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Abstract: This paper investigates corporate governance from a cross-country perspective and makes
a comparison with Romania. There are studies that examine the corporate governance issues related
to Romanian companies, but these studies provide only qualitative and descriptive accounts of the
research topic, with limited cross-country analysis. The present paper complements the literature by
producing a quantitative analysis of cross-country corporate governance and makes a comparison
with Romania. For this purpose, a set of corporate governance indicators from a large sample of
39 advanced and developing countries was collected for the 2006–2020 period. In terms of corporate
governance dimensions, it was found that Romania underperforms other developing countries in
the dimensions of director liability and ownership and control, while it outperforms them in the
dimensions of corporate transparency, disclosure, and shareholder rights. The results indicate that
the stagnant corporate governance scores and the low development level of stock markets stand out
as important business challenges for the country. The correlation and regression analyses show that
stock market development is closely associated with corporate governance dimensions and, overall,
corporate governance scores matter greatly for the economic growth of countries, such as Romania,
which can benefit greatly from the improvement of corporate governance codes and practices in the
private sector.

Keywords: corporate governance; Romania; protection of minority investors; stock market develop-
ment; economic growth

1. Introduction

Corporate governance matters greatly for the efficiency of different business sectors
in various countries (Belloc 2012; Donaldson 2013). Modern corporations are generally
large and very complex organisations. As their management by owners would not be very
feasible or efficient, the corporations hire professional managers to run their companies
on the behalf of owners and shareholders. This separation of ownership and control
becomes a leading characteristic of modern corporations. However, as the agency theory
shows, due to asymmetric information and costly state verification problems, managers
can follow their own interests at the expense of the shareholders. Various corporate
governance mechanisms were developed to address these problems and improve the
efficiency of corporations (Misangyi and Acharya 2014; Tihanyi et al. 2014). It can be
argued that corporate governance is not just a micro or firm-specific topic. In contrast,
the quality of corporate governance can matter greatly for stock market development and
economic growth of countries (Classens 2006; Claessens and Yurtoglu 2012). As a result,
conducting cross-country analyses of corporate governance indicators is an important
research discussion topic, with major business and policy implications.

The literature has studies examining the issue of corporate governance from an inter-
national perspective. For example, Khanna et al. (2006) investigated whether globalisation

J. Risk Financial Manag. 2021, 14, 600. https://doi.org/10.3390/jrfm14120600 https://www.mdpi.com/journal/jrfm

https://www.mdpi.com/journal/jrfm
https://www.mdpi.com
https://doi.org/10.3390/jrfm14120600
https://doi.org/10.3390/jrfm14120600
https://creativecommons.org/
https://creativecommons.org/licenses/by/4.0/
https://creativecommons.org/licenses/by/4.0/
https://doi.org/10.3390/jrfm14120600
https://www.mdpi.com/journal/jrfm
https://www.mdpi.com/article/10.3390/jrfm14120600?type=check_update&version=1


J. Risk Financial Manag. 2021, 14, 600 2 of 13

is instrumental in the convergence of corporate governance standards across countries
and found supportive evidence. However, Doidge et al. (2007) noted that there are still
larger differences in corporate governance scores (such as investor protection) of coun-
tries. Aguilera and Jackson (2010) worked on a very detailed review study that conducted
a comparative cross-country analysis of corporate governance. The authors concluded
that the differences in the corporate governance practices and scores can be explained by
various factors, such as managerial factors, social and cultural factors, political factors,
and institutional factors. Hence, this study is important for the present paper in the sense
that it provides a rationale for the comparison of corporate governance scores in Romania
to other developing and advanced countries. In another review paper, Claessens and
Yurtoglu (2013) provided a comparative analysis of corporate governance in emerging
countries. The authors showed that the improvement of corporate governance can affect
firm performance positively; however, when the corporate governance score of the country
is low, this positivity weakens. In another study, Aggarwal et al. (2007) compared the
corporate governance quality of US firms to international firms. The authors found that
the US firms outperform foreign firms on average and effect the markets value board and
audit committee independence positively. Overall, these studies show that examining
corporate governance issues from a cross-country perspective and making comparisons
with individual country cases can provide valuable findings on the relevant topics, with im-
portant business and policy implications. In this context, the present paper aims to make a
comparative analysis of the case of Romania in terms of corporate governance scores.

There are already studies that examine the topic of corporate governance in Romania,
its evolution over time, the challenges facing the corporate governance system in the coun-
tries, and its comparison to other countries (Badulescu 2008; Sarchizian and Popovici 2019;
Tofan and Cigu 2020). These studies generally provide very detailed descriptive and quali-
tative accounts, whereas the present paper complements them by providing a comparison
with other countries. Buşu (2015) notes that Romania has been following the OECD general
principles and the EU directives in terms of corporate governance. While the rules and
regulations are similar to the international best standards, the country had some challenges
in terms of efficient applications of them. For example, on the dimensions of disclosure,
transparency, the rights of shareholders, and the responsibilities of the board, Romania
performs very poorly relative to the international standards. Shortcomings in the imple-
mentation of corporate governance best practices are also acknowledged in other studies
(Manolescu et al. 2011; Grosu 2011; Feleagă et al. 2011). Overall, existing literature on
Romanian corporate governance provides detailed accounts of its evolution and challenges.
However, a quantitative comparison of the Romanian case relative to other countries is
not provided in the literature. The present paper fills this research gap by conducting
a quantitative analysis of various corporate governance dimensions in a cross-country
setting and displaying the importance of corporate governance quality for stock market
development and economic growth of countries. For this purpose, a large sample of
39 advanced and developing countries (including Romania) was collected from the World
Bank (2021). The quantitative results indicate that Romania has a relatively low corporate
governance score and, more importantly, displayed very limited improvement relative to
other countries. In addition, regression findings show that stock market development is
closely associated with corporate governance dimensions and overall corporate governance
score matters greatly for the economic growth of countries. Based on these results, it can
be argued that Romania can benefit greatly in terms of stock market development and
economic growth by improving its corporate governance standards and implementation.
The paper is structured as follows. The next section presents the data and research methods
utilised in the study, while the third section presents the empirical results. Finally, the last
section concludes the paper.
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2. Data and Research Methods

The research topic in this paper is the role of corporate governance and its impli-
cations for economic growth and stock market development in a cross-country setting.
Romania is a developing country, and the level of stock market development is relatively
limited compared to other developing, as well as advanced, countries. There can be vari-
ous factors leading to this limited development, but examining all of the possible factors
and mechanisms is in the scope of the present study. In this context, the paper focuses
on the corporate governance dimension as an important factor in affecting stock market
development and economic growth. Corporate governance is a broad topic that focuses on
the efficient management of the business world regarding the improvement of financial
performance and alleviating conflicts of interest in modern corporations (Becht et al. 2003;
Bebchuk et al. 2009; Larcker and Tayan 2015). In order to assess these relationships and
effects, one can use existing public datasets, such as the OECD Corporate Governance Fact-
book (OECD 2021). This dataset is very comprehensive and includes detailed information
about the corporate governance practices of 50 countries. However, for the purpose of
the present paper, a major limitation is that it does not include Romania in the sample.
This data availability issue puts a binding constraint on the possible quantitative analysis
that the paper can conduct. A public dataset that has information on corporate gover-
nance dimensions for Romania is the Doing Business database of the World Bank (2021).
This index has information on various dimensions of the business environment in countries.
One of these dimensions is the protection of minority rights. This dimension is assessed in
the context of the stock markets (the Bucharest Stock Exchange), in the case of Romania,
and includes the following items: the conflict of interest regulation, the extent of disclosure,
the extent of director liability, the extent of shareholder suits, the shareholder governance,
the extent of shareholder governance rights, the extent of ownership and control (which
includes sub-items like the CEO duality and independent board members), and the ex-
tent of corporate transparency. While these items were examined under the dimension
of protecting minority rights, it is seen that they provide detailed information on some
corporate governance dimensions, such as CEO duality (Elsayed 2007; Krause et al. 2014),
independent board members (Fernandes 2008; Cavaco et al. 2017), non-executive board
members (Young 2000; Basco et al. 2019), financial reporting (Lee 2007; Ong 2018), and ex-
ternal auditing (Baker and Owsen 2002; Mennicken and Power 2013) and transparency
about management compensation. The corporate governance literature shows that these
are very important factors affecting business outcomes and financial performance (Bhagat
and Bolton 2008, 2019). Based on this vast literature, the data from the World Bank (2021)
are utilised descriptively and quantitatively to make a comparison of corporate governance
in Romania with other developing and advanced countries. This variable on the protection
of minority investors and its sub-components is presented in Table 1.

In Table 1, the protection of minority investors is the main independent variable that
the present paper is interested in. The other variables in the table are the components of this
protection variable. All of these variables in Table 1 were used in the descriptive analysis
to compare the case of Romania with other developing and advanced countries. Including
all of them in the regression analysis would cause multicollinearity issues (because the
correlation coefficients are very high among the components); hence, only the protection
of minority investors was added into the regression analysis as the main independent
variable.



J. Risk Financial Manag. 2021, 14, 600 4 of 13

Table 1. Corporate governance: Variable names and definitions (World Bank 2021).

Variable Definition

Protecting Minority Investors
The score for protecting minority investor benchmark
economies, with respect to the regulatory best practice on the
indicator set.

Corporate Transparency The extent of the corporate transparency index measures ans
the level of information that companies must share.

Director Liability
The extent of the director liability index measures when board
members can be held liable for harm caused by related-party
transactions and which sanctions are available.

Disclosure The extent of the disclosure index measures the approval and
disclosure requirements of related-party transactions.

Ownership and Control The extent of ownership and control index measures the rules
governing the structure and change in control of companies.

Shareholder Rights The extent of the shareholder rights index measures the role
of shareholders in key corporate decisions.

Source: World Bank (2021).

With reference to the methodological approach of examining the given variables,
two methods were followed. The first method waws to provide a descriptive analysis
of the data for Romania and compare the relevant indicators with other developing and
advanced countries. For this comparison, a list of 39 countries (13 developing countries
including Romania and 26 advanced countries) was collected from the World Bank (2021).
These countries were Romania, Albania, Australia, Austria, Belgium, Brazil, Bulgaria,
Canada, Chile, Croatia, Czechia, Denmark, Finland, France, Germany, Greece, Hungary,
Ireland, Italy, Japan, Korea, Malaysia, Mexico, Netherlands, New Zealand, Norway, Poland,
Portugal, Russia, Singapore, Slovak Republic, Slovenia, South Africa, Spain, Sweden,
Thailand, Turkey, the UK, and the US. The sample period covered the years from 2006 to
2020 due to data availability. In the descriptive analysis, the evolution of the stock mar-
ket development and corporate governance indicators were presented in relation to the
other countries. In addition, the summary statistics were compared between Romania
and other countries, and the relative position of corporate governance in Romania was
displayed for the last 2 decades. The second method in the paper was regression analysis
of the cross-country data. The paper argues that corporate governance matters because it
supports stock market development, and in return, stock market development supports
the economic development of countries. In order to check these mechanisms, a growth
regression framework was followed (Barro 1991, 2003), where the dependent variable of the
GDP growth was predicted using the independent variables of stock market capitalisation
ratio and the protection of minority investors, along with some control variables. In terms
of the control variables, the growth literature was utilised to select the following variables:
investments (Iwaisako and Futagami 2013), savings (Mohan 2006), international trade
(Singh 2010), foreign direct investments (FDI) (Chowdhury and Mavrotas 2006), private
credit (Law and Singh 2014), and stock market capitalisation (Cooray 2010). In addition,
the literature also shows that corporate governance can be an important factor contributing
to economic growth (Classens 2006; Claessens and Yurtoglu 2012). As a result, the protec-
tion of minority investors was added as the main independent variable. In this context,
the relevant regression model was formulated as follows:

GDP Growthi,t = β0 + β1 Investmentsi,t + β2Savingsi,t + β3Tradei,t + β4FDIi,t + β5Private Crediti,t
+β6Stock Market Capitalisationi,t + β7Protection o f Minority Investorsi,t + εi,t

(1)

In the above equation, i refers to the country and t refers to the year. The control
variables of investments, savings, trade, FDI, private credit, and stock market capitalisation
are all represented as ratios to GDP in order to make them comparable across countries.
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The main variable of interest becomes the protection of minority rights, which can be con-
sidered as a leading corporate governance indicator for countries. The regression models
were estimated using the ordinary least squares (OLS) and fixed-effects (FE) regression
methods (Wooldridge 2010). The OLS results were presented as the benchmark findings,
while the FE results were expected to provide more robust findings since they controlled
the unobserved country fixed (i.e., time-invariant) effects in the regressions.

Overall, based on the above discussions, the two working hypotheses of the empirical
analysis are stated as follows:

Hypothesis 1. Corporate governance is positively associated with stock market development.

Hypothesis 2. Corporate governance is positively associated with economic growth rates.

3. Results

This section presents the results of the paper. As discussed above, the results are
presented in two parts. The first part provides a descriptive analysis of the corporate
governance developments in Romania, with a cross-country perspective. The second part
presents the results of the regression analysis in order to document the association of
corporate governance with economic growth.

3.1. Descriptive Analysis

This part presents a descriptive analysis of the corporate governance dimensions for
the case of Romania, with a cross-country perspective. The variable definitions provided
in Table 1 show that there are various dimensions of corporate governance in the given
dataset, including corporate transparency, director liability, disclosure, ownership and
control, and shareholders’ rights. These indicators were combined under the aggregate
index of the protection of minority investors (World Bank 2021). One can use this aggregate
index as a proxy for the quality of corporate governance practices in countries. In this
context, Figure 1a,b presents the evolution of the average scores for the extent of the
minority investor protection in the developing and advanced countries, respectively.
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It can be seen in Figure 1b that the average corporate governance score for the devel-
oping countries displayed an upward trend in the last couple of decades. It increased from
around 59 in 2006 to 68 in 2020, out of a maximum score of 100. Interestingly, Romania
had a corporate governance score above the average of the developing countries initially.
However, as the country did not display any increase in its governance score since 2007,
it lagged behind other developing countries since 2009. Given the rising difference in
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corporate governance scores between Romania and other developing countries, it can be
argued that the country has a relatively poor corporate governance framework compared
to other developing countries. As a result, this difference and corresponding relatively
poor performance become important policy areas for businesses and the stock market in
Romania. When the performance of the advanced countries is examined in panel (b) of
Figure 1, it can be seen that these countries also displayed an upward trend in their corpo-
rate governance scores during the last couple of decades. Namely, the average governance
score for the advanced countries increased from 66 in 2006 to 71 in 2020. These numbers
imply that the average corporate governance score has been persistently above in advanced
countries compared to developing countries.

In addition to the above two graphs, providing detailed summary statistics for the
overall score of minority investors protection and its components would be informative to
get a deeper understanding of Romania’s relative performance in corporate governance
dimensions. In this context, Table 2 presents the summary statistics of the overall index of
minority investor protection and its five components (i.e., corporate transparency, director
liability, disclosure, ownership and control, and shareholders rights). The results are
presented in three panels, i.e., the summary statistics for Romania in Panel A, the summary
statistics for Developing Countries in Panel B and the summary statistics for Advanced
Countries in Panel C.

Table 2. Summary statistics.

A: Descriptive Statistics—Romania

Variable Obs Mean Std. Dev. Min Max
Protection of Minority Investors 15 61.752 0.96 58.282 62

Corporate Transparency 7 71.429 0 71.429 71.429
Director Liability 15 40 0 40 40

Disclosure 15 89.333 2.582 80 90
Ownership and Control 7 42.857 0 42.857 42.857

Shareholder Rights 7 83.333 0 83.333 83.333

B: Descriptive Statistics—Developing Countries

Variable Obs Mean Std. Dev. Min Max
Protection of Minority Investors 180 65.328 13.371 13.98 88

Corporate Transparency 84 67.347 28.013 0 100
Director Liability 180 52.167 24.728 0 90

Disclosure 180 73.833 24.638 0 100
Ownership and Control 84 63.605 22.659 0 85.714

Shareholder Rights 84 75.595 26.567 0 100

C: Descriptive Statistics—Advanced Countries

Variable Obs Mean Std. Dev. Min Max
Protection of Minority Investors 390 68.746 9.693 36.023 86

Corporate Transparency 182 81.538 11.63 57.143 100
Director Liability 390 56.59 19.545 20 90

Disclosure 390 65.077 23.672 10 100
Ownership and Control 182 67.881 19.426 28.571 100

Shareholder Rights 182 78.48 14.946 33.333 100

When the summary statistics for Romania, developing countries, and advanced coun-
tries are examined, some important data properties and cross-country differences can be
identified. The upper panel of Table 2 shows that the average score for the protection of
minority investors in Romania was 61.752, with a standard deviation of 0.96, during the
2006–2020 period. A closer examination of this corporate governance index reveals that
Romania had a score of 58.282 in 2006, which increased to 62 in 2007 and stayed constant
at this level for the rest of the sample. Hence, there was a one-time improvement in this
score, with no change for the 2007–2020 period. In the case of the corporate transparency
index, the average score was 71.429, with a standard deviation of 0. The zero value for the
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standard deviation implies that the score for these corporate governance dimensions did
not vary during the sample period. In fact, it is seen that there were only seven observa-
tions in this case. Hence, the short sample period is an important data constraint avoiding
the conduct of quantitative analysis, such as regression models in the case of individual
countries. In the case of the director liability dimension, Romania had a mean score of
40, which also did not vary over the sample period. The first panel of Table 1 shows that
the average disclosure score was 89.333, with a standard deviation of 2.582. The table
shows that this variable increased from 80 to 90, displaying a large improvement in the
relevant corporate governance dimension. In addition, the disclosure dimension was the
component of corporate governance with the highest score in Romania. In contrast, in case
of the ownership and control dimension, it had a very low score of 42.857 in the sample
period, showing the poor performance of the country on this important dimension. Lastly,
in the dimension of shareholder rights, the average score was estimated as 83.333, which is
one of the high-scored components of corporate governance in Romania.

When the corporate governance scores for the developing countries in the sample are
examined in the second panel of Table 2, the wide variation in the data stands out, showing
the high level of heterogeneity among these countries. It is seen that the average score
of corporate governance (as measured by the variable of minority investor protection) is
estimated as 65.328, with a standard deviation of 13.371. Therefore, the average of the de-
veloping countries is larger than the corporate governance score of Romania. Additionally,
there is great variation in this variable, with a minimum value of 13.98 and a maximum
value of 88. Hence, the position of Romania can be considered below but close to the mean
of developing countries. In the corporate transparency dimension, the average value was
estimated as 67.347, with a standard deviation of 28.013. This variable ranged from 0 to
100, showing the wide dispersion in the data. Romania had a higher score with 71.429 in
corporate transparency compared to the other developing countries. In the director liability
dimension, the average value for developing countries was estimated as 52.167, with a
standard deviation of 24.728. This variable ranged from 0 to 90, again showing the wide
dispersion in the data. In this case, the performance of Romania was poorer with a score of
40 compared to the other developing countries. In the case of the disclosure dimension,
the average value for the developing countries was estimated as 73.833, with a standard
deviation of 24.638. This variable also ranged from 0 to 100, showing the wide dispersion
in the data. Romania had a higher score with 89.333 in the disclosure dimension compared
to the other developing countries. In the case of ownership and control dimension, the av-
erage value for developing countries was estimated as 63.605, with a standard deviation
of 22.659. This variable ranged from 0 to 85.714, showing the wide dispersion in the data.
In this case, Romania had poorer performance with a score of 42.857 compared to the other
developing countries. Finally, in the shareholder rights dimension, the average value was
estimated as 75.595, with a standard deviation of 26.567. This variable ranged from 0 to
100, showing the wide dispersion in the data. In this case, Romania had a higher score
with 83.333 compared to the other developing countries. Overall, the general corporate
governance score of Romania was below but very close to the average of other develop-
ing countries. In addition, Romania underperformed other developing countries in the
dimensions of director liability and ownership and control while it outperformed them in
the dimensions of corporate transparency, disclosure, and shareholder rights. Therefore,
Romania had a mixed performance relative to the other developing countries, and as is
shown in Figure 1, while other developing countries displayed a persistent improvement
in their corporate governance scores, Romania maintained a stagnant outlook.

The last panel of Table 2 shows the summary statistics of corporate governance indica-
tors in the case of the advanced countries in the sample. It is seen that the average corporate
governance score was estimated as 68.746, with a standard deviation of 9.693. This value
was larger than the average in developing countries and Romania. With reference to the
corporate governance dimensions, it is seen that the advanced countries had the largest
average scores for corporate transparency and shareholder rights, with values of 81.538 and
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78.48, respectively. In contrast, the dimensions of disclosure and ownership and control had
lower average scores, with values of 65.077 and 67.881, respectively. Finally, the corporate
governance dimension with the lowest score for the advanced countries was the director
liability, with a value of 56.59. When the average scores for the corporate governance
dimensions are compared, it can be found that the advanced countries had larger mean
values than the developing countries in all dimensions, except for the disclosure dimension.
Overall, Table 2 provides valuable descriptive information about the relative performance
of Romania in various corporate governance dimensions compared to other developing
countries. The next part of this section conducts a quantitative analysis in order to see how
corporate governance is connected to stock market development and economic growth.

3.2. Regression Analysis

The previous part of this section provided a detailed comparison of the corporate
governance indicators for Romania in a cross-country setting relative to a large sample
of developing and advanced countries. Given that the sample period covered only the
2006–2020 period (i.e., a total of 15 years) due to data availability issues, it is not possible
to make a detailed quantitative analysis (such as regression estimations) for the case of
individual countries. In other words, the available cross-country dataset does not allow
conducting empirical analysis only for the case of Romania. Given this data restriction,
we conducted a cross-country analysis in order to display the importance of corporate
governance for stock market development and economic growth.

Before moving to the regression analysis, it would be informative to provide the
pairwise cross-correlations of the corporate governance indicators with the variables of
stock market development and economic growth. In this context, Table 3 presents the
Pearson correlation coefficients for these variables. The results are presented in three panels,
with the first panel showing the correlation coefficients for the full sample of 39 advanced
and developing countries, while the second panel shows the results for the developing
countries and the third panel shows the case of advanced countries. It is seen in the
upper panel of Table 3 that GDP growth and stock market capitalisation (i.e., the value of
listed companies in the stock markets as a ratio to GDP) had a positive and statistically
significant (at the 5% level) correlation coefficient, with a value of 0.123. While the size of
the correlation coefficient was not very large, it implies that higher levels of stock market
development were positively associated with higher economic growth rates. The table
also shows that the stock market capitalisation variable had a positive and statistically
significant (at the 5% level) with the corporate governance indicator of the minority investor
protection index, with a value of 0.468. This value was relatively larger and implies that
higher quality of corporate governance practices was positively associated with stock
market development. Since, in return, stock market development was positively associated
with economic growth, it can be argued that corporate governance can produce positive
effects on the economic development of countries.

When the lower two panels of Table 3 were examined, some important differences
in the cross-correlation coefficients were documented across developing and advanced
countries. It was found that, in the case of the developing countries, the economic growth
did not have a statistically significant correlation with any of the other variables. However,
in the case of the stock market development, it had a positive and statistically significant
correlation coefficient, with a value of 0.606. This number is very large and indicates a
strong positive association between corporate governance and stock market development.
In addition, stock market development had positive and statistically significant correlation
coefficients with the corporate governance dimensions of director liability, disclosure,
ownership, and control. In the last panel of Table 3, the correlation coefficients for the
advanced countries are presented. It can be seen that the GDP growth had a positive
and statistically significant (at the 5% level) regression coefficient with the stock market
capitalization and the corporate governance score, with a value of 0.229 and a value of 0.153,
respectively. In addition, the stock market development had a positive and statistically
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significant regression coefficient with the corporate governance indicator (as measured
by the protection of minority rights). Overall, these regression coefficients provide initial
evidence for the two research hypotheses that corporate governance is positively associated
with both stock market development and economic growth.

Table 3. Pairwise cross-correlations.

Pairwise correlations—Full Sample

Variables −1 −2 −3 −4 −5 −6 −7 −8

(1) GDP Growth 1
(2) Stock Market Capitalization 0.123 * 1

(3) Protection of Minority Investors 0.064 0.468 * 1
(4) Corporate Transparency −0.021 −0.024 0.415 * 1

(5) Director Liability 0.047 0.446 * 0.540 * −0.242 * 1
(6) Disclosure 0.130 * 0.399 * 0.705 * 0.121 * 0.249 * 1

(7) Ownership and Control −0.072 −0.028 0.468 * 0.315 * 0.088 −0.114 1
(8) Shareholder Rights −0.019 −0.232 * 0.402 * 0.322 * −0.132 * −0.031 0.564 * 1

Pairwise correlations—Developing Countries

Variables −1 −2 −3 −4 −5 −6 −7 −8

(1) GDP Growth 1
(2) Stock Market Capitalization −0.027 1

(3) Protection of Minority Investors −0.006 0.606 * 1
(4) Corporate Transparency 0.061 −0.05 0.580 * 1

(5) Director Liability −0.034 0.627 * 0.333 * −0.255 * 1
(6) Disclosure 0.075 0.306 * 0.708 * 0.002 0.171 * 1

(7) Ownership and Control 0.043 0.489 * 0.755 * 0.646 * 0.123 0.075 1
(8) Shareholder Rights 0.021 0.027 0.606 * 0.574 * −0.278 * 0.146 0.746 * 1

Pairwise correlations—Advanced Countries

Variables −1 −2 −3 −4 −5 −6 −7 −8

(1) GDP Growth 1
(2) Stock Market Capitalization 0.229 * 1

(3) Protection of Minority Investors 0.153 * 0.381 * 1
(4) Corporate Transparency −0.088 0.033 0.135 1

(5) Director Liability 0.121 * 0.308 * 0.697 * −0.359 * 1
(6) Disclosure 0.119 * 0.475 * 0.785 * 0.462 * 0.332 * 1

(7) Ownership and Control −0.126 −0.320 * 0.239 * −0.097 0.054 −0.201 * 1
(8) Shareholder Rights −0.047 −0.451 * 0.155 * −0.173 * −0.001 −0.170 * 0.410 * 1

* shows significance at the 0.05 level.

The above findings are important for the case of Romania, as well. Figure 2a shows
the evolution of the stock market capitalisation in Romania for the 2006–2020 period. It can
be seen that, before the global financial crisis, the stock markets had a size of above 20%
of GDP, while this ratio declined around 10% of GDP after the global financial crisis and
stagnated at these values. Given that the stock market development levels are larger in
other countries (an average of around 70% in the developing countries and 80% in the
advanced countries), the 10% can be considered too low for efficient capital markets in
Romania. Hence, supporting stock market development can be an important policy area
for the country. In return, the improvement of corporate governance practices can be
an effective measure to support stock market development and economic growth in the
country. Figure 2b shows that, in the full sample, there is a positive association between
stock market development and corporate governance scores.
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Figure 2. Stock markets and corporate governance. (a) stock market capitalisation/GDP (%) Romania; (b) scatter plot
between stock market capitalisation (% of GDP) and the corporate governance index.

After presenting evidence from the analysis of cross-correlations and graphs, the fi-
nal part of the empirical analysis presents the regression results. Specifically, Table 4
presents the OLS results and Table 5 provides the FE regression results. The presence of
multicollinearity was tested for Model (3) using the VIF values, and it was found that
the corresponding VIF values were less than 5, thereby showing no presence of serious
multicollinearity in the estimations. The results of the OLS regressions indicate that both
stock market and corporate governance are statistically significant predictors of the eco-
nomic growth in the full sample, as well as the sub-samples of advanced and developing
countries.

Table 4. OLS regression results.

(1) (2) (3) (4) (5)

Variables Full Sample Full Sample Full Sample Developing Advanced

Investment 0.206 *** 0.266 *** 0.265 *** 0.370 *** 0.251 ***
(0.0326) (0.0362) (0.0369) (0.0728) (0.0510)

Savings 0.0636 ** 0.0186 0.00460 0.0284 −0.0174
(0.0253) (0.0243) (0.0236) (0.0430) (0.0293)

Trade 0.000665 −0.000983 −0.00427 0.00555 −0.0100 **
(0.00303) (0.00338) (0.00373) (0.00585) (0.00471)

FDI 0.0484 0.0444 0.0544 −0.00899 0.0892 *
(0.0305) (0.0346) (0.0341) (0.0144) (0.0481)

Credit −0.00993 *** −0.0210 *** −0.0262 *** −0.0237 ** −0.0321 ***
(0.00295) (0.00390) (0.00409) (0.00959) (0.00619)

Stock Markets 0.0147 *** 0.0115 *** 0.0119 ** 0.0172 ***
(0.00294) (0.00320) (0.00499) (0.00483)

Corporate Governance 0.0773 *** 0.0520 * 0.0886 ***
(0.0196) (0.0308) (0.0249)

Observations 520 425 425 154 271
R-squared 0.223 0.287 0.322 0.226 0.390

Refers to the significance levels: *** p < 0.01, ** p < 0.05, * p < 0.1.

Given that the FE model improves over the OLS model by incorporating the unob-
served country effects, the results in Table 5 can be considered more robust. In addition,
we conducted a Hausman test to see where the fixed-effects estimation was the preferred
method over the random-effects estimation. In the full sample, it was found that increasing
stock market development by 10% would lead to 0.22% in the growth rate while increasing
the corporate governance index by 10 points would lead to a 1.2% increase in the eco-
nomic growth rate. It can be seen that these sizes were economically very large as well.
In the case of the OLS model, similar statistically significant effects were obtained for the
developing countries, while these effects became statistically insignificant in the case of
the FE model. Overall, these results were consistent with the findings in the literature
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which has found positive effects of better corporate governance on economic growth and
development (Classens 2006; Claessens and Yurtoglu 2012). Namely, by improving their
corporate governance codes and practices, the economic efficiency of the stock markets can
increase. In return, improved business efficiency and stock market development support
economic growth. These findings are also consistent with the micro-based studies that find
positive performance effects of corporate governance for businesses (Aggarwal et al. 2007).

Table 5. Fixed-effects (FE) regression results.

(1) (2) (3) (4) (5)

Variables Full Sample Full Sample Full Sample Developing Advanced

Investment 0.239 *** 0.286 *** 0.338 *** 0.571 *** 0.225 ***
(0.0392) (0.0449) (0.0471) (0.0881) (0.0613)

Savings 0.243 *** 0.183 *** 0.151 ** 0.0562 0.242 ***
(0.0530) (0.0585) (0.0586) (0.0975) (0.0829)

Trade 0.0238 ** 0.0292 ** 0.0267 ** 0.0424 * 0.0236 *
(0.0111) (0.0119) (0.0118) (0.0241) (0.0128)

FDI 0.0641 *** 0.0556 *** 0.0534 *** −0.0148 0.0979 ***
(0.0133) (0.0154) (0.0152) (0.0247) (0.0192)

Credit −0.0415 *** −0.0499 *** −0.0540 *** −0.0516 * −0.0434 ***
(0.00939) (0.0103) (0.0103) (0.0264) (0.0114)

Stock Markets 0.0205 *** 0.0221 *** 0.0160 0.0284 ***
(0.00608) (0.00602) (0.0105) (0.00719)

Corporate Governance 0.116 *** 0.0380 0.124 ***
(0.0353) (0.0703) (0.0456)

Observations 520 425 425 154 271
R-squared 0.315 0.361 0.378 0.288 0.497

Number of id 39 35 35 12 23
Country FE Yes Yes Yes Yes Yes

Standard errors in parentheses. *** p < 0.01, ** p < 0.05, * p < 0.1.

4. Discussion and Conclusions

This paper has examined the evolution of corporate governance performance in the
case of Romania from a cross-country perspective. The literature shows that corporate
governance is an important factor for the business efficiency, the development of stock mar-
kets, and the economic growth of countries (Classens 2006; Claessens and Yurtoglu 2012).
There are various studies that examine the evolution of corporate governance in Romania,
including cross-country perspectives (Badulescu 2008; Buşu 2015; Popescu et al. 2015; Tofan
and Cigu 2020). However, these studies provide qualitative and descriptive accounts of the
research topic. The present study complements the literature by producing a quantitative
analysis of the cross-country corporate governance performance in the case of Romania.
For this purpose, a specific set of corporate governance indicators from a large sample of
39 advanced and developing countries was collected for the 2006–2020 period. The data
indicates that the corporate governance score of Romania stayed constant for the 2007–
2020 period, while the average scores for the developing countries increased to a large
extent. With reference to the corporate governance dimensions, a mixed picture emerged
in the sense that Romania underperformed other developing countries in the case of the
dimensions of director liability and ownership and control, while it outperformed them in
the case of the dimensions of corporate transparency, disclosure, and shareholder rights.
Another important result is that the stock market capitalisation as a share of GDP was
around 10% in Romania, which was significantly lower than the other countries (which had
around 75% stock market capitalisation ratios). Hence, the stagnant corporate governance
scores and the low development level of stock markets stand out as important business
challenges for the country. The correlation and regression analyses indicate that improve-
ment of corporate governance indicators can affect both the stock market development
and economic growth positively. In conclusion, Romania can benefit greatly from the
improvement of corporate governance codes and practices in the country.

In addition to the macroeconomic and development implications of the papers, the re-
sults also have managerial implications. A study by Aggarwal et al. (2007) shows that
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there can be important cross-country differences in the corporate governance quality and
these differences are also reflected in the performance and valuation of companies. These
findings, along with the above empirical results, imply that companies can benefit greatly
from improving their corporate governance practices, such as transparency (through dif-
ferent policies, such as independent board members and audit committees), disclosure
quality (through different strategies, such as financial reporting and investor relations),
and shareholder rights. Given these benefits, the regulators can also revise the corporate
governance codes and recommendations to follow the best practice examples in the world.
While the paper produces important findings, it can still benefit from addressing some
shortages and expanding the empirical analysis in future research. For example, the em-
pirical methods can include other regression estimations, such as GMM and instrumental
variable (IV) methods. In this way, the endogeneity issues between corporate governance,
stock market development, and economic growth would be addressed more effectively.
In addition, given that there can be major differences in the existing large cross-country
sample, cluster analysis should be in the spirit of Vărzaru et al. (2021).
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