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Code of Ethic and workers’ communication policies:

the role of Corporate Governance

Abstract

A good monitoring that reduces agency conflicts can help in developing structured policies in
code of ethics to help the social information processing for employees. The objective of this re-
search is to investigate whether the corporate governance characteristics, such as duality, board
of directors’ size and independence as measures of monitor capacity are related to workers’ com-
munication policies disclosed in code of ethics. Based on a content analysis of code of ethics to
defined the latter polices and on regression analyses on 808 firm-year observations, our results
show that board of directors’ independence is positively related to code of ethics policies related
to communication with employees. Independence of the board is expression of supervising, sup-
porting transparency and aiming to safeguard the best interests of all stakeholders, including em-

ployees.
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Introduction and motivation

Corporate social responsibility (CSR) emphasizes the relationship of the company beyond the
only focus on shareholders, expanding the view to all stakeholders (Welford, 2007). One of the
key internal company stakeholders that should be considered is the employee (Mazza & Furlotti,
2019; Pedersen, 2011; Young & Thyil, 2009), whose happiness allows to improve the relation-
ship with the company with significant impacts such as reduced turnover, increased worker dedi-
cation and productivity or reduced labor disputes. A better working environment, moreover, can
encourage the development of personal initiatives and the increase of performance, both at indi-
vidual or company level. Workers are, in fact, an important part of community and, of society in
general and their satisfaction can be an important vehicle for the legitimacy of the company
(Balluchi & Furlotti, 2013). The potential benefits generated by the legitimacy of CSR increase
when CSR is incorporated into human resource management (Diaz-Carrion, Lopez-Fernandez &
Romero-Fernandez, 2020). Developing socially responsible management actions directed at em-
ployees, improves the company’s image (Jamali, El Dirani & Harwood, 2015; Shen & Benson,
2016), reinforces the psychological contract between employees and company and enhances their
commitment to the organization (Farrukh, Sajid, Lee & Shahzad, (2019), retains and motivates
workers, positively influencing the firm's likelihood to survive in the long term (Barrena-Mar-
tinez, Lopez-Ferndndez & Romero-Fernandez, 2019; Barrena-Martinez, Lopez-Fernandez, Mar-
quez-Moreno & Romero-Fernandez, 2015; Duarte, Gomes & das Neves, 2014; Kim, & Scullion,
2013). Recent labor rights abuses by corporations, increased due to the globalization, has re-
quested the necessity to incorporate CSR and ethics criteria into human resource management

and to include employees policies in code of ethics (CE) (Helfen, Schiiler & Sydow, 2018;



Martinez-Garcia, Sorribes & Celma, 2018; Celma, Martinez-Garcia & Coenders, 2014). Exam-
ples of these socially responsible management actions are policies and practices that contribute
to employees’ work-life quality (Aust, Muller-Camen & Poutsma, 2018).

Other socially responsible management actions are policies and practices that change the way
employees can and are motivated to communicate their ideas and concerns within an organiza-
tion. An important socially responsible management action can be the use of CE, which can be
defined as a written document containing a set of rules developed by the company in order to
guide current and future behavior. CE is a written document in which companies make clear their
normative commitments (Painter & Morland, 2010) and the ethical values that move companies’
strategies and workers’ behaviors (Chun, 2019). The main interest of a company’s CE is to share
and communicate to workers the behaviors considered suitable to ensure the respect of the com-
pany’s interests, that also respond to the expectations and pressures of the external context on
how the company should behave (Adelstein & Clegg, 2016). The code outlines managers and
employees’ behavior toward each other, toward the company and stakeholders and society in
general (Kaptein & Schwartz, 2008). Leaders and managers are responsible for empowering their
workers to act in ethically and for guiding the firm’s strategy toward the inclusion of ethic as
central component (Garegnani, Merlotti & Russo, 2015). Consequently, the top management’s
participation to ethics programs and the commitment from the top are key elements for the effec-
tiveness of CE.

Many researchers underline the importance of considering CSR and CE as separate elements
and analyse the mutual impacts of the initiatives that are reported in CSR reports or sustainability
reports and the most widely used tools for defining and communicating internally and externally

the ethical approach to corporate action, as CE is. Harrison, Ferrell, Ferrell, and Hair (2019), for



instance, underline the confusion emerging because of dissimilar and overlapping definitions of
CSR and CE, and because of the great number of studies that consider CSR and ethics exchange-
able; they illustrate the recent studies that consider, instead, these concepts separate (e.g. Ferrell,
Harrison, Ferrell, and Hair, 2019). Mason and Simmons (2013) suggest the importance of distin-
guishing CSR from business ethic; in particular, they consider business ethic a kind of internal
response to company’s opinion about CSR and, at the same time, a determinant of CSR perfor-
mance.

Our research is focused, in particular, on CE and on its ability to be a worker communication
tools and it aims to analyze the link between worker communication policies in CE and the com-
panies’ corporate governance (CG) characteristic. Several researches, have analyzed the link be-
tween company’s corporate governance and company’s CSR; Jizi (2017), suggests that despite
the growing number of studies focused on corporate governance and on CSR, separately consid-
ered, studies about the link between CG and CSR can be improved, also because evidences re-
main mixed. Other researches have aimed to analyze the link between CG and business ethics
(e.g. Sahin, 2018). In the path of these studies we want to develop the analysis of the relationship
between CG characteristics and CE, with particular regard to CE ability to be a worker’s’ voice
tool. CE can include policies related to downward communication from managers to subordi-
nates, but also bottom up communication called “worker voice” from employees to managers
that has received less attention in literature (Ahmad et al., 2019). We answer at the call of empir-
ical studies on the formation of factors that leads to employee’s participation (Chaudhary, 2017;
Rupp et al., 2018), considering the bottom up communication as employee’s participation oppor-
tunity. We contribute to this literature analyzing specific CE contents of particular relevance as

far as worker voice is concerned: “CE policies related to communication with employees”. We



draw this CE content from the category “Effective communication” in the framework of Spiller,
(2000). These policies show the ability of the code to clarify the communication tools toward
employees.

In particular, our research aims to analyze the link between these aspects of the CE and cor-
porate governance characteristics related to Board of Director (BoD) and Chief Executive Of-
ficer (CEO). We study BoD and CEO as monitoring instrument to reduce agency conflict based
on agency theory (Jensen & Meckling, 1976). In response to shareholder activism with regard to
issues such as labor rights, human rights and environmental protections, BoDs and CEQs in the
corporate governance system have increasingly been charged with proposing and monitoring
strategic decisions related to social responsibility and ethic policies (Cook & Glass, 2018). On
the best of our knowledge, we are the first to consider corporate governance in the relationship
between social responsible employees-supportive policies about communication tools disclosed
in CE. We study these communication polices as instrument to give social information to em-
ployees to influence their behavior based on social information processing theory (Salancik &
Pfeffer, 1978). We define three main hypotheses: Board of Director size is positively related with
CE policies related to communication with employees; CEO duality is negatively related with
Communication with employees; Board of Director independence is positively related with CE
policies related to communication with employees.

Based on the methodology of prior literature (Campopiano & De Massis, 2015; Liao, Shih,
Wu, Zhang & Wang, 2018; Preuss, Barkemeyer & Glavas, 2016) we use a content analysis on
the documents of 202 (808) Italian firms (observations) for the period 2013-2016 and we run

multivariate ordered probit regressions to test the relations with corporate governance.



The paper proceeds as follows. First, we discuss the main existing literature and the theories
used as basis. Then, we discuss the hypotheses development. Next, we discuss the methodology
and multivariate regression models, defining the sample selection, the data collection and content
analysis and explaining the univariate and regression results. Finally, we argue some discussion

and conclusion highlighting the research and managerial implications of the study findings.

Theoretical framework
Agency theory, corporate governance and code of ethics

Corporate governance studies are grounded in the agency theory (Jensen & Meckling, 1976).
Agency theory aims to explain, control and solve the potential problems emerging in the rela-
tionship between a principals and their agents. The agents act for the principal in a transaction
and they are expected to support the best interests of the principal. The thinkable different inter-
ests of principals and agents can create a conflict and some agents can act not in the principal’s
best interests. This leads to the principal-agent problem that can occurs when the interests of a
principal and agent conflict. In a company, the relationship to manage is between shareholders
(principals) and company mangers (agents) and it is possible to assumes that there is an intrinsic
conflict between the owners of a firm and its managers who can manage the company to pursue
more their personal interest respect to the owners’ ones (Jiraporn, Potosky & Lee, 2019).

In this respect, corporate governance system aims to manage the rules under which the agent
operates maintaining the principal’s interests; the BoD must monitor the managers’ actions and
behaviors to safeguard the interests of shareholders and other stakeholders (Jensen & Meckling,
1976). Thus, many instruments, such as corporate governance code or CE, can be useful in order

to ensure the alignment between the principals’ interests and the management’s behavior. Many



researches underline the importance of the directors’ involvement in CE plan (Heidrick & Strug-
gles, 2004) and CE fulfillment supervision (Berenbeim & Kaplan, 2004; Jones & Pollitt, 1999).
Moreover, it is fundamental the ability of the management to involve all the various company
stakeholders in the preparation as well as in the dissemination and implementation of the CE.
Among stakeholders involved, employees are fundamental ones (Helfen et al., 2018). An essen-
tial characteristic that qualifies CE, in fact, is its ability to represent the whole company, requir-
ing sharing and acceptance by the entire organization. In this sense, every aspect in the CE must
be understood and approved by all members of the organisation. Several studies have been car-
ried out in this regard, especially with a view to analysing the effectiveness of the CE (Kaptein &
Schwartz, 2008, Schwartz, 2002). To make the CE effective, management should present the ini-
tiative of the generation of CE, sharing its interest in developing it with different areas or inter-
ested parties. The collaboration and the involvement of different areas should be stimulated by
BoD and CEO. As governance plays a key role in the CE drafting process, in the effectiveness of
the engagement of all strategic areas, many studies have focused on the relationship between the
presence of a CE and several characteristics of companies’ corporate governance. Prior literature
has analyzed, for example, BoD specific characteristics such as the percentage of outside direc-
tors, the ownership by its members, its size and diversity (Baselga-Pascual, Trujillo-Ponce,
Vahdmaa & Véahamaa, 2018; Rodriguez-Dominguez, Gallego-Alvarez & Garcia-Sanchez, 2009).
Prior literature analyzed he relationship between corporate governance and CE in general.
Schwartz (2002) underlines the importance of the role of the board of directors (BoD) and of all
senior managers in supporting the CE, also because of the signal by different institutional guide-

lines, such as the guideline by Organisation for Economic Cooperation and Development, by



New York or Australian Stock Exchange, or the Higgs report in the United Kingdom (Bonn &
Fisher, 2005).

We contribute to this literature investigating the existence of a relationship between these
characteristics of companies’ corporate governance and the content of CE with reference to a
specific and under investigated stakeholder: the employees. Different stakeholders have different
information needs, thus the analysis of a specific stakeholder instead of a general analysis of CE
could give useful insights. In addition to ensure the shareholders-managers alignment, the same
instruments can be useful to ensure the alignment between the other stakeholders’ interests and
the management’s behavior. For example, a high quality corporate governance can help in devel-
oping policies to reduce the only self-driven actions and in promoting actions in favor of other
stakeholders, such as employees. A good monitoring can help in developing structured policies
in CE formal documents to help the communication from and towards employees, as a new

modes of worker voice practice.

Social information processing theory and code of ethics

Social information processing theory (Salancik & Pfeffer, 1978) explains job attitudes start-
ing from the analyses about how mental operations affect behavior replying to specific social sit-
uations. The theory highlights the effects of context and the consequences of past choices, rather
than individual predispositions and rational decision-making processes (Dodge & Rabiner,
2004). According to this theory, workers try to understand their work situations by exchanging
information. Specifically, when the situation is complex or unknown, social information are es-

sential for employees, even more than the leadership behavior (Yang, Huang & Wu, 2019).



Thus, social responsible CE policies related to communication with employees (Effective com-
munication in Spiller, 2000) can promote a correct understanding of the ethical and social as-
pects related to the work. They may clarify the role that employees can have in and for the com-
pany, not only in terms of production but also with regard to the social effects related to it.

Prior literature mainly focus on social responsible employees’ policies in sustainability re-
ports, studying policies applied by firms year-by-year, mainly using content analysis for profes-
sional standards from Global Reporting Initiative (e.g. Barrena-Martinez et al., 2019). Instead,
we focus on policies that should be followed every year. They should form the values of the
company and they are formally written in a public disclosed firm’s document, i.e. the CE. CE
policies are considered absent when there is no information on communication in the whole doc-
ument of code of ethic; are considered as a minimum level when there is information only on
general communication with and without specific communication tools developed inside the
firm. On the other hand, CE policies are considered good level of communication toward em-
ployees when there is specific information on communication for employees with and without
specific communication tools developed inside the firm.

Prior evidences show that social information processing theory is confirmed for the impact that
social information on work social situation in CE has on job attitudes. The definition of ethical
choices and rule of behavior on CE can have deep effects on the individual and, afterward, on the
organization. Some studies show the impact of a CE in improving the employees’ work climate
(Manley, 1991) and in promoting a humane way of living and working for employees (Williams
& Murphy, 1990). Others show its impact in the guarantee of workplace health and safety
(O’Dwyer & Madden, 2006) and in the definition and disclosing of the values to which everyone,

including employees, in the organization should follow (Weaver, 1993). Other studies investigate



companies’ codes of ethics in order to understand how CE relates to the ethical values of individual
workers and how the code’s rules can be accepted and become workers' own rules of conduct
(Arifeen & Gatrell, 2020). Sobczak (2006) analyses the legal nature of CE and its impact on labor
and employment law. He analyzes the employee’s perspective from the legal point of view. Adopt-
ing a CE can be considered a system to formalize, support and manage responsible behavior among
employees and organizations (Bondy, Matten & Moon, 2004).

We study if corporate governance characteristics have a relationship on the social information
on work social situation written in CE, given that this information drives job attitudes and satis-

faction can be an important vehicle for the legitimacy of the company (Balluchi & Furlotti, 2013).

Framework

Figure 1 shows the conceptual framework that we adopt. We develop 3 hypothesis based on 3
main characteristics of corporate governance that analyze the reduction in agency conflicts based
on the monitoring role of BoD and chief executive officer (CEQ). These three characteristics are
respectively BoD size for H1, CEO duality for H2, BoD independence for H3. They are observa-
ble variables from corporate governance report and so they are represented in a square in the Fig-
ure. The relation (positive for size and independence and negative for duality) with the unobserv-
able concept of agency theory (showed in a circle in the Figure) is explained in detail in the fol-
lowing section related to hypothesis. In summary, BoD and CEO must monitor the managers’
actions and behaviors to safeguard the interests of shareholders and other stakeholders and re-
duce agency conflict (Jensen & Meckling, 1976). Specific characteristics of BoD and CEO (size,

independence and duality) can increase or decrease this monitor capacity.
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Framework in Figure 1 shows that we develop the link toward policies disclosed on CE on
communication toward employees. They are observable variables from CE documents and so
they are represented in a square in the Figure. CE policies related to communication are a direct
(+) expression of the unobservable concept (in circle in the Figure) of social information pro-
cessing theory. Based on social information processing theory, a specific social situation influ-
ences mental and behavior in job attitudes at the expense of rational decision-making processes
(Dodge & Rabiner, 2004; Salancik & Pfeffer, 1978). The stakeholder employee tries to under-
stand its work social situations to adapt its behavior (Yang et al., 2019) and CE, including em-
ployees’ policies, is an instrument to get access to this information.

(INSERT FIGURE 1 HERE)

Hypothesis development

A firm’s CEO and top managers in the BoD have operational discretion and monitoring
power on enacting policies that will address the firm’s human resource management needs and
goals (Jiraporn et al., 2019). Good BoD mechanisms enhance the fairness among the different
stakeholders in the business (Matten & Crane, 2005; Jensen, 2001). Based on this argument, we
expect that corporate governance plays a role in enhancing the social responsible policies related
to employees in CE to reduce information asymmetry between managers and stakeholders. The
main corporate governance characteristics that can influence worker voice policies in CE are
BoD size, CEO duality and BoD independence because they act on the monitoring of the man-
agement decision.

We expect that higher BoD size is positive associated with social responsible policies about

worker voice in CE. We expect this relation because BoD size increases monitoring. A large
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BoD carries out better supervision of the management team and makes corporate decisions of
higher quality (Pearce & Zahra, 1992). The individual workload of directors tends to be high in
small BoD, limiting its monitoring ability (John & Senbet 1998).

Furthermore, greater monitor promotes a more careful and widespread communication to
everybody, as well as attention to the correct understanding and knowledge of tools, improving
the possibilities for employees to understand their work situations, as social information pro-
cessing theory predicts to be a purpose of employees. Thus, we expect that BoD size ensures
transparency also in CE about CE social responsible policies related to communication with em-
ployees:

Hpl: Board of Director size is positively related with CE policies related to communication

with employees

We expect that higher CEO Duality is negative associated with “CE policies related to com-
munication with employees” because it decreases monitoring. When the chairman also serves as
CEO, the monitoring function is weakened because decision-making power is not separated from
the controlling power (Tuggle, Sirmon, Reutzel & Bierman, 2010).

Empirical research suggests that the level of social accountability is negatively affected by
CEO duality (Chau & Gray 2010; Donnelly & Mulcahy 2008). The CE as social disclosure in-
strument can be used by the CEO for his own interests and moral convictions. In this respect, in-
fact, CEO is disinclined to implement policies for developing comprehensive and high quality
communication to exchange social information in the interests of stakeholders toward employ-
ees.

Hp2: CEO duality is negatively related with Communication with employees

12



Regulations has strengthen the role of independent non-executives directors as a solution to
corporate governance failures (Ng & Roberts, 2007). We expect that higher BoD independence
is positive associated with “CE policies related to communication with employees” because it
increases monitoring. Independent directors are governed by the same legal responsibilities of
other directors, but the role of independent make them to have a more critical opinion on the
firm’s activities and to be freer to support unpopular and costly decisions (Arora & Dharwadkar
2011). Independent directors are considered in the literature as proxy for higher monitoring
(Baysinger & Butler, 1985; Beasley, 1996; Klein 2002). Independent directors enhance the con-
trol role of boards, particularly in areas such as board appointments, audit and remuneration
where there is the strongest potential for conflicts of interest between executives and sharehold-
ers (Ng & Roberts, 2007). Growing evidence suggests that independent directors who serve on
multiple corporate boards exercise greater influence over firm outcomes, they are viewed as
trustworthy and are granted greater and they are associated with innovative policy adoption
(Cook & Glass, 2016), and more company’s ethical behavior (Fombrum & Shanley 1990; John-
son & Greening 1999). Independent directors are generally interested in showing compliance
with regulation and the ethical behavior (Ibrahim & Angelidis 1995; Prado-Lorenzo & Garcia-
Sanchez 2010; Garcia-Sanchez, Rodriguez-Dominguez & Gallego-Alvarez, 2011). They also
consider the impact of compliance and control on their own reputation (Frias-Aceituno, Rodri-
guez-Ariza & Garcia-Sanchez, 2013; Garcia-Sanchez, Cuadrado-Ballesteros & Sepulveda,
2014). In fact, there are empirically evidences that independents directors better control possible
unethical conduct and fraud (Beasley 1996; Garcia-Sanchez, Rodriguez-Dominguez & Frias-

Aceituno, 2015).
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Hp3: Board of Director independence is positively related with CE policies related to com-

munication with employees

Methodology and multivariate regression models

To test our hypotheses, we estimate equations (1):

“CE policies related to communication with employees =
Po + p1 Corporate governance + p1Size + 2 Loss+ 3 CFO + s CATA + fs Leverage +
fs Sales growth + industry fixed effects + e 1)
Table 1 includes variables definition.

(INSERT TABLE 1 HERE)

We use multivariate ordered probit regression models with robust standard errors. Equations
are estimated with industry fixed-effects in order to control for systematic differences across in-
dustries. “CE policies related to communication with employees” is an ordinal variable resulting
from the content analysis explained in the next section.

We use the following Corporate Governance variables: (1) BoD Size, (2) CEO Duality, (3)
BoD Independence. We include BoD size as number of directors (Baselga-Pascual et al.,
2018).We include CEO Duality as an indicator variable equal to 1 if the CEO is also the Chair-
man of the BoD, and equal to 0 otherwise (Liu & Lu, 2007). We include BoD independence as
the percentage of BoD members that are independent (Liu, & Lu 2007; Yeh, Shu & Su, 2012).
The coefficient sign expectations are based on the three hypotheses: (+) BoD Size, (-) CEO Du-
ality, (+) BoD Independence.

We include control variables to run a multivariate analysis that takes in consideration incen-

tives and firms’ characteristics that can influence CE policies. These variables are drawn from
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the literature. We use Size as proxy of capital market pressure (Dechow, Ge & Schrand, 2010)
because this external pressure can create incentives to set CE policies. We include Loss as proxy
for incentives for lower quality disclosure (e.g., Dechow et al., 2010), including CE as type of
disclosure. We add cash flow from operations (CFO) and current assets over total assets (CATA)
as proxy for client-risk (Dechow et al., 1995) in addition to Leverage as proxy for likelihood of
debt covenant violation (e.g., Dechow et al., 2010; DeFond & Jiambalvo 1994) because risks and
possibility of debt covenant violations are indicators of firms’ characteristics that can also influ-
ence CE policies. Finally, we use Sales growth as proxy for the economic life cycle, because in

different phases of the life cycle companies can set different CE policies.

Sample selection, data collection and content analysis

We select Italian firms listed on the Milan Stock Exchange that are available on Bureau Van
Dyick database. We exclude the financial sector from our analysis because of its dissimilar na-
ture and settlement. We delete 37 firm observations without financial statement data. We hand-
collect the CE from the companies’ websites and we exclude 52 companies without a CE. Fi-
nally, we hand-collect Corporate Governance Reports from the companies’ websites and we ex-
clude 16 companies without this report. We have a final sample of 202 firms for 4 years (2013-
2016) resulting in 808 observations (Table 2, Panel A). We have selected this period based on
the available Corporate Governance Reports in the archive online of the website of the listed
firms analyzed.

The industry coverage of these non-financial listed firms with voluntary disclosure of CE and
with transparency data for Corporate Governance report is shown in Table 2, Panel B. The high-
est industry covered is Manufacturing (plastic, leather, glass, metal, machinery, equipment), fol-

lowed by Transportation, Communications, Electric, Gas and Sanitary service.
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(INSERT TABLE 2 HERE)

We use the manual content analysis often used within voluntary disclosure research since
years (Abbott & Monsen, 1979). We applied the so-called ‘third party approach’ where the anal-
ysis is carried out by someone who is neither the provider nor the receiver of the report (Gam-
erschlag, Moller & Verbeeten, 2011). Content analysis can have advantages related to the reduc-
tion of interviews’ biases (Barr, Stimpert & Huff, 1992) and to greater reliability and replicabil-
ity (Potter & Levine-Donnerstein, 1999). We use the methodology based on the development of
keywords (Campopiano & De Massis, 2015; Liao et al., 2018). Reading the CE, we search infor-
mation about “CE policies related to communication with employees”. If we find a category, we
underline a keyword that the company has used, and we report this keyword in Table 1. The list
of keywords can be useful in future research or to replicate the study. We develop a list of key-
words for each item. In sum, the content-analytic procedure was performed by adapting the semi-
nal content analysis methodology of Neuendorf (2002) following stages: (i) we inductively gen-
erated first-order keywords from reading the CE, integrating them with insights from existing lit-
erature, adding keywords when new facts or factors emerged in the reports (Tsui-Auch, 2004);
(if) when keywords were named, we reviewed the data for the other companies in the sample. At
times, the data did not fit well into a category, which led to either abandoning or revising (Pratt,
Rockmann & Kaufmann, 2006). The identified keywords finally help us to develop the category
with 4 levels: 0) no information on communication, 1) information only on general communica-
tion; 2) information only on general communication but with specific communication tools de-
veloped inside the firm; 3) specific information on communication for employees; and 4) spe-
cific information on communication for employees with specific communication tools developed

inside the firm.
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In the downloaded corporate governance reports, we hand collect data about information for
individual board members, including name and independence classification. Following Jiraporn
et al. (2019), given that firms track individual BoD members over years, we collapsed the char-
acteristics of each BoD member data into firm-years for the period 2013-2016. Firms’ character-
istics are from Bureau Van Dyick database. Given the use of corporate governance reports to
measure the independent variables of interest, we use panel data using the yearly variation of in-
formation about corporate governance to have a larger sample of analysis more independent

from the macroeconomic situation of a single specific year.

Univariate results

Descriptive statistics of mean, standard deviation, 25th quartile, median, 75th quartile, mini-
mum and maximum are showed in Table 3.

BoD Size shows an average of 9 members in a context where BoD goes from 2 to 24 mem-
bers. Italian regulation for listed firms says that BoD can be a BoD of 2 or more members (no
single director in listed companies). There is no guideline on the best number of members or on
the maximum number. The Italian regulation says that company Statute declares the number of
Directors that composed the BoD, or the minimum and maximum number of directors. In this
case will be the Assembly of the owners that will decide the number of directors in order to en-
sure a competent management of the companies. The BoD shall be made up of executive and
non-executive directors. The number, competence, and time availability of non-executive direc-
tors shall be such as to ensure that their judgement may have a significant impact on the taking of

BoD decisions.
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CEO Duality shows that 41.6 percent of the sample has a CEO that is also a BoD chairman.
The average number of independent directors is 4 and goes from 0 to 15. The average of percent-
age of directors over the total is 41.9 percent, from BoD with O percent of independent directors
to 90 percent of independent directors. It is not possible to have 100 percent of independent di-
rectors because at least the CEO is not independent. The Italian regulation says that an adequate
number of non-executive directors shall be independent that means that they do not maintain any
business relationships with the company, able to influence their autonomous judgement. The di-
rectors’ independence shall be assessed by the BoD after the appointment and then on a yearly
basis. The self-regulatory Corporate Governance Code by the Italian Stock Exchange asks to
listed companies to have at least two independent directors in the BoD. When a company choose
not to be comply with the Code, it is also possible to have BoD without independent directors. In
fact, it is possible to o follow the self-regulatory code according to the comply or explain princi-
ple, which allows not to adhere to certain specific requirements, if the requests of the code are
not applicable or are applicable with a worsening rather than improvement of government condi-
tions. In this case, it is necessary to adequately justify the reasons for the defection. Firms’ char-
acteristics are consistent with the literature. Average of 6 of logarithm of total assets, 27 percent
of the sample of firms with a loss, average of cash flow form operation of 8.5 percent of total as-
sets, average of current assets of 47 percent of total assets, average of long-term debts of 17 per-
cent of total assets, and an average growth rate of 3.9 percent of sales.

Table 3 in Panel B shows the distribution of the five codes of the ordered variable CE poli-
cies related to communication with employees from level 0 to level 4. Considering the CE is a

voluntary document with no guideline of preparation, it is not surprising that a lot of the firms
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(300 observations) have no information on CE about general communication within the firms
(Level 0). Many firms do not have a session in CE dedicated to communication or transparency.
The largest part of our sample (412 observations) have included in CE information about

communication with stakeholders, but without specifying the communication with employees
(Level 1). Other 48 observations have information about communication with stakeholders, with-
out specific communication policies for employees, but have specific communication tools de-
veloped within the organization (Level 2). Most of this information is provided in a specific sec-
tion of CE called “Communication” or “Transparency”.

The Level 3 is the level that we consider the starting point of a good policies definition about
communication with employees. We can see from this distribution, that in the Italian sample ana-
lyzed, it is not very frequent (40 observations); however, there is a begin of its consideration in
CEs. Most of this information is provided in a specific section of CE called “Relationships/In-
volvement with employees and collaborators” where there is a part dedicated to Communication.
Level 4 (8 observations) is the top of the category with detailed policies about communications
for employees. Only two firms for their four-year period have this detail in CE. In these last lev-
els, we are able also to follow Marchington and Dundon (2017) in addressing the emerging inter-
play of multi-level actors, including employees associations and employees representative to un-
derstand how they sustain worker voice. Some of the firms in fact have as CE policies the pres-
ence of an employer representative or of a developed relation with employees associations,
which promotes also employees communication.

Correlation matrix in Table 4 shows that the correlation with “CE policies related to commu-
nication with employees” is significant only for BoD size and BoD independence. Moreover, the

correlations among corporate governance variables (BoD size, CEO duality, BoD independence)
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is 20/30 percent. Thus, to avoid multicollinearity we use the single variables in three different
models in the multivariate analysis. Beyond size, other control variables are not highly corre-
lated. Size has a low variance inflation factor, thus, given the importance to control for firm size
in explaining CE disclosure, we keep size in the multivariate analysis.

(INSERT TABLE 3 AND 4 HERE)

Regression results

Table 5 shows the multivariate regression results for three models to test the three hypotheses
in relation with “CE policies related to communication with employees”. Model 1 tests the rela-
tion with BoD Size, Model 2 tests CEO Duality and Model 3 tests BoD Independence. Based on
the analysis of control variables, larger firms or flexible firms with high current assets are associ-
ated with more reporting in CE about policies related to communication with employees. On the
other hand, firms with high value of cash flow from operation or low level of leverage or grow-
ing firms have a negative association with “CE policies related to communication with employ-
ees”. All the models are tested on 808 observations for the period 2013-2016 and include indus-
try fixed effect and robust standard errors.

For the variable of interest, we can see that only hypothesis 3 is confirmed: BoD Independ-
ence is positively and significant associated with “CE policies related to communication with

employees”. The magnitude of the relation in the ordered probit regression is 0.977. This corre-

spond to an Estimate of 0.739 with an ordinary least square regression. This means that increas
ing one unite of independent variable, i.e. 1 percent of BoD Independence, the dependent varia-
ble CE policies increase in average of 0.739 unites. Given the ordered variable of CE policies, an

increase of 1 point from one category to another in a range of only five possible categories is an
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economic relevant increase. In other words, to pass from an absent disclosure on CE to a disclo-
sure of communication policies, a firm should increase the independence of BoD of only a little
more of 1 percent in average situations (increase of 1.35%). The same is true for communication
related to employees. Respectively from zero disclosure to generic communication tools, there is
a need of an increase in BoD independence of 2.71%. To pass from an absent disclosure to a CE
that includes polices that address worker voice a firm should appoint more independent directors
to increase the percentage of a bit more of 4 percent in average (4.06%). Respectively from zero
disclosure to communication tools for employees, there is a need of an increase in BoD inde-
pendence of 5.41%.

Untabulated robustness results of regressions excluding firm Size give unchanged results on
the significant relationship of BoD independence. Even if the Variance Inflation Factor of Size is
low, the correlation between Size and BoD independence (Pearson correlation coefficient of
44.1%) could be a signal of multicollinearity, but excluding this variable does not change the re-
sults, showing robust results.

Looking at specific examples, the presence of many independent directors aims to guarantee
a definition of a CE suitable for employee, with the inclusion in the code of policies about com-
munication of principles, objectives, norms of behavior and values toward all stakeholders (see
CE of Infrastrutture Wireless, 2017 in Appendix) and/or with specific communication tools (see
CE of Best Union SPA, 2015 in Appendix). Thus, the presence of independent directors can help
the clear comprehension of the CE by the employees, and can also increase an engagement of
employee in the companies.

(INSERT TABLE 5 HERE)
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Discussion and conclusion

In the path of the implementation of CE in organization to limit corporate scandals and uneth-
ical behavior, our study examines CE social responsible policies related to communication with
the stakeholder employees. We study the aptitude of the code to profile employee behavior by
establishing communication tools for them as a new mode to promote worker voice practices
with not only a downward but also a bottom up approach to give voice to employees.

Our approach to investigate communication shows that in Italy the worker voice systems and
voice opportunities in organisations in the form of formal polices in CE are still quite underde-
veloped. Few firms have worker voice policies about specific information on communication for
employees with or without specific communication tools developed inside the firm. Most of this
information is provided in a specific section of CE called “Relationships/Involvement with em-
ployees and collaborators” where there is a part dedicated to Communication. However, this situ-
ation is not completely negative. This is a first indication that some firms have started to give im-
portance to this issue, also with formal policies, including bottom up policies, in a written docu-
ment as a mode to promote worker voice practices.

As an answer to the question of what is the link between workers’ voice policies in the CE
and corporate governance, our research confirms the key role of the BoD in proposing and moni-
toring strategic decisions related to social responsibility (Cook & Glass, 2018) also with regard
to decisions related to promoting the worker voice in firm-driven CE.

This research shows that BoD Size and CEO Duality are not related to “CE policies related to
communication with employees” while BoD Independence it is. The positive effect related the

good supervision of large BoD and the supervision when the chairman does not serve as CEO
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and the decision-making power and controlling power are not in the same subject are not enough
to promote “CE policies related to communication with employees” in the sample under analysis.

We support the importance of the role of BoD in supporting the CE (Baselga-Pascual, et al.,
2018; Rodriguez-Dominguez et al., 2009; Schwartz 2002), adding empirical results on CE po-
lices specifically related to employees. In particular, our results confirm seminal literature on the
independence of the BoD. We settle that the latter is expression of supervision and it is aimed to
safeguard the best interests of all stakeholders reducing agency problems (Baysinger & Butler,
1985; Beasley, 1996; Klein 2002) providing evidences related to CE and worker voice.

We confirm seminal literature on the view of independent directors as trustworthy associated
with higher company’s ethical behavior (Fombrum & Shanley 1990; Ibrahim & Angelidis 1995;
Johnson & Greening 1999). This result can be explained with the importance given to their per-
sonal reputation (Frias-Aceituno, et al., 2013; Garcia-Sanchez, et al., 2014) that promotes the
firm’s compliance with ethical behavior. We provide further empirical evidences on the higher
ethical behavior of companies having a large component of independent directors in their boards
throughout the use of policies in favor of employees disclosed in CE.

We indorse that independent directors support unpopular and costly decisions (Arora &
Dharwadkar 2011), adding evidences that these directors support the costly decisions to imple-
ment and make a detailed disclosure of policies related to specific communication with employ-
ees. The implementation of these policies is costly in the terms to create it involving the related
stakeholders and in the terms to maintain it in the communication year-by-year to employees.
We show empirical evidences also on the support of innovative policy adoption (Cook & Glass,

2016), such as the policies to set up specific communication tools.
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The presence of many independent directors aims to guarantee a definition of a CE suitable
for employee because principles and rules can represent employees’ interest and needs, like the
need of communication. Thus, the independence of the BoD is enough to promote “CE policies
related to communication with employees”. We contribute to social information processing the-
ory for employees (Yang, Huang & Wu, 2019) empirically showing a determinant of the possi-
bility to process work and social information, i.e. the development of the possibilities for em-
ployees to understand their work situations and process social information is promoted by a high
independent BoD. Given that, CE has an impact on work climate and workplace health and
safety (Manley, 1991; Williams & Murphy, 1990; O’Dwyer & Madden, 2006), a large compo-
nent of independent directors, indirectly promoting polices in CE, can improve the work environ-
ment in these terms.

This research is not without limitations. The study is focused on specific variables of CE.
Prior literature (Spiller, 2000) has proposed other issues related to CE characteristic and varia-
bles that can be investigated. This calls for further investigation of the other characteristics. Sec-
ondly, the content analysis is a discretionary tool that can give different results based on the peo-
ple involved in the analysis of the documents. We followed prior practice to use the tool of con-
tent analysis but we underline it also as a possible limitation. Thirdly, we use proxy related to
high quality governance based on literature, however for lack of available data we do not analyze
other proxies (i.e. board diversity) and we are aware that they are proxies and that they do not
capture in full the concept of corporate governance quality. We are also aware that we do not
study the real employees’ ethical practices but that we are studying the content of the CE, thus

we do not claim to assess the “effectiveness” of CE. However, we think that the content of CE is
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an interesting analysis and give information on which policies firms define and voluntary dis-
close for their employees.

Our results have interesting implications for companies. We show the challenges to the or-
ganization in the corporate governance structure. BoD should be organized to include independ-
ent directors to have a well-designed CE in term of information on principles of communications
for employees. This organization can bring indirectly also to improved work environment and
climate. Companies should invest in having a high number of independent directors over the to-
tal number of BoD members. Future research could analyze other samples with other settings’
characteristics, for example from other countries, to extract implications from BoD size or CEO

duality that could be generalized in other contexts.
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Figure 1. Theoretical model
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Table 1. Variable Definitions

CE policies related to communication with employees =0, 1, 2, 3 or 4 if there are respectively 0, 1, 2, 3 or 4 of the following keywords:
Level | Italian keywords English translation of keywords Explanation of the levels Name of the variables

No keywords No keywords The code of ethic does not disclose any | No general communication

0 information about policies related to

communication, even general commu-
nication

“comunicazione/trasparenza/ fornire “communication/transparency/provide | Policies related to general communica- | No specific communication with
informazioni” information” tion with stakeholders but not specific | employees

1 AND AND communication with employees
“tutti stakeholders” “all stakeholders”
“comunicazione/trasparenza/ fornire “communication/transparency/provide | Policies related to general communica- | No specific communication with
informazioni” information” tion with stakeholders but not specific | employees
AND AND communication with employees AND | with communication tools

5 “tutti stakeholders” “all stakeholders” policies to set up communication tools
“rappresentante/responsabile” “representative/responsible”;
“sviluppo di particolari strumenti di “development of particular communi-
comunicazione” cation tools”
“comunicazione/trasparenza/ fornire “communication/transparency/provide | Policies related to specific communica- | Specific communication with
informazioni” information” tion with employees employees
AND AND

3 "coinvolgimento del personale/dei di- | "staff/femployee involvement”
pendenti”; “work discomfort”
“disagio lavorativo”
“comunicazione/trasparenza/ fornire “communication/transparency/provide | Policies related to specific communica- | Specific communication with
informazioni” information” tion with employees AND policies to | employees
AND AND set up communication tools with communication tools
"coinvolgimento del personale/dei di- | "staff/employee involvement”

4 pendenti”; “work discomfort”
“disagio lavorativo” “representative/responsible”;
“rappresentante/responsabile” “development of particular communi-
“sviluppo di particolari strumenti di cation tools”
comunicazione”
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Corporate governance

BoD Size

Number of member of the board of directors

CEO Duality

Dummy variable 1 if CEO is also the BoD Chairman, 0 otherwise

BoD Independence

Number of independent directors / Total number of members

Firms’ characteristics

Size

Natural logarithm of total assets at the end of the fiscal year

Loss Dummy variable 1 if net income < 0, and 0 otherwise
CFO Cash flow from operation / total assets

CATA Current assets / total assets

Leverage Long term debts/total assets

Sales growth

(Revenuet — revenuet.1) scaled by revenuet.: for fiscal year t
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Table 2. Panel A. Sample selection

Panel A - Sample Selection

Description N

Number of Italian companies non-financial listed at the Milan Stock Exchange 307
-Number of companies with missing financial statement data -37
-Number of companies without a CE -52
-Number of companies with no available data on corporate governance -16
Number of companies in the final sample 202
Number of observations in the balanced final sample in the period 2013-2016 808

Table 1. Panel B. Sample description by industry

Industry — United States Standard Industry Classification Code 1 digit N

1 - Mining and Construction 44
2 - Manufacturing (food, tobacco, textile, furniture, paper, chemical) 168
3 - Manufacturing (plastic, leather, glass, metal, machinery, equipment) 228
4 - Transportation, Communications, Electric, Gas and Sanitary service 184
5 - Trade 44
7 and 8 - Services 140
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Table 3. Panel A. Descriptive Statistics

N=808 Mean Std. Dev. p25 Median p75 Min Max

CE

“CE policies related to communication with

employees” 0.817 0.828 0.000 1.000 1.000 0.000 4.000
Corporate Governance

BoD Size (number) 9.046 2.790 7.000 9.000 11.000 2.000 24.000
CEO Duality 0.416 0.493 0.000 0.000 1.000 0.000 1.000
BoD Independence (number) 3.927 2.240 2.000 3.000 5.000 0.000 15.000
BoD Independence (percentage) 0.419 0.158 0.298 0.400 0.529 0.000 0.900
Firms characteristics

Size 6.009 2.030 4.597 5.909 7.287 1.418 11.837
Loss 0.270 0.444 0.000 0.000 1.000 0.000 1.000
CFO 0.085 0.362 0.016 0.065 0.101 -0.244 0.651
CATA 0.470 0.218 0.289 0.457 0.646 0.062 0.995
Leverage 0.170 0.145 0.048 0.142 0.262 0.000 0.618
Sales growth 0.039 0.247 -0.045 0.013 0.093 -0.803 1.309

See Table 1 for variable definitions. Acronyms: BoD — Board of Directors, CEO — Chief Executive Officer, CE — Code of Ethic, CFO — Cash Flow from Operation, CATA —
current assets divided by total assets, Std. Dev. — standard deviation, p25 — 25 percent percentile, p75 — 75 percent percentile, Min — minimum, Max — maximum, N — number of

observations

Table 3. Panel B. Distribution of CE variables

Level code “Code of Ethic policies related to communication with employees” Number of observations
0 No general comm. 300
1 No specific comm. with employees 412
No specific comm. with employees
2 - L 48
with communication tools
3 Specific comm. with employees 40
4 Specific comm. with employees 8

with communication tools




Table 4. Correlation matrix

Variables 1 2 3 4 5 6 7 8 9 10
1 “CE policies related to com-
munication with employees” 1.000
2 BoD Size
0.071 1.000
3 CEO Duality
-0.008 -0.281 1.000
4 BoD Independence
0.165 0.308 -0.201 1.000
5 Size
0.092 0.520 -0.287 0.441 1.000
6 Loss
-0.017 -0.036 0.030 0.108 -0.135 1.000
CFO
7 -0.024 0.035 -0.052 0.031 -0.071 -0.135 1.000
8 CATA
-0.124 -0.248 0.145 -0.197 -0.284 -0.037 -0.132 1.000
9 Leverage

0.197 0.185 -0.044 0.183 0.275 0.014 0.050 -0.450 1.000

-0.064 -0.065 0.071 -0.161 -0.087 -0.150 0.021 0.017 0.019 1.000
Pearson correlation coefficients significant at 5 percent in bold.
See Table 1 for variable definitions. Acronyms: BoD — Board of Directors, CEO — Chief Executive Officer, CE — Code of Ethic, CFO — Cash Flow from Operation, CATA —

current assets divided by total assets.

10  Sales growth
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Table 5. Regressions.

CE policies related to communica-

- . Model 1 Model 2 Model 3
tion with employees
Estimate p-value Estimate p-value Estimate p-value

BoD Size -0.006 0.737

CEO Duality 0.089 0.341

BoD Independence 0.977 0.002
Size 0.054 0.018 0.057 0.011 0.018 0.411
Loss -0.100 0.290 -0.102 0.281 -0.159 0.110
CFO -0.199 0.063 -0.195 0.063 -0.214 0.052
CATA 0.317 0.175 0.319 0.171 0.335 0.152
Leverage 0.945 0.005 0.926 0.006 0.944 0.006
Sales growth -0.303 0.080 -0.311 0.074 -0.235 0.182
Industry fixed effect included included included

N 808 808 808
Adj. R2 0.100 0.102 0.114

See Table 1 for variable definitions. Ordered probit regressions with robust standard errors.
Acronyms: BoD — Board of Directors, CEO — Chief Executive Officer, CE — Code of Ethic, CFO — Cash Flow from Operation, CATA — current assets divided by total assets, N —
number of observations, Adj. R2 — adjusted R square
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Appendix

Example of disclosure in the CE for “CE policies related to communication with employees”

Level Example
“Communication”, p.7, Infrastrutture Wireless, 2017,
LEVEL 1 https://www.inwit.it/governance/sistema-di-governance/codice-etico
“We guarantee the transparency of our action and our communications in relations with all stakeholders, in safeguarding the confidentiality requirements
required by the conduct of the business.”
“Transparency”, p.18, Best Union, 2015,
http://www.bestunion.it/wp-content/uploads/tmp/Codice-Etico-Best-Union.pdf
LEVEL 2 “The Company believes in the value of transparency and is committed to managing relations with the stakeholders by providing true, complete and clear
information, thereby encouraging informed action and sharing of knowledge. Staff management policies are made available to all collaborators through
corporate communication tools developed within the organization.”
“Relationships with employees and collaborators”, p.12, Arnoldo Mondadori, 2013,
LEVEL 3 http://www.mondadori.it/governance/etica-e-comportamento/codice-etico
“Furthermore, the Group takes care to avoid stress and, in general, work discomfort, also through communication.”
“Involvement of employees and collaborators”, p. 34, Hera, 2016,
LEVEL 4 http://www.gruppohera.it/binary/hr_gruppo/preamboli/2014_03_12_HERA_CODICE_ETICO0.1396004963.pdf

“Hera, starting from their responsible, promotes a work environment based on information, transparency and involvement of the staff. In particular,
Hera develops appropriate corporate's communication tools.””
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