement
“Corporate governance means the appointment of members by the government to represent it in the management
of insolvent companies” according to gender. The main findings are stated as follows:

»  There is an agreement between male and female investors regarding the statement “Corporate governance
means the appointment of members by the government to represent it in the management of insolvent companies”
as a definition of corporate governance. That means, 48.3% of investors think that this statement is a definition
of corporate governance no matter of their gender.

Table 5.1.3.1 Frequencies/percentages of investors responding to the statement “Corporate governance means the
appointment of members by the government to represent it in the management of insolvent companies” as a
definition of corporate governance

Gender Agree Neutral Disagree Total
Male 98 (46.4%) 43 (20.4%) 70 (33.2%) 211
Female 31(55.4%) 14 (25.0%) 11 (19.6%) 56
Total 129 (48.3%) 57 (21.3%) 81 (30.3%) 267
Is there an agreement between male & female investors regarding the statement P-Value 0.146
“Corporate governance means the appointment of members by the government to

represent it in the management of insolvent companies” as a definition of corporate Decision Yes

governance, at 0.05 % level?

5.1.4 The Statement “Corporate Governance Means the System by which Companies are Controlled and
Managed”

Table 5.1.4.1 presents outputs of the hypothesis test of the agreement of investors toward the statement
“Corporate governance means the system by which companies are controlled and managed” as a definition of
corporate governance according to gender. The main findings are stated as follows:
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»  There is an agreement between male and female investors regarding the statement “Corporate governance
means the system by which companies are controlled and managed” as a definition of corporate governance.
That means, 63.7% of investors think that this statement is a definition of corporate governance no matter of
their gender.

Table 5.1.4.1 Frequencies/percentages of investors responding to the statement “Corporate governance means the
system by which companies are controlled and managed” as a definition of corporate governance

Gender Agree Neutral Disagree Total
Male 136 (64.5%) 52 (24.6%) 23 (10.9%) 211
Female 34 (60.7%) 13 (23.2%) 9 (16.1%) 56
Total 170 (63.7%) 65 (24.3%) 32 (12.0%) 267
Is there an agreement between male & female investors regarding the statement P-Value 0.571
“Corporate governance means the system by which companies are controlled and

managed” as a definition of corporate governance, at 0.05 % level? Decision Yes

5.1.5 The Statement “Corporate Governance Clarifies and Codifies the Powers of Managers and Owners in the
Company”

Table 5.1.5.1 presents outputs of the hypothesis test of the agreement of investors toward the statement “Clarifies
and codifies the powers of managers and owners in the company” as a definition of corporate governance
according to the gender. The main findings are stated as follows:

»  There is an agreement between male and female investors regarding the statement “Corporate governance
clarifies and codifies the powers of managers and owners in the company” as a definition of corporate
governance. That means, 66.4% of investors think that this statement is a definition of corporate governance no
matter of their gender.

Table 5.1.5.1 Frequencies/percentages of investors responding to the statement “Corporate governance clarifies
and codifies the powers of managers and owners in the company” as a definition of corporate governance

Gender Agree Neutral Disagree Total
Male 143 (67.5%) 47 (22.2%) 22 (10.4%) 212
Female 35 (62.5%) 15 (26.8%) 6 (10.7%) 56
Total 178 (66.4%) 62 (23.1%) 28 (10.4%) 268
Is there an agreement between male & female investors regarding the statement P-Value 0.750
“Corporate governance clarifies and codifies the powers of managers and owners in the

company” as a definition of corporate governance, at 0.05 % level? Decision Yes

5.1.6 The Statement “Corporate Governance Is not Important or Necessary in the Company”

Table 5.1.6.1 presents outputs of the hypothesis test of the agreement of investors toward the statement
“Corporate governance is not important or necessary in the company” according to gender. The main findings
are stated as follows:

»  There is an agreement between male and female investors regarding the statement “Corporate governance
is not important or necessary in the company.” That means, 53.2% of investors disagree with this statement no
matter of their gender.

Table 5.1.6.1 Frequencies/percentages of investors responding to the statement “Corporate governance is not
important or necessary in the company”

Gender Agree Neutral Disagree Total
Male 33 (15.6%) 67 (31.8%) 111 (52.6%) 211
Female 11 (21.2%) 12 (23.1%) 29 (55.8%) 52
Total 44 (16.7%) 79 (30.0%) 140 (53.2%) 263
Is there an agreement between male & female investors regarding the statement “Corporate P-Value 0.390
governance is not important or necessary in the company” at 0.05 % level? Decision Yes

5.2 Testing the Importance of Corporate Governance Mechanism for Saudi Investors According to Their
Characteristics

In this part, the hypothesis testing (Chi-Square test) is conducted to examine whether or not the investors care
about corporate governance mechanisms no matter of the differences of their characteristics pertained to the
gender.

5.2.1 The Statement “Number of Members of the Board of Directors”

Table 2.2.1.1 presents outputs of the hypothesis test of investors’ agreement toward the statement “Number of
members of the board of directors” as an important mechanism of corporate governance according to gender.
The main findings are stated as follows:
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»  There is an agreement between male and female investors regarding the statement “Number of members of
the board of directors” as an important mechanism of corporate governance. That means, 26.6% of investors
agree that this statement is not an important factor of corporate governance no matter of their gender.

Table 5.2.1.1 Frequencies/percentages of investors responding to the statement “Number of members of the
board of directors” as an important mechanism of corporate governance

Gender Vary Important Neutral Unimportant ~ Unimportant at all Total
Important

Male 51 (24.1%) 50 (23.6%) 46 (21.7%) 53 (25.0%) 12 (5.7%) 212

Female 11 (20.0%) 9 (16.4%) 15 (27.3%) 18 (32.7%) 2 (3.6%) 55

Total 62 (23.2%) 59 (22.1%) 61 (22.8%) 71 (26.6%) 14 (5.2%) 267

Is there an agreement between male & female investors regarding the statement “Number of P-Value 0.516

members of the board of directors” as an important mechanism of corporate governance, at Decision Yes

0.05 % level?

5.2.2 The Statement “Existence of Independent and Non-executive Members (in Addition to the Executive
Members) in the Board of Directors”

Table 5.2.2.1 presents outputs of the hypothesis test of investors’ agreement toward the statement “Existence of
independent and non-executive members (in addition to the executive members) in the board of directors” as an
important mechanism of corporate governance according to gender. The main findings are stated as follows:

» There is an agreement between male and female investors regarding the statement “Existence of
independent and non-executive members (in addition to the executive members) in the board of directors” as an
important mechanism of corporate governance. That means, 30.2% of investors agree that this statement is an
important factor of the corporate governance no matter of their gender.

Table 5.2.2.1 Frequencies/percentages of investors responding to the statement “Existence of independent and
non-executive members (in addition to the executive members) in the board of directors” as an important
mechanism of corporate governance?

Gender Vary Important Neutral Unimportant  Unimportant at all Total
Important

Male 46 (21.9%) 67 (31.9%) 58 (27.6%) 29 (13.8%) 10 (4.8%) 210

Female 8 (14.5%) 13 (23.6%) 20 (36.4%) 11 (20.0%) 3 (5.5%) 55

Total 54 (20.4%) 80 (30.2%) 78 (29.4%) 40 (15.1%) 13 (4.9%) 265

Is there an agreement between male & female investors regarding the statement “Existence of P-Value 0.351

independent and non-executive members (in addition to the executive members) in the board Decision Yes

of directors” as an important mechanism of corporate governance, at 0.05 % level?

5.2.3 The Statement “The Ownership of Government/Sovereign Funds in the Company”:

Table 5.2.3.1 presents outputs of the hypothesis test of investors’ agreement toward the statement “The
ownership of government/sovereign funds in the company” as an important mechanism of corporate governance
according to gender. The main findings are stated as follows:

» There is no agreement between male and female investors regarding the statement “The ownership of
government/sovereign funds in the company” as an important mechanism of corporate governance. From 210
males, 40.0% of them agree that the statement is important and 33.3% of them strongly agree with that. However,
35.7% of females are neutral about this statement and 32.1% of them agree that it is importance.

Table 5.2.3.1 Frequencies/percentages of investors responding to the statement “The ownership of
government/sovereign funds in the company” as an important mechanism of corporate governance

Gender Vary Important Neutral Unimportant ~ Unimportant at Total
Important all

Male 70 (33.3%) 84 (40.0%) 36 (17.1%) 12 (5.7%) 8 (3.8%) 210

Female 7 (12.5%) 18 (32.1%) 20 (35.7%) 9 (16.1%) 2 (3.6%) 56

Total 77 (28.9%) 102 (38.3%) 56 (21.1%) 21 (7.9%) 10 (3.8%) 266

Is there an agreement between male & female investors regarding the statement “The P-Value 0.000

ownership of government/sovereign funds in the company” as an important mechanism Decision No

of corporate governance, at 0.05 % level?

5.2.4 The Statement “Disclosure of Board Members' Compensations”

Table 5.2.4.1 presents outputs of the hypothesis test of investors’ agreement toward the statement “Disclosure of
board members' compensations” as an important mechanism of corporate governance according to gender. The
main findings are stated as follows:
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» There is an agreement between male and female investors regarding the statement “Disclosure of board
members' compensations” as an important mechanism of corporate governance. That means, 33.1% of investors
strongly agree that this statement is an important factor of corporate governance no matter of their gender.

Table 5.2.4.1 Frequencies/percentages of investors responding to the statement “Disclosure of board members'
compensations” as an important mechanism of corporate governance

Gender Vary Important Neutral Unimportant ~ Unimportant at all Total
Important

Male 75 (35.4%) 56 (26.4%) 41 (19.3%) 27 (12.7%) 13 (6.1%) 212
Female 13 (24.1%) 17 (31.5%) 13 (24.1%) 9 (16.7%) 2 (3.7%) 54
Total 88 (33.1%) 73 (27.4%) 54 (20.3%) 36 (13.5%) 15 (5.6%) 266
Is there an agreement between male & female investors regarding the statement P-Value 0.372
“Disclosure of board members' compensations” as an important mechanism of corporate Decision Yes
governance?

5.2.5 The Statement “The Existence of Nomination and Compensation Committee in the Company”

Table 5.2.5.1 presents outputs of the hypothesis test of investors’ agreement toward the statement “The existence
of nomination and compensation committee in the company” as an important mechanism of corporate
governance according to gender. The main findings are stated as follows:

» There is no agreement between male and female investors regarding the statement “The existence of
nomination and compensation committee in the company” as an important mechanism of corporate governance.
Most of males (37.3%) strongly agree that that factor is important while most of females (32.1%) are neutral
about it.

Table 5.2.5.1 Frequencies/percentages of investors responding to the statement “The existence of nomination and
compensation committee in the company” as an important mechanism of corporate governance?

Gender Vary Important Neutral Unimportant ~ Unimportant at Total
Important all

Male 79 (37.3%) 75 (35.4%) 32 (15.1%) 15 (7.1%) 11 (5.2%) 212

Female 16 (28.6%) 17 (30.4%) 18 (32.1%) 5 (8.9%) 0 (.0%) 56

Total 95 (35.4%) 92 (34.3%) 50 (18.7%) 20 (7.5%) 11 (4.1%) 268

Is there an agreement between male & female investors regarding the statement “The P-Value 0.024

existence of nomination and compensation committee in the company” as an important
mechanism of corporate governance, at 0.05 % level?

Decision No

5.2.6 The Statement “Transparency of the Company in General”:

Table 5.2.6.1 presents outputs of the hypothesis test of investors’ agreement toward the statement “Transparency
of the company in general” as an important mechanism of corporate governance according to gender. The main
findings are stated as follows:

»  There is no agreement between male and female investors regarding the statement “Transparency of the
company in general” as important mechanism of corporate governance. 67.5% of males think that the
mechanism is very important and 23.6% of them think it is important. Most of females (50%) think that the
statement is very important while 23.2%of them are neutral about this mechanism.

Table 5.2.6.1 Frequencies/percentages of investors responding to the statement “Transparency of the company in
general” as an important mechanism of corporate governance

Gender Vary Important Neutral Unimportant Unimportant at Total
Important all

Male 143 (67.5%) 50 (23.6%) 11 (5.2%) 6 (2.8%) 2 (9%) 212
Female 28 (50.0%) 11 (19.6%) 13 (23.2%) 3 (5.4%) 1(1.8%) 56
Total 171 (63.8%) 61 (22.8%) 24 (9.0%) 9 (3.4%) 3 (1.1%) 268
Is there an agreement between male & female investors regarding the statement “Transparency P-Value 0.001
of the company in general” as an important mechanism of corporate governance, at 0.05 % Decision No
level?

6. Discussion

Appropriate and inappropriate definitions have been made to examine the investors understanding of corporate
governance concepts. Most of male and female investors agree with appropriate definitions. They agree with two
over three of inappropriate definitions, and they think that the inappropriate definitions are appropriate
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definitions of corporate governance. Saudi investors do not know exactly the definitions of corporate governance,
and they are confused about some words such as government. However, they believe that the corporate
governance is important and necessary thing in companies.

Most of investors always do not depend on information or factor that related to corporate governance as a base
for their investment decisions. They just depend on disclosure and transparency of companies. Male investors
depend more than female investors on corporate governance to make their investment decisions because of
males' work nature. | think women like to speculate more than men. In Saudi culture, men are responsible about
their family as Qur’an explains in many statements. So they are careful when they make their decisions that
related to money.

The investors do not care about board of directors’ number, they care about board compositions. Maybe they
think that the existence of independent and non-executive members will increase the control on the company
which the investors are part of it. Males think that ownership structure, disclosure, and transparency are
important in general.

7. Conclusion

Saudi investors need to be more educated about corporate governance concepts and mechanisms. They should
take into account the information related to corporate governance when investing in any company. To achieve
that, investors should read about how the company adhere to the corporate governance principles before
investing in the company Furthermore, media must play their essential role to educate Saudi people about the
meaning and importance of corporate governance. In addition, the Capital Market Authority (CMA) can consider
the paper results and make the necessary changes, increase investors' awareness of corporate governance by
making periodical lectures, and distributing related publications. Though Saudi investors' are aware about
corporate governance concepts, and lot of them care about corporate governance mechanisms, but investors do
not build their investment decision upon corporate governance information and factors.
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