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ABSTRACT The comply-or-explain principle is a central element in the EU corporate governance
framework that was put in place by Directive 2006/46/EC. While avoiding an inflexible ‘one size fits
all’ approach, the principle has lately been questioned because of the quality of corporate governance
reports it has allowed European companies to produce; these companies can either comply with code
provisions, or may explain why they do not comply, that is, why they deviate from a provision of
the code. Seidl et al, in analyzing 257 listed companies that had produced some 715 records of devia-
tions, and their respective ‘explanations’, found that, in contrast to the original idea of comply-or-
explain, which emphasized the possibility of justifying deviations with situation-specific reasons, a
significant number of the deviations analyzed were either not justified at all (that is, they were simply
disclosed) or were justified on the basis of objections of principle (for example, that the code provisions
were inappropriate because they failed to embody best practice). An increasing number of studies
provide evidence that corporate governance statements disclosed on European stock markets lack
quality, mainly in terms of the explanations they include when the companies do not comply with
code provisions. In addressing this issue, the European Commission launched a wide-ranging con-
sultation seeking views on how the ‘explain’ approach could be improved. From this consultation we
analyzed 244 stakeholders’ responses, generating an empirically derived taxonomy of responses. First,
we examine these by providing a descriptive account of the different ways in which stakeholders agree
that the ‘explain’ option should be used, and what kind of alternative solutions companies should
disclose. Second, we discuss the possible implications for code regimes and for management control.
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INTRODUCTION
When making investment decisions, investors
need to have confidence that a company’s
business is being well managed and will continue
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to be well managed in the foreseeable future. To
gain this confidence, one of the main things
investors look at is the information disclosed by
the company’s management in reports such as
annual reports and corporate governance state-
ments (Mallin, 2010). Corporate governance
statements provide information about how a
company is governed, and ultimately about
how the organization is managed. The informa-
tion is delivered to investors and other interested
stakeholders through reports or statements.
However, the information is typically based on
a set of non-binding principles that are often
known as codes of corporate governance (codes)
and are developed by different national and
international standard setters such as the Eur-
opean Commission (EC). The common belief is
that the application of these codes fosters best
practice for the governance of companies.
In Europe the idea of generating best practice

codes for companies – typically for listed com-
panies – and their management began in the
early 1990s after a series of scandals and related
failures of listed companies, particularly in the
United Kingdom. A central element of most
codes is the comply-or-explain principle that
was first put forward in the UK Cadbury
Report of 1992. The document required that
‘[L]isted companies … should state in the
report and accounts whether they comply
with the Code and identify and give reasons
for any areas of non-compliance’ (Cadbury
Report, 1992, p. 17). This principle became a
milestone in the development of the frame-
work for European corporate governance,
which guides listed companies toward the
adoption of what the leading market partici-
pants consider to be best practice (Demirag
and Solomon, 2003). Supported by the High
Level Group of Company Law Experts,
and promoted by the EC for use by Mem-
ber States, the concept ultimately triggered
Directive 2006/46/EC; this Directive made it
mandatory for all listed companies to include
a corporate governance statement in their
annual reports, and for companies to explain
if they departed from parts of the corporate

governance code and to give the reasons for
this departure.
Despite the legal implementation of the

principle at an EU level and its wide promotion
by various national and international organiza-
tions, recent studies (MacNeil and Li, 2006;
Akkermans et al, 2007; Arcot et al, 2010;
Hooghiemstra and van Ees, 2011; Seidl et al,
2012) highlight the fact that the corporate
governance statements disclosed by companies
to the European stock markets show a lack of
quality, mainly in terms of the explanations the
companies provide when not complying. Seidl
et al (2012) carried out an analysis of 257 listed
companies that had produced some 715 records
of deviations, and the ‘explanations’ of these
deviations. They found that, in contrast to the
original idea of comply-or-explain, which
emphasized the possibility of justifying devia-
tions with situation-specific reasons, a signifi-
cant number of the deviations analyzed were
either not justified at all (that is, they were
simply disclosed) or were justified on the basis
of objections of principle (such as that the
code’s provisions were inappropriate and failed
to embody best practice). The EC, too, has
covered the ground in a pan-European study
(RiskMetrics Group, 2009). From the assump-
tion that deficiencies in the practical application
of the comply-or-explain mechanism might
affect its proper functioning (RiskMetrics Group,
2009), the EC launched a wide-ranging con-
sultation, based on a Green Paper, seeking
stakeholders’ views on the effectiveness of the
current corporate governance framework
(European Commission, 2011a).
In this article we will examine the result of

this consultation, looking, in particular, at the
way in which stakeholders express their views
on whether companies departing from the
recommendations of corporate governance codes
should be required to provide detailed explana-
tions for such departures and to describe the
alternative solutions adopted. That is to say, we
seek to explore whether, in the stakeholders’
view, if the ‘explain’ option is used, the state-
ment should provide a detailed explanation for
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the departure from the code and, in addition,
describe the alternative solution adopted. In
analyzing the responses on how the ‘explain’
principle should be applied, we draw in part
on Seidl et al (2012). We pose the following
exploratory research questions:

Research Question 1: To what extent and in
what way do stakeholders agree that the
‘explain’ option should be used to provide
a detailed explanation for a departure from
the provisions of a code?

Research Question 2: What kind of alterna-
tive solutions can be identified in the
responses provided?

To address these questions, we analyzed 244
stakeholders’ responses, identifying 206 views as
‘agree’ (that is, agreeing that detailed explana-
tions should be given for deviations) and the
remaining 38 responses as ‘disagree’ (that is,
arguing that no additional requirements should
be put in place). Our sample included stake-
holder views from professional representatives,
citizens and public authorities, such as business
federations, institutional investors, representa-
tives of the financial services and banking sector,
auditors and accountants, public authorities,
research institutions and stock exchanges
(European Commission, 2011b) from different
countries with contrasting legal cultures, capital
market structures and experiences of regulatory
codes. From the analysis of our data we derived
a taxonomy of different views on how to make
use of the ‘explain’ option for deviations; this
also illustrates the range of ways the ‘explain’
option should be used, from the stakeholders’
perspectives. In line with the original idea of
the comply-or-explain principle, which stresses
that deviations should be justified with situa-
tion-specific reasons (such as company size or
branch), a significant number of the responses
that we analyzed were clearly in favor of
detailed explanations for deviations and of
descriptions of the alternative solutions
adopted, or of further amplification being pro-
vided. The most obvious response to this result

would be to set out provisions requiring devia-
tions to be justified. Such a response is likely to
be made by the EC by ‘an initiative, possibly in
the form of a Recommendation, to improve
the quality of corporate governance reports,
and in particular the quality of explanations
to be provided by companies that depart from
the corporate governance codes’ (European
Commission, 2012, p. 7). Obliging companies
to give reasons for any non-compliance, and
thus forcing them to explain deviations, may
discourage board members and senior manage-
ment from disregarding their duties or acting in
their own self-interest (Dewing and Russell,
2008). In particular, policymakers requiring the
comply-or-explain principle to be followed
should put forward clear principles on the form
of explanation that is required. Our findings
suggest that explanations should contain ade-
quate information regarding the areas in which
the code has not been implemented, the reasons
for the non-compliance and the alternative
solution that has been applied, where relevant.
The remainder of the article is divided into

five sections. First, the theoretical background
is introduced. Second, existing studies on the
use of the comply-or-explain principle, and
the overall quality of the explanations, are
reviewed. Third, the empirical research design
and analytical process is explained. Fourth, we
present the empirical findings, providing
a descriptive account of the different ways in
which stakeholders agree that the ‘explain’
option should be used, and analyzing the argu-
ments against this option. Finally, we discuss the
results and their implications for standard setters.

THEORETICAL BACKGROUND

Agency and stakeholder theory
Corporate governance is commonly taken to
mean the set of policies, processes and customs
by which a company is directed. The pioneer-
ing definition in the UK Cadbury Report
(1992) states that ‘corporate governance can be
defined as the system by which companies are
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directed and controlled’, and the OECD Princi-
ples of Corporate Governance 2004 explain that
‘corporate governance involves a set of relation-
ships between a company’s management, its
board, its shareholders and other stakeholders.
Corporate governance also provides the structure
through which the objectives of the company
are set, and the means of attaining those objec-
tives and monitoring performance are deter-
mined.’ (OECD, 2004, p. 11).
Both definitions express the aim of securing

a company’s good corporate governance prac-
tice by mitigating conflicts of interests, which
are commonly referred to as agency problems
(such as where a manager as agent acts to the
detriment of the shareholders) and which might
arise between different groups of stakeholders
(Gillan and Starks, 2003). The global business
sector is well described in the context of such
conflicts of interests by considering the growth
of the modern company, financed by its stake-
holders such as stockholders, banks and other
institutions and scattered in its ownership,
which over time has legitimated and incorpo-
rated the concept of the separation of owner-
ship and control (Freeman, 2010). This has led
to the current status quo of a global business
sector that is bloated, profitable and prone to
break down. The reason for this is that the
prevailing approaches failed to identify those
who could influence or be influenced by the
company, in the sense of not acknowledging a
broader dimension of influential forces, namely
the stakeholders (Freeman, 2010). That is what
the purpose of corporate governance reporting
is about. It tries to promote the trust of the
company’s stakeholders, which by and large
comprise international and national investors,
customers, employees and the general public.

Cost of capital
The information asymmetries between compa-
nies and their users – typically in the Anglo-
Saxon tradition we focus on investors as users
rather than stakeholders – have over recent
decades become more acute in the discussion

surrounding the information disclosed in the
corporate reports provided by the company’s
management. As managers are assumed to act in
a self-interested way, they create agency costs.
They do this by making decisions that transfer
wealth from the shareholders, who in turn
anticipate such actions and discount the value
of the shares (Beatty and Thomson, 2010).
Disclosure of information is recognized as one
tool that can be used by managers to facilitate
monitoring by shareholders, thereby reducing
agency costs ( Jensen and Meckling, 1976).
As part of this theoretical discourse, there is

an ongoing debate about whether companies
benefit from improved disclosure of informa-
tion with a lower cost of capital. At the center
of this discussion stands a commonly expressed
view that enhanced disclosure lowers the cost of
capital. The logic of this view is based on the
theory that commitment by a company to
increased levels of disclosure lowers the infor-
mation asymmetry component of its cost of
capital (Leuz and Verrecchia, 2000), and thus
that policies that reduce information asymmetry
will increase the liquidity of the market for the
company’s shares (Diamond and Verrecchia,
1991). For instance, based on the assumption
that an environment of information asymmetry
introduces adverse selection into the capital
market, Handa and Linn (1993) reason that
companies can lower the discount at which
their shares are issued by improving their
disclosure and so reducing the information
asymmetries arising either between the com-
pany and outside shareholders or between
those buying and selling the company’s shares.
Similarly, Diamond and Verrecchia (1991)
argue that, by improving disclosure, a company
enhances the liquidity of its shares, thereby
attracting increased demand for them, which in
turn increases their price. By the same argument
it is acknowledged that when managers provide
convincing ‘explanations’ for departures from
code provisions, a commitment to increased
levels of disclosure and increased transparency
to capital markets is given by the company (see
MacNeil and Li, 2006), so the information
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disclosed should reduce the company’s cost of
equity capital by mitigating its agency risks
(Habib, 2006).
Empirical research on the relationship

between disclosure and cost of capital is, how-
ever, inconclusive (Mangena et al, 2010).
Indeed, many studies have investigated disclo-
sure to provide insights into the relationship
between the cost of capital and disclosure, but
overall there is still only limited evidence
regarding the capital market impact of dissemi-
nating information broadly (Bushee et al, 2003).
For example, while some studies document a
positive relationship between the cost of capital
and disclosures (Richardson and Welker, 2001;
Botosan and Plumlee, 2002), others show a
negative relationship (Botosan, 1997; Hail,
2002; Francis et al 2005) and/or no relationship
at all (Mangena et al, 2010). By reviewing these
studies, Mangena et al (2010) and Botosan
(2006) demonstrate that the findings are gen-
erally mixed. Botosan (2006) suggests that
different types of disclosures may influence
the cost of capital in different fashions, and
Mangena et al (2010) conclude: ‘[T]here exists
no evidence on how the different types of
disclosure combine and interact with each other
to influence the cost of capital’ (p. 6).
The discussion around the information dis-

closed in corporate governance statements is
commonly based on the comply-or-explain
principle, which is seen as a self-enforcing
mechanism, in the sense that the capital market
monitors compliance with a code and adjusts
the share prices because investors estimate the
parameters of the return on a company’s share
according to the available information, based
upon perceived risk or moral hazard. It is
argued that it is the role of the capital market
to assess the adequacy of a company’s corporate
governance practices (MacNeil and Li, 2006).
Since a company may deviate from an indivi-
dual standard, the regulatory approach of ‘com-
ply-or-explain’ rejects the view that ‘one size
fits all’. Instead, where individual rules are not
appropriate for a particular organizational set-
ting, companies are expected, even actively

encouraged, to deviate (Seidl et al, 2012). This
expectation is made explicit in the preamble to
the codes. Indeed, policymakers employing the
comply-or-explain principle are well aware
from the outset that certain companies will
have difficulties in complying with certain
provisions (Seidl et al, 2012). A decision not to
comply is based on the assumption that the
market will either penalize non-compliance
through lowering the share price (thus creating
a market sanction), or accept (for whatever
reason) that non-compliance is justified in the
circumstances (MacNeil and Li, 2006). In the
first case, it might be expected that a company
that does not provide a convincing ‘explana-
tion’ will face an ‘illegitimacy discount’
(Zuckerman, 1999) from the market. In the
second case, it is argued that ‘there is a prima facie
link between share price performance and
investors’ tolerance of non-compliance’ with
code provisions (MacNeil and Li, 2006, p. 486).
On the second point, it is worth noting that if
such a link does exist then it has been surpris-
ingly hard to demonstrate; ‘in any event […]
market forces evidently lacked the power to
prevent the kind of scandals that has so under-
mined investor confidence’ (Alles et al, 2006,
p. 86). Thus, if there are grounds that make
sanctions unlikely to be imposed (for example,
the company is performing well, so investors are
unlikely to question governance practices), the
risks of market sanctions being imposed on the
company ‘may be regarded as relatively low,
even if non-compliance is a recurring event’
(MacNeil and Li, 2006, p. 487). One explana-
tion that can be given for this is that a perquisite
for pricing governance is the ability to measure
it, but for outside shareholders the correct
measurement of a company’s internal govern-
ance practices is precisely the main hitch, thus
short-circuiting the application of market forces
(Alles et al, 2006). This might explain why
empirical evidence on whether disclosure
reduces the cost of capital, via a reduction in
adverse selection and the estimation risk asso-
ciated with investors’ assessment of the return
from a company’s shares, is generally mixed
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(Mangena et al, 2010). Most importantly, share-
holders seem to be willing to tolerate non-
compliance with corporate governance codes so
long as financial performance is deemed to be
adequate (MacNeil and Li, 2006; Dewing and
Russell, 2008), and they may, in their invest-
ment and divestment decision-making process,
use a combination of financial and non-finan-
cial information. There is support for this from
Amir and Lev (1996), who propose that there is
a complementarity between financial and non-
financial information in explaining share prices.
As Mangena et al (2010) write, ‘the impact of
disclosure on the cost of capital may be influ-
enced by the combination and interaction of
difference disclosure types’ (p. 6). The implica-
tion is that investors may, in their investment
decision-making processes, use a combination
of the information that is disclosed (such as
governance structure and financial disclosures)
to arrive at an appropriate valuation of the
company.

Legitimacy theory
In the eyes of a company’s stakeholders there
are institutionalized expectations of how the
company should behave in order to gain legiti-
macy. If legitimacy is defined as a generalized
perception or assumption that the actions of
an entity are desirable, proper or appropriate
within some socially constructed system of
norms, values, beliefs and definitions (Suchman,
1995), legitimacy theory can be explained in the
light of Directive 2006/46/EC. This Directive
imposed the comply-or-explain principle on all
companies listed on an EU stock market, by
mandating the inclusion of a corporate govern-
ance statement in their annual reports. Compa-
nies must explain any departure from a part of
the corporate governance code, and the reasons
for this departure. Although the statutory audi-
tor is obliged to check whether a corporate
governance statement is produced, he has
no obligation to evaluate the quality of the
explanation. In terms of legitimacy theory,
companies that do not provide convincing

‘explanations’ for non-compliance are expected
to face an ‘illegitimacy discount’ (Zuckerman,
1999) from the capital markets. It is up to the
key audience, in this case primarily investors, ‘to
make an informed assessment of whether non-
compliance is justified in the particular circum-
stances’ (MacNeil and Li, 2006, p. 499), and
‘thus whether an illegitimacy discount should
be applied’ (Seidl et al, 2012, p. 795). Even if the
capital markets are content, adverse comment
in the press on a company’s compliance position
may have a negative impact on the company
(Seidl 2007; Seidl et al, 2012).
Particularly interesting from a legitimacy

perspective is the inherent flexibility of com-
ply-or-explain based codes (Seidl et al, 2012).
The code provisions are explicitly meant to be
applied flexibly. Behind the comply-or-explain
principle lies the argument that companies are
not expected to follow all provisions on a ‘one
size fits all’ basis. Instead, since companies differ
widely in their businesses and structures, com-
panies should choose the structure that suits
them best, and therefore corporate governance
structures and rules that suit all companies
cannot be laid down (Arcot et al, 2010). Where
individual rules are not appropriate for a parti-
cular organizational setting, companies are
expected, even actively encouraged, to deviate.
Hence, rather than forcing companies into
governance solutions that do not fit their
particular circumstances, either because they
are ‘technically’ not feasible or because the costs
incurred in meeting these solutions are dispro-
portionate to the benefits, companies can devi-
ate from individual code provisions – as long as
they clearly state their reasons. It is the essential
genius of comply-or-explain that companies
can be said to be in conformance with the code
even when deviating from it. In that sense ‘a
meaningful explanation can fully justify non-
compliance’ (European Corporate Governance
Forum, 2006a, p. 1), so ‘[n]on-compliance can
be (but is not necessarily) compliant’ (Seidl et al,
2012, p. 796).
The comply-or-explain principle can be

understood well in the light of legitimacy
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theory, since explanations for deviations from
the code can be understood as means of legit-
imating the company’s actions. If the given
explanations are satisfactory, the principle con-
fers legitimacy on both the underlying action
and the explanation, and hence legitimates the
company as a whole (Seidl et al, 2012). Thus,
compliance statements are a key means by
which companies seek approval for their gov-
ernance arrangements, and hence preserve their
overall legitimacy. The explanations provided
in the statements can be conceived as legitimacy
tactics (Seidl et al, 2012).
Further, in contrast to most other regimes,

corporate governance codes acknowledge from
the outset that deviations can be as legitimate as
compliance with the code provisions. The
regime – in the form of the comply-or-
explain-principle – reflexively regulates devia-
tions from itself. In that sense, the comply-or-
explain principle acts as a meta-regime, or a
regime that regulates when and how deviations
from the primary institution (in this case the
code provisions) can be seen as legitimate (Seidl
et al, 2012). While in other cases organizations
would engage discursively in explanations and
justifications, particularly when deviating from
an institution, here explanation and justification
for deviations is part of the institution itself (that
is, the formal comply-or-explain principle).
This is an important aspect when one is exam-
ining the implications of the way the comply-
or-explain principle has been used to go
beyond the intention of the designers of the
codes (which was to avoid an inflexible ‘one
size fits all’ body of rules).
However, it can be asked why disclosure – in

the form of the comply-or-explain principle –
should be regarded as the best way to minimize
principal–agent conflicts, particularly when the
comply-or-explain principle itself leaves open
exactly what form of explanation is required. In
juxtaposition, there exists a well-developed
body of company law (in the form of the laws
relating to directors’ fiduciary duty) ‘that has as
one of its primary objectives controlling the
(inevitable) “principal-agent” conflicts that arise

in companies’ (MacNeil and Li, 2006, p. 487). In
other words, as Alles (2010) points out, ‘market
forces may discipline boards of directors and
managers, but that is a diffuse and hence expen-
sive and wasteful policing device compared to
other more direct governance mechanisms’(p. 5).
Direct governance mechanisms such as, for
example, those provided in company law call
into question the operation of the comply-or-
explain principle, and lead one to ask why a code
could not be integrated into company law as a set
of default rules that would be open to disapplica-
tion through a resolution adopted at a share-
holders’ meeting (MacNeil and Li, 2006). In the
light of the discussion about the link between the
comply-or-explain principle and its self-regula-
tory status, the work by MacNeil and Li (2006)
is worth highlighting. The benefits of flexibility
that are claimed to result from the comply-or-
explain principle and are generally associated
with the self-regulatory status of the code seem
to be overstated in the argument about why
a code could not be integrated into company
law. These authors conclude that the comply-
or-explain principle ‘does not appear to deliver
a role for the market that is in principle different
from that which would result from the code
being a default rule in company law’ (MacNeil
and Li, 2006, p. 493).

RECENT STUDIES
To date in the European setting, only a few
studies have attempted to address questions
relating to the use of the comply-or-explain
principle and the overall quality of the explana-
tions given. MacNeil and Li (2006) reviewed
UK companies and their statements of compli-
ance with the UK code. Their findings were
that disclosure of non-compliance provides no
foundation to enable investors to make a proper
evaluation (MacNeil and Li, 2006), which
means that the disclosures were not suitable
vehicles for the provision of reasoned explana-
tions. However, their conclusion is question-
able, as Akkermans et al (2007) and Arcot et al
(2010) found that monitors clearly decide that
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many of the explanations provided are accep-
table. Arcot et al (2010) examined the effective-
ness of the comply-or-explain approach in the
United Kingdom for the period 1998–2004.
They showed that those UK companies that did
not comply also failed to provide appropriate
explanations for their deviations, and frequently
used generic explanations in cases of non-
compliance. In consequence, they concluded
that compliance has been adopted by the UK
market as a rule, but that companies’ reporting
practices are evidence that companies have used
subjective interpretations of what compliance
means. Terming the comply-or-explain approach
as ‘apply-or-explain’ would be a much more
accurate definition of the concept. Arcot et al
(2010) concluded that this small but significant
reformulation might help to encourage inves-
tors to pay greater attention to explanations.
Akkermans et al (2007) found similar outcomes
when reviewing the implementation of the
Dutch corporate governance code. Their find-
ings indicate a high level of compliance with
the code, but the conclusion they drew is that
the explanations for non-compliance were, in
nature and content, quite similar for all compa-
nies (Akkermans et al, 2007). In contrast to the
original idea of comply-or-explain, which
emphasized the possibility of justifying devia-
tions with situation-specific reasons, all three
studies highlight the fact that companies’ cor-
porate governance statements disclosed on Eur-
opean stock markets showed a lack of quality in
terms of the explanations they provided for not
complying. Deviations are, for example, either
not justified at all or are justified on the basis
of objections of principle. The EC has also
covered this ground in a pan-European study
(RiskMetrics Group, 2009). Companies in
countries where the recommended method is
to disclose the comply-or-explain information
on a provision-by-provision basis more often
present explanations of a lower quality than
companies in countries where only general
information needs to be disclosed. The general
conclusion one might draw is that there is very
likely to be a box-ticking exercise effect,

because the comply-or-explain mechanism
becomes a box-ticking exercise when disclosure
is made on a provision-by-provision basis.
In countries where it is only necessary to
provide explanations when deviating from
a provision, on the other hand, companies
give more in-depth and informative explana-
tions (RiskMetrics Group, 2009).
While all four studies examine the quality of

the explanations, RiskMetrics Group (2009)
further attempts to categorize the explanations,
by defining categories, in particular of ‘invalid
explanations’ (when just the fact of the
deviation is disclosed), ‘general explanations’,
‘limited explanations’ (when just the existing
governance arrangement is disclosed), ‘specific
explanations’ (when deviation is explained on
the basis of the situation of the company) and
‘transitional explanations’ (when the explana-
tion refers to the temporary nature of the
deviation) (RiskMetrics Group, 2009, p. 169).
This report concludes, by using this classifica-
tion, that the level of information in explana-
tions given in corporate governance reports is
insufficient (RiskMetrics Group, 2009). How-
ever, as Seidl et al (2012) note, ‘these studies
provide a starting point [relating to the use
of comply-or-explain and the overall quality
of explanations] but given the wide diffusion of
governance codes and the centrality of the
comply-or-explain approach within them,
there appears to be a particular need for a more
detailed, nuanced, exploration of the way
in which the principle is put into practice
[…]’ (p. 793). A more in-depth way to categor-
ize explanations has been employed by
Hooghiemstra and van Ees (2011). They used
nine separate categories in the content analysis
element of their examination of the trade-offs
for firms between flexibility and uncertainty in
the use of comply-or-explain. Perhaps the best
attempt so far to categorize explanations has
been made by Seidl et al (2012), who developed
an empirically derived taxonomy of types of
explanation – deficient, context-specific, prin-
cipled – and several important sub-categories,
which reveal the common ways in which
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companies use the opportunity to explain
deviations. The methodological and analytical
rigor employed in their research design took
a more robust and systematic approach to
categorization than earlier studies. Seidl
et al (2012) found that a significant number of
the deviations analyzed were either not justified
at all (that is, they were simply disclosed) or
were justified on the basis of objections of
principle (such as that the code provisions were
inappropriate because they failed to embody
best practice).
Hooghiemstra (2012) was the first to identify

the gap in academic research and the particular
need for a more detailed exploration of the way
in which the ‘explain’ approach is put into
practice. In his study, Hooghiemstra examined
the association between the characteristics of
the firm and the level of information in its
explanations for deviations. He examined com-
panies in the Netherlands in the time period
2005–2009, concluding that ‘… not all firms
properly explain deviations from the Dutch
corporate governance code, and […] certain
firm characteristics relating to board strength,
ownership concentration, analyst following and
leverage are associated with a firm’s decision
to provide either generic, but uninformative
explanations, or more firm-specific explana-
tions’ (Hooghiemstra, 2012, p. 20).
In this article we will examine the way in

which stakeholders express their views about
whether companies departing from the recom-
mendations of corporate governance codes
should be required to provide detailed explana-
tions for such departures and to describe the
alternative solutions adopted.

METHODOLOGICAL APPROACH

Data collection
This study focuses on the analysis of secondary
data that we have collected from responses to
the public consultation held by the EC from
5 April 2011 to 22 July 2011 in which the
Commission sought views on possible ways

forward to improve existing corporate govern-
ance mechanisms. The consultation comprised
25 questions concerning three important cor-
porate governance mechanisms – the board,
the shareholders and the comply-or-explain
principle – which the Green Paper ‘On
Corporate Governance in Europe’ (European
Commission, 2011a) formulated for this pur-
pose. The comply-or-explain principle found
its way into question 24 with the formulation,
‘Do you agree that companies departing from
the recommendations of corporate governance
codes should be required to provide detailed
explanations for such departures and describe
the alternative solutions adopted?’
We analyzed the stakeholders’ views on how

the ‘explain’ approach should be used, by
looking at the answers to this question that
were given by professional representatives, citi-
zens and public authorities such as business
federations, institutional investors, representa-
tives of the financial services and banking sector,
auditors and accountants, public authorities,
research institutions and stock exchanges
(European Commission, 2011b). The data we
collected comprised the responses of 244 inter-
ested parties. To arrive at this number, all
publicly available answers were downloaded
from the EC website, (ec.europa.eu/internal_
market/consultations/2011/corporate-governa
nce-framework/index_en.htm) resulting in
a population of 408 respondents.1 Next, all
responses were scrutinized. We first excluded
90 records as they were given in a language
other than English, Swedish or Danish, leading
to a sample of 318 respondents. Out of this
sample, 74 did not provide a response to the
relevant question we analyze as to why this
stakeholder group had additional to be
excluded. This leaves 244 answers as the final
sample for analysis (see Table A1 in the Appen-
dix for a list of sources of the responses).

Data analysis
To answer our research question on how many
stakeholders are of the opinion that companies

Inwinkl et al

218 © 2015 Macmillan Publishers Ltd. 1741-3591 International Journal of Disclosure and Governance Vol. 12, 3, 210–229



    
  A

UTHOR C
OPY

departing from the recommendations of corpo-
rate governance codes should be required to
provide detailed explanations for such depar-
tures and to describe the alternative solutions
adopted, we first identified those respondents
who were clearly in favor of this requirement.
Content analysis of the 244 selected responses
was carried out (Babbie, 2003; Krippendorf,
2004). The coding of the answers involved
several iterative steps. Initially, two of the
authors of this article, working independently
from each other, analyzed the 244 answers. This
exercise resulted in two sets of preliminary
categories of ‘agree’ (which was defined to
mean that the respondent said that deviations
should result in detailed explanations) and ‘dis-
agree’ (which was defined to mean that the
respondent thought that no additional require-
ments should be put in place). These sets were
then compared, and the differences considered,
leading to an initial common set of categories.
Each resulting set was then organized into two
final main categories, ‘agree’ and ‘disagree’, and
sub-categories. On the basis of this set of main
categories, two authors independently analyzed
the sub-categories again. The results were com-
pared and reconciled, which led to the cate-
gories described below.
We identify for the first main category 206

answers as ‘agree’ (see Table 1); these respon-
dents agree that companies departing from the
recommendations of corporate governance
codes should be required to provide explana-
tions for such departures. These respondents are
classified into the following sub-categories
(in order of frequency): (i) consent with no further
remarks and (ii) consent with further remarks.

The latter sub-category comprises the following
possible views: (i) the UK and Swedish (SE) Codes
are the best practice model; (ii) companies should
disclose the reason for deviations; (iii) companies
should briefly explain; (iv) companies should comply
and explain; and (v) companies should disclose
their alternative solution. In the second main
category, 38 answers were classified as ‘disagree’
responses, for those respondents who ‘did not
agree’ (see Table 1). Within this ‘disagree’
category, six sub-categories grounded in differ-
ent arguments were identified and classified
as respondents who (in order of frequency):
(i) request no more requirements; (ii) highlight that
the matter should be left to shareholders/the market;
(iii) declare that the codes and directives are sufficient;
(iv) see the problem as being the lack of a common set
of principles; (v) think there will not necessarily be
enhanced quality through detailed explanations; and
(vi) are of the opinion that the full effect of Directive
78/660/EC should be awaited. The result of this
analysis is presented in the section ‘Analysis and
Findings’ of this article.

ANALYSIS AND FINDINGS

Consent with no further remarks
An examination of the responses from the
sample shows that a total of 84 per cent of
respondents were clearly in favor of requiring
companies to provide detailed explanations if
they departed from the code. This highlights
the fact that the stakeholders who expressed
their views in the consultation are in agreement
with the original idea of comply-or-explain,
an idea that emphasizes the possibility of justify-
ing deviations with situation-specific reasons.
Such justifications are generally accepted, as ‘we
are dealing here with an institution (the provi-
sions of the code) and a meta-institution (the
comply-or-explain principle) that together
confer legitimacy on what would otherwise be
considered illegitimate – noncompliance with
rules’ (Seidl et al, 2012, p. 794). Although an
absolute percentage of 84 per cent is of this
opinion, 62 per cent of these gave no further

Table 1: Main categories

Replies

In numbers In percentage

Group of ‘agree’ 206 84
Group of ‘disagree’ 38 16
Total sample 244 100
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even if the vast majority, an absolute percentage
of 84 per cent, is in favor of requiring more
detailed explanations to justify deviations, only
22 per cent of them provide additional com-
ments and remarks about this. However, the
ideas expressed about the effect of implement-
ing the proposal – that companies departing
from the recommendations of corporate gov-
ernance codes should be required to provide
detailed explanations for such departures and to
describe the alternative solutions adopted –
differ, giving us evidence that the existing
comply-or-explain mechanism as a self-regula-
tory system leaves open the question of what
form of explanation is required. We will turn to
this in the following section.

Consent with further remarks

The UK and SE Code as best practice
model
We term our first sub-category of ‘agree’, in the
category of ‘consent with further remarks’, ‘the
UK and SE Code as best practice model’. These
respondents highlight in some way that they are
in favor of requiring companies to give a more

detailed explanation of deviations, mentioning
explicitly either the Swedish (SE) corporate
governance code and or in some other cases the
UK corporate governance code, as a best practice
example. This is in large part the result of the
emphasis in the Green Paper on the Swedish
corporate governance code as an excellent
example of exact requirements for how compa-
nies are to act when they deviate from the code
(European Commission, 2011a). The Swedish
code contains the following stipulations (the
bold text is highlighted by the authors):

The Code acts as a complement to legisla-
tion and other regulations by specifying a
norm for good corporate governance at a
higher level of ambition than the statutory
regulation. However, this norm is not
mandatory. Companies may deviate
from individual rules, providing they
report each deviation, describe their
own solution and explain why. In this
way, the actors in the market can form
their own opinions on the solution the
company has chosen.(Swedish Code of
Corporate Governance, 2010, p. 3)

The explicit reference made by 11 per cent
of respondents to the Swedish corporate

Table 2: Group of ‘agree’ and sub-categories

Group of ‘agree’ replies in

Numbers Percentage

(a) Consent with no further remarks 152 62
(b) Consent with further remarks 54 22

Sub-categories replies in

Numbers Percentage

(a) The UK and SE Codes as best practice model 26 11
(b) Disclose reason for deviation 15 6
(c) Briefly explain 6 2
(d) Comply and explain 5 2
(e) Disclose alternative solution 2 1

Total sample of ‘agree’ 206 84
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governance code (see Table 2) may very well
indicate that this group is making a fairly
concrete request that there should be a clarifica-
tion of corporate governance codes, for which
the Swedish code could serve as a best practice
model. The Federation of European Accoun-
tants (FEE, 2011), for example, states:

The clarification of the principle could
be with regard to the content of the
explanations. The explanation should
contain adequate information regarding
the areas where the corporate govern-
ance code has not been implemented,
the reasons for the non-compliance
and what alternative solution has been
applied instead, where relevant. This is
similar to the approach taken in the
Swedish corporate governance code, as
referred to in the Green Paper, and
appears to be a measure that could facil-
itate a more consistent application with
more informative explanations of non-
compliance. Such clearer principles for
the explanations could also to some
extent mitigate the risks of explanations
being articulated in generic boilerplate
disclosures as they would be more com-
pany specific.(p. 14)

In other words, if the comply-or-explain princi-
ple is to work effectively, then the provisions of
the code ought to contain clear principles for
explanations. That is to say, informative explana-
tions of non-compliance given by companies on
an individual basis could facilitate a more con-
sistent application of the code. This might, in
consequence, alter companies’ actions without
the companies being ‘corseted’ by the principles
to be followed for explanations. On the contrary,
if companies take into account their own indivi-
dual circumstances in complying with principles
for explanations set out in their respective codes
this will, to some extent, mitigate the risks of
explanations being articulated in generic boiler-
plate disclosures and thus be consistent with the
original idea of comply-or-explain – the avoid-
ance of a ‘one size fits all’ set of rules.

Disclose reason for deviation
The respondents in our second sub-category
under ‘agree’, in the group of ‘consent with
further remarks’, reacted to the formulation of
question number 24 of the consultation and the
proposal therein on the subject of ‘… describe
the alternative solutions adopted’ by proposing
that companies should only ‘disclose the reason
for deviation’. In contrast to the proposed
requirement in the Green Paper, and to the
views in the previous sub-category that indir-
ectly, by referring to the Swedish code, high-
lighted a requirement to disclose the alternative
solution, the views in this sub-category (into
which 6 per cent of the stakeholders’ views
were found to fall) put an emphasis on a clear
and informative explanation of the reason why
the company did not comply with the provision
or recommendation, rather than on the com-
pany being forced to disclose the alternative
solution. These stakeholders noted that compa-
nies are sometimes unable to comply with
a provision, and that there might not be an
alternative solution. In that respect the state-
ment drawn up by the BT (2011) Group Plc
might be worth quoting:

In respect of the description of alternative
solutions, in some cases there is not a
“solution” to a departure from a code
provision, the description of the code
departure should provide all the informa-
tion investors require to formulate an
opinion. The concept of “alternative solu-
tions” is not therefore a necessary addition.
(p. 8)

Briefly explain
The analysis of the empirical findings brought
to light the fact that 22 per cent of the stake-
holders (whose views are grouped in the cate-
gory ‘agree’ and then in the sub-category
‘consent with further remarks’) agreed in prin-
ciple with the requirements suggested, but
made additional remarks. For the third sub-
category we used the term ‘briefly explain’ to
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describe the view of six respondents that it is
enough for a company to give a brief explana-
tion. One reason for this view might simply be
that answers classified in this category (based on
the responses to the survey question) depend
on the company’s own frame of reference.
Another explanation of this opinion might
be practical concerns about business secrets.
It might be a competitive disadvantage for
a company to disclose why it did not follow
a suggested provision, and this would equally
apply to having to disclose the alternative
solution. However, even if an explanation is
brief a company can be said to conform to the
code even when deviating from it, if the
explanation is meaningful. That is, ‘a mean-
ingful explanation can fully justify non-
compliance’ (European Corporate Governance
Forum, 2006a, p. 1).

Comply and explain
The fourth sub-category of ‘agree’ that we
could identify in the sub-category of ‘consent
with further remarks’ is that in which respon-
dents highlighted that they preferred a ‘comply
and explain’ model to disclose meaningful
information, even when complying would
make the company more open and transparent
in its communication with its stakeholders. For
example, JRBH (2011) Strategy & Manage-
ment declared:

In our experience, the “comply or
explain” provision is most effective where
companies are open and transparent in
their communications. Consequently,
JRBH would advocate that companies
provide more meaningful disclosure, even
where they have complied with regulatory
measures. (p. 4)

In consequence, by implementing the principle
in this way, companies would have to legit-
imate their compliance as well. The suggestion
is in line with a proposal made by Arcot et al
(2010). By using the term ‘apply or explain’
instead of ‘comply and explain’, Arcot et al

(2010) stressed that explaining a deviation is
also a way of complying with the code. They
considered that such a reformulation would be
more accurate, and would likely encourage
shareholders to pay greater attention to the
explanations given.

Disclose alternative solutions
The fifth and last sub-category of ‘agree’ that
we could identify in the sub-category of ‘con-
sent with further remarks’ is ‘disclose alternative
solutions’. Here respondents expressed the view
that it was enough just to disclose the alternative
solution, without disclosing the reason for the
deviation. When considered with the second
sub-category ‘disclose reasons only’, this group
contradicts the view discussed above.

Arguments in the ‘disagree’
category
A small number of views (16 per cent – see
Table 1) fall into the category we classified as
‘disagree’. Among these ‘disagree’ responses, six
sub-categories were identified and classified:
(i) respondents who request no more requirements;
(ii) respondents who highlight that the matter should
be left to the shareholders/the market; (iii) respondents
who declare that the codes and directives are sufficient;
(iv) respondents who see the problem as being the
lack of a common set of principles; (v) respondents
who think that there will not necessarily be enhanced
quality through detailed explanations; and
(vi) respondents who await the full effect of Directive
78/660/EC (see Table 3).
The respondents identified in the sub-

category of no more requirements were of the
opinion that if the comply-or-explain mechan-
ism were to maintain its flexibility, no more
detailed and obligatory requirements should be
imposed. Thus, those respondents in the no more
requirements sub-category, who indicated that
their opinion was that the flexibility of comply-
or-explain should be maintained, might have
excluded the consideration that corporate gov-
ernance codes are soft law, under which it is not
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therefore not considered legally binding. This
makes it difficult to require a more detailed
explanation of possible deviations from the
code and to make sure that the requirement is
being followed, as the code provisions are
explicitly meant to be applied flexibly. This is
particularly interesting from the legitimacy per-
spective, as explanations provided in the corpo-
rate governance statements can be conceived
as legitimacy tactics (Seidl et al, 2012). Differ-
ent explanations refer to different points of
reference as the basis for a justification of the
chosen governance arrangements. In the case of
context-specific justifications, legitimacy is
conferred by the legitimacy of the comply-
or-explain principle itself. That is to say, com-
panies are confirming to the institutionalized
notion at the heart of comply-or-explain – that
they should deviate where a code provision is
inappropriate for their particular context.
Hence, the basis on which companies seek
approval for deviating is nonetheless compli-
ance – non-compliance is, in this case, compli-
ance (Seidl et al, 2012).
This leads us to the type of respondents who

suggest that the subject should be left up to the
shareholders/the market. The most obvious and
straightforward form of explanation is a simple

declaration of compliance with a particular code
provision (Seidl et al, 2012). As such a provision
is, by definition, held to represent best practice,
legitimation is normally assured – provided the
code itself is deemed by wider audiences to be
legitimate. This is the most elementary legiti-
macy tactic – seeking approval by conforming
to an institution (Oliver 1991; Suchman, 1995).
This approval should be given by shareholders
or the market once they have decided whether
they feel that the explanation is adequate. PKPP
Lewiatan (2011), for example, stated [sic]: ‘It is
our belief, that shareholders are capable to
ensure and protect their and their companies
interest sufficiently. Therefore, explanations
duties in regards actions which don’t comply
with C.G. regulation should be addressed to
shareholders or creditors and not as suggested
to “monitoring bodies” ’ (p. 6). The Budapest
Stock Exchange (2011) stated [sic]: ‘The rules of
corporate governance belong to soft law, so
primarily the investors should judge the quality
and the quantity of the answers, how important
the information are for them. However, we
consider advisable to indicate the best market
practice regarding the quality of the answers’
(p. 7). The Budapest Stock Exchange has
further signaled, with this response, that the
costs of compliance must be weighed against
the benefits of disclosure. It should be up to the
investors to accept or reject the quality and level
of the information contained in explanations for
deviations from the code. In this sense the
investors will ultimately have to assess whether
or not an explanation is adequate, a view that is
explicitly stated by the European Corporate
Governance Forum for regulatory authorities:
they ‘should not try and second-guess the
judgment of the board(s) or the value of its/
their explanations. This is a matter for the
company’s shareholders’ (European Corporate
Governance Forum, 2006b, p. 2). The com-
pany’s shareholders by making this assessment
will finally judge on whether the total scope of
explanations provided by the company comes
at the cost of an increase in the risk of corporate
governance failures. Shareholders seem willing

Table 3: Group of ‘disagree’ and sub-categories

Replies in

Numbers Percentage

(a) No more requirements 16 7
(b) Up to shareholders/the
market

10 4

(c) Codes and directives are
sufficient

5 2

(d) Lack of a common set of
principles

3 1

(e) Not necessarily enhanced
quality

2 1

(f) Wait full effect of Directive
78/660/EC

2 1

Total sample of ‘disagree’ 38 16
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to tolerate non-compliance with corporate
governance codes so long as financial perfor-
mance is deemed to be adequate (MacNeil and
Li, 2006; Dewing and Russell, 2008). How-
ever, a reduced share price is a possible punish-
ment for companies offering explanations that
are not sufficiently well grounded (Seidl et al,
2012). This leads on to the group of respon-
dents who declare that the codes and directives are
sufficient. In the words of Svenska Cellulosa
Aktiebolaget (SCA) (2011) ‘[a]gainst this
background [referring to the argument that
the Swedish Corporate Governance Code is
sufficiently detailed; authors’ comment], SCA
believes that more EU rules, with requirements
for detailed reporting and monitoring are not
necessary. Self-regulation in the form of codes
has, in fact, broad support and the development
is moving in the right direction’ (p. 13).
This is very different to the argument that

there is an absence of a common set of principles,
which was raised by some of the stakeholders,
who say that inadequate explanations are caused
by this absence. That is to say, ‘… an important
element lacking however is a common set of
principles encapsulating all elements that are
considered good governance for listed compa-
nies …’, which is how the European Securities
and Market Authority (ESMA) (2011) put it
( p. 13). A common set of principles would
contribute to a more even standard when
comparisons are being made between countries.
It would be easier to benchmark the quality of
the explanations if there were some common
guidelines in the EU as a whole. This would,
most likely, also enhance the quality of the
explanations. Thus, making it mandatory to
provide detailed explanations does not necessa-
rily improve the quality of the information
given. For example, PwC (2011) network of
member firms states, ‘The quality of an expla-
nation is not necessarily enhanced by excessive
detail which can obscure key messages. We
consider that specific content requirements for
explanations are best dealt with at a national
level’ (p. 18). This is why the respondents
holding this opinion are grouped in the

sub-category whose title refers to not necessarily
enhanced quality. The remaining answers fall into
the category await full effect of Directive 78/660/
EC; these respondents highlight the fact that
the full effect of Article 46a of the latest
Directive 78/660/EC has not yet been seen.

Discussion
To recap, we set out to investigate stakeholders’
views on how the quality of corporate govern-
ance reports of companies making use of the
‘explain’ option for deviating can be improved.
In particular, we asked both ‘Should the
“explain” approach provide detailed explana-
tions in the case of a departure?’, and ‘Should,
in addition, the alternative solutions adopted be
described in the corporate governance state-
ment?’ Our analysis of 244 responses to the
consultation launched by the EC in 2011
yielded two principal findings.
First, our analysis across different stakeholder

responses and national contexts revealed that
the majority are clearly in favor of requiring
companies to provide detailed explanations of
why they do not comply, that is, why they
deviate from a code provision. Given the atten-
tion paid by stakeholders to the form and
content of disclosed explanations, it is perhaps
counter-intuitive to suggest that it is the fact of
having to disclose explanations, rather than the
form or content of those explanations, that may
have more impact. Our findings suggest that
policymakers imposing the comply-or-explain
principle should include clear principles for
explanations within the code. The explanations
should contain adequate information regarding
the areas in which the corporate governance
code has not been implemented, the reasons for
the non-compliance and, where relevant, the
alternative solution that has been applied.
Second, our content analysis of the consulta-

tion responses led us to develop an empirically
derived taxonomy of types of stakeholder
views, categorized as ‘agree’ and ‘disagree’, with
several important sub-categories, all of which
reveal common ways in which companies use
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the opportunity to explain deviations. The
result of our analysis is that stakeholders would
ideally prefer more substantive information but
are reasonably happy with the current mechan-
ism in place. Yet, forcing companies to explain
deviations may discourage directors from
disregarding their duties and acting in their
own self-interest. Disclosures also facilitate
shareholders’ appraisal of directors’ conduct
(Dewing and Russell, 2008).
Our present study differs from previous ones

in that we are more concerned with under-
standing how, in the view of stakeholders, the
‘explain’ option should be used. With our
empirically developed taxonomy covering how
companies make use of the ‘explain’ option,
and the description of the different stake-
holders’ views about alternative solutions to
deviations, we offer conceptual insights to aid
the understanding of the critical role played by
the comply-or-explain principle in corporate
governance regimes, and how this is viewed. In
our analysis of the responses about how the
‘explain’ approach should be applied, we draw
in part on Seidl et al (2012) in discussing the
consequences in terms of legitimacy tactics. In
a nutshell, ‘we are dealing here with an institu-
tion (the provisions of the code) and a meta-
institution (the comply-or-explain principle)
that together confer legitimacy on what would
otherwise be considered illegitimate – noncom-
pliance with rules’ (Seidl et al, 2012, p. 793).

CONCLUSION
This article has attempted to generate some new
insights into the way in which the comply-or-
explain principle, a central element of most
corporate governance regimes, is viewed by
its stakeholders, and, in particular, how the
‘explain’ approach (which leaves open exactly
what form of explanation is required) should be
used. We provide an empirical investigation of
the extent to which stakeholders agree that the
‘explain’ option should be used to provide
a detailed explanation for a departure from the
provisions of a code, and of the range of their

views. The article sheds light on the operation
of the ‘explain’ approach to corporate govern-
ance. In particular, justifications for deviations
from code provisions, and what kind of alter-
native solutions stakeholders think should be
assessed, are described. We highlight, as sugges-
tions for improving the level and quality of
compliance, the requirements that explanations
should contain adequate information regarding
the areas in which the corporate governance
code has not been implemented, the reasons for
the non-compliance and the alternative solu-
tion that has been applied, where relevant.
Our findings contribute to practical activities

for international standard setters such as the EC,
by addressing the implications for regulatory
regimes of different types of explanation. The
Commission has responded to this in its Action
Plan 2012 (European Commission, 2012) to
improve the quality of corporate governance
statements, possibly in the form of a recom-
mendation. The most obvious and straightfor-
ward recommendation would be that provided
by the Commission, in particular when refer-
ring to the Swedish code, where it stated ‘in its
corporate governance report, the company is to
state clearly which Code rules it has not com-
plied with, explain the reasons for each case of
non-compliance and describe the solution it has
adopted instead’ (European Commission,
2011a). When adopting such a formulation in
a recommendation at an EU level, companies
would have to provide more detailed explana-
tions and, furthermore, the explanations pro-
vided in the statements could be conceived as
legitimacy tactics. That is to say, different
explanations would refer to different points of
reference as the basis of justification for the
chosen governance arrangements (Seidl et al,
2012).
We also contribute to the literature in two

areas. First, within the corporate governance
literature we build upon earlier studies of
corporate governance codes (for example, Von
Werder et al, 2005; Akkermans et al, 2007;
Seidl, 2007; MacNeil and Li, 2006; Seidl et al,
2012). In particular, we add to that literature a
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taxonomy of types of explanation listed by
stakeholders, and provide new insights into the
way the ‘explain’ principle can be improved.
While it is commonly accepted that ultimate
responsibility for assessing the value of non-
compliance explanations lies with shareholders,
there is no reason why the EC, as an interna-
tional standard setter, could not assist them in
this task by ensuring that the principles in the
code are as clear as possible. This study proposes
that policymakers imposing the comply-or-
explain principle should include in the code
clear principles to be followed when companies
set out their explanations.
Second, we contribute to the literature on

soft law regulation and self-regulation, by pro-
viding new insights into the dynamics of code
provisions and, in particular, into how the
comply-or-explain approach is viewed by stake-
holders. We highlight the tendency of most
stakeholders to agree with the original idea of
comply-or-explain, which emphasizes the pos-
sibility of justifying deviations with situation-
specific reasons. By this contribution we seek to
contribute to society, by offering regulators and
the general public an in-depth analysis of the
opinions of a wide range of stakeholders about
how the quality of corporate governance state-
ments might be improved.

ACKNOWLEDGEMENTS
This article draws on data collected for ‘Com-
ply, or explain better! A qualitative study of
how the explanations of deviations from corpo-
rate governance codes in the EU can be
improved’, which was performed by Sofia
Josefsson and Marie Wallman. The study was
submitted at the Jönköping International Busi-
ness School as master’s thesis and was supervised
by Petra Inwinkl.

NOTE
1 The European Commission Feedback

Statement (European Commission, 2011b)
includes 409 views that were received on the

questions raised. However, when we
downloaded all individual answers from the
European Commissions’ website the number
of answers counted comprised 408 respon-
dents. The reason for this is that one answer
was counted twice by the Commission.

REFERENCES
Akkermans, D. et al. (2007) Corporate governance

in the Netherlands: An overview of the appli-
cation of the Tabaksblat Code in 2004. Corpo-
rate Governance: An International Review 15(6):
1106–1118.

Alles, M. (2010) Faith-based governance. Interna-
tional Journal of Disclosure and Governance 7(1):
4–6.

Alles, M., Datar, S. and Friedland, J. (2006) Market-
based governance: Leveraging D&O insurance
to drive corporate governance. International
Journal of Disclosure and Governance 3(2): 84–98.

Amir, E. and Lev, B. (1996) Value-relevance of
non-financial information: The wireless com-
munications industry. Journal of Accounting and
Economics 22(1–3): 3–30.

Arcot, S., Bruno, V. and Faure-Grimaud, A. (2010)
Corporate governance in the UK: Is the
comply or explain approach working? Interna-
tional Review of Law and Economics 30(2):
193–201.

Babbie, E. (2003) The Practice of Social Research.
10th edn. Belmont, CA: Thomson Learning.

Beattie, V. and Thomson, S.J. (2010) Intellectual
Capital Reporting: Academic Utopia or Corporate
Reality in a Brave New World? Edinburgh,
UK: Institute of Chartered Accountants of
Scotland.

Botosan, C.A. (1997) Disclosure level and the
cost of equity capital. Accounting Review 72(3):
323–349.

Botosan, C.A. (2006) Disclosure and the cost of
equity capital: What do we know? Accounting
and business research. International Accounting
Forum 36(Supplement 1): 31–40.

Botosan, C.A. and Plumlee, M.A. (2002) A re-
examination of disclosure level and the
expected cost of equity capital. Journal of
Accounting Research 40(1): 21–40.

BT Group (2011) Response to the Green Paper on
the EU Corporate Governance Framework.

Inwinkl et al

226 © 2015 Macmillan Publishers Ltd. 1741-3591 International Journal of Disclosure and Governance Vol. 12, 3, 210–229



    
  A

UTHOR C
OPY

BT Group report, 25 July, http://ec.europa
.eu/internal_market/consultations/2011/
corporate-governance-framework/individual-
reples/bt_en.pdf, accessed 23 September 2013.

Budapest Stock Exchange (2011) Response of the
Corporate Governance Committee of the
Budapest Stock Exchange Ltd to the Green
Paper on the EU corporate governance frame-
work. Budapest Stock Exchange report,
http://ec.europa.eu/internal_market/consulta
tions/2011/corporate-governance-framework/
individual-replies/budapest-stock-exchange_
en.pdf, accessed 23 September 2013.

Bushee, B.J., Matsumoto, D.A. and Miller, G.S.
(2003) Open versus closed conference calls:
The determinants and effects of broadening
access to disclosure. Journal of Accounting &
Economics 34(1–3): 149–180.

Cadbury Report (1992) Report of the committee on
the financial aspects of corporate governance,
http://www.ecgi.org/codes/documents/cadbu
ry.pdf, accessed 23 September 2013.

Demirag, S. and Solomon, J.F. (2003) Develop-
ments in international corporate governance
and the impact of recent events. Corporate
Governance: An International Review 11(1):
1–7.

Dewing, I.P. and Russell, P.O. (2008) The indivi-
dualization of corporate governance: The
approved persons’ regime for UK financial
services firms. Accounting, Auditing & Account-
ability Journal 21(7): 978–1000.

Diamond, D.W. and Verrecchia, R.E. (1991) Dis-
closure, liquidity, and the cost of capital. The
Journal of Finance 46(4): 1325–1359.

European Securities and Market Authority (ESMA)
(2011) Response to the Green Paper on the
EU Corporate Governance Framework.
ESMA report, 20 July, http://ec.europa.eu/
internal_market/consultations/2011/corporate-
governance-framework/public-authorities/es
ma_en.pdf, accessed 23 September 2013.

European Commission (2011a) Green Paper:
The EU Corporate Governance Framework.
Brussels: COM(2011) 164 final, http://
eur-lex.europa.eu/LexUriServ/LexUriServ.do?
uri=COM:2011:0164:FIN:EN:PDF, accessed
23 September 2013.

European Commission (2011b) Feedback state-
ment. Summary of responses to the Commis-
sion Green Paper on the EU Corporate

Governance Framework, http://ec.europa
.eu/internal_market/company/docs/modern/
20111115-feedback-statement_en.pdf, accessed
23 September 2013.

European Commission (2012) EC Action Plan:
European Company Law and Corporate Gov-
ernance – A modern Legal Framework for
More Engaged Shareholders and Sustainable
Companies. Brussels, Belgium: COM(2012)
740.

European Corporate Governance Forum (2006a)
Minutes of the meeting of 9 November,
http://ec.europa.eu/internal_market/company/
docs/ecgforum/minutes-09-11-06_en.pdf,
accessed 23 September 2013.

European Corporate Governance Forum (2006b)
Statement of the European Corporate Govern-
ance Forum on the comply-or-explain principle,
22 February, http://ec.europa.eu/internal_
market/company/docs/ecgforum/ecgf-comply-
explain_en.pdf, accessed 23 September 2013.

FEE (2011) European Commission Green Paper on
the EU Corporate Governance Framework.
FEE report, 22 July, http://ec.europa.eu/
internal_market/consultations/2011/corporat
e-governance-framework/registered-organisa
tions/fee_en.pdf, accessed 23 September
2013.

Francis, J.R., Khurana, I.K. and Pereira, R. (2005)
Disclosure incentives and effects on cost of
capital around the world. Accounting Review
80(4): 1125–1162.

Freeman, R.E. (2010) Strategic Management: A Stake-
holder Approach. Cambridge, UK: Cambridge
University Press.

Gillan, S. and Starks, L. (2003) Corporate govern-
ance, corporate ownership, and the role of
institutional investors: A global perspective.
Journal of Applied Finance 13(2): 4–22.

Habib, A. (2006) Information risk and the cost of
capital: Review of the empirical literature.
Journal of Accounting Literature 25: 127–168.

Hail, L. (2002) The impact of voluntary corporate
disclosures on the ex-ante cost of capital for
Swiss firms. European Accounting Review 11(4):
741–773.

Handa, P. and Linn, S.C. (1993) Arbitrage pricing
with estimation risk. Journal of Financial and
Quantitative Analysis 28(1): 81–100.

Hooghiemstra, R. (2012) What determines the infor-
mativeness of firms’ explanations for deviations

The comply-or-explain principle: Stakeholders’ views on how to improve the ‘explain’ approach

227© 2015 Macmillan Publishers Ltd. 1741-3591 International Journal of Disclosure and Governance Vol. 12, 3, 210–229

http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/individual-reples/bt_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/individual-reples/bt_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/individual-reples/bt_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/individual-reples/bt_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/individual-replies/budapest-stock-exchange_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/individual-replies/budapest-stock-exchange_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/individual-replies/budapest-stock-exchange_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/individual-replies/budapest-stock-exchange_en.pdf
http://www.ecgi.org/codes/documents/cadbury.pdf
http://www.ecgi.org/codes/documents/cadbury.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/public-authorities/esma_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/public-authorities/esma_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/public-authorities/esma_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/public-authorities/esma_en.pdf
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2011:0164:FIN:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2011:0164:FIN:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2011:0164:FIN:EN:PDF
http://ec.europa.eu/internal_market/company/docs/modern/20111115-feedback-statement_en.pdf
http://ec.europa.eu/internal_market/company/docs/modern/20111115-feedback-statement_en.pdf
http://ec.europa.eu/internal_market/company/docs/modern/20111115-feedback-statement_en.pdf
http://ec.europa.eu/internal_market/company/docs/ecgforum/minutes-09-11-06_en.pdf
http://ec.europa.eu/internal_market/company/docs/ecgforum/minutes-09-11-06_en.pdf
http://ec.europa.eu/internal_market/company/docs/ecgforum/ecgf-comply-explain_en.pdf
http://ec.europa.eu/internal_market/company/docs/ecgforum/ecgf-comply-explain_en.pdf
http://ec.europa.eu/internal_market/company/docs/ecgforum/ecgf-comply-explain_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/registered-organisations/fee_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/registered-organisations/fee_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/registered-organisations/fee_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/registered-organisations/fee_en.pdf


    
  A

UTHOR C
OPY

from the Dutch corporate governance code?
Accounting and Business Research 42(1): 1–27.

Hooghiemstra, R. and van Ees, H. (2011) Unifor-
mity as response to soft law: Evidence from
compliance and non-compliance with the
Dutch corporate governance code. Regulation
& Governance 5(4): 480–498.

Jensen, M and Meckling, W (1976) Theory of the
firm: Managerial behaviour, agency costs and
ownership structure. Journal of Financial Eco-
nomics 3(4): 305–360.

JRBH (2011) European Commission Green Paper
on the EU Corporate Governance Frame-
work. JRBH report, http://ec.europa.eu/
internal_market/consultations/2011/corporate-
governance-framework/registered-organisatio
ns/jrbh_en.pdf, accessed 23 September
2013.

Krippendorf, K. (2004) Content Analysis: An Intro-
duction to its Methodology. 2nd edn. Thousand
Oaks, CA: Sage.

Leuz, C. and Verrecchia, R.E. (2000) The eco-
nomic consequences of increased disclosure.
Journal of Accounting Research 38(Supplement):
91–124.

MacNeil, I. and Li, X. (2006) Comply or explain:
Market discipline and non-compliance with
the combined code. Corporate Governance: An
International Review 14(5): 486–496.

Mallin, C. (2010) Corporate Governance. Oxford:
Oxford University Press.

Mangena, M., Pike, R. and Li, J. (2010) Intellectual
Capital Disclosure Practices and Effects on the Cost
of Equity Capital. Edinburgh, UK: Institute of
Chartered Accountants of Scotland.

OECD (2004) OECD Principles of Corporate
Governance. OECD Report, http://www
.oecd.org/corporate/ca/corporategovernance
principles/31557724.pdf, accessed 28 April
2013.

Oliver, C. (1991) Strategic responses to institutional
processes. Academy of Management Review
16(1): 145–170.

PKPP Lewiatan (2011) Response to the Green
Paper, the EU Corporate governance frame-
work. PKPP Lewiatan report, 21 July, http://
ec.europa.eu/internal_market/consultations/
2011/corporate-governance-framework/

individual-replies/pkpp-lewiatan_en.pdf,
accessed 23 September 2013.

PwC (2011) Response to the Green Paper on
the EU Corporate Governance Framework.
PwC report, 21 July, http://ec.europa.eu/
internal_market/consultations/2011/corporate-
governance-framework/individual-replies/pwc
_en.pdf, accessed 23 September 2013.

Richardson, A.J. and Welker, M. (2001) Social
disclosure, financial disclosure and the cost of
equity capital. Accounting, Organisations and
Society 26(7–8): 597–616.

RiskMetrics Group (2009) Study on Monitoring and
Enforcement Practices in Corporate Governance in
the Member States. Brussels, Belgium: European
Commission.

Svenska Cellulosa Aktiebolaget (SCA) (2011)
Response to the Green Paper on the EU
Corporate Governance Framework. SCA
report, 22 July, http://ec.europa.eu/internal_
market/consultations/2011/corporate-govern
ance-framework/individual-replies/sca_en.pdf,
accessed 23 September 2013.

Seidl, D. (2007) Standard setting and following in
corporate governance: An observation-theo-
retical study of the effectiveness of governance
codes. Organization 14(5): 705–727.

Seidl, D., Sanderson, P. and Roberts, J. (2012)
Applying the ‘comply-or-explain’ principle:
discursive legitimacy tactics with regard to
codes of corporate governance. Journal of Man-
agement & Governance 17(3): 791–826.

Suchman, M.C. (1995) Managing legitimacy: Stra-
tegic and institutional approaches. Academy of
Management Review 20(3): 571–610.

Swedish Code of Corporate Governance (2010)
The Swedish Corporate Governance Board.
Stockholm, Sweden.

Von Werder, A., Talaulicar, T. and Kolat, G.L.
(2005) Compliance with the German corpo-
rate governance code: An empirical analysis of
the compliance statements by German listed
companies. Corporate Governance: An Interna-
tional Review 13(2): 178–187.

Zuckerman, E.W. (1999) The categorical impera-
tive: Securities analysts and the illegitimacy
discount. The American Journal of Sociology
104(5): 1398–1438.

Inwinkl et al

228 © 2015 Macmillan Publishers Ltd. 1741-3591 International Journal of Disclosure and Governance Vol. 12, 3, 210–229

http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/registered-organisations/jrbh_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/registered-organisations/jrbh_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/registered-organisations/jrbh_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/registered-organisations/jrbh_en.pdf
http://www.oecd.org/corporate/ca/corporategovernanceprinciples/31557724.pdf
http://www.oecd.org/corporate/ca/corporategovernanceprinciples/31557724.pdf
http://www.oecd.org/corporate/ca/corporategovernanceprinciples/31557724.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/individual-replies/pkpp-lewiatan_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/individual-replies/pkpp-lewiatan_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/individual-replies/pkpp-lewiatan_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/individual-replies/pkpp-lewiatan_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/individual-replies/pwc_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/individual-replies/pwc_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/individual-replies/pwc_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/individual-replies/pwc_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/individual-replies/sca_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/individual-replies/sca_en.pdf
http://ec.europa.eu/internal_market/consultations/2011/corporate-governance-framework/individual-replies/sca_en.pdf


    
  A

UTHOR C
OPY

APPENDIX

Table A1: Sources of the responses

Countries included in the sample Responses in numbers Responses made in English Danish

Australia 2 2 —

Austria 1 1 —

Belgium 23 23 —

Bulgaria 2 2 —
Canada 1 1 —

Cyprus 1 1 —

Czech Republic 4 4 —

Denmark 11 9 2
Europe 17 17 —

Finland 10 10 —

Finland/Norway 1 1 —

France 12 12 —
Germany 12 12 —

Greece 1 1 —

Hong Kong 1 1 —

Hungary 3 3 —

Ireland 3 3 —

Italy 8 8 —

Latvia 1 1 —

Lithuania 1 1 —
Luxemburg 1 1 —

Malta 2 2 —

The Netherlands 12 12 —

Norway 5 5 —

Poland 3 3 —

Portugal 1 1 —

Romania 2 2 —

Slovakia 1 1 —
Slovenia 1 1 —

South Africa 2 2 —

Spain 4 4 —

Sweden 23 23 —

Switzerland 1 1 —

The United Kingdom 64 64 —

The United Kingdom/The United States 1 1 —

The United States 5 5 —
International NGO 1 1 —

Total sample of responses in numbers 244 — —

Thereof responses made in English 242 — —

Thereof responses made in Danish 2 — —
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