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ABSTRACT 

The purpose of this paper is to examine the relationship between monitoring mechanisms 

namely, board and audit committee effectiveness, foreign and domestic institutional ownership 

and competition with voluntary disclosure of intellectual capital (IC) among listed banks in the 

Gulf Co-Operation Council (GCC) region. The content analysis was used to analyse IC 

disclosures of 137 listed GCC banks. A regression model is utilized to analyze the data. The 

results suggest that the monitoring mechanisms have significant relationship with the quantity of 

IC information disclosed. The findings contribute to support agency theory by indicating that 

corporate governance mechanisms and corporate voluntary disclosure can be used strategically 

by considering the mechanisms as a bundle since they work complimentary to reduce agency 

conflicts. In addition, the finding also suggests that foreign institutional ownership have more 

monitoring capacities than domestic institutional investors in relation to IC disclosure. 

Keywords: Board Effectiveness; Audit Committee Effectiveness; Monitoring Mechanisms; 

Intellectual Capital Disclosure; Banks; GCC. 

INTRODUCTION 

Studies to examine the association of voluntary disclosure and corporate governance 

mechanisms have been done extensively in different countries for various sectors (e.g. Alfraih & 

Almutaw, 2017; Jaffar, et al. 2013; Saha & Akter, 2013). The current study focuses on a 

particular type of voluntary disclosure, which is intellectual capital (IC) disclosure since it is an 

important dimension of voluntary disclosure for which there is a growing demand (Holland, 

2003, Burgman & Roos, 2007). IC is the key driver of the company’s competitive advantage, 

and disclosing it reduces investors’ uncertainty about future prospects and facilitates a more 

precise valuation of the company (Barth et al., 2001; Bukh et al., 2005; Holland, 2006; Li et al., 

2012). Despite the importance of IC disclosure, the company is disclosing it voluntarily (Petty & 

Cuganesan, 2005; Zhang, 2001). IC is specific to a particular company and cannot be seen from 

other companies. Smaller shareholders are at disadvantages if the information about IC is not 

disclosed because they do not have access to the information. Thus, corporate governance 

mechanisms are more critical for IC than other types of disclosure inasmuch as it involves 

information asymmetry more (Aboody & Lev, 2000; Hidalgo et al. 2010). Agency cost due to 

opportunities for moral hazard, adverse selection and other opportunistic behaviour of 

management will be increased (Aboody & Lev, 2000; Holland, 2006). Therefore, governance 

mechanisms might act to reduce agency cost by enhancing voluntary disclosure of IC 

information (Ramadan & Majdalany, 2013). 

A combination of several governance mechanisms can be considered better for reducing 

the agency cost and protecting the interests of shareholders because of the effectiveness of 

corporate governance being achieved via different channels (Cai et al., 2008) and a particular 

mechanism’s effectiveness depends on the effectiveness of others (Davis & Useem, 2002; 
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Rediker & Seth, 1995). Ward et al. (2009) argued that it is advisable to view corporate 

mechanisms as a set of mechanisms to protect and not in isolation from each other. The 

effectiveness of board of directors, which is an important internal corporate governance 

mechanism, depends on its characteristics like board size, board independence, and frequency of 

board meetings, non-duality and board committees (e.g. Alfraih & Almutaw, 2017; Baldini & 

Liberatore, 2016; Cerbioni & Parbonetti, 2007; Li et al., 2008; Ruth et al., 2011; Saha & Akter, 

2013). Thus, it could be said that boards that have a higher score for these characteristics are 

better able to protect the shareholder by increasing the level of disclosure than boards that have a 

lower score. In the same vein, it can be said that the effectiveness of the audit committee depends 

on its characteristics like audit size, independence, frequency of meetings and audit financial 

expertise (e.g. Akhtaruddin et al., 2009; Akhtaruddin & Haron, 2010; Saha & Akter, 2013). 

Ward et al. (2009) argued that previous studies considered each mechanism separately in 

addressing agency problems as they ignored the idea that effectiveness of single mechanism 

depends on the other mechanisms. In addition, Agrawal and Knoeber (1996) proof that the 

results on the effectiveness of single mechanism might be misleading by showing that the effect 

of some single mechanisms on firm performance disappeared in the combined model. Based on 

the idea that the impact of internal governance mechanisms on corporate disclosures is 

complementary; increase (decrease) of the characters that enhance the board and audit committee 

effectiveness leads to increase (decrease) of the level of voluntary disclosure. This current study 

diverges with the prior studies on IC disclosure (that looked to each board characteristic 

individually) by examining the effect of board characteristics as a bundle of mechanisms in 

protecting shareholders interest. In more specific words, this study examines the relationship 

between score of characteristics (that affect board and audit committee effectiveness) and IC 

disclosure. 

In addition to board of directors, institutional ownership have been suggested as a 

monitoring mechanism to solve agency problem (Allen & Gale, 1999). This issue is quite 

conceivable particularly in Arab Gulf countries where the legal protection of investor rights and 

legal enforcement are weak (Chahine, 2007). Furthermore, GCC countries are characterized as 

having considerable agency problem between large and small shareholders (Al-Shammari & Al-

Sultan, 2010). According to Chahine and Tohmé (2009) in Arab countries, where companies are 

controlled by large shareholder that are affected by political ties and also family involvement, 

institutional investors have role in mitigating agency problems between the large and minority 

shareholders. For example they might provide the necessary checks and balances for agency 

problems of CEO duality, while allowing for the benefits of focused leadership (Chahine & 

Tohmé, 2009). Previous studies from other countries examine institutional investor at the 

aggregate level with voluntary disclosure (eg. Ajinkya et al., 2005; Donnelly & Mulcahy, 2008; 

Saha & Akter, 2013). However, not all institutional investors have same capabilities to protect 

minority. Foreign strategic investors may have greater experience, monitoring capabilities, and 

credibility than domestic (Claessens et al., 2000; Douma et al., 2006). In other words, they may 

be more pressure-resistant to locally-generated principal–principal problems (Brickley et al., 

1988; Kochhar & David, 1996; Tihanyi et al., 2003). Therefore, the current study also examines 

IC disclosure in GCC countries by dividing institutional into the foreign and domestic 

institutional. 

Allen and Gale (1999) also highlight that the competition among firms is an effective 

mechanism to reduce the agency conflicts between the managers and shareholders because it 

disciplines the management with competitors` management. Hart (1983) and Li (2010) argued 

that competition works as a disciplinary mechanism on the leadership in firms by providing 
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owner with information about the management performance that can be used to mitigate moral 

hazard problems. So, the current study is also investigate on whether or not the competition 

works as monitoring mechanism to increase the level of IC disclosure. 

Based on the economic theory framework, particularly agency theory, this IC disclosure 

study is designed to provide empirical evidence in banking sector in the GCC countries in 

relation to effectiveness of board and audit committee, foreign and domestic institutional 

ownership; and market competition. The GCC countries comprise the Kingdom of Bahrain, the 

State of Kuwait, the State of Qatar, the Sultanate of Oman, the State of United Arab Emirates 

and the Kingdom of Saudi Arabia, which all have a mature, efficient, stable and profitable 

banking system. These countries share some common economic, cultural, and political 

similarities, which by far outweigh any differences they might have (Al- Muharrami et al., 2006). 

In 2008, the GCC countries' economy accounted for around 1.8 per cent of the world's total GDP 

of around $61trn (Al-Hassan et al., 2010). The banking sector is one of the largest sectors in 

GCC economies and there are more bank stocks traded in GCC stock markets than stocks of any 

other industry. This sector in GCC continues to be well capitalized across the board with capital 

adequacy ratios well above minimum standards and comfortable leverage ratios by international 

comparisons (Al-Hassan et al., 2010). The GCC countries generally have a moderate to high 

level of financial development. They score the highest on regulation and supervision, as well as 

on financial openness when compared to the remaining countries in the Middle East and the 

North African (MENA) region (Creane et al., 2004). The competition in the banking sector at 

GCC is high and corporate governance in this sector is better than other sectors in terms of 

putting in place board committees like audit and nominating committee. Although the 

competition is high and corporate governance is better than in other sectors, the information 

asymmetry is however high and the level of disclosure is low in the banking sector (Chahine, 

2007). 

The present study contributes to the literature in a number of ways. First, it provides 

empirical evidence on the relationship of the score of effectiveness of the board of directors and 

audit committee with IC disclosure in GCC countries. Second, the significant results between 

foreign institutional investors and IC disclosure provide a clear indication that foreign 

institutional investors are effective to monitor management and solve the agency problem 

between the small and large shareholder in environment where legal protection of investors is 

low. Lastly, by examining the relationship between market concentration (proxy of competition) 

as monitoring mechanisms and voluntary disclosure of IC, this study contributes to IC, voluntary 

disclosure literature from the lens of agency. 

The remainder of the paper is structured in the following sequence. The next section 

discusses research framework and hypotheses development. The following section presents 

research method while the findings are reported in section 4. The last section of the paper 

summarises its key findings, and finally, after discussing some of its limitations, a number of 

future research is suggested. 

RESEARH FRAMEWORK AND HYPOTHESES DEVELOPMENT 

The researchers and analysts have not reached unanimous agreement on the definition of IC 

disclosure and its components. However, one of the most widely accepted definitions of 

intellectual capital, which is supported by a number of prominent authors (Sveiby, 1997; 

Brennan & Connell, 2000; Sullivan, 2000), is formed by three sub constructs: internal capital, 

external capital, and human capital. Internal capitals include patents, copyright, management 

philosophy, technology, and administrative systems. On the other hand, external capitals include 
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customer capital comprising relationships with customers and suppliers, brand names, 

trademarks, and reputation. Next are human capitals, which refer to employees’ competence such 

as skills, knowledge, qualification, experience. 

Disclosing information about IC in the corporate annual report is not costless. Williams 

(2001) argued that voluntary disclosure of IC could affect the competitive advantage of company 

since it provides signal to competitors of possible value-creating opportunities. According to 

Vergauwen and Alem (2005), a firm may be at the competitive disadvantage when it discloses 

sensitive information to outside investors. However, from the literature review, it could be 

deduced that disclosure of IC has advantages for company, investors, and markets. For example, 

IC disclosure can help organisations to formulate their strategies, to diversify and expand 

decisions, and to use as a basis for compensations (Marr et al., 2003). The disclosure provides 

the information about the real value and future performance of a company. Hence, it is 

considered as relevant information for investors and users (Bukh et al., 2005). Furthermore, IC 

disclosure may be considered to resolve uncertainty about the firm which leads to the increase in 

the stock price, reduction in volatility of stock prices and a decrease in capital cost (Kristandl & 

Bontis, 2007). Recognising these advantages of IC disclosure, several attempts have been made 

through several models to measure and report IC. For example, Kaplan and Norton’s Balanced 

Scorecard (Kaplan & Norton, 1992), Sveiby’s Intangible Assets Monitor (Sveiby, 1997), and 

Skandia’s Value Scheme (Edvinsson & Malone, 1997) are among the most popular models used 

to construct reports on intellectual capital. 

Reviewing of literature reveals that majority of studies used Sveiby’s (1997) framework 

that categorizes IC into three categories namely, internal structure, external structure, and 

employee competence. Guthrie and Petty (2000) used the framework of IC as proposed by 

Sveiby (1997) after modifying the names of the categories into internal capital, external capital, 

and human capital, to examine the level of IC disclosure in Australia. The IC reporting 

framework suggested by Guthrie and Petty (2000) has been followed by several authors in many 

countries such as Brennan (2001) in Ireland, Bozzolan et al. (2003) in Italy, Vandemaele et al 

(2005) in Netherlands, Sweden and UK, Li et al. (2008) in UK, and Yi and Davey (2010) in 

China. 

Voluntary disclosure is a good example to apply agency theory, in the sense that 

managers have more information about the company than the owner. Managers can make 

credible and reliable communication to the market and they can enhance the value of the 

company by reducing agency costs. Previous studies suggest IC disclosure to be increased in 

banking sector since it provides valuable information to users of financial statements, as it 

reduces agency costs and information asymmetry (Ramadan & Majdalany, 2013).  

Agency theory suggests internal corporate mechanisms such as board of directors (e.g. 

Akhtaruddin & Haron, 2010; Baldini & Liberatore, 2016; Cerbioni &Parbonetti, 2007; Hidalgo 

et al. 2010) and audit committees (Akhtarudin & Haron, 2010; Gan et al. 2008) as important 

mechanisms to force managers to disclose more information. In addition to board of directors 

and audit committee, institutional ownership and competition have been suggested by previous 

studies as a monitoring mechanism to solve agency problem between management and 

shareholders (Allen & Gale, 1999). 

The aim of this study is to extend the previous studies by examining the relationship 

between the effectiveness of the board of directors and also audit committee; foreign and 

domestic institutional ownership; and market concentration with IC disclosure. The research 

framework is shown in figure 1. 
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FIGURE 1 

RESEARCH FRAMEWORK 

 

Effectiveness of Board of Directors and IC Disclosure 
 

The board of directors is one of the important elements in internal corporate governance 

mechanisms. The board plays the key monitoring role in dealing with agency problems 

(Aktaruddin et al., 2009; Chobpichien et al., 2008; Singh & Van der Zahn 2008). Fama and 

Jensen (1983) argued that by monitoring and controlling the management, the board of directors 

can reduce agency conflicts where managers may have their own preferences and always fail to 

act on behalf of the shareholders. Moreover, it can be argued that the board of directors plays an 

important role in protecting not only the shareholders’ interests but also other stakeholders’ 

interests against management’s self-interests. To this extent, Hermalin and Weisbach (1991) 

suggested that the board of directors should provide solutions to mitigate the agency problems 

faced by companies. 

Chobpichien et al. (2008) noted that independence, size, frequency of board meetings, 

and non-duality of the chief executive officer (CEO) are the important factors that determine the 

effectiveness of board that could force management to disclose more information to outside 

parties. Singh and Van der Zahn (2008) and Ruth et al. (2011) pointed out that the enhancement 

of board of directors in terms of board size, board composition, and leadership structure could 

improve board effectiveness and its capacity to monitor the management to the extent of 

increasing the possibility of providing more information about IC to outside investors. Cerbioni 

and Parbonetti (2007) suggested that the board is effective in improving the IC disclosure when 

it is small in size, has independent chairman with majority of its members also been independent, 

has active members in audit, nomination, and compensation committee. These elements, if 

present, would enhance the monitoring role of board of directors. However, it has been suggested 

that the optimal combination of these mechanisms can be considered better to reduce the agency 

cost and to protect the interests of all shareholders because the effectiveness of corporate 

governance is achieved via different channels (Cai et al., 2008). According to Chobpichien et al. 

(2008) and Ward et al. (2009), it is important to look at corporate mechanisms as a bundle of 

mechanisms to protect shareholder interests and not in isolation from each other because these 

governance mechanisms act in a complementary or substitutable fashion (Chobpichien et al., 
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2008). This is in addition to Hill (1999) who posited that it is desirable to have a system which 

consists of several checks and balances mechanisms, and none of them is accountable by itself to 

provide solution to all the problems faced by companies. Based on the above arguments, this 

study suggests that when the characters that enhance the effectiveness of board of directors 

increase, the level of IC disclosure also increases. Thus, the following hypothesis is proposed 

H1: There is a positive association between the effectiveness of the board of directors and IC disclosure. 

Audit Committee Effectiveness and IC Disclosure 

Abdifatah (2015) suggest the role of audit committee should be extend to improve 

disclosure including intellectual capital. Meanwhile, as mentioned earlier, the optimal 

combination of mechanisms can be considered to reduce the agency cost better because a 

particular mechanism’s effectiveness depends on the effectiveness of others (Davis & Useem, 

2002; Rediker & Seth, 1995). DeZoort et al. (2002) argue that the audit committee effectiveness 

framework could increase considerably if the audit committee characteristics are studied 

together. Agrawal and Chadha (2005) suggest that independent directors with financial expertise 

are valuable in providing oversight financial reporting. Similarly, Mustafa and Youssef (2010) 

argue that audit committee independence is not effective unless the members are financial 

experts. Xie et al. (2003) argue that an audit committee whose members have a financial 

background and have frequent meetings serves better as an internal control mechanism and 

enhances oversight of the financial reporting. Saleh et al. (2007) argue that independent members 

who have financial expertise but do not attend meetings will not enhance the effectiveness of the 

audit committee in increasing the quality of financial reporting. 

The number of previous studies that examines the relationship between effectiveness of 

audit committee and IC disclosure are small and provide unclear results. From the findings of 

such previous studies, it seems that the effectiveness of independent audit committee members to 

improve the disclosure depends on their expertise, auditing process and frequency of meetings. 

Therefore, examining the characteristics of the audit committee in isolation of each other may 

explain why those studies provide an unclear result. By giving a score to an audit committee 

based on its characteristics, this study proposes a positive association between the audit 

committees effectiveness score and IC disclosure. Thus, based on the arguments above, the 

following hypothesis is proposed: 

H2: There is a positive relationship between the score of the effectiveness of the audit committee and IC 

disclosure. 

Domestic and Foreign Institutional Ownership and IC Disclosure 
 

Hashim and Devi (2007) and Chahine and Tohmé (2009) argue that the institutional 

investors are the mechanism to protect the interests of minority shareholders in companies 

controlled by large shareholders rather than other internal corporate mechanisms, such as board 

size and the proportion of outside directors. The findings of previous studies from various 

countries support these arguments. Barako (2007) find that institutional investors enhance the 

level of disclosure for Kenyan companies. Ajinkya et al. (2005) find that institutional investors 

positively affect the properties of earning forecasts. Lakhal (2005) find that institutional 

investors have a positive relationship with voluntary earnings disclosure in French companies. 

Khodadadi et al. (2010) examine the relationship between institutional ownership and voluntary 
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disclosure for 106 companies listed on the Tehran Stock Exchange during 2001-2005. They find 

that voluntary disclosure is positively related to institutional ownership. 

Despite the institutional investor’s ability to mentor management and reduce the agency 

problem, their monitoring capabilities differ according to their nationality (Bhattacharya & 

Graham, 2009; Chahine & Tohmé, 2009; Ferreira & Matos, 2008; Rashid Ameer, 2010; Tihanyi 

et al, 2003). It was found that foreign institutions are more able to monitor the management and 

reduce the agency problem than domestic institutions. According to Chahine and Tohmé (2009), 

and Douma et al. (2006), the ability of domestic institutional investors to monitor the 

management and reduce the agency problem is usually affected by existence of ties and networks 

in the domestic business environment. Rashid Ameer (2010) argue that foreign institutional 

investors have superior strategies in monitoring managers as compared to domestic investors 

because they bring with them different cultural, ethical values and norms that might produce 

changes in the corporate internal controls and ethical practices (Chahine & Tohmé, 2009; 

Ferreira & Matos, 2008). Moreover, compared with domestic investors, foreign investors are less 

informed and face higher costs of acquiring information to monitor management. In addition, the 

foreign institutions take into account considerable risks, such as political and legal risks when 

they want to invest in foreign countries. For this reason, they will choose companies that have 

good corporate governance with more transparency and avoid companies that do not have good 

corporate governance with less transparency. This issue is quite conceivable, particularly in Arab 

countries where foreign institutional shareholders are more likely to outperform their domestic 

counterparts in terms of experience, organizational, monitoring and technological capabilities, 

and credibility (Chahine & Tohme, 2009). According to Kobeissi and Sun (2010), the percentage 

of foreign institutions in GCC banks is higher compared to banks from the Middle Eastern and 

North African (MENA) region. Kobeissi and Sun (2010) find that the presence of foreign 

institutional investors in the banking industry in the Middle Eastern and North African (MENA) 

region is associated with a relatively better performance. This study expects that given the 

heterogeneity in monitoring and organizational capabilities between domestic and foreign 

institutional, they will have a different impact on IC disclosure.Therefore, based on the above 

arguments, the following hypotheses are proposed: 

H3a: There is a positive relationship between domestic institutional ownership and IC disclosure. 

H3b: There is a positive relationship between foreign institutional ownership and IC disclosure. 

Industry Market Concentration and IC Disclosure 

 The banking industry in GCC countries is characterized as relatively concentrated with a 

few domestic players dominating the market (Al-Hassan et al., 2010). The term industry 

concentration refers to the combined market share of the leading firms. Theoretically, it is argued 

that increasing banking industry concentration leads to less competitive conduct (see, Al-

Muharrami & Matthews, 2006; Delis & Papanikolaou, 2009). The idea that there is an inverse 

relationship between market concentration and competition has its roots in the structural-

conduct-performance hypothesis that argues that the higher the concentration in a market, the 

lower the competition, providing a theoretical relationship between market structure 

(concentration) and conduct (competition) (Abbasoğlu et al., 2007; Bikker & Haaf, 2002; 

Rezitis, 2010). 

According to Hart (1983) competition works as a disciplinary mechanism on the 

leadership in firms through information about the management` performance provided that can 

http://www.sciencedirect.com.eserv.uum.edu.my/science?_ob=RedirectURL&_method=outwardLink&_partnerName=27983&_origin=article&_zone=art_page&_linkType=scopusAuthorDocuments&_targetURL=http%3A%2F%2Fwww.scopus.com%2Fscopus%2Finward%2Fauthor.url%3FpartnerID%3D10%26rel%3D3.0.0%26sortField%3Dcited%26sortOrder%3Dasc%26author%3DAmeer,%2520Rashid%26authorID%3D34568436900%26md5%3Ddd57c3eb9ce0a44487d2281a5656b61f&_acct=C000049741&_version=1&_userid=977016&md5=115c0eb4f4c54cff37ceb34e3a265f44
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be used to mitigate moral hazard problems. Allen and Gale (1999) argued that the competition 

among firms is one of effective corporate governance mechanisms that reduce the agency 

problems between the managers and shareholders because it disciplines the management with 

competitors` management which is strongest. Moreover, they argued that competition is one of 

reasons that makes the level effectiveness between the countries is different. Arun and Turner 

(2002) argued that one of ways that lead to improve the corporate governance in banking sectors 

in developing countries is competition between banks in these countries. Similarly Unite and 

Sullivan (2003) argued that increase the competition between the banking sectors as result to 

entry the foreign competitors enforce domestic banks to be more efficient on account of 

increased risk, and to become less dependent on relationship-based banking practices. His 

argument based on competition leads to success in the development of institutional and legal 

frameworks for corporate governance and capital market regulation. 

According to Li (2010), in case of competition the managers disclose more information in 

order to reduce the information asymmetry between the management and shareholders and 

reduce capital cost. Darrough and Stoughton (1990) argued that firms disclose more information 

in greater competition for two reasons. First, firm discloses more information in order to delay 

the potential competitors from enter its market. The second is reduce cost of capital by reduce 

the information asymmetry between the management and investors. 

From the discussion above, it is reasonable to expect that banking industry concentration 

may influence bank’s IC disclosure because of its impact on competition. So it can be said, that 

banks which work in high competitive environment, less concentrated market, disclose more 

information about IC in their annual reports. Thus, this study is expecting a negative association 

between the extent of IC disclosure and the level of market concentration. 

H4: There is a negative relationship between the level of market concentration and IC disclosure. 

RESEARCH METHOD 

Sample 

The sampling frame consists of listed banks in GCC countries during the period of 2008– 

2010. However, all Kuwaiti listed banks (11 banks) and several banks in other GCC countries 

are excluded from the sample due to missing relevant information. The final sample consists of 

137 observations over the period. 

Measurements of Variables 

Dependent Variable: IC Disclosure 

To preserve the comparability of this study with previous research, the categories and 

sub-categories of IC captured are based on the index developed in a recent study by Zaman Khan 

and Ali (2010) (see Table 1). The reasons for adopting Zaman Khan and Ali’s framework are: 

first, they developed their framework based on Sveiby’s framework which has later been 

modified by Guthrie and Petty (2000). Guthrie and Petty’s framework has been adopted and 

employed by other studies (e.g. Bozzolan et al., 2003; Vandemaele et al., 2005) with varying 

degrees of similarity. Zaman Khan and Ali’s framework is more-or-less the same with Brennan 

(2001), April et al. (2003), Abeysekera and Guthrie (2005) and Campbell and Abdul Rahman 

(2010). Second, Zaman Khan and Ali’s framework was applied on banking sectors, as a result, 

only those items that have been consistently identified as relevant and likely to be disclosed by 
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banks were included. They have removed some items from Sveiby’s framework, on the grounds 

that these would be better reported within the internal management reports of banks and 

recognizing the fact that IC disclosures are new phenomenon in the banking sector. 

This study employed content analysis to measure IC disclosure (Guthrie et al., 2004; Li et 

al., 2008) because it allows repeatability and valid inferences from data according to the context 

(Krippendorf, 1980). In order to increase the reliability of the scores, this study used the steps 

applied by Milne and Adler (1999), and Guthrie, Cuganesan and Ward (2008) as follows: First, 

the disclosure categories were adopted from well-grounded, relevant literature such as Zaman 

Khan and Ali (2010) who adapted their framework from well-grounded, relevant literature such 

as Sveiby (1997) and Guthrie and Petty (2000). Second, in order to increase the validity of 

content analysis, this study used the sentence as the measurement unit (Milne & Adler 1999). 

Third, the coder underwent a sufficient period of training, and pilot study was conducted in order 

to reach an acceptable level of the reliability of the coding decisions (Guthrie et al. 2008). 
 

Table 1 

IC FRAMEWORK ADOPTED FOR THE STUDY 

Internal capital External capital Human capital 

   

Patent Customers Training 

Copyright Banks market share Employees educational 

Management philosophy Business collaboration qualification 

Corporate culture Franchising licensing Work related knowledge 

Management and Banks reputation for services Work related competencies 

technological process Bank name Know how 

Information system  Entrepreneurial spirit 

Networking system   

Financial relations   

Independent Variables 

The independent variables of this study are board and audit committee effectiveness, 

institutional ownership and industry market concentration. This study follows the direction of 

prior studies and uses a composite governance score (e.g. Chobpichien et al., 2008) to measure 

board effectiveness. The governance score is composed of the following measures: number of 

member in the board (board size), percentage of independent directors on the board, frequency of 

meetings, number of board sub-committee and non-duality structure. Consistent with prior 

studies, this study views that smaller and more independent boards that have high frequency of 

meetings, have at least three sub-committees and are not chaired by the CEO, as an effective 

boards. For each of the components (except for non-duality and number of board sub-

committees) this study calculates the sample median. It assigns the value of one for high quality 

indicators (i.e., companies below the sample median for board size and above the sample median 

for percentage of independent directors and frequency of meetings). We then sum these values, 

and plus the score of one for non-duality and also one for board with at least three sub-

committees. Thus, board effectiveness score is ranged from 0-5. The audit committee’s 

effectiveness score is measured based on the combination of variables proxies for audit 

committee effectiveness that is a sums of the value given for four characteristics of the audit 

committee (independence, size, meeting frequency and number of members with financial 

expertise). Value of one is given to the audit committee that has equal or higher than sample 

median for each of the four characteristic. Audit committee effectiveness score is ranged from 0-
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4. A similar measure had been used by previous studies (Goh, 2009; Khanchel, 2007; Lara et al., 

2007; Krishnan & Visvanathan, 2008). Domestic (foreign) strategic institutional ownership is 

measured as the sum of the ordinary shares held by the domestic (foreign) banks and financial 

institutions that hold 5% or more shares in the bank. Following Al-Muharrami and Matthews 

(2006), banking industry concentration is measured by using k-bank concentration ratio (CR3) 

which is based on summing only the market shares of the three largest banks in the total assets of 

the banking market. 

Control Variables 

The study uses firm size, profitability and leverage that were used widely as control 

variables in the empirical literature of corporate governance. The measurement used for firm size 

is natural logarithm of total asset (Al-Shammari & Al-Sultan, 2010). Profitability is measured as 

the ratio of net income, before extraordinary items, to the total assets (Al-Shammari & Al-Sultan, 

2010; Naser et al. 2006). Following Chahine and Tame (2009) and Al-Shammari and Al-Sultan 

(2010), this study measures firm leverage by dividing total liabilities by the total of assets. 

Statistical Analysis 

Regression is employed to test the hypotheses in order to ascertain the relationship of 

each independent variable to the dependent variable of interest. The regression model in this 

study is presented below: 

ICD = β0 + β1 Boardefct + β2 Auditefct + β3 DOMI + β4 FORI + β5 Con + β6 lnAsset + β7ROA+β8LEV + ei 

Where; 

ICD = intellectual capital disclosure 

Boardefct =score for effectiveness of board of directors 

Auditefct =score for effectiveness of audit committee 

DOMI = % of domestic institutional ownership 

FORI= % of foreign institutional ownership 

Con= market concentration 

LnAsset= natural logarithm of total asset 

ROA= return on assets 

LEV= leverage 

EMPIRICAL RESULTS 

Descriptive statistics 

Panel A in Table 2 shows that the average number of IC disclosure is 86.72 sentences. 

The maximum value is 175 sentences and the minimum value is 17 sentences. With respect to IC 

disclosure categories, the table shows that the banks provided slightly greater number of 

information about internal capital at average of 47.83 sentences than both external capital and 

human capital disclosures, which scored 31.72 and 14.37, respectively. This result is consistent 

with prior studies (e.g. Ali et al., 2008; Bozzolan et al. 2003; Brennan 2001). 

In Panel B of Table 2, the summary descriptive statistics for the independent variables are 

presented. Average score for effectiveness of the board of directors and audit committee is 2.53, 

and 1.4, respectively. The percentage of foreign institutional shareholdings for the sample ranges 
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from 0 to 35 %, with average shareholdings of about 6.4 %. In addition the statistic indicates that 

the average of market concentration of GCC banking sector for the entire three-year period is 44 

The sample has an average leverage level of 72% and a ROA of 2 %. The negative sign of the 

ROA implies that some of banks experience a loss during the investigation period. 

Table 2 

DESCRIPTIVE STATISTICS FOR VARIABLES OF STUDY 

Variable Minimum Maximum Mean Std Deviatio 

Panel A     

Overall ICD 17.00 175.00 86.72 35.21 

Internal capital 10.00 140.00 47.83 24.76 

External capital 6.00 75.00 31.72 16.81 

Human capital 0.00 46.00 14.37 12.51 

Panel B     

Board effectiveness (Boardefct) 0.00 5.00 2.53 1.06 

Audit Committee effectiveness (Audifct) 0.00 3.00 1.14 0.67 

Foreign Institutional Ownership (FORI) 0.00 35.0 6.46 11.2 

Domestic Institutional Ownership (DOMI) 0.00 63.0 12.4 14.0 

Market Concentration (Con) 0.24 0.64 0.44 0.12 

ROA -0.06 0.10 0.02 0.02 

Leverage 0.10 0.91 0.72 0.19 

Log of total asset 7.36 10.8 9.81 0.67 

Regression Result 

Several diagnostic tests were run (i.e. normality, linearity, multicollinearity, and 

heteroscedasticity and autocorrelation tests) before running the multiple regression analysis to 

ensure the assumptions of the regression have been met and the results are valid. Table 3 

presents the result of multiple regressions. As predicted, the study finds a positive association 

between board and audit committee effectiveness with IC disclosure. The coefficient is positive 

and significant (p-value<0.05). This result suggests that as score of characteristics for both the 

board and audit effectiveness increase, the level of IC disclosure increases. These results support 

positive relationship between level of effectiveness of the board of directors and committee with 

IC disclosure.  
 

Table 3 

REGRESSION RESULT 

 Coefficient t-statistics Sig 

Boardefct 0.17 2.47 0.01* 

Audifct 0.14 2.06 0.04* 

DOMI -0.03 -0.49 0.62 

FORI 0.41 5.96 0.00* 

Con -0.16 -2.22 0.02* 

ROA 0.06 0.87 0.38 

LEV 0.32 4.58 0.00* 

LnAsset 0.19 2.70 0.00* 

 R² =0.41 F=12 Sig= 0.00 

* Significant variable 

 

As shown in the table, the coefficients signs are as predicted between the foreign and IC 

disclosure. The result means as percentage of foreign ownership increase the level of IC 

disclosure will increase. The coefficients sign is as predicted the relationship between the 
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concentration and IC disclosure is negative and significant which means as the competition 

increase the level of IC increase. For the control variables, the result shows only size and 

leverage have significant positive relationship with IC disclosure. ROA is not significant in this 

study, however it is included in the study to control the firm performance since Li et al 2008 

posit that ROA might result from continuous investment in IC and that firms might disclose the 

information to signal the important of their decision in investing in IC for long term growth in 

the firm performance. 

DISCUSSION AND CONCLUSIONS 

There are several important findings revealed in this study. First, this study finds that as 

the level of the effectiveness of board of directors and audit committee increase (increase of the 

characters that enhance the board and audit committee ‘monitoring) the level of IC disclosure in 

bank `annual reports increase. This result supports the agency theory and the idea that the impact 

of internal governance mechanisms on corporate disclosures is complementary. Second, the 

study shows that as the percentage of foreign ownership increase in banks, the level of IC 

disclosure increase, thus it can be said the foreign institutional works as a better monitoring 

mechanism than the domestic to solve the agency conflict between the large and minority 

shareholder in GCC banks. A possible explanation of this result is that monitoring role of 

domestic institutional is usually affected by the existence of ties and networks in the domestic 

business environment (Claessens et al., 2000; Douma et al., 2006). This situation is happening in 

Arab companies where there is great ease in social interactions and the formation of groups. So 

they get the information about the bank through their relationship with the management. Since 

disclosing information about IC maybe effect the competitive advantage, domestic institutional 

will not enforce the management to disclose IC to outside. This social dynamic does, however, 

serve to increase the potential for political or group ties that may introduce a degree of inertia to 

the organization and diminish the impact of corporate governance mechanisms (Chahine & 

Tohmé, 2009). The third finding of the study is consistent with argument of agency theory which 

say the competition enhances the effectives of the board of directors thus it works as external 

corporate mechanisms (Allen & Gale, 1999; Hart, 1983; Li, 2010). The findings of the study 

indicate that policy makers should increase the relaxation of entry barriers in order to increase 

the number of banks in their markets and to allow for the foreign institutional investors to 

monitor the management and improve the internal corporate governance, and, consequently, lead 

to an increase in the level of disclosure. 

This study has a number of limitations that might warrant future research. This study can 

be considered as an exploratory and thus more works are needed in specific areas to improve it. 

As the samples used in this paper only involve the GCC-listed banks, in future, more samples 

could be included for a longer period of time. The test of the hypotheses could also be extended 

to different type of firms (i.e., in other sectors) or for the same type of firms but in different 

context (i.e., other Arab countries or Asia). Second, this study did not examine the effect of the 

legal enforcement on IC disclosure due to the low legal protection of investor rights and legal 

enforcement in all the GCC. Legal protection of investor rights would affect policies of 

voluntary disclosure on IC. Thus, future researches should retest these hypotheses in different 

legal protection setting.  
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