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This study aims to investigate the level of compliance with CG 
mechanisms and accountability in Libyan listed companies. It 
adopts a qualitative approach, using semi-structured interviews to 
collect the required data from two broad stakeholder groups: 
internal stakeholders (ISG) and external stakeholders (ESG). The 
findings of this study provide evidence that Libyan listed 
companies are to some extent committed to implementing CG 
mechanisms, but that CG and accountability practices are still at 
an early stage of development in the country and there are 
significant weaknesses in terms of practice. Listed companies’ 
commitment is most evident in their adherence to the BoD 
mechanism, but levels of disclosure and transparency are barely 
satisfactory; interviewees argued that at present, disclosure and 
transparency practices in Libya are designed only to meet local, not 
international, requirements. Listed companies have also taken 
practical steps towards meeting the LCGC’s requirements 
regarding the internal and external audit mechanisms, but the 
general view among ISG and ESG interviewees was that these 
mechanisms are currently not robust enough to ensure strong 
internal control systems. Finally, in terms of the shareholders’ 
rights mechanism, majority shareholders are seen to enjoy much 
greater protection, both legally and in practice, than minority 
shareholders. The results of the study reveal that the lack of 
knowledge and awareness about the concept of CG, the weakness 
of the Libyan legislative environment and the lack of accountability 
mechanisms are the most significant factors inhibiting the advance 
of CG in the Libyan environment. This study helps to enrich our 
understanding and knowledge of current CG and accountability 
practices by being the first to investigate CG mechanisms and 
accountability in Libyan listed companies. 
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1. INTRODUCTION 
 
Over the last two decades, the debate about CG has 
intensified, driven by a string of major corporate 
collapses in the US and elsewhere e.g. WorldCom, 
Enron, Parmalat, Arthur Anderson, and Tyco (Steger, 
2014; Hamidi & Gabrielsson, 2014; Briano-Turrent & 
Rodríguez-Ariza, 2016). Subsequent investigations 
have revealed the role played by weak or non-
existent governance structures (Ghafran & 
O’Sullivan, 2017) in these corporate failures, which 
have had long-term economic consequences at both 
national and global levels (Monks & Minow, 2004; 
Al-Baidhani, 2015). As a result, interest in CG has 
grown exponentially, with researchers, theorists and 
regulators around the world calling for renewed 
attention to be paid to the improvement of CG and 
accountability, and international initiatives being 
launched to improve CG practice (Al-Matari et al., 
2012) and develop systems that protect the rights 
and interests of all stakeholders. The most 
significant of these initiatives is the OECD’s creation 
of a set of internationally accepted principles of CG, 
the purpose of which is to protect companies from 
crises by ensuring they follow best practice (OECD, 
2004).  

However, despite the fact that CG has become a 
matter of global concern, most of the research that 
has been produced over the last twenty years has 
focused primarily on developed countries. Much less 
attention has been paid to CG in developing 
countries such as those in the MENA region (Larbsh, 
2010; Iswaissi & Falahati, 2017; Msli, 2018). It is only 
in recent years that research interest has begun to 
grow in the extent to which developing countries are 
implementing CG codes at firm level, the factors 
facilitating and impeding their implementation, and 
the consequences of implementation at national 
level (Andreasson, 2011; Salterio et al., 2013; 
Mahadeo & Soobaroyen, 2016; Ntim et al., 2017). 
Claessens and Yurtoglu (2012) highlight the 
particular importance of understanding how CG 
practices in developing countries compared with 
best practices, arguing that such an understanding is 
central to improving CG mechanisms in these 
countries and, in turn, increasing listed companies’ 
access to finance, raising performance and ensuring 
fair treatment for all relevant stakeholders. There 
are significant differences between developed 
countries and Libya in terms of attitudes towards CG 
and accountability. Leuz et al., (2003) concluded that 
in developing countries with weak economies, 
investors have few rights, regulation is not enforced 
and the earnings of higher level management are 
opaque. Elshahoubi (2019) observes that the concept 
of CG was not introduced to Libya until 2005, the 
Libyan laws do not currently have a legal/regulatory 
framework that supports CG and accountability 
practices. In addition, the level of disclosure and 
transparency in these companies is barely 
satisfactory, since, at present, disclosure and 
transparency practices in Libya are designed only to 
meet local requirements. 

The study aims to respond to the dearth of 
practical evidence on CG mechanisms and 
accountability in Arab and developing countries by 
providing insights from both internal and external 
stakeholders in the Libyan environment to 
investigate the extent to which CG mechanisms and 
accountability are being implemented in Libyan 
listed companies. The research also offers an initial 

picture of those factors that have the most 
significant inhibiting effects on CG and 
accountability practices within these listed 
companies. In particular, it focuses on answering the 
following questions:  

 To what extent are Libyan listed companies 
committed to implementing CG mechanisms and 
accountability? 

 What factors inhibit CG and accountability 
practices in Libyan listed companies? 

One of the most significant contributions of the 
study is that it addresses a gap in the accounting 
literature by exploring a context that is still poorly 
understood. By offering new, primary evidence from 
a context that is legally, culturally, politically and 
socially distinct from those examined in most 
previous studies, and by representing a range of 
stakeholder perspectives, the research may help 
deepen our understanding of the concepts of CG and 
accountability. Consideration of the Libyan context 
is especially important as CG practice in the country 
is still in the early stages of development, and little 
is known about how CG and accountability are 
understood and enacted by its listed companies. The 
study also contributes to the literature with its 
discussion of the factors that are inhibiting the 
development of CG and accountability practices in 
these companies. These findings also provide 
empirical evidence upon which policymakers and 
practitioners can draw to improve CG and 
accountability practices in the Libyan environment. 
 

2. LITERATURE REVIEW 
 

2.1. Concept of corporate governance (CG) 
 
Although a subject of growing importance to 
researchers, academics, regulators, professional 
bodies and policymakers around the world 
(Sternberg, 2004), there is still no genuine consensus 
on how the concept of CG should be defined 
(Solomon, 2013). Solomon (2010) argues that 
definitions differ depending on the country, on 
whether the person concerned is a policymaker or 
theorist and, if the latter, which perspective they 
favour. 

Corporate literature offers numerous 
definitions of CG, reflecting a range of perceptions 
and points of view. These definitions may be divided 
into two groups: narrow and broad definitions. 
Narrow definitions focus on the relationship 
between the company and its shareholders; thus, 
Keasey et al. (1997) state that: “In the narrowest 
sense, companies may be described as a formal 
system of accountability of senior management to 
shareholders” (p. 2). MacAvoy and Millstein (2003) 
call CG “a set of structured relationships that 
determine authority and responsibility for the 
conduct of an organization and its management” 
(p. 47). These definitions see CG as essentially a 
mechanism for managing the company in order to 
maximize shareholders’ wealth (Allen, 2005). 

Broader definitions take a more comprehensive 
view, going beyond shareholders to encompass the 
interactions between the full range of stakeholders, 
including customers, employees, creditors, 
suppliers, and society as a whole (Baker & Owsen, 
2002). CG means company management that 
explains the relationship between a number of 
parties within the company that determine the 
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vision and performance of the company (Tulung & 
Ramdani, 2018). The appropriate practice of CG or 
known as good CG can help the shareholders to 
know the condition of the company through the 
disclosure of accurate, timely, and transparent 
financial performance. Thus, Prowse (1998) defines 
CG as “rules, standards, and organizations in an 
economy that govern the behaviour of corporate 
owners, directors, and managers and define their 
duties and accountability to outside investors, i.e., 
shareholders and lenders” (p. 2). Most countries 
favour broader definitions, even though they may 
disagree on how best to implement CG in practice 
(Braendle et al., 2013). These definitions make it 
clear that accountability and corporate responsibility 
do not stop with shareholders but extend to all 
relevant stakeholders and even society as a whole, 
and that the company should seek to resolve any 
conflicts of interest between different stakeholder 
groups. Essentially, the broad definitions reflect the 
idea that corporations should behave in a socially 
responsible way.  

In both groups of definitions, CG is highly 
concerned with accountability, whether this is to a 
narrow or broad group of interests. This is 
supported by Solomon (2013), who argues that 
similarities exist in the various definitions of CG, the 
most important being the notion of accountability. 
While narrow definitions see this accountability as 
owed only to shareholders, broader definitions see 
shareholders as just one of several stakeholder 
groups (others include lenders, employees, 
investors, customers, suppliers, and government 
auditors) to whom the company is accountable. 
 

2.2. Definition of accountability  
 
The concept of accountability has existed since 
ancient times (Gray & Jenkins, 1993). It is the subject 
of sometimes contentious debate in all corners of 
the world where people enter into business and 
social relationships (Gray et al., 2014). In the 
business world, these relationships, and the issue of 
accountability have been complicated by the 
separation of ownership and management. Some 
researchers into accountability have responded by 
adopting agency theory to clarify the relationship 
between owner and manager and to resolve the 
resulting conflicts of interest (Brennan & Solomon, 
2008; Gray & Jenkins, 1993). Others, however, have 
employed alternative theoretical frameworks to 
extend the scope of corporate accountability to 
encompass a broader range of stakeholder groups 
(Parker, 2007).  

Sinclair (1995) asserts that: “Nobody argues 
with the need for accountability” (p. 219), and 
numerous theories have highlighted its importance – 
indeed, the growing emphasis being placed on CG 
has been largely driven by widespread concerns 
about the accountability of agents towards owners 
and other stakeholders. Despite this, however, there 
is no real consensus on how the concept should be 
practiced or even defined. Accountability practices 
may be influenced by the surrounding environment 
(Alshehri, 2012), but despite being the focus of a 
wide range of studies, there has been relatively little 
research on how the concept of accountability is 
understood and practiced from different 
perspectives (Brennan & Solomon, 2008).  

2.3. Mechanisms of CG 
 
Supporters of agency theory emphasize that 
effective CG mechanisms are important to protect 
shareholders’ rights and interests (Fama & Jensen, 
1983). Dalwai et al. (2015) argue that it is necessary 
to recognize what impact these mechanisms are 
having, and to monitor them constantly to ensure 
that the interests of agents do not conflict with 
those of other stakeholders. Wahba (2015) also 
argues that CG mechanisms should be regularly 
evaluated. There is a broad consensus among 
researchers that CG mechanisms can be divided into 
two groups: internal mechanisms (established by the 
company) and external mechanisms (established by 
the market) (Al-Baidhani, 2015). However, they 
disagree about which mechanisms belong in each 
group and how these mechanisms affect the overall 
CG system (Jensen, 1993). It is perhaps not 
surprising then that they have not yet found a way 
of classifying CG mechanisms that suits all countries 
(Weir et al., 2002). 

Brennan and Solomon (2008) found that both 
accounting and finance researchers tend to 
concentrate on internal mechanisms, but while the 
former generally focus on disclosure, transparency 
and audit committees, the latter tend to concentrate 
on mechanisms related to the BoD and its 
performance. In the following explanation of the CG 
framework applied in this study, sub-sections 
discuss both internal CG mechanisms (the BoD, 
internal auditing, disclosure, and transparency) and 
external mechanisms (shareholders’ rights and 
external auditing).  
 

2.4. The board of directors (BoD) 
 
As the key link between management and 
shareholders (Al-Daoud et al., 2015; Yoo & Reed, 
2015) and the senior internal governance mechanism 
(Abdullah, 2016), the BoD plays a crucial role in CG 
practice (Atkins et al., 2018). Cadbury (2002) 
attributes central importance to the board, defining 
it as “the bridge between those to whom the board is 
accountable and those who are accountable to the 
board” (p. 31). It is the main internal governance 
mechanism in charge of supervising and controlling 
executive directors’ decisions (Al-Manaseer et al., 
2012) and resolving any conflicts of interest between 
managers and other stakeholders (Halal et al., 2014). 
Its responsibilities may include developing a long-
term strategy, determining the compensation of 
corporate executives, evaluating the performance of 
managers and improving internal control systems 
(Cimerovaa et al., 2015; Brooks, 2016). Such is the 
importance of the BoD that its responsibilities and 
expectations concerning its performance are often 
set out in law (Volonté, 2015). This legislation 
usually demands that the BoD protects shareholders’ 
rights and interests by monitoring the performance 
of and offering advice to senior management (Keay & 
Loughrey, 2015; Bankewitz, 2016). Moreover, firms’ 
financial performance is highly affected by how the 
board of directors’ mechanism is implemented. For 
instance, board composition may play a pivotal role 
in enhancing the monitoring of managers’ decisions 
and choices (Alqudah & Azzam, 2019). The Cadbury 
Report (1992) pays particular attention to the BoD as 
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it considers this one of the most important 
mechanisms for achieving CG best practice.  

Under Libyan law, the board is responsible for 
governing and directing the firm, which it does by 
formulating organizational plans, policies, and 
objectives; overseeing the company’s internal 
managerial and financial systems; determining the 
responsibilities of the management and their 
compensation; organizing shareholder meetings; and 
presenting the annual report detailing the 
company’s activities (LCGC, 2007; 2010). In practice, 
however, there is no conclusive empirical evidence 
that boards in Libyan listed companies perform their 
roles and responsibilities in accordance with the 
requirements of the LCGC. This was, therefore, an 
area of investigation in this study. 
 

2.5. Disclosure and transparency 
 
Disclosure and transparency are the twin pillars of 
CG (Doski, 2015). As there is widespread support for 
the view that effective measures for ensuring 
disclosure and transparency are central to achieving 
control of the company’s activities (Solomon, 2013), 
their importance is stressed in numerous CG codes 
and reports (Al-Sawalqa, 2014).  

The issue of disclosure has received an 
increasing amount of interest from researchers, 
some of whom have provided their own definitions. 
Oliver (2004), for instance, defines disclosure as 
offering information in advance (as opposed to 
permitting users to obtain information after the fact, 
which is how he defines transparency). Bushman et 
al., (2004), meanwhile, define disclosure as “firms 
making available specific information to people 
outside publicly-traded firms” (p. 207). The OECD 
Principles (2004) call for the full and timely 
disclosure of all relevant information to 
shareholders, including information relating to the 
company’s financial position, performance and 
supervision arrangements. Nam and Nam (2004) 
highlight two key reasons why this is critical: 
shareholders need access to this information to 
protect their own interests and right, and it is 
central to preventing managers from making 
suboptimal decisions and majority shareholders 
from engaging in activities that adversely affect 
minority shareholders. Focusing particularly on the 
disclosure of financial information, Archambault 
and Archambault (2003) describe this as a complex 
process influenced by a range of financial, economic, 
cultural and political factors. In the case of Libya, for 
example, the failure of commercial banks to comply 
with even compulsory disclosure requirements 
between 2000 and 2006 (Kribat et al., 2013) was 
largely due to the absence of accounting standards, 
which permitted organisations even in the same 
sector to implement accounting principles, methods, 
rules and measures in different ways (Ahmad & Gao, 
2004). 

Enhanced disclosure leads to enhanced 
transparency – one of the most important goals of 
CG reform all over the world (Solomon, 2013). In 
other words, disclosure and transparency are 
interrelated, and both are crucial to achieving 
effective CG (Jhunjhunwala & Sharvani, 2011). 
Improving the levels of disclosure and transparency 
is also likely to help reduce agency costs as the 
company allows information about its activities and 

financial position to flow to shareholders, reducing 
the level of information asymmetry between 
investors (both existing and potential) and directors 
(Mugaloglu & Erdag, 2013).  

The desire to increase the level of corporate 
transparency has been a major driver of initiatives 
to reform CG practice (Shiri et al., 2016). The UK 
Combined Code (2003), for example, recommends 
that transparency be enhanced by making the 
chairmen of the BoD, audit, remuneration and 
nomination committees available to answer 
questions at the general assembly meeting. The link 
between transparency and CG is also a recurring 
theme among researchers. Summers and Nowicki 
(2006) define transparency as a set of actions that 
together establish reliable CG, while Khiari and 
Karaa (2013) describe it as one of the best proofs of 
good CG because it guarantees the disclosure of 
both financial and non-financial information. 
Discussion of transparency generally tends to 
concentrate on the extent to which the offered 
disclosure is in line with users’ requirements and 
whether it is compulsory or voluntary (Ho et al., 
2012).  

Libya’s corporate legislation addresses the 
requirement for accounting disclosure in Article 
No. 572 of the Libyan Commercial Law (LCL, 1972), 
which states that the managers of joint-stock 
companies must prepare lists of income, a balance 
sheet and a report on the company’s activities each 
financial year. Disclosure and transparency are also 
at the heart of Act No. 11 (2010), which covers the 
duties and jurisdiction of the General Board of the 
LSM. Finally, the LCGC (2007) stipulates that Libyan 
listed companies must disclose what has and what 
has not been applied in respect of the CG rules. The 
provision, therefore, exists within the law, but there 
is no definitive evidence regarding the level of 
disclosure and transparency prevailing within Libyan 
listed companies in practice. Accordingly, this issue 
was investigated in this study. 
 

2.6. Internal and external auditing 
 
Both the internal and external audit mechanisms 
play an important role in enhancing the quality of 
CG systems (Abdulsaleh, 2014). They are both 
fundamental to the formation of an effective CG 
structure, as is the interaction between the two 
(Alzebana & Sawan, 2015). Gil et al. (2012) conclude 
that in banks with good CG, there is strong 
cooperation between the two functions.  

Corporate scandals over the last decade have 
underlined the importance of the internal audit 
function (Eulerich et al., 2017). Al-Matari et al. (2014) 
see the internal audit mechanism as contributing 
significantly to the company’s ability to achieve its 
objectives, while Hutchinson and Zain (2009) argue 
that it is the main mechanism strengthening the 
company’s management and supporting the audit 
committee. The internal audit function is in turn 
supported by this committee (Ahmad et al., 2009), 
part of whose job is to test the design and 
implementation of the company’s internal control 
system and the credibility and fairness of its 
financial reports. The relationship between the 
internal audit function and the audit committee is 
important to both sides; one of the key 
responsibilities of the audit committee is to support 
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the independence of the internal auditors so that 
they can carry out their duties properly, while the 
committee relies on the information provided to it 
by internal auditors to perform its oversight role 
(Al-Baidhani, 2015).  

Empirical studies of the internal audit function 
in MENA countries include those by Oussii and 
Takatak (2015), who reveal that in Tunisian listed 
companies, internal auditors focus only on financial 
auditing and internal control systems and are 
subject to restrictions that weaken their 
independence and limit the scope of their 
intervention, and Ebaid (2011), who shows that while 
most Egyptian listed companies have an internal 
audit department, they tend to lack independence, 
qualified staff, and management support. Like 
Oussii and Takatak, Ebaid notes that the role of the 
internal audit is generally limited to the financial 
audit, even though its formal duties theoretically 
extend to cover administrative and technical 
auditing. Finally, he concludes that the interaction 
between internal and external auditors remains 
weak. These findings suggest that the internal audit 
function within Egyptian listed companies still faces 
several challenges that impact negatively on its 
effectiveness in terms of CG. 

The external audit function is designed to 
strengthen investor confidence by making the 
company’s financial disclosure more reliable and 
increasing transparency (Suwaidan & Qasim, 2010; 
Khalid et al., 2016). Hired by shareholders on a 
yearly basis, external auditors are responsible for 
producing an independent and impartial evaluation 
of the firm’s processes and systems, including the 
annual financial statement detailing operational 
outcomes and its financial position (Alabede, 2012). 
This assessment is then submitted to the 
shareholders (Al-Thuneibal et al., 2011). The external 
auditor’s role in maintaining good CG is broadly 
acknowledged (Alabede, 2012); most CG codes 
stipulate that one or more external auditors should 
be chosen to monitor the company’s processes and 
whether or not they are in compliance with 
international accounting standards (Abdulsamad et 
al., 2018). As a consequence, external auditors are 
more highly regarded in the framework of CG than 
internal auditors.  

The LCGC (2007) stipulates that: 1) Libyan 
listed companies must have an effective internal 
control system; 2) internal auditors should provide a 
quarterly report to the BoD and the audit committee 
describing the extent of the company’s compliance 
with the laws and rules that regulate its activities; 
3) the BoD should determine the objectives, 
functions and terms of reference of the internal 
audit in Libyan listed companies. With regard to the 
external audit, the LCGC (2007) states that Libyan 
listed companies should choose an external auditor 
registered in the LSM to review their financial 
statements. It stipulates that the external auditor’s 
main duty should be to express an impartial opinion 
on the accuracy of the financial statement as a 
reflection of the company’s financial position and 
results. However, there is no definitive evidence that 
Libyan listed companies are practically committed to 
these requirements. Accordingly, this was 
investigated in this study. 
 
 

2.7. Shareholders’ rights 
 
The rights of shareholders are usually stipulated in 
company laws and regulations, and protecting these 
rights is considered the essence of good CG practice. 
The importance of protecting shareholders’ rights is 
highlighted in many CG codes and principles, 
including those issued by the OECD in 2004 
(Shanikat & Abbadi, 2011). Implementing procedures 
to protect the rights of shareholders directly 
increases confidence in the company (Klapper & 
Love, 2004). These procedures include maintaining 
clear records of ownership and share trading, giving 
shareholders regular and timely information about 
the company’s activities, and allowing them to 
participate in general assembly meetings and to 
elect and remove from office members of the BoD. 
Finally, they should be given warranties of dividend 
distribution (Zattoni & Judge, 2012).  

The OECD’s second principle (2004) states that 
CG should guarantee equal treatment for all 
shareholders, including minority shareholders and 
foreign subscribers, and that companies should set 
in place a system and procedures to ensure that 
shareholders have the same voting rights whether 
they are inside or outside the country where the 
company is located. Murphy and Topyan (2005) 
point to the particular importance of protecting the 
rights of minority shareholders, who may be less 
active within the company than majority 
shareholders. Chhaochharia and Laeven (2009) argue 
that a company’s ability to offer this protection is 
enhanced by adopting good CG, while La Porta et al. 
(1999) look at this relationship from the opposite 
direction, suggesting that the protection of minority 
shareholders’ rights is a prerequisite to achieving 
good CG, given that “corporate governance is, to a 
large extent, a set of mechanisms through which 
outside investors protect themselves against 
expropriation by insiders” (p. 4).  

A number of researchers have highlighted the 
issues associated with protecting shareholder rights 
in developing countries in particular. Al-Haddad et 
al., (2011) describe this as the key problem facing 
corporations in these countries, while Ahunwan 
(2002) and Al-Gharaibeh et al. (2013) observe that 
conflicts between managers and shareholders are 
common, often exacerbated by poorly-functioning 
capital markets, information asymmetry and a lack 
of infrastructure. Additional problems arise because 
majority shareholders often seek to take control; as 
La Porta et al., (1999) point out, this creates agency 
problems not only between corporate managers and 
their shareholders but also between majority and 
minority shareholders. 

In Libya, shareholders’ rights in joint-stock 
companies listed in the LSM are protected by 
legislation such as the LCGC (2007) and Act No. 23 
(2010), which contains a range of articles addressing 
the same concerns as addressed in the OECD 
Principles. Article No. 155, for example, refers to 
shareholders’ rights to attend general assembly 
meetings, vote and access information about the 
company’s activities. Article No. 235 refers to the 
distribution of dividends to shareholders and share 
disposal rights. Again, however, there is no 
definitive evidence regarding whether these rights 
are protected in practice within Libyan listed 
companies. Accordingly, this issue was investigated 
in this study. 
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3. ENVIRONMENT OF CG IN LIBYA 
 
In 2005, the Central Bank of Libya (CBL) issued the 
first Libyan Corporate Governance Code (LCGC). This 
set out basic guidelines regarding CG practice for 
commercial banks in Libya, though these were 
advisory rather than mandatory. The code was 
divided into five main sections (CBL, 2005). The first 
discussed the underlying principles of CG and its 
importance in ensuring the credibility of banking 
transactions and highlighted examples of 
international best practice. The second section set 
out the standards for appointing board members 
and senior management and explained what both 
groups should do in order to perform their duties 
effectively and efficiently. The third section 
concentrated on the BoD’s role in selecting and 
supervising executive management, its most 
important tasks, and how it should interact with the 
executive management. The fourth section 
highlighted the duties and responsibilities of the 
BoD in terms of its formulation and monitoring of 
targeted plans and policies, while the fifth section 
focused on its role in auditing and internal control. 
This section also addressed the main role played by 
internal auditing, internal control systems and the 
audit committee (Zakari & Elshahoubi, 2018). 

In 2007, the Libyan Stock Market (LSM) issued a 
second LCGC geared towards protecting the rights of 
shareholders and other stakeholders. Aimed 
specifically at listed companies, it includes a number 
of articles relating to the duties and responsibilities 
of the BoD, the formation of sub-committees such as 
the audit, nomination and remuneration committees, 
disclosure and transparency, the internal and 
external audit functions and the rights of 
shareholders and stakeholders. Once again, however, 
the code was/is advisory (it remains in force), with 
the only mandatory article being the requirement 
that companies must disclose which articles they 
have not complied with and why (Masoud, 2013; 
Zakari, 2014). 

In 2010, the CBL, seeking to raise the level of 
performance of commercial banks, replaced the 
2005 LCGC with a new, compulsory code. In the 
same year, the government enacted Law No. 11, 
which provided for the creation of the Libyan Stock 
Market Authority (LSMA), an independent body 
(though working under the supervision and control 
of the Ministry of Economic Affairs) tasked with 
regulating and monitoring the LSM. Law No. 11 
(2010) sets out a series of measures designed to 
enhance the operation of the LSM and to increase 
the level of transparency therein so that more 
domestic and foreign investment might be attracted 
into the Libyan environment. One of these measures 
is the requirement that all necessary information be 
properly disclosed to investors, including all 
relevant statistics, biographical and financial details 
about board members, externally certified financial 
statements, an annual list of shareholders and any 
information that could affect the share price in the 
market (Zakari & Elshahoubi, 2018). 

In conclusion, since 2005, the Libyan 
government and the CBL have launched a series of 
legal and regulatory initiatives designed to foster 
more effective CG. Despite this, however, CG 
practice in the Libyan environment is still in its early 
stages and, as numerous researchers have observed 

(Pratten & Mashat, 2009; Hamuda & Sawan, 2014; 
Faraj & El-Firjani, 2014; Zagoub, 2016; Iswaissi & 
Falahati, 2017), there are still significant obstacles to 
be overcome. 
 

4. THEORETICAL FRAMEWORK 
 
A number of different theoretical frameworks have 
been developed to explain the impact of CG 
(Solomon, 2013). Some of these frameworks are 
better suited to some environments than others, and 
they vary from one country to another (Mallin, 
2013), but while they represent a range of 
perspectives, they share a number of common 
denominators. Agency theory is the dominant theory 
in this field both in terms of its popularity with 
researchers and its influence on the development of 
CG practice (Patrick et al., 2015), but a number of 
researchers have argued that the complex nature of 
the phenomenon requires a multi-theoretical 
approach (Sharma, 2013). Accordingly, researchers 
have employed a range of theoretical perspectives to 
analyze and interpret CG practice, including 
legitimacy theory. The assumptions and limitations 
of this theory are discussed in the following sub-
section. 
 
Legitimacy Theory Perspective 
 
Accounting researchers have paid increasing 
attention to legitimacy theory over the last decade 
(Hoque, 2006). Suchman (1995) defines legitimacy as 
“a generalized perception or assumption that the 
actions of an entity are desirable, proper, or 
appropriate with some socially constructed systems 
of norms, values, beliefs, and definitions” (p. 574). 
Legitimacy theory supposes that companies will 
obtain the support of main stakeholders so long as 
their activities are regarded as useful or acceptable 
to society. It assumes a close social relationship 
between the company and the society that 
surrounds it; both operate according to a social 
contract, under which the company enjoys the 
protection of the government’s laws and regulations 
and is in turn expected to manage its operations in 
an ethical manner (Patrick, Paulinus, & Nympha, 
2015). The theory regards the needs of 
organizations, managers, and stakeholders as 
components within a cultural and institutional 
framework (Suchman, 1995); the activities of the 
company must have a social value consistent with 
the values of the society in general, or the 
company’s legitimacy will be undermined. 

In this perspective, CG systems are seen as a 
tool to ensure that companies operate for the good 
of stakeholders (Judge et al., 2008). The primary way 
companies legitimize their activities is by enhancing 
disclosure and transparency, including their 
disclosure of their CG practices (Ntim & Soobaroyen, 
2013). According to Deegan et al. (2000), 
“organizations utilize their annual report as a means 
of influencing society’s perception of their 
operations, and as a means of legitimizing their on-
going existence” (p. 101). They may also seek to 
demonstrate the social value of their activities, and 
forestall any criticism (Jouha, 2015), by setting out 
for the public their social and environmental 
impacts (both positive and negative) in disclosure 
reports. A number of researchers have examined 
these social and environmental reports and 
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identified a relationship between company 
disclosure and community expectations (Deegan, 
2004). They explain this relationship in terms of 
legitimacy theory, arguing that organizations use 
strategies such as disclosure to prove to the 
surrounding community that they are attempting to 
comply with their expectations (Hoque, 2006). 
Corporate operations are constantly changing in 
response to these community expectations because, 
as Meyer and Rowan (1977) point out, organizations 
can only achieve legitimacy by ensuring that their 
organizational structures and practices are 
consistent with current social principles, behaviours, 
and values. Companies who see their legitimacy as 
under threat are likely to take a range of actions, 
including raising the level of disclosure about CG 
practices, to change stakeholders’ perceptions and 
reassure them that their activities are socially 
desirable (Reverte, 2009).  

Legitimacy theory sees CG-related disclosure as 
central to maintaining legitimacy because of its 
importance in polishing corporate reputations and 
addressing public concerns (Filatotchev & Nakajima, 
2014). However, it can also add corporate value; 
demonstrating conformance to social standards and 
expectations reassures markets and investors, who 
see it as an indicator of accountability (Certo et al., 
2001), and makes it easier for companies to enlist 
the support of powerful stakeholders and access the 
resources they need (Branco & Rodrigues, 2008; Liao 
et al., 2015; Low et al., 2015). 

Legitimacy theory appears to be a useful lens 
for interpreting the antecedents of CG disclosure 
and the influence of good CG on company 
performance. It has been employed in numerous 
studies, with the general conclusion being that most 
companies are driven to disclose information about 
their CG practices by the desire to improve their 
reputation in the environment in which they operate, 
and thus their legitimacy (Melis et al., 2015).  

In conclusion, the study employs the legitimacy 
theory to gain a more comprehensive picture and 
deeper understanding of CG and accountability 
practices within Libyan listed companies. Legitimacy 
theory was considered appropriate because the LSM 
and indeed the concept of CG itself are still 
becoming established in the Libyan environment. 
Under the LCGC (2007), Libyan listed companies are 
required to disclose in their financial statements 
brief details of the CG mechanisms they have 
implemented, which have not been implemented, 
and the reasons for noncompliance. By complying 
with this requirement, listed companies can reassure 
all relevant stakeholders that their interests are 
being protected, thereby enhancing their legitimacy 
and reputation (Melis et al., 2015). Furthermore, as 
more listed companies signal their compliance with 
these CG practices, the practices themselves also 
gain in legitimacy. 
 

5. RESEARCH METHOD 
 
This study is qualitative in nature. Creswell (2014) 
emphasizes the ability of qualitative research to 
capture people’s experience of phenomena; to 

capture and describe phenomena in context, and to 
explain why phenomena occur. Data may be 
collected using a range of qualitative methods, such 
as observation, interviews and case studies. The 
most widely used of these is the interview, as it 
offers numerous advantages to the researcher. 
Qualitative interviews are commonly employed in 
the social sciences (including accounting and 
finance) to enhance the reliability and validity of the 
research process. They are considered particularly 
appropriate in cases where the information being 
sought is highly confidential or complicated (Hussey 
& Hussey, 1997), but in all cases, they are invaluable 
in helping the researcher gain a rich insight into 
interviewees’ background, experiences, views, 
aspirations, values, feelings, and attitudes (Bless et 
al., 2013).  

Qualitative interviews may be structured or 
semi-structured. This flexibility makes them 
especially useful in exploratory research, where 
semi-structured interviews can be used to 
investigate not only “how” and “what”, but also 
“why” research questions (Saunders et al., 2009). In 
semi-structured interviews, certain questions and 
themes will remain constant from one interview to 
another, but the format can be modified as 
necessary to respond to interviewees’ answers or to 
explore any emerging issues (Bryman, 2004). From 
the interviewee’s perspective, the semi-structured 
format gives them the space to express their views 
freely and to speak from their own knowledge and 
experience (Saunders et al., 2009). For these reasons, 
semi-structured interviews are deemed important 
for acquiring an adequate explanation and 
understanding of relevant events, patterns, and 
behaviours, and for establishing a more precise 
picture of interviewees’ perceptions (Bryman & Bell, 
2003). 

This study employed semi-structured 
interviews in order to gain a more detailed insight 
into the respondents’ views. The interviews offered 
an opportunity for direct contact with targeted 
individuals in the business environment, allowing 
the researchers to capture an in-depth picture of 
their practice and knowledge. They were particularly 
appropriate for this study as many stakeholders in 
developing countries such as Libya are reluctant to 
disclose details of their experience in terms of CG 
and accountability in written surveys.  

Twenty interviews were conducted with a wide 
variety of relevant stakeholders during the months 
of July and August 2015. The interviews were 
conducted in two main cities, namely Tripoli (at the 
LSM) and Misurata. Interviewees were chosen on the 
basis of their involvement with CG and 
accountability, their academic qualifications and 
their experience of working in or with Libyan listed 
companies. Table 1 shows that the stakeholders 
were classified into two groups based on the nature 
of their roles. These were the internal stakeholders 
group (ISG) and the external stakeholders group 
(ESG).  
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Table 1. Interviewees’ coding and characteristics 
 

No. Code Position Sector Qualification Experience Duration 

Group 1: Internal stakeholders group (ISG) 

1. BD1 Non-Executive Chairman Banking Sector Ph.D. in Accounting 35 Years 36 minutes 

2. BD2 Executive Chairman Industrial Sector Ph.D. in Accounting 30 Years 44 minutes 

3. BD3 Executive Chairman 
Financial Service 

Sector 
Ph.D. in Finance 8 Years 57 minutes 

4. BD4 Chair of Audit Committee Banking Sector Ph.D. in Accounting 35 Years 35 minutes 

5. BD5 Executive Board Member Banking Sector MSc in Accounting 37 Years 
1 hour 7 
minutes 

6. BD6 Non-Executive Board Member Insurance Sector BA in Management 40 Years 39 minutes 

7. BD7 Executive Board Member Investment Sector Ph.D. in Accounting 35 Years 30 minutes 

8. BD8 Executive Board Member Banking Sector Ph.D. in Management 17 Years 47 minutes 

9. EM1 Chief Executive Officer (CEO) Banking Sector MSc in Accounting 30 Years 
1 hour 28 
minutes 

10. EM2 Chief of Trading Management 
Financial Service 

Sector 
MSc in Finance 8 Years 

1 hour 10 
minutes 

11. EM3 
Chief of Investment 

Management 
Investment Sector Ph.D. in Accounting 12 Years 29 minutes 

12. EM4 
Head of Internal Audit 

Management 
Service Sector Ph.D. in Accounting 28 Years 

1 hour 28 
minutes 

Group 2: External stakeholders group (ESG) 

13. RE1 Regulator LSMA Ph.D. in Accounting 15 Years 32 minutes 

14. RE2 Regulator 
Ministry of 

Economic Affairs 
Ph.D. in Management 12 Years 47 minutes 

15. RE3 External Auditor Private Sector Ph.D. in Accounting 30 Years 
1 hour 10 
minutes 

16. RE4 External Auditor Private Sector Ph.D. in Accounting 33 Years 
1 hour 13 
minutes 

17. OS1 Financial Consultant 
Financial Service 

Sector 
MSc in Management 37 Years 54 minutes 

18. OS2 Individual Investor Private Sector Ph.D. in Management 8 Years 
1 hour 11 
minutes 

19. OS3 Academic Education Sector Ph.D. in Accounting 15 Years 
1 hour 9 
minutes 

20. OS4 Broker Private Sector MSc in Marketing 10 Years 33 minutes 

 
There is no standardized approach to 

qualitative data analysis (Collis & Hussey, 2009; 
Saunders et al., 2009). In this case, thematic analysis 
was applied as it was felt to be the most suitable for 
answering the research questions. A number of 
accounting studies have employed thematic analysis 
to analyze qualitative data gathered from semi-
structured interviews, including those by Vaismoradi 
et al. (2013), Ferdous (2012) and Braun and Clarke 
(2006). Ghauri and Gronhaug (2010) indicate that 
qualitative data analysis software is helpful where 
there is a large amount of data that require coding, 
linking and explaining. Several such programs are 
available, but as only 20 interviews were conducted 
in this study and the amount of qualitative data 
generated was manageable, coding was done 
manually. 
 

6. FINDINGS AND DISCUSSION  
 
CG mechanisms such as the BoD, disclosure and 
transparency, internal and external auditing and 
shareholder rights are the pillars on which the 
governance system is built. Accordingly, the two 
stakeholder groups were asked for their views on 
the current level of commitment being shown to 
these mechanisms within Libyan listed companies: 
To what extent are Libyan listed companies 
committed to implementing CG mechanisms and 
accountability? 

The BoD is one of the key internal CG 
mechanisms (especially in emerging markets) 
ensuring that the interests of shareholders and 
managers are aligned and that management teams 
are operating effectively. All ISG and ESG 
interviewees confirmed that boards in Libyan listed 

companies have no fewer than three members and 
no more than eleven, the majority of whom are non-
executive, as stipulated by the LCGC (2007). This 
was borne out in their descriptions of their own 
boards, which varied in size from company to 
company, depending on the type and volume of 
activity, but which were made up mostly of non-
executives. For example, one board chairman 
explained that in his company the board:  

Consists of seven members including the 
chairman of the board and three control 
members, the majority of whom are non-
executive members, as well as independent 
members representing one-third of the board 
(BD3). 
From the point of view of CG, this adherence to 

the board size requirement is encouraging. Nam and 
Lum’s (2005) finding that the most efficient board 
size for CG purposes is fewer than twelve members 
seems to support the LCGC’s eleven member 
maximum, though the findings of other authors 
suggest that boards at the top end of this scale may 
be more effective in their oversight role than their 
smaller counterparts (Al-Mosharrafa, 2015). This is 
because boards with ten or eleven members are 
more likely to encompass a wider range of skills, 
allowing them to make better decisions and monitor 
CEO performance more closely (Al-Matari et al., 
2012; Al-Janadi et al., 2013). Muniandy and Hillier 
(2014) and El-Faitouri (2014) argue that appointing a 
combination of executive and non-executive 
directors minimizes the probability that the 
decision-making process will be dominated by one 
person or group within the board. The presence of 
independent members will also strengthen the 
board’s ability to monitor and influence senior 
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management (Al-Sahafi et al., 2015). Lemonakis et al. 
(2018) indicate that having NEDs can help boards be 
more independent, efficient and effective. INEDs are 
seen as a sign of CG quality; Braswell et al. (2012), 
for example, claim that the presence of INEDs 
indicates strong CG mechanisms and that boards 
with a high proportion of INEDs are more likely to 
support managers by routinely monitoring their 
activities. 

On the subject of how board members are 
appointed, seven ISG and five ESG interviewees 
asserted that it is the responsibility of the general 
assembly to select and appoint board members 
according to pre-set technical and professional 
criteria. In state-owned banks, however, the job of 
selection may fall to the CBL, as explained by one 
CEO: 

The selection and appointing of board members 
in the bank is done by the CBL, as it owns the 
largest percentage of shares (84%). The CBL 
takes into account specific conditions for 
selecting the board of directors. The most 
important are technical and practical efficiency, 
specialist knowledge and experience at the top 
of the banking field (EM1). 
Two ISG and three ESG interviewees argued that 

it would be unfair to ignore the fact that some board 
members within listed companies have been 
appointed out of nepotism or favouritism, because 
they have personal or tribal connections with 
members of the general assembly. One interviewee 
declared that: 

In practice, there is no doubt that favours and 
personal relationships play a significant role in 
the selection of some board members within 
Libyan listed companies, although experience 
and efficiency also play a part. But the unfair 
selection process means that executive directors 
are not held accountable for any deficiencies in 
their implementation of CG (OS3). 
The interview outcomes indicated that general 

assemblies in Libyan listed companies are practically 
committed to the LCGC’s requirements that they, as 
the shareholders’ representatives, should be solely 
responsible for appointing board members and that 
these board members should be selected according 
to pre-set criteria for technical knowledge and 
experience, as set down in the code. The result thus 
appears consistent with Mallin’s (2013) finding that 
the criteria for selecting and appointing board 
members are typically stipulated in national CG 
codes and regulations. However, evidence also 
emerged that these criteria are sometimes 
abandoned in favour of personal relationships. 

All ISG and ESG interviewees declared that the 
duties and responsibilities of the BoD are precisely 
defined by Libyan listed companies. A monitor from 
the LSMA asserted that: 

I can honestly say there is a clear determination 
of duties and responsibilities in Libyan listed 
companies, because on the one hand, all listed 
companies have their establishment decision 
and statute, which define the duties and 
responsibilities of the board of directors, and on 
the other hand, the LCGC, whether issued by the 
LSM or the CBL, also determines perfectly the 
duties and responsibilities of the board of 
directors within listed companies (RE1). 

The ISG and ESG respondents echoed the 
Cadbury Report (1992), the OECD (2004), the UK 
Combined Code (2006), the UK CG Code (2016), 
Monks and Minow (2008) and Al-Matari et al. (2012) 
in suggesting that the main duties and 
responsibilities of the board are to set the direction 
of the company through targeted aims, policies, 
plans and strategies over the short and long term. 
The results are also in line with Mallin’s (2013) 
argument that the primary role of the BoD is to set 
the company’s objectives and monitor its progress 
towards achieving its goals, and with Clarke’s (2007) 
finding that the board’s three main roles are control, 
strategic and institutional. The findings provide 
evidence that boards in Libyan listed companies are 
carrying out their duties in accordance with internal 
regulations and laws, as well as the stipulations of 
the LCGC (2007). Furthermore, the stakeholder 
groups were broadly satisfied that board members 
are devoting sufficient time and effort to discharge 
these duties and responsibilities properly.  

Disclosure and transparency are considered 
crucial principles within the CG system; numerous 
authors (Solomon, 2013; Monks & Minow, 2004) have 
stressed their importance as an indicator of good 
CG. However, when the interviewees were asked 
whether the level of disclosure and transparency 
within Libyan listed companies is adequate, eight ISG 
and five ESG interviewees claimed that it is merely 
satisfactory. Six ISG and two ESG interviewees 
argued that this is because current disclosure and 
transparency practices are designed only to meet 
local, not international, requirements. One executive 
board member asserted that: 

The level of disclosure and transparency in our 
listed companies is generally satisfactory by 
local standards, such as the requirement for 
annual reports to disclose both financial and 
non-financial data, details of board meetings 
and the names of committee members. 
However, compared to international 
requirements, and to [the level of] disclosure in 
similar emerging markets, it needs 
improvement (BD7). 
The other four ISG interviewees perceived 

disclosure and transparency practices within Libyan 
listed companies to be inadequate for a range of 
reasons, including the lack of accountability 
mechanisms in the Libyan environment and the 
weakness of the professional culture. One executive 
chairman (BD2) attributed the low level of disclosure 
and transparency to the lack of Libyan Accounting 
Standards, while an executive manager cited a lack 
of understanding on the part of boards: 

There is an obvious weakness in companies’ 
transparency because board members are the 
only parties who have the right to be informed 
about the company’s important information due 
to their position, but unfortunately, some board 
members do not have a clear understanding of 
the meaning of disclosure and transparency 
(EM2). 
Three of the ESG interviewees were highly 

critical of the level of disclosure and transparency 
within listed companies, describing it as very low. 
One external auditor ascribed this to “the lack of 
awareness among executive directors concerning the 
right meaning of disclosure and transparency” (RE4). 
At the macro level, one regulator pointed to the lack 
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of an oversight body in Libya to determine exactly 
what should be disclosed, as well as weak public 
awareness and lack of interest among stakeholders. 
The result is that Libyan listed companies disclose 
only what they deem appropriate to comply with the 
law (i.e. the income statement, cash flow statement 
and statement of financial position) while regarding 
the disclosure of anything else as voluntary.  

When ISG and ESG interviewees were asked 
whether Libyan listed companies disclose their CG 
practices in their annual reports, seven of the ISG 
and five of the ESG indicated that listed companies 
are in fact only required to offer a brief summary of 
which CG principles have been implemented and 
which have not, and the reasons why not. One 
individual investor explained: 

There is disclosure in the financial reports on 
the extent of CG practices in Libyan listed 
companies, especially in the companies that 
belong to the banking sector, because all banks 
already adhere to CG mechanisms according to 
the requirements of the CBL. Other Libyan listed 
companies do not disclose CG practices in their 
financial reports in detail, other than to disclose 
what has been applied and what has not been 
applied in terms of CG mechanisms (OS2). 
The findings from the interviews confirm that 

the level of disclosure and transparency in Libyan 
listed companies is barely satisfactory for a range of 
reasons, most of which originate in a general lack of 
interest in disclosure among stakeholders. The 
interviewees argued that disclosure requirements in 
Libya lag behind those even of other emerging 
markets, with the result that listed companies 
concentrate their disclosure on basic information 
such as the income statement and statement of 
financial position. Thirteen interviewees (a mixture 
of internal and external stakeholders) argued that 
this is because current disclosure and transparency 
practices are designed only to meet local, not 
international, requirements. Blame was placed on 
the inertia of the Libyan Association for Accountants 
and Auditors (LAAA), which could play a much 
greater role in lobbying for disclosure and 
transparency requirements to be strengthened, but 
the interviewees also criticized the weakness of 
Libya’s regulatory and oversight bodies in general 
for failing to determine exactly what should be 
disclosed. A few attributed the poor disclosure 
levels to the lack of accountability mechanisms in 
the Libyan environment, citing the lack of Libyan 
Accounting Standards and the non-adoption of 
international standards. These interviewees followed 
Black et al. (2008) in seeing a link between the low 
levels of financial disclosure and the absence of 
international accounting standards.  

When asked whether the duties and 
responsibilities of the internal audit are clearly 
defined, almost all of the interviewees pointed out 
that these are defined not just in job descriptions 
and company statutes but also in law – specifically, 
LCL No. 23 (2010) and the LSM’s LCGC. BD2, an 
executive chairman, explained that the internal 
audit’s tasks include “monitoring compliance with 
laws and regulations, as well as financial and 
administrative (comprehensive) monitoring within 
the company”. However, given the broadness of this 
description, it is perhaps not surprising that four 
interviewees called for the internal audit’s duties 

and responsibilities to be set out in more specific 
terms. One executive manager observed that the lack 
of a clearly defined and directed focus can have 
negative consequences: 

Although these duties and responsibilities are 
defined, they lack detail. Furthermore, because 
the scope of the internal audit is more 
comprehensive and also covers administrative 
and technical matters, it ends up ignoring the 
routine work (EM4). 
Almost all ISG and ESG interviewees were 

generally satisfied with how internal auditors in 
Libyan listed companies discharge their duties, 
though a few interviewees identified some 
shortcomings. The most critical was the deputy 
minister from the Ministry of Economic Affairs, who 
listed several problems and explained how perceived 
inadequacies within the internal audit function 
affect shareholders: 

There are a number of reasons for this: firstly, 
the insufficiency of some internal auditors who 
are engaged in the work of internal audit at 
these listed companies. Secondly, in practice, 
internal audit departments are dominated and 
influenced by executive directors within these 
companies. Thirdly, as a result of the above 
points, general assemblies tend to ignore the 
internal auditor’s report in their meetings, 
instead of depending on the external auditor’s 
report because it is independent and far from 
the influence of the board of directors in the 
company. Finally, the internal audit function is 
generally limited to the financial audit, despite 
the fact that its formal duties also include an 
administrative and technical audit (RE2). 
The interviewees echoed Al-Matari et al. (2014) 

and Al-Matarneh (2011) in seeing the internal audit 
(in principle, at least) as an important pillar within 
the company’s CG structure. They also seemed to 
support Hutchinson & Zain’s (2009) view of the 
internal audit as the main mechanism supporting 
the BoD and the audit committee in their job of 
ensuring the credibility of the financial reporting 
process.  

However, when asked whether internal control 
systems in Libyan listed companies are efficient, just 
four ISG and three ESG interviewees believed them to 
be generally effective. Seven ISG and five ESG 
interviewees regarded them as inadequate, mainly 
because internal and external auditors alike fail to 
monitor these systems with sufficient rigour. One 
financial consultant asserted that: 

External auditors repeatedly note in their 
reports that internal control systems are weak 
because no one is monitoring whether the laws 
and regulations are being enforced. These laws 
and regulations would strengthen the internal 
control systems in Libyan listed companies if 
they were enforced effectively (OS1). 
This seems inconsistent with Eighme and 

Cashell’s (2002) claim that the internal audit plays a 
significant role in enhancing the efficiency of the 
company’s internal control system, and with the 
Cadbury Report’s (1992) view of the internal audit 
mechanism as an effective tool for monitoring 
controls and measures within a company.  

Discussing how external auditors are 
appointed, eleven ISG and five ESG interviewees 
asserted that listed companies have strict selection 
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criteria. One individual investor described the 
criteria employed by his company: 

The LSM states that any external auditor 
registered in the market and according to the 
conditions for registration shall have the right to 
review financial statements for Libyan listed 
companies. This mechanism was imposed by the 
LSM to limit the external audit function to the 
professionally competent, as only those 
competent in the field can be registered. Apart 
from registration with the LSM, the criteria also 
cover technical proficiency, experience, fees and 
the duration of the audit. External auditors then 
submit their tenders to the general assembly, 
which evaluates their files against these criteria 
(OS2). 
The consensus among both ISG and ESG 

interviewees was that listed companies appoint LSM-
registered external auditors to review their financial 
statements, indicating that stakeholders generally 
have confidence in the integrity of the selection 
process. It was repeatedly emphasized that listed 
companies follow a set of criteria when selecting 
external auditors. These criteria were imposed by 
the LSM to ensure that only the technically proficient 
and experienced can be appointed, but they are also 
an assurance of the auditor’s independence. The link 
between independence and proficiency is made 
explicit in the OECD’s (2004) recommendation that 
the auditor should be “independent, competent and 
qualified”. The Cadbury Report (1992) asserts that 
the external audit is the cornerstone of a company’s 
CG because it offers an objective consideration of 
the manner in which the financial statements are 
prepared and presented to users. 

The importance of protecting shareholder 
rights is highlighted in many CG codes and 
principles, including those issued by the OECD in 
2004 (Shanikat & Abbadi, 2011). When the 
participants in this study were asked to say to what 
extent they thought the rights of shareholders are 
protected and respected in Libyan listed companies, 
seven ISG and two ESG interviewees asserted that 
these rights are guaranteed under the law and in 
practice. One executive board member declared that: 

The LCGC (2007) refers clearly to shareholders’ 
rights. Further to this, Libyan Commercial Law 
No. 23 (2010) stipulates that shareholders have 
the right to review the minutes of meetings of 
the general assembly and that they must receive 
their invitation to attend the general assembly 
meeting no less than fifteen days beforehand so 
they can study the items on the agenda. This 
law states that shareholders have the right to 
receive the annualized dividend according to a 
specific policy. Shareholders have the right to 
vote on appointments to the board of directors 
and on any decisions in which they have an 
interest, and to cumulative voting according to 
their share of the capital. In practice, all the 
aforementioned shareholders’ rights are 
guaranteed and protected by Libyan listed 
companies (BD8). 
However, the remaining five ISG and six ESG 

interviewees argued that while all shareholder rights 
are absolutely protected in terms of company law 
and regulation, some listed companies fail to respect 
these rights in practice. One executive board 
member cited problems with dividend distribution, 

in particular, explaining that some Libyan listed 
companies in the public sector “do not care about 
setting clear policy regarding the distribution of 
dividends” (BD5). One regulator also claimed that: 

In fact, some boards in Libyan listed companies 
have a hold over the general assembly. 
Consequently, their decisions are biased and not 
impartial, which leads to the erosion of minority 
shareholders’ rights. For example, dividends are 
withheld for the purposes of investment without 
compelling reason or explanation of where 
specifically this investment is going. 
Furthermore, the unreliability of the media in 
the Libyan environment in general and within 
Libyan listed companies in particular means 
that there are often delays in informing the 
members of the general assembly (especially the 
minority shareholders) about the date of general 
assembly meetings (RE2). 
The ESG interviewees were a lot less positive 

than the ISG interviewees that shareholder rights are 
being protected and respected by companies, both 
legally and in practice, with some suggesting that 
minority shareholders tend to suffer because of the 
ownership structure in Libyan listed companies, 
most of which are state-owned. This finding echoes 
the findings of studies conducted in other 
developing economies. Alkahtani (2015), for 
instance, found that in Saudi Arabia, where the 
concentrated ownership model dominates, minority 
shareholders may not have the power to exercise 
their rights, even though provisions exist within the 
country’s legislation to challenge violations of these 
rights. Solomon (2010) found Jordan to have an 
insider-dominated CG system, a stock exchange 
lacking in accountability and transparency, and no 
consideration for minority shareholders’ rights, 
while Mallin (2013) found that minority 
shareholders’ rights in Malaysia suffer under 
pressure from majority shareholders seeking to 
retain company control. Tackling the inequality 
between majority and minority shareholders in 
Libyan listed companies is important both for 
improving company-minority shareholder relations 
and for the LSM as a whole, but the problem must 
first be addressed by the country’s regulatory and 
monitoring authorities. 

The literature illustrates that the factors 
influencing CG practice vary from country to 
country. Accordingly, the second question in this 
study (What factors inhibit CG and accountability 
practices in Libyan listed companies?) sought to 
investigate which factors internal and external 
stakeholders in this study perceived as having the 
most influence in the Libyan environment.  

Both ISG and ESG interviewees overwhelmingly 
agreed that the factor having the greatest impact on 
CG and accountability practices in Libyan listed 
companies is the lack of knowledge and awareness 
about the concept of CG at all company levels. One 
board chairman (BD1) suggested that this may be 
because the CG culture has yet to become 
established in most Libyan institutions, either at the 
top or bottom of the hierarchy. He also pointed to a 
lack of training programmes for members of the 
general assembly, BoDs and executive directors 
(even when they are directly concerned with CG 
practice), explaining that general assembly members 
and board members rarely participate in 
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conferences, seminars or workshops on CG. This 
finding is consistent with Iswaissi and Falahati’s 
(2017) conclusion that there is lack of adequate 
training on CG practices within Libyan commercial 
banks, which account for the majority of listed 
companies in the country. The finding serves as 
further evidence that the Union of Arab Banks (UAB, 
2007) is right to press for extensive CG training for 
all relevant parties in the Arab banking sector. It is 
also in line with the findings of Braendle et al. 
(2013), who assert that the foremost barrier to the 
improvement of CG practice in the Iranian 
environment is the lack of knowledge about CG. 

Eight ISG interviewees highlighted the 
weakness of the legislative environment as the 
second most influential factor on the grounds that 
this underlies the generally poor performance of 
Libya’s supervisory and regulatory bodies. One 
interviewee argued that: 

There are many causes, including the failure to 
develop laws and legislation suited to the 
principles of CG, although they are in line with 
the socialist system which was previously 
adopted by the Libyan state. Also, the weak 
performance of the regulatory and monitoring 
bodies in the Libyan environment and the LSMA 
in particular (BD8). 
Six ESG interviewees identified the weakness of 

the legislative environment as the second most 
significant factor affecting CG and accountability 
practices. One regulator argued that: 

Confusion accompanied the determination of 
our economic identity under the former regime, 
and this led to the creation of a culture in which 
laws and regulations were not seen as fixed. 
This has made it more difficult to enforce the 
laws and regulations that support CG practices 
and accountability in the Libyan environment 
(RE2). 
These findings support Okpara’s (2011) 

argument that an inadequate legal system and lack 
of adherence to the regulatory framework are the 
main challenges to implementing CG in developing 
countries. They also support Alajlan’s (2004) finding 
that Arab markets, in general, are poorly regulated 
and that the laws governing listed companies are not 
consistently enforced. Brahim and Nourredines 
(2017), in their study of Algerian companies, offer a 
similar example of a legislative environment that is 
doing little to encourage CG practice. 

The lack of accountability was identified as 
another significant factor, with seven ISG 
interviewees explaining that companies are currently 
not accountable for their failure to implement CG. 
One audit committee chairman explained that: 

This lack of accountability is partly legal in 
origin (existing legislation is incompatible in 
some respects with the requirements of CG, and 
there are no laws to enforce compliance), but 
social factors also play a part (BD4). 
Four ESG interviewees also observed that 

Libyan listed companies are not currently 
accountable for any shortcomings in their 
implementation of CG. One external auditor (RE3) 
attributed this to the poor performance of the 
monitoring and regulatory bodies, who fail to punish 
companies violating the regulations and abuse the 
powers conferred upon them. The importance of 
enforcement is emphasized in a number of other 

studies, including those by Okike (2007) and Wong 
(2009). These authors point to other governments 
(e.g. Nigeria) that have demonstrated a 
determination to improve CG by issuing new 
corporate legislation and CG codes for listed 
companies, but who have largely failed in their aim 
because enforcement of this legislation has been 
weak. The view that the enforcement of a law is at 
least as important as its original enactment is 
repeated by Berglöf and Claessens (2004), who argue 
that law enforcement is as central to achieving 
effective protection for all shareholders as law 
creation. Similarly, La Porta et al. (1999) conclude 
that both the presence and the enforcement of laws 
and regulations protecting minority shareholders are 
fundamental determinants in the development of 
stock markets. Both ISG and ESG interviewees 
echoed Braendle et al. (2013) in identifying weak 
accountability mechanisms as a key obstacle to the 
development of CG practice. Writing about the 
Iranian context, Braendle et al. explain that these 
mechanisms are not widely understood, nor is the 
concept of accountability itself encouraged, in Iran’s 
business environment. 
 

7. CONCLUSION 
 
The interview findings provide evidence that Libyan 
listed companies generally comply with the LCGC’s 
(2007) requirements regarding the BoD mechanism. 
The interviewees unanimously confirmed that 
boards in Libyan listed companies have between 
three and eleven members, the majority of whom are 
non-executive, as stipulated by the LCGC. The 
majority of both groups asserted that the general 
assembly is responsible for selecting and appointing 
board members according to pre-set technical and 
professional criteria. The results provide evidence 
that boards in Libyan listed companies are generally 
carrying out their duties and responsibilities in 
accordance with internal regulations and laws.  

On the issue of disclosure and transparency, 
both ISG and ESG interviewees perceived the level of 
disclosure and transparency in Libyan listed 
companies as barely satisfactory. They complained 
that disclosure requirements in Libya lag behind 
those even of other emerging markets, with the 
result that listed companies limit their disclosure to 
basic financial information such as the income 
statement and statement of financial position. In 
terms of CG disclosure specifically, interviewees 
pointed out that under the LCGC (2007), Libyan 
listed companies are only required to disclose which 
CG principles have been implemented and which 
have not, and the reasons why not. The view was 
also expressed that at present, disclosure and 
transparency practices in Libya are designed only to 
meet local requirements.  

ISG and ESG interviewees alike were critical of 
the role currently being played by the internal and 
external audit and were unconvinced of the 
effectiveness of internal control systems in Libyan 
listed companies. The evidence suggests that while 
these companies have taken practical steps to 
comply with the LCGC’s requirements regarding the 
internal and external audit mechanisms, they are not 
committed enough to ensure that these mechanisms 
are consistently monitored and enforced. 
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There was less of a consensus on the issue of 
shareholder rights; although the majority of ISG 
interviewees felt that shareholder rights are 
protected and respected by companies, the ESG 
interviewees were less positive, with several claiming 
that majority shareholders enjoy much greater 
protection, both legally and in practice, than 
minority shareholders. 

Overall, the interview findings demonstrate 
that Libyan listed companies are to some extent 
committed to implementing CG mechanisms, but 
that CG and accountability are still relatively novel 
concepts, and there remain significant weaknesses 
in terms of practice. Listed companies’ commitment 
is most evident in their adherence to the LCGC’s 
(2007) requirements regarding the BoD mechanism, 
but they are also engaging with the requirement for 
disclosure and transparency, albeit to local rather 
than international standards. Listed companies have 
also taken practical steps towards meeting the 
LCGC’s requirements regarding the internal and 
external audit mechanisms, but the general view 
among stakeholders is that these mechanisms are 
currently not robust enough to ensure strong 
internal control systems. Finally, in terms of the 
shareholders’ rights mechanism, majority 
shareholders are seen to enjoy much greater 
protection, both legally and in practice, than 
minority shareholders. 

The interviews yielded rich, complex insights 
into what internal and external stakeholders 
perceived as the main factors influencing CG and 
accountability practice in Libya’s listed companies. 
The general consensus across both groups was that 
the most significant factor inhibiting the advance of 
CG is the lack of knowledge and awareness about 
the concept at all company levels. This is followed 
by the weakness of the Libyan legislative 

environment and the lack of accountability within 
listed companies. Collectively, these are creating a 
poor environment for CG and accountability in 
Libya.  

Although the current study makes a valuable 
contribution to knowledge by investigating the 
extent to which CG mechanisms and accountability 
are being implemented in Libyan listed companies, it 
should be acknowledged that, as with any other 
study in social research, it has certain limitations. 
The first is the generalisability of the results. 
Caution is necessary here; since just 20 individuals 
were interviewed, it is quite possible that the 
findings might not accurately reflect the full range 
of views held by stakeholders in the Libyan 
environment. Furthermore, although pains were 
taken to gather data from the broadest possible 
range of stakeholders, ensuring that each 
stakeholder group was adequately represented was 
made more difficult by the fact that many of the 
target population (especially general assembly 
members, board members, and sub-committee 
members) were unavailable to participate; many 
work part-time and do not have permanent offices in 
their companies, while others were too busy to 
schedule meetings and interviews.  

Comparatively few studies have explored CG in 
Libya, making it a vital area for future research. This 
study investigates Libyan listed companies’ 
compliance with CG mechanisms and accountability. 
Some of the key CG mechanisms should be 
examined individually and in-depth to increase 
understanding of their significance in the Libyan 
environment. Further research is also recommended 
to illuminate how disclosure levels influence 
accountability practices in Libyan listed companies. 
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