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Abstract

Corporate governance is a complex, adaptive open system; yet it is usually modeled, in
the classical agency tradition, as a closed matrix of legal and financial contracts. Adopting
an open systems perspective, we decode the “social software”—the informal institutions—
behind the wide variation in corporate governance across countries. At the heart of this
system lies an element that comparative corporate governance research has largely over-
looked: generalized trust. To our knowledge, ours is the first framework to unite open
systems theory and generalized trust in explaining cross-country corporate governance.
Drawing on the classic systems theory works of Ashby and Luhmann, we theorize trust as
a systemic connector that absorbs complexity that formal rules would otherwise have to
carry. Where trust carries that load, firms can govern through relationship-based collabo-
ration rather than rule-based control. Using 4837 firm-year observations from 1293 firms
in 23 countries (2003-2008)—a pre-crisis structural baseline—we document a robust neg-
ative association between trust and shareholder-oriented corporate governance: where
trust is high, informal social regulation substitutes for formal control. The two cultural
moderators—individualism and uncertainty avoidance—act on this connector in opposing
directions. Individualism amplifies the substitution because monitoring conflicts with the
desire for autonomy; uncertainty avoidance attenuates it because trust cannot supply the
structural predictability that these cultures demand. Where individualism is high and
uncertainty avoidance is low, formal control falls away steeply as trust rises; where that
configuration is reversed, formal structures persist even when trust is abundant. Corporate
governance architecture, these results suggest, is regulated by its surrounding cultural
ecosystem—with trust as its central, and long-neglected, connector.

Keywords: complex adaptive systems; open systems theory; international corporate
governance; informal institutions; generalized trust; shareholder orientation; control
and collaboration

1. Introduction

Corporate governance is often treated as a game of formal rules: a predictable matrix
of legal codes, financial frameworks, and compliance mandates. Yet, this surface-level
view ignores a critical reality: formal institutions capture only a fraction of why gover-
nance practices vary so widely across the globe [1-6]. Scholars like Doidge et al. [7] have
shown that country-level characteristics—specifically formal institutions like legal and
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financial systems—are more predictive of variations in governance practices than firm char-
acteristics alone [7-10]. However, as Griffin et al. [5] demonstrate, these formal variables
leave much of the cross-country variance in corporate governance unexplained. Griffin
et al. [3,5] proceed to highlight the core importance of two key components of national
culture—individualism and uncertainty avoidance—in explaining observed global differ-
ences in corporate governance across countries. Their findings dovetail with prior research
demonstrating that national culture, as an informal institution, is a critical dimension
of a country’s institutional environment [11,12]. They also validate research in finance,
accounting, strategic management, and international business documenting the important
role that national culture plays in organizations [13-15].

The objective of this study is to extend prior work on the role of national culture
in corporate governance by investigating the role of a largely overlooked but potentially
key driver of differences in corporate governance practices across countries: generalized
trust. While Uttenthal [16] highlights the multifarious definitions of ‘trust” in the extant
literature, in this study, we rely on Robinson’s definition of trust as a person’s “expecta-
tions, assumptions, or beliefs about the likelihood that another’s future actions will be
beneficial, favorable, or at least not detrimental to one’s interests” [17] (p. 576). According
to dispositional theories of trust [18,19], the degree of an individual’s trust reflects a stable
set of personal beliefs established early in life. Meanwhile, Inglehart [20] demonstrates that
generalized trust varies widely across countries.

In this study, we investigate how generalized trust (hereafter ‘trust’) is associated
with the behavioral assumptions underlying a firm’s corporate governance architecture,
inclining it toward either strict, shareholder-oriented ‘control” or relational ‘collaboration’.
Specifically, we explore the baseline relationship between generalized trust and formal cor-
porate governance while examining how the core cultural dimensions of individualism and
uncertainty avoidance moderate this governance—trust dynamic. Consequently, through
our focus on trust, we extend work conceptualizing governance as a multi-layered system
shaped by both formal [7] and informal institutions [21-23]. From a systems standpoint,
trust, a core dimension of national culture and norms, is not merely a background variable;
it acts as a critical dimension of a country’s institutional environment that can substitute
for or complement formal governance attributes [24-26].

Crucially, decoding this ‘social software’ requires a theoretical shift. By social soft-
ware, we mean the informal, culturally transmitted rules of conduct—generalized trust
together with the value orientations that govern its exercise—that program the behavioral
expectations on which contracting rests, in deliberate contrast to the codified ‘hardware” of
formal legal and financial institutions; we use the term in this bounded, technical sense
throughout, rather than as a loose metaphor. Traditional corporate governance research
relies heavily on classical agency theory, which tends to characterize firms as a closed
system of bilateral contracts managed through strict, formal monitoring, sealed off from
its wider environment. However, agency models tend to diminish the potentially crucial
role of environmental context. To bridge this gap, our study integrates classical agency
models with an open systems perspective. In our model, we treat corporate governance
as an evolving system within a larger cultural context, where trust acts as the critical
link. To our knowledge, ours is the first framework to unite open systems theory and
generalized trust in explaining cross-country corporate governance. This framework lets us
examine how a society’s unwritten cultural rules alter internal company behavior, shifting
the organization’s structure toward either strict control or flexible collaboration.

Building on this framework, our article has four primary objectives. First, we ex-
tend knowledge on the role of informal institutions by examining the direct relationship
between trust and adherence to formal governance rules. In doing so, we isolate how a
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nation’s underlying ‘social software’ regulates firm-level compliance with shareholder-
oriented practices [27]. Second, we explore how individualism—another key informal
cultural characteristic—moderates the relationship between governance and trust. Third,
extending our focus on national culture, we investigate the influence of uncertainty avoid-
ance on the governance-trust nexus. Fourth, we investigate how a company’s corpo-
rate governance modus operandi—whether focused on strict oversight or collaborative
teamwork—is shaped by the interplay of generalized trust, individualism, and uncertainty
avoidance [2,28-30].

By cultural ecosystem we mean the interacting set of country-level informal
institutions—here, generalized trust together with the cultural dimensions of individ-
ualism and uncertainty avoidance—that are mutually interdependent and jointly condition
the behavioral assumptions on which a nation’s corporate governance rests. We use the
term in a precise, bounded sense: not as a loose synonym for “national context” but to
denote a small, tightly coupled system of cultural parameters whose elements cannot be
varied independently of one another. To observe this cultural ecosystem in a relatively
undisturbed state, we analyze a longitudinal panel of 1293 firms across 23 countries over
the 2003-2008 period. This timeframe offers an analytically clean window. By halting the
sample just before the 2008 Global Financial Crisis and the subsequent wave of reactive
environmental, social, and governance (ESG) and digital-compliance mandates, we filter
out a regime shift that would otherwise confound the relationship of interest. The justifica-
tion is itself systemic: an open system has fast-moving and slow-moving components, and
while formal institutions and legal codes can be reformed rapidly, the informal institutions
that concern us—the deep parameters of national culture—change only over generational
horizons. Beugelsdijk and Welzel [31] show that such deep-seated cultural values remain
consistent over 30-year horizons, functioning as the slow-moving deep structure that
constrains organizational design. Estimating the trust-governance relationship within a
single pre-crisis regime therefore isolates the organic coupling between these slow cultural
parameters and formal governance, uncontaminated by the post-crisis compliance shock,
while still yielding inferences of contemporary relevance to, inter alia, investors, financiers,
and regulators. Our contribution is accordingly positioned as a structural baseline of
pre-crisis governance: an estimate of the culture-governance coupling in its undisturbed
state, against which post-crisis and contemporary configurations can be assessed.

The remainder of our paper is organized as follows. In Section 2, we present the
systems framework at the core of our study and outline the hypotheses. In Section 3, we
elaborate upon our methodology and discuss our data selection processes. In Section 4, we
present our core findings. In Section 5, we discuss the primary implications of our work for
both practitioners and academicians. Section 6 concludes.

2. Prior Literature and Hypothesis Development
2.1. Agency Theory, Systems Theory and Trust

The core principle of the classical agency model is that in any relationship where a
principal delegates work to an agent, there will inevitably be goal conflict and information
asymmetry [32]. Because agents are assumed to be rational, risk-averse, and self-interested,
classical agency theory suggests that they will engage in shirking or opportunistic behavior
unless the principal implements strict monitoring systems and performance-based incen-
tives [32,33]. However, as organizational psychology and behavioral economics advanced,
scholars recognized a flaw in this baseline model: complete contracts are a practical and
economic impossibility. Constant surveillance is not only prohibitively expensive but also
socially destructive. This realization led to the integration of interpersonal trust into agency
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models—framing trust not as a naive sentiment but as a critical economic heuristic and a
structural mechanism for reducing transaction and agency costs.

The shift from strictly control-based agency models to trust-integrated models was
pioneered in the 1990s and early 2000s by scholars reimagining the psychological con-
tract between principals and agents. A critical behavioral adjustment was introduced
by Frey [34], who theoretically demonstrated that heavy monitoring can actively destroy
organizational value. Frey [34] argued that while surveillance has a disciplining function,
it simultaneously signals a profound lack of interpersonal trust. This perceived distrust
can crowd out an agent’s intrinsic motivation, reducing their effort to the bare minimum
required by the formal contract.

Building on the limitations of strict control, Davis et al. [35] formalized stewardship
theory, the most prominent counter-model to traditional agency theory. Stewardship
theory assumes that under the right conditions, an agent’s goals naturally align with the
principal’s. In this paradigm, agents are motivated by intrinsic rewards, collective success,
and interpersonal trust; consequently, applying intrusive agency controls to a “steward”
is counterproductive and damages performance. Furthermore, scholars began to bridge
agency theory with social exchange theory. Whitener et al. [36] shifted the burden of
trust-building onto the principal (or the manager acting on their behalf). Their framework
posits that principals must proactively take the first step in making themselves vulnerable—
such as delegating authority without micromanaging—to initiate a reciprocal cycle of
interpersonal trust that ultimately mitigates agency risks. Becerra and Gupta [37] argue that
trust-embedded economic theories are superior to trust-absent theories. Later, Casadesus-
Masanell [38] showed that extrinsic, performance-based incentives are not universally
mandatory by demonstrating mathematically how fixed-payment contracts can outperform
variable contracts if the principal trusts the agent to be guided by intrinsic motivation,
social norms, and ethical standards. Relatedly, John et al. [39] demonstrate that sustainable
research collaborations require both control and trust to ensure that performance and
participant satisfaction are maximized.

While classical agency theory relies on a closed-system approach, organizational sociol-
ogy and legal scholarship have increasingly advocated for an open systems perspective [40].
In this paradigm, the corporation is not merely a nexus of contracts to be monitored but a
complex, interacting entity deeply embedded within diverse institutional and environmen-
tal contexts [40]. This conceptual shift reshapes the role of corporate governance and the
utility of trust.

The application of systems theory to corporate law was notably advanced by schol-
ars seeking alternatives to the prevailing shareholder primacy narrative. Belinfanti and
Stout [41] argue that strict adherence to shareholder value as a primary governance metric
fails to provide genuine managerial accountability and frequently encourages destructive
regulatory and policy interventions. Instead, systems theory offers a robust methodol-
ogy for structuring and measuring corporate performance in a manner that accounts for
multiple overlapping goals while recognizing the critical importance of long-term sus-
tainability [41]. Within this framework, the corporation is viewed as a bounded group of
elements operating purposively to coordinate complex activities and manage interdepen-
dent operations [42].

In a systems-based governance model, interpersonal and institutional trust is elevated
from a simple heuristic for reducing transaction costs to a vital systemic connector, the
mechanism that couples the firm’s internal governance to its wider cultural environment.
Because corporate systems are characterized by complex interdependencies, the effort to
solve one localized governance issue through strict control can inadvertently trigger failures
elsewhere if the system lacks a resilient culture [43]. Trust operates as the stabilizing force
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within such environments. Making trust a central pillar of corporate sustainability enables
leadership to build stronger, mutually beneficial partnerships with all stakeholders [43].
Consequently, from a systems theory perspective, effective governance relies on adaptable
management rather than universal surveillance. By aligning practices with specific contexts,
organizations can cultivate mutual trust across all organizational levels [40].

Positioning the systems-theoretic contribution. The systems contribution of this study
is theoretical and interpretive rather than formal: we do not estimate a dynamic systems
model but use open-systems constructs to organize the comparative-governance evidence,
and the empirical analysis then tests the framework’s central prediction. Open systems
theory accordingly provides the primary theoretical lens of the study; classical agency
theory enters in a supporting role, as the baseline contracting model whose monitoring
prescriptions the systems framework shows to be regulated by the surrounding cultural
environment. The system’s components are the firm-level governance architecture (ob-
served through the firm’s corporate governance rating score), the formal institutional
layer (legal origin and the institutional environment), and the informal layer: the cul-
tural ecosystem of generalized trust, individualism, and uncertainty avoidance defined
in Section 1. The system boundary is the nation-state, which delimits the cultural envi-
ronment within which firms are embedded. Trust operates as the systemic connector in
a precise sense: following [44], it absorbs environmental complexity that the governance
architecture would otherwise need to internalize as formal variety [45], and it is in this
variety-absorbing capacity—not as a metaphor—that we use the term. The feedback op-
erates through two channels of adaptation: a substitution channel, through which high
generalized trust permits the relaxation of formal monitoring, and a restoration channel,
through which uncertainty avoidance re-imposes structural predictability; firms adapt
along the control-collaboration continuum [30]. Figure 1 summarizes these components,
boundaries, and channels.
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Figure 1. The corporate governance system as an open system: components, boundary, systemic
connector, and channels of adaptation. The solid arrow from generalized trust to firm governance
architecture denotes the hypothesized substitution channel (H1, negative); dashed arrows denote the
moderating influences of individualism (H2, amplifying the negative relationship) and uncertainty
avoidance (H3, attenuating it); the solid arrow from the formal institutional layer denotes the direct
influence of legal origin and the institutional environment. The dashed boundary demarcates the
nation-state as the system boundary.
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2.2. The Influence of Trust on Adherence to Shareholder-Oriented Corporate Governance

Modern corporate governance frameworks are typically classified into two fundamen-
tal models: the shareholder-centric approach and the stakeholder-centric approach [46].
The shareholder model (common in the U.S. and U.K.) prioritizes short-term equity,
dispersed ownership, and strong formal rights designed to maximize investor wealth.
Conversely, the stakeholder model (common in Continental Europe and Asia) relies on
long-term debt, concentrated ownership, and a focus on satisfying a broader range of
organizational participants.

These systems are built on opposing behavioral assumptions. Control-based (share-
holder) systems assume that actors are individualistic and self-interested, requiring external
monitoring to ensure alignment. Collaboration-based (stakeholder) systems assume that
managers and shareholders share common interests, fostering a cycle of trust and identifi-
cation with the firm. Because these cultural values vary globally, a governance system’s
effectiveness is inherently tied to the informal institutions—the ‘social software’—of the
nation in which it is embedded.

While formal corporate rules are rooted in the classical agency control-based perspec-
tive, relying solely on this view ignores the systemic friction created by rigid compliance.
In this context, formal rules and monitoring systems impose substantial transaction costs
and generate operational friction. From a systems standpoint, Ashby’s law of requisite
variety states that a system’s internal control mechanisms must possess at least as much
variety (flexibility) as the environment they govern [45]. Because formal corporate gov-
ernance rules are static, codified, and binary, they inherently violate this law and act as a
heavy systemic drag, forcing organizations to seek more efficient substitutes. Such formal
reporting is neither costless nor without strategic value—financial disclosure also conveys
information of competitive relevance to firms and their stakeholders [47]—yet in high-
trust environments, much of its monitoring function can instead be met through informal
social regulation.

Building on prior work, we posit that trust functions as a potentially key substitute,
serving as an informal institution that manages complex forms of governance. Bradach and
Eccles [48] identify authority (formal rules) and trust as distinct, yet highly substitutable,
mechanisms for organizing economic activity and managing complex plural forms of gov-
ernance. Parsons [49] conceptualized trust as a highly elastic, fluid control mechanism that
allows a system to process unpredictable interactions rapidly. The recent empirical litera-
ture robustly validates this classical substitution effect. Guiso, Sapienza, and Zingales [50]
demonstrate that high-trust corporate environments significantly lower monitoring costs
and increase firm value. Pevzner, Xie, and Xin [51] confirm that trust acts as a direct
substitute for formal institutional monitoring in mitigating agency problems, noting that
firms in high-trust nations require vastly fewer explicit reporting rules. Hasan et al. [52]
further validate this, showing that social capital actively replaces formal governance quality
in reducing agency costs, specifically regarding executive monitoring and opportunistic
tax avoidance. Chown [53] illustrates how organizational units adapt mandated formal
controls in practice, at times replacing them with locally developed alternative mechanisms.

When a firm operates in a macro-environment characterized by high generalized trust,
the baseline expectation shifts from opportunism to mutual stewardship. Fukuyama [54]
operationalizes this by describing formal compliance mechanisms as a ‘tax” on economic
activity; in high-trust environments, ‘spontaneous sociability’ naturally replaces the need
for codified governance, allowing firms to bypass this tax entirely. As Puranam and
Vanneste argue [55], once a strong baseline of trust exists, the marginal utility of formal
contractual governance drastically diminishes, making rigid rules economically redundant.
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The mechanical efficiency of this substitution is further explained by Luhmann’s
autopoietic (self-producing) systems theory [44], which frames both trust and rules as func-
tional mechanisms for reducing social complexity. While rules reduce complexity by rigidly
forcing behavior, trust reduces complexity by absorbing it. This creates an environment
where trust facilitates adaptive forms of deference to organizational authorities. Conversely,
in low-trust countries, the expectation of exploitation forces shareholders to install more
formalized and rigid mechanisms to control managers. As generalized trust increases, the
systemic necessity for formal agency controls—specifically shareholder-oriented practices—
tends to diminish. This discussion leads to our first hypothesis.

Hypothesis 1 (H1). Trust is negatively associated with reliance on the formal corporate governance
rules manifest in shareholder-oriented corporate governance.

2.3. The Moderating Influence of Individualism

After establishing our primary hypothesis, we turn our attention to two factors that we
predict moderate the relationship between governance and trust. First, we investigate how
the cultural values of those within the system shape their behavior. We begin by applying
Hofstede’s [56,57] dimension of individualism to our analysis, followed by an examination
of uncertainty avoidance in the next section.

Hofstede defines individualism as describing the “relationship between the individual
and the collectivity that prevails in a given society” [57] (p. 209). In countries characterized
by high individualism, people are likely to focus on themselves and personal gain [57].
Cable and Judge [58] showed that individualistic employees prefer promotion and pay
based on individual performance. Accordingly, firms in individualistic countries typically
employ promotion and pay systems based on individual performance to align their goals
with those of their employees [59], and equity-based incentives are likewise used to align
senior executives’ strategic decisions with shareholder interests [60].

In highly individualistic cultures, people possess a profound psychological aversion
to micromanagement and rigid systemic constraints. However, in low-trust environments,
individualists are forced to tolerate heavy formal rules (like dense legal contracts) to protect
their individual property and rights from opportunistic peers [61]. When we introduce
high generalized trust into a highly individualistic system, trust removes the threat of
opportunism, thereby removing the need for protective formal rules.

Because people in highly individualistic cultures resent the systemic friction of rules
and actively crave autonomy, they tend to relax those rules once trust provides a safe
environment to do so. Recent macro-organizational research supports this accelerating
effect. Crossland and Hambrick [12] demonstrate that highly individualistic cultures grant
significantly higher managerial discretion to executives, an effect that is magnified when
institutional constraints are relaxed. This discretion extends to consequential financial
reporting choices, such as whether the success of a research and development (R&D)
program leads firms to capitalize rather than expense development expenditures, a pattern
documented among European firms [60]. Pitlik and Rode [62] find that individualistic
values inherently resist interventionist regulation, and this resistance is heavily activated
by the presence of systemic trust. Relatedly, Bloom et al. [63] show that firms in high-trust
environments delegate substantially more decision-making authority from headquarters to
managers, substituting managerial autonomy for centralized procedural control.

Consequently, when generalized trust is high within an individualistic culture, firms
face intense pressure to protect the autonomy and intrinsic motivation of their managers
by dismantling intrusive governance mechanisms. Rather than necessitating formal con-
trols, high individualism makes the workforce acutely sensitive to, and resentful of, strict
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shareholder-oriented practices. Therefore, the drive for individual autonomy amplifies the
negative relationship between formalized governance control structures and trust. This
rationale leads to our second hypothesis.

Hypothesis 2 (H2). Individualism amplifies (strengthens) the negative relationship between
generalized trust and shareholder-oriented corporate governance.

2.4. The Moderating Influence of Uncertainty Avoidance

While we predict that individualism amplifies the negative association between trust
and shareholder-oriented corporate governance, we posit that a separate cultural dimen-
sion, uncertainty avoidance, acts as a powerful countervailing force.

Hofstede defines uncertainty avoidance as the degree to which a society feels threat-
ened by ambiguous, unstructured situations [56,57,64]. Countries characterized by high
uncertainty avoidance tend to have stable labor relationships and clear promotion systems
based on seniority [59]. These long-term socialization processes naturally integrate the sys-
tem, facilitating collaboration and company loyalty [31,57,65]. For example, Jang et al. [66]
report that uncertainty avoidance shapes the relationship between job satisfaction and job
strain. Because the primary purpose of managers in these stable, uncertainty-avoidant
settings is to satisfy internal stakeholders [67], relationships often develop into a reciprocal
sense of personal obligation, concern, and even friendship [68]. Relatedly, Han et al. [13]
demonstrated that managers in countries characterized by low uncertainty avoidance tend
to be less likely to manipulate accounting earnings for personal gain.

Integrating Hofstede’s concept of uncertainty avoidance with the environmental threat
perception central to the open systems perspective of Katz and Kahn [69], we posit that
rules serve a dual function. They act as economic safeguards against the agent and as
boundaries that shield the organization from the ambiguity of the environment. In a
high-trust society with low uncertainty avoidance, the system fears neither the agent nor
environmental ambiguity. Luhmann’s complexity reduction operates without restriction:
trust replaces monitoring, and formal rules are less important [44,70]. Conversely, in a
high-trust society with high uncertainty avoidance, a specific type of paradox emerges.
Because generalized trust is high, classic agency monitoring is less important. Yet, because
the culture is highly intolerant of ambiguity, the system retains reliance on formal rules to
ensure procedural predictability.

Recent empirical evidence strongly supports this dampening effect. Chen et al. [71]
found that organizations in high uncertainty avoidance cultures inherently build defensive
corporate buffers (like rigid corporate governance) to hedge against ambiguity, indepen-
dent of trust levels. Furthermore, Astvansh et al. [72] highlight that compliance with rules
designed explicitly to prevent negative outcomes is compatible with the psychological
mindset associated with uncertainty avoidance. Tran [73] confirms that in high uncertainty
avoidance countries, organizations retain formal, prescriptive rules because the psycho-
logical cost of operating without a structure outweighs the economic benefit of removing
it. Relatedly, meta-analytic evidence suggests that in high uncertainty-avoidance cultures,
firms rely less on trust-based relational governance and more on formal mechanisms [74].

Therefore, even in high-trust environments, a highly uncertainty-avoidant culture
will struggle to reduce reliance on formal governance mechanisms. In these environments,
we expect that shareholder-oriented corporate governance practices are adhered to as
a means of meeting the systemic need for clear reporting lines, formalized rules, and
environmental stability. Consequently, we predict that uncertainty avoidance overrides the
self-regulating, structurally efficient benefits associated with trust, forcing firms to maintain
formal oversight. This discussion leads to our third hypothesis.
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Hypothesis 3 (H3). Uncertainty avoidance attenuates (weakens) the negative relationship between
generalized trust and shareholder-oriented corporate governance.

3. Research Design
3.1. Estimation Models and Identification Strategy

To test the systemic influence of trust on firm-level governance (Hypotheses 1-3),
we estimate a sequence of panel models. Equation (1) establishes the baseline associa-
tion between generalized trust and shareholder-oriented corporate governance practices
(SHO_CGP):

SHO_CGPj = « + B1 Trust + Controls + ¢ (1)

Here, SHO_CGP;; is the shareholder-oriented corporate governance practice score
for firm i in year f, « and ¢; are the intercept and error term, and the control vector
comprises individualism and uncertainty avoidance together with a set of country- and
firm-level covariates (Table 1). Hypothesis 1 predicts a negative and significant ;. To
test the moderating role of individualism (Hypothesis 2), we extend Equation (1) with an
interaction term:

SHO_CGPj; = a + By Trust + By Individualism + B3 (Trust x Individualism) + Controls + € (2)

Hypothesis 2, which holds that individualism amplifies the negative trust-governance
relationship, implies a negative and significant 3. To test Hypothesis 3, we replace
individualism with uncertainty avoidance:

SHO_CGPj; = « + By Trust + B Uncertainty Avoidance + B3 (Trust x Uncertainty Avoidance) + Controls + & 3)

Hypothesis 3, which holds that uncertainty avoidance attenuates the negative relation-
ship, implies a positive and significant 3. A fourth specification includes both interaction
terms simultaneously, allowing the two countervailing cultural forces to be observed within
a single system. In every specification the control vector includes a full set of industry and
year indicator variables, and all standard errors are clustered at the country level; these are
suppressed from the notation in Equations (1)-(3) for readability.

The structure of the data determines both the estimator and the construction of stan-
dard errors, and it is worth making this explicit because the cultural ‘social software” we
seek to isolate resides entirely in cross-country variation. Generalized trust, individualism,
and uncertainty avoidance are each measured at the country level and are time-invariant
within country; their interactions inherit this property. We therefore estimate all models us-
ing firm-level panel random effects, with full sets of industry and year indicators. Random
effects is the appropriate estimator for the variables of theoretical interest in this setting:
a firm or country fixed-effects estimator would absorb all time-invariant country-level
variation and thereby eliminate trust, the cultural dimensions, and their interactions from
the model altogether. Random effects do, however, rest on the assumption that the unob-
served country- and firm-level heterogeneity is uncorrelated with the regressors. Because a
within (fixed-effects) transformation would remove the between-country variation that is
the sole source of identification for the country-level cultural variables, we retain random
effects and probe this orthogonality assumption directly in Section 4.3 through a correlated-
random-effects (Mundlak) specification and a between-country estimation. Year indicators
absorb common macroeconomic shocks across the 2003—2008 window, and industry indi-
cators absorb sectoral heterogeneity; neither competes with the between-country cultural
variation that identifies the hypotheses.
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A second feature of the data governs statistical inference. Because the regressor of
interest varies only across the 23 countries in the sample, while the unit of observation
is the firm-year, treating firm-years as independent would understate the true sampling
variability and overstate significance, the consequence, well known since Moulton [75], of
combining an aggregate-level regressor with disaggregated data. We therefore cluster all
standard errors at the country level, permitting arbitrary correlation among firms embedded
in the same national environment. The z-statistics reported throughout are robust to this
clustering and are consequently far more conservative than conventional panel standard
errors would imply. We note that with 23 clusters, the analysis sits in the small-cluster
region, in which cluster-robust inference, while appropriate, is best corroborated by small-
sample-robust methods; we return to this in Section 4.3.

Finally, to keep the lower-order coefficients interpretable in the presence of the interac-
tion terms, we mean-center generalized trust, individualism, and uncertainty avoidance be-
fore forming their products. After centering, the coefficient on trust in Equations (2) and (3)
is the marginal effect of trust evaluated at the sample-average level of the relevant modera-
tor. The summary statistics in Table 2 are reported for the original, uncentered variables.

3.2. Measures

Dependent variable. Following prior research, we measure shareholder-oriented
corporate governance practices using the Corporate Governance Quotient (CGQ) from
RiskMetrics/MSCI. The CGQ evaluates each firm against 55 individual criteria (65 for
U.S. firms) grouped into eight dimensions—boards, audits, charter/bylaws, anti-takeover
provisions, executive and director compensation, progressive practices, ownership, and
director education—and expresses the result as a percentile ranking (0-100) relative to a
peer group of similarly sized firms. A higher CGQ score reflects stronger adherence to
formal, shareholder-oriented governance practices. We use each firm'’s year-end score for
2003 through 2008, with 2003 being the first year of comprehensive worldwide coverage.
The 2008 endpoint reflects measurement continuity as well as research design: the CGQ
was subsequently discontinued and replaced by differently constructed successor instru-
ments, so the sampled years constitute the complete panel available on a single, consistent
measurement basis, and a post-crisis extension would necessarily change the measure
along with the period.

Independent and moderating variables. We measure generalized trust (Trust) using
the fourth wave of the World Values Survey, taking the percentage of respondents in each
country who affirm that ‘most people can be trusted’. Individualism and Uncertainty
Avoidance are measured using Hofstede’s national culture scores, each ranging from 0
to slightly above 100, with higher values denoting greater individualism or uncertainty
avoidance, respectively.

Construct validity of the cultural measures. Because generalized trust is a latent
construct, its quantification warrants explicit justification rather than presumption. Our
operationalization follows the definition adopted in Section 1 [17]: the World Values
Survey item asks whether, in general, most people can be trusted, directly eliciting the
generalized expectation about others” conduct that this definition describes. The item has
served as the standard measure of generalized trust in cross-country research since Knack
and Keefer [76], and country-level aggregation is central to its validity: idiosyncratic re-
sponse error averages out across respondents within a country, and the between-country
component that remains—the only variation our design exploits (Section 3.1)—is highly
stable across survey waves [31]. The Hofstede dimensions rest on a comparably exten-
sive validation record [14], and their country rankings have been formally replicated in
later respondent cohorts [77]. Alternative cultural frameworks yield convergent con-
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clusions about the culture-governance nexus [78], whereas the Global Leadership and
Organizational Behavior Effectiveness (GLOBE) project’s uncertainty-avoidance prac-
tices scores are known to correlate negatively with Hofstede’s index [79]; retaining the
World Values Survey and Hofstede instruments therefore preserves construct continuity
and comparability with the literature we extend [5]. Section 5.3 discusses the residual
measurement limitations.

Control variables. The remaining controls follow the comparative governance
literature. We include a Law Dummy coded 1 for common-law countries and 0 otherwise;
an Institutional Environment index aggregating Kaufmann’s six worldwide governance
dimensions [80] (voice and accountability, political stability, government effectiveness,
regulatory quality, rule of law, and control of corruption) into a single score; Relative
Stock Market Size, measured as stock-market capitalization divided by gross domestic
product (GDP), to hold constant the scope for market-based monitoring, the extent to
which security prices impound value-relevant information varies with the depth of the
national market, including in the smaller exchanges represented in our sample [81];
and GDP Per Capita to capture economic development. At the firm level we control
for Firm Size (the natural log of total assets, adjusted for exchange-rate differentials),
Firm Performance (return on assets), Firm Leverage (total liabilities divided by total
assets), and Firm Growth (the percent change in sales between t — 1 and t). To limit
the influence of outliers, the four firm-level variables are winsorized at the 1st and 99th
percentiles. We have also verified robustness to alternative outlier treatments of the firm-
level controls. Re-estimating all four specifications with no winsorization, winsorization
at the 2.5th/97.5th and 5th/95th percentiles, and trimming (rather than capping) at
the 1st/99th percentiles leaves the results reported later essentially unchanged. Full
definitions and sources are provided in Table 1.

Table 1. Variable definitions.

Variable Operational Definition Data Source
The Corporate Governance Quotient (CGQ)
Shareholder-Oriented CG scorg, reﬂe'ctmg a firm’s percentile ranking . RiskMetrics/MSCI
relative to its peer group based on an evaluation
of 55 individual criteria.
Generalized Trust FsrL}lIreVE}elrccpelrelzi)enorfeagfaf;iirir:gtl:vehirtl}?Z‘erfots(; ;heeople World Values Survey
(Fourth Wave)

can be trusted.

Uncertainty Avoidance

A cultural dimension score (0 to 100+) measuring
the degree to which a society feels threatened Hofstede [56,57]
by ambiguity.

Individualism

A cultural dimension score (0 to 100+) measuring
the relationship between the individual and Hofstede [56,57]
the collectivity.

Law Dummy

An indicator variable coded 1 for common-law

countries and 0 otherwise. La Porta etal. [8,]

Institutional Environment

A single aggregated score combining six
dimensions: voice and accountability, political
stability, government effectiveness, regulatory
quality, the rule of law, and control of corruption.

Kaufmann's institutional
environment index (World
Bank) [80]

Relative Stock Market Size

Financial Structure and Economic
Development database
(World Bank)

Stock-market capitalization divided by gross
domestic product (stock market/GDP).
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Table 1. Cont.

Variable Operational Definition Data Source
. . World Development Indicators
GDP Per Capita The natural log of GDP per capita of the country. (World Bank)
Firm Size The natural log Qf total assets after adjusting for COMPUSTAT
exchange-rate differentials.
Firm Performance Annual return on assets (ROA), defined as net COMPUSTAT

income divided by total assets.

Firm Leverage

Total liabilities divided by total assets. COMPUSTAT

Firm Growth

The percent change in sales between fiscal year

t—1and year t. COMPUSTAT

3.3. Sample

Sample construction proceeds through several filters. Firms are excluded where the
requisite financial data are unavailable from COMPUSTAT; countries with fewer than ten
observations are dropped to maintain a robust estimation base; and firms incorporated in
tax-haven jurisdictions or in countries lacking Hofstede cultural metrics are removed. We
additionally exclude firms domiciled in the United States, for which the CGQ is constructed
from a distinct and larger criterion set (65 items versus the 55 applied to non-U.S. firms)
and benchmarked against a separate U.S. peer universe, leaving its scores not directly
comparable in level to the international index that anchors our cross-country design.
Retaining U.S. firms would moreover let a single, differently measured market dominate the
analysis: U.S. observations (17,343 firm-years) outnumber the combined remainder by more
than three to one and would constitute roughly 78% of a pooled sample, so that estimates
of culturally driven variation would be governed largely by one country whose dependent
variable is measured on a different basis. In estimates that retain the United States, the
substitution effect and both cultural moderators nonetheless preserve their predicted
signs, so the exclusion does not mask a reversal of the documented relationships; those
pooled estimates are, however, governed by the differently measured U.S. observations
and are not comparable in level to the international specification adopted here, and we
accordingly do not report them alongside it. We therefore restrict the estimation sample
to the non-U.S. countries, on which the CGQ rests on a common footing. The initial panel
comprises 1341 distinct firms operating across 23 countries from 2003-2008. After imposing
the complete-data requirements of the estimating equations, the final estimation sample
consists of 4837 firm-year observations drawn from 1293 firms across the same 23 countries.
The panel spans a deliberately ‘clean” institutional era, concluding immediately before the
2008 global financial crisis and the subsequent proliferation of reactive regulatory and ESG
mandates, allowing the organic interaction between informal norms and formal governance
to be observed without that confounding overlay.

4. Results
4.1. Descriptive Statistics and Correlations

Table 2 reports summary statistics for the estimation sample. Shareholder-oriented
corporate governance (SHO_CGP) has a mean of 42.52 and a standard deviation of 25.11
and spans the full 0-100 range, indicating substantial cross-firm variation in adherence
to formal shareholder-oriented practices. Generalized trust averages 0.384 and ranges
from roughly 0.10 to 0.68 across countries, while individualism and uncertainty avoidance
average 57.7 and 70.6, respectively. The firm-level controls are unremarkable, with mean
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firm size of 7.74 (log assets), mean return on assets of 0.078, mean leverage of 0.54, and
mean sales growth of 0.10.

Table 2. Summary statistics.

Variable N Mean SD Min p25 p50 P75 Max
Shareholder-Oriented CG 4837 4252 25.11 0.00 22.10 40.60 61.60 100.00
Generalized Trust 4837 0.384 0.111 0.100 0.368 0.391 0.428 0.680
Uncertainty Avoidance 4837 70.57 25.67 8.00 51.00 86.00 92.00 112.00
Individualism 4837 57.71 19.05 18.00 46.00 46.00 74.00 90.00
Law Dummy 4837 0.263 0.441 0.000 0.000 0.000 1.000 1.000
Institutional Environment 4837 15.40 8.61 3.28 9.02 12.95 19.14 47.94
Relative Stock Market Size 4837 1.144 0.883 0.170 0.738 1.022 1.096 5.279
GDP Per Capita 4837 10.380 0.285 8.455 10.330 10.420 10.470  10.920
Firm Size 4837 7.743 1.504 2.681 6.794 7.640 8.685 12.860
Firm Performance 4837 0.078 0.085 —1.195 0.040 0.069 0.106 1.271
Firm Leverage 4837 0.539 0.219 0.000 0.405 0.548 0.674 5.865
Firm Growth 4837 0.105 0.446 —1.000 0.008 0.063 0.144 23.000

N = 4837 firm-year observations. Statistics are reported for the original, uncentered variables.

A country-level view reinforces the systemic logic of the study (Appendix A,
Table Al). The strongly shareholder-oriented systems—the United Kingdom (mean
CGQ = 86), Switzerland (~69), Australia (=66), and New Zealand (~61)—combine high
individualism with comparatively low uncertainty avoidance. Conversely, the high-trust
Nordic economies, such as Sweden, Denmark, and Norway, where generalized trust is high-
est in the sample, exhibit notably low scores on formal shareholder-oriented governance,
while Greece and Portugal combine the lowest governance scores with the highest uncer-
tainty avoidance. This descriptive pattern—high informal trust coinciding with low reliance
on formal shareholder mechanisms—foreshadows the substitution effect formalized below,
consistent with the open-systems premise that an organization’s internal structure comes
to mirror the variety of the environment in which it is embedded [82].

Table 3 presents the Pearson correlations among the core variables. Shareholder-
oriented governance correlates positively with individualism (0.47) and the law dummy
(0.33) and negatively with uncertainty avoidance (—0.37), consistent with the bivariate
intuitions of the systems framework. Notably, the simple correlation between generalized
trust and shareholder-oriented governance is close to zero (0.02). This is itself instructive:
trust is positively correlated with individualism (0.30), which is, in turn, strongly and posi-
tively associated with formal governance, so the substitution effect of trust is suppressed at
the bivariate level and emerges only once the surrounding cultural ecosystem is modeled
jointly. The cultural variables are themselves moderately intercorrelated (trust-uncertainty
avoidance —0.30; trust-individualism 0.30; individualism—uncertainty avoidance —0.28),
and the law dummy is strongly correlated with uncertainty avoidance (—0.74). These
interdependencies, characteristic of a tightly coupled cultural system, motivate the conser-
vative country-clustered inference adopted here and inform the interpretation of coefficient
magnitudes below. Notwithstanding these interdependencies, formal multicollinearity
is not a concern for the estimated models. The variance inflation factors are uniformly
low—the maximum is 2.97 (uncertainty avoidance) and generalized trust has a value of
1.41—and the condition number of the standardized design is 3.66, well below the Belsley
threshold [83]. Expressed in standardized units, a one-standard-deviation rise in trust is
associated with a fall of about one-fifth of a standard deviation in shareholder-oriented
governance (standardized coefficient —0.18), with individualism and uncertainty avoidance
entering at +0.40 and —0.33, respectively.
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Table 3. Pearson correlation coefficients.

1) 2) (3) @) (5) (6) (7) (8) 9) an @12
1. Shareholder-Oriented CG 1.00
2. Generalized Trust 0.02 1.00
3. Uncertainty Avoidance -0.37 —-0.30 1.00
4. Individualism 047 030 —0.28 1.00
5. Law Dummy 033 005 -074 025 1.00
6. Institutional Environment 016 027 —-043 019 029 1.00
7. Relative Stock Market Size 0.01 0.13 —-045 —-032 044 0.21 1.00
8. GDP Per Capita —-0.07 —-0.02 —-0.21 —-0.02 027 —0.05 0.00 1.00
9. Firm Size 0.09 -0.11 016 0.01 -0.16 —-0.11 —-0.10 0.00 1.00
10. Firm Performance 0.08 0.04 -007 0.09 007 005 002 -0.02 0.01
11. Firm Leverage 0.11 -0.08 0.04 018 -0.07 —-0.03 —-0.17 —0.04 032 —0.10 1.00
12. Firm Growth 0.01 0.01 -0.08 0.02 010 003 005 003 0.01 —0.03 1.00

N = 4837. Generalized trust, individualism, and uncertainty avoidance are mean-centered; centering leaves the
correlations unchanged. Given the sample size, coefficients above roughly 10.03 | are significant at the 5% level.

4.2. Results of Hypothesis Tests

Table 4 reports the four random-effects models with country-clustered standard errors,
industry effects, and year effects throughout. Model 1 tests the baseline substitution
hypothesis, Models 2 and 3 add the individualism and uncertainty-avoidance interactions
respectively, and Model 4 includes both.

Table 4. Generalized trust, cultural moderators, and shareholder-oriented corporate governance:

panel random-effects estimates.

Variable Model 1 Model 2 Model 3 Model 4
Ceneralized Trust —41.281 ** —34.806 *** —27.914* —25.242%
enerafized 1rus (—2.701) (—2.966) (—1.699) (—1.874)

. e —2.263 *** —1.875**
Generalized Trust x Individualism (—3.263) (—2.430)
. . . 1.154 ** 0.918 **
Generalized Trust x Uncertainty Avoidance (2.692) (2.049)
Individuali 0.522 0.367 **+ 0.608 *** 0.461 ***
ndviduatism (5.892) (3.416) (5.274) (3.436)
. . —0.327 ** —0.442 *** —0.295 *** —0.396 ***
Uncertainty Avoidance (—3.585) (—4.431) (~3.123) (—3.644)
Law D 6.214 7.841 2.329 4509
aw ummy (0.944) (1.115) (0.379) (0.654)
Institutional Environment —0.213 —0.165 —0.202 —0.164
stitutio vironme (—0.808) (—0.649) (—0.764) (—0.641)
. ‘ —0.259 —3.405 0.950 ~1.941
Relative Stock Market Size (—0.116) (—1.122) (0.428) (~0.598)
. —6.826 —9.307 *** —6.781 *** —8.874 **
GDP Per Capita (—2.610) (—4.605) (=3.003) (—4.475)
Firm Si 2.777 ##* 2471 #* 2.560 *** 2.350 ***
1rm Size (3.061) (2.946) (2.858) (2.792)
Firm Performan 4923 6.350 7.213 7.982
eriormance (0.823) (1.095) (1.226) (1.394)
Firm L 3.635 3.832 ** 4315 ** 4366 **
trm Leverage (1.630) (2.197) (2.071) (2.529)
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Variable Model 1 Model 2 Model 3 Model 4
Firm Growth —0.975* —0.989 * —0.913* —0.929 *
(—1.917) (—1.927) (—1.676) (—1.731)
Constant 89.452 *** 119.611 *** 91.607 *** 116.456 ***
(3.024) (4.478) (3.327) (4.234)
Observations 4837 4837 4837 4837
Number of Firms 1293 1293 1293 1293
R? (overall) 0.374 0.391 0.396 0.404
Wald x? 2073 *** 2187 *** 2322 *** 2340 ***
Industry Dummies Yes Yes Yes Yes
Year Dummies Yes Yes Yes Yes
Country-Clustered SE Yes Yes Yes Yes

Robust z-statistics, clustered at the country level, in parentheses. *** p < 0.01, ** p < 0.05, * p < 0.1. All models
include industry and year dummies and are estimated by firm-level random effects on 4837 firm-year observations
across 23 countries.

Hypothesis 1 predicts that generalized trust acts as an informal substitute for formal
shareholder-oriented control, implying a negative association. Model 1 supports this: the
coefficient on trust is —41.281 and is significant at the one-percent level (z = —2.701). The
strength of this result lies in the inference behind it. Because trust varies only across the
23 countries, conventional panel standard errors would dramatically overstate its precision;
under the conservative country-clustered standard errors appropriate to an aggregate-level
regressor, the effect nonetheless remains negative and highly significant. As generalized
trust rises within a society, reliance on formal shareholder-oriented monitoring structurally
decays. Model 1 also shows individualism positively associated with formal governance
(0.522, p < 0.01) and uncertainty avoidance negatively associated with it (—0.327, p < 0.01). It
bears emphasis that although the unconditional correlation between trust and governance
is near zero (Table 3), the conditional effect is strongly negative. This is precisely the
systemic behavior one expects when a connector’s role becomes visible only after the
rest of the cultural ecosystem is accounted for: the feedback and interdependence that
characterize complex adaptive systems preclude isolating one subsystem while holding the
others constant [84]. Hypothesis 1 is supported.

Hypothesis 2 holds that individualism amplifies the negative trust-governance rela-
tionship, as autonomy-seeking actors dismantle formal controls once trust renders them
unnecessary. Model 2 introduces the Trust x Individualism interaction, whose coefficient
is —2.263 and significant at the one-percent level (z = —3.263). The negative sign indicates
a strengthening of the substitution effect in more individualistic societies, providing robust
support for Hypothesis 2.

Hypothesis 3 predicts a countervailing force: a cultural intolerance of ambiguity sus-
tains formal rules for the sake of procedural predictability, attenuating the substitution
effect. Model 3 introduces the Trust x Uncertainty Avoidance interaction, whose coefficient
is 1.154 and significant at the one-percent level (z = 2.692). The positive sign demonstrates
that uncertainty avoidance dampens the substitution effect of trust—even where general-
ized trust is high, an ambiguity-averse system retains its formal scaffolding—supporting
Hypothesis 3.

Model 4 includes both interactions simultaneously to observe the full cultural ecosys-
tem. The two moderators retain their predicted and opposing directional influences and
remain statistically significant under clustered inference (Trust x Individualism = —1.875,
p < 0.05; Trust x Uncertainty Avoidance = 0.918, p < 0.05). A joint test confirms that the
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amplifying and attenuating forces operate together (Section 4.3). The overall R-squared
rises monotonically across the specifications, from 0.374 in Model 1 to 0.404 in Model
4, and the Wald chi-square statistic is highly significant in every model, confirming the
explanatory power of the systemic framework.

To make these estimates interpretable, we translate them into the metric of the data.
In the baseline (Model 1), a one-standard-deviation increase in generalized trust (0.11) is
associated with a 4.6-point reduction in the shareholder-oriented governance score, roughly
one-fifth of a standard deviation of that score. Moving across the full observed range of
trust, from the least- to the most-trusting society in the sample, corresponds to a decline of
approximately 24 points, close to a full standard deviation. The conditional specifications
show how this marginal effect is regulated by the surrounding culture. Evaluated at
the corners of the cultural ecosystem in Model 4, a one-standard-deviation rise in trust
is associated with a fall of about 9 governance points (roughly one-third of a standard
deviation) in a high-individualism, low-uncertainty-avoidance setting, whereas in a low-
individualism, high-uncertainty-avoidance setting, the estimated effect is slightly positive
and statistically indistinguishable from zero. The system’s responsiveness to trust thus
ranges from strong to effectively null across cultural configurations. These standardized
magnitudes, rather than the lower-order coefficients alone, are the economically meaningful
quantities, and they motivate the joint visualization in Figure 2.

Among the controls in Model 4, firm size (2.350, p < 0.01) and firm leverage (4.366,
p < 0.05) are positively associated with shareholder-oriented governance, GDP per capita is
negative and significant (—8.874, p < 0.01), and firm growth is weakly negative (—0.929,
p < 0.10). The country-level institutional controls—the institutional environment index,
relative stock-market size, and law dummy—are not statistically significant once stan-
dard errors are clustered at the country level, and firm performance is likewise insignif-
icant. The attenuated significance of the country-level controls, relative to what naive
standard errors would suggest, is exactly what the clustered framework anticipates for ag-
gregate regressors and reinforces the importance of conservative inference in cross-country
governance research.

Because the cultural variables are mean-centered on the estimation sample, the trust
coefficient in the interaction specifications is the conditional marginal effect of trust at
the sample-average level of the moderators; it is accordingly somewhat smaller than the
unconditional baseline estimate and its magnitude is stable across specifications. As set
out above, the economically meaningful quantities are the standardized marginal effects of
trust evaluated across the cultural ecosystem.

Figure 2 renders the two moderation effects as a single system, plotting predicted
shareholder-oriented governance against generalized trust for each of the four corners of
the cultural ecosystem: the combinations of high and low individualism and high and
low uncertainty avoidance (+1 standard deviation), generated from the full specification
(Model 4), with all other covariates held at their sample means. Reading the four slopes
together conveys the central systemic claim more directly than either moderator alone: the
governance value of trust is not a fixed parameter but is regulated jointly by the surrounding
cultural variety. Where individualism is high and uncertainty avoidance is low, the slope is
steepest—a one-standard-deviation rise in trust is associated with roughly a 9-point fall
in the governance score (about one-third of a standard deviation)—because autonomy-
seeking actors face no countervailing demand for structural predictability and most readily
shed formal controls. Where individualism is low and uncertainty avoidance is high, the
slope is statistically indistinguishable from flat—the point estimate is slightly positive,
with a confidence interval spanning zero—because the system’s intolerance of ambiguity
sustains its formal scaffolding even as trust would otherwise render it redundant. The
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two intermediate corners fall predictably between these poles. The amplifying influence of
individualism (the negative Trust x Individualism term) and the attenuating influence of
uncertainty avoidance (the positive Trust x Uncertainty Avoidance term) are thus visible
not as two separate stories but as opposing regulators—cultural forces that adjust the
strength of the trust-governance coupling—acting on the same connective variable. The
substitution capacity of trust is thus amplified along one cultural axis and suppressed along
the other.

These empirical results directly operationalize our open-systems perspective. The
interaction terms in our models (specifically Model 4) move beyond linear, isolated
effects to capture the interdependence and non-linearity of the cultural ecosystem. The
varying slopes depicted in Figure 2 are consistent with the substitution and restoration
channels of adaptation theorized in Section 2.1: governance architectures vary systemati-
cally with the configuration of generalized trust, the drive for autonomy, and societal
ambiguity. By demonstrating that the association between a systemic connector like
trust and formal governance depends on the surrounding cultural regulators, the empir-
ical model supports our claim that corporate governance is an adaptive socio-cultural
configuration, rather than a static, universally applicable set of formal mechanisms.

Cultural ecosystem (+1 SD of each moderator)
=== High individualism, low uncertainty avoidance
High individualism, high uncertainty avoidance

= = Low individualism, low uncertainty avoidance

‘ === Low individualism, high uncertainty avoidance

S e o o e o o o o e

0.3 0.4 0.5 0.6
Generalized trust (share agreeing 'most people can be trusted')

Figure 2. The joint operation of the two cultural moderators. Each line traces the predicted level of
shareholder-oriented corporate governance against generalized trust for one corner of the cultural
ecosystem, defined by setting individualism and uncertainty avoidance jointly at +1 standard
deviation around their means. Predictions are generated from the full specification (Model 4, Table 4),
with all other covariates held at their sample means. Table 5 reports the corresponding interval
estimates. The trust-governance slope is steepest where individualism is high and uncertainty
avoidance is low—the configuration in which the system most readily sheds formal control—and is
shallowest—statistically indistinguishable from flat—where individualism is low and uncertainty
avoidance is high, where the system retains its formal scaffolding even as trust rises.
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Table 5. Conditional marginal effect of trust. Effect of a one-standard-deviation increase in generalized
trust (0.111) on the CGQ score at +1 SD and the mean of each moderator (other moderator at its
mean); 95% ClIs from country-clustered standard errors.

Effect of +1 SD Trust on CGQ Estimate 95% CI
Individualism, low (—1 SD) 1.2 [—2.7,5.0]
Individualism, mean —2.8 [-5.7,0.1]
Individualism, high (+1 SD) —6.7 [—11.5, —2.0]
Uncertainty avoidance, low (-15D) —5.4 [-8.2, —2.7]
Uncertainty avoidance, mean -2.8 [-5.7,0.1]
Uncertainty avoidance, high (+1 SD) —0.2 [—4.9,4.5]

A Johnson-Neyman analysis indicates that the trust effect is statistically significant where individualism lies
above, or uncertainty avoidance below, approximately the sample mean of the respective moderator; in low-
individualism and high-uncertainty-avoidance configurations, it is indistinguishable from zero, consistent with
attenuation that culminates in effective neutralization of the substitution channel.

4.3. Robustness and Sensitivity Analyses

The inference reported above already embeds the principal correction required for
an aggregate-level regressor: country-level clustering. To probe the findings further, with
respect to both the small number of clusters and the potential residual country-level
confounding, we undertake three additional analyses, reported below. Because no external
instrument for generalized trust is available and country fixed effects are precluded by the
time-invariant nature of the cultural variables, we (i) re-assess inference using the wild
cluster bootstrap [85], which does not rely on a large-cluster asymptotic approximation;
(if) bound the influence of unobserved confounders using the coefficient-stability approach
of Oster [86]; and (iii) replace the legal-origin control with full legal-family fixed effects,
absorbing the commonalities shared within legal families while preserving the cross-
country variation that identifies the trust effect. Together, these analyses are designed to
establish that the substitution effect and the joint operation of its two cultural moderators
are not artifacts of the chosen inference or of any single omitted national characteristic.

Robustness of inference. Because the cultural variables vary across only 23 country
clusters, we subject each hypothesis-bearing quantity—the substitution effect, and each
moderating channel in the specification that identifies it—to the restricted wild cluster
bootstrap [85], with Webb six-point weights and 9999 replications, computed on the pooled
counterpart of each specification with country-clustered scores, the footing on which small-
cluster bootstrap inference is developed. The hypothesis tests are upheld. The amplifying
Trust x Individualism channel is significant under the bootstrap (Model 2, p = 0.029), as is
the attenuating Trust X Uncertainty Avoidance channel (Model 3, p = 0.026); the bootstrap,
which has limited power to separate two strongly collinear country-level moderators across
so few clusters, does not resolve their individual contributions within Model 4, but a joint
test rejects their joint absence decisively (p = 0.014), the statistic on which the paper’s
system-level claim rests. The baseline substitution effect, significant at the one-percent
level under country-clustered inference (z = —2.70), retains marginal significance under the
bootstrap (p = 0.055) and is corroborated on designs the small-cluster critique cannot reach:
the between-country estimation reported below recovers it at p = 0.02 with no clustering at
all. Excluding Japan—which contributes 38 percent of the estimation sample and whose
cultural configuration of low individualism and high uncertainty avoidance sits precisely
where Hypothesis 3 predicts the trust effect to be weakest—strengthens the coefficient
to —51.6 (z-based p = 0.002) and clears the bootstrap at p = 0.035, with both moderating
channels likewise strengthening to p = 0.002 in their identifying specifications. The panel’s
dominant cluster thus attenuates the sample-average substitution effect exactly as the
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framework predicts, and the full-sample estimate is accordingly a conservative reading of
the effect where the mechanism operates. In the interaction specifications, the lower-order
trust coefficient is the conditional effect of trust at the sample means of both mean-centered
moderators—a single point on the moderation surface whose full shape, with interval
estimates, is reported in Table 5 and Figure 2—and tests none of the hypotheses.

Coefficient-stability bounds. We next assess sensitivity to unobserved country-level con-
founding using Oster’s [86] approach, which infers the scope for omitted-variable bias from
the joint movement of the trust coefficient and the model R-squared as controls are added.
Moving from a trust-only specification to the fully controlled baseline raises the overall
R-squared from 0.05 to 0.37 and moves the trust coefficient from near zero (0.12) to —41.3,
the suppression pattern of Section 4.1: trust covaries positively with individualism, which
is itself strongly positively associated with formal governance, so the two channels offset in
the raw data and the substitution effect is identified only once the cultural ecosystem is
modeled jointly. This structure makes the result unusually resistant to omitted-variable
explanations, and this joint movement of coefficient and R-squared is precisely the variation
Oster’s estimator exploits. Under the benchmark that selection on unobservables is no
stronger than selection on the observed controls (5 = 1), with the maximum attainable R-
squared set to 1.3 times the controlled value, the bias-adjusted coefficient is —55.6—further
from zero than the estimate itself—and the identified set [ —55.6, —41.3] excludes zero; even
under the conservative bound R_max = 1, it remains —121. The degree of selection required
to reduce the effect to zero is negative (5 = —2.9): because every observed control moves
the coefficient away from zero, an unobserved confounder could restore the null only if it
operated opposite in sign to the entire observed control set, the reverse of the usual concern.
Because Oster’s framework is calibrated chiefly to coefficients that attenuate under controls,
we rest the inference not on the conventional 6 > 1 threshold but on the placement of the
entire identified set well away from zero.

Legal-origin confounding. Because country fixed effects would eliminate trust entirely,
we instead absorb deeper commonalities with a coarser grouping that leaves the identifying
variation intact. Replacing the legal-origin control with full legal-family fixed effects
(English, French, German, and Scandinavian) leaves the substitution effect undiminished—
indeed larger (—65.9, z = —2.46, p = 0.014; Table 6)—indicating that it is not an artifact of
the broad legal-origin differences that dominate comparative governance research. The
connective role of trust thus operates within legal families, not merely between them,
consistent with the systemic claim that informal cultural regulation and formal legal
structure are distinct layers of the same governance architecture. Excluding financial firms
(banks, diversified financials, insurance, and real estate; 123 firm-years) likewise leaves the
baseline essentially unchanged (—42.0 versus —41.3; Table 6).

Table 6. Additional robustness: legal-family fixed effects and exclusion of financial firms (baseline
trust coefficient).

Specification Trust Coef. Inference
Legal-family fixed effects (English, French, —65.9 z=—246
German, Scandinavian) ' p=0.014
N g z=—2.86
Excluding financial firms —42.0 p = 0.004
. . z=-270
Baseline (for comparison) —41.3 p=0.007
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Between-country (two-step) estimation. Because the cultural variables vary only across
the 23 countries, we verify that the baseline result does not depend on the firm-level
random-effects machinery by re-estimating it directly at the country level. In a first step, we
regress shareholder-oriented governance on the firm-level controls together with industry
and year indicators and retain the residual; in a second step, we average that residual
to one value per country and regress these 23 country means on generalized trust and
the two cultural dimensions. The pattern mirrors the firm-level estimates. Trust emerges
clearly negative and significant even on 23 observations (coefficient —55.1, p = 0.02). The
country-level estimate is larger in magnitude than the firm-level coefficient, indicating
that the panel specification is the more conservative of the two and confirming that the
documented relationship is genuinely a between-country regularity rather than an artifact
of the estimator or of the disaggregated sample size. The baseline is likewise unchanged
under a correlated-random-effects (Mundlak) specification that augments the model with
firm-level means of the time-varying covariates (trust coefficient —42.2, z = —2.87).

Leave-one-country-out robustness. Because the trust effect and its two moderators are
identified across only 23 countries, we re-estimated each of the three identifying specifica-
tions (Models 1-3) twenty-three times, omitting one country per pass. The results are stable
in sign throughout. The baseline trust coefficient remains negative in all 23 subsamples
and is significant at the five-percent level in 22, the amplifying Trust x Individualism
interaction remains negative and significant in all 23, and the attenuating Trust x Un-
certainty Avoidance interaction remains positive in all 23 and significant in 20. The few
subsamples in which significance is not retained involve different countries in each case, so
no single nation drives the documented relationships. Because Japan alone accounts for
38 percent of the estimation sample (1860 of 4837 firm-years), the subsample omitting it
warrants explicit mention. With Japan excluded, the baseline trust coefficient strengthens
from —41.3 to —51.6 (z = —3.16, p = 0.002); the amplifying Trust x Individualism inter-
action remains negative and significant (—2.0, z = —3.05, p = 0.002); and the attenuating
Trust x Uncertainty Avoidance interaction likewise strengthens from 1.2 to 1.6 (z = 3.02,
p = 0.002), each estimated in its identifying specification. The documented relationships are
therefore not carried by the largest country in the panel; if anything, they are somewhat
more pronounced in its absence.

5. Discussion
5.1. Theoretical Contributions

This study advances the theoretical conceptualization of corporate governance by
shifting the analytical lens from a closed-system agency perspective to an open systems
framework. Traditional agency models reduce the firm to a matrix of bilateral contracts
policed through formal monitoring—an approach that struggles to explain the wide global
variance in governance practice. By integrating open systems theory with classical agency
logic, we show that corporate governance is better understood as a complex, adaptive
architecture [84,87,88] whose internal control mechanisms are calibrated to the variety of
the cultural environment in which it is embedded [40,69].

Prior scholarship has robustly established that formal legal origins and standalone cul-
tural dimensions—such as individualism—are critical determinants of global governance
variations. However, much of this foundational work, rooted in traditional institutional
and agency theories, tends to model these factors linearly, treating informal institutions
as isolated independent variables. The novelty of our open-systems framework lies in
conceptualizing generalized trust not as a static cultural variable but as a dynamic ‘sys-
temic connector” whose governance role is jointly regulated by the surrounding cultural
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ecosystem. Each of the four objectives set out in the Introduction is answered by a specific
empirical result:

e  Trust: negatively and significantly associated with shareholder-oriented governance
(Table 4, Model 1), confirming the baseline substitution between informal trust and
formal oversight (Objective 1).

e  Trust X Individualism: negative and significant (Model 2), showing that individual-
ism amplifies the substitution (Objective 2).

e  Trust X Uncertainty Avoidance: positive and significant (Model 3), showing that
uncertainty avoidance attenuates it (Objective 3).

e  Full model: both interactions jointly significant (Model 4; Figure 2), demonstrating
the systemic interplay of the cultural regulators (Objective 4).

Read together, these results indicate that governance architecture is not merely a set of
formal legal mechanisms but a complex, non-linear socio-cultural configuration in which
formal oversight and informal trust act as fluid substitutes, regulated by a society’s specific
tolerance for autonomy and ambiguity. The four paragraphs that follow elaborate upon
each of these contributions in turn.

First, corresponding to our opening objective, we extend the literature on informal
institutions by establishing that generalized trust operates as a systemic connector that sub-
stitutes for formal, shareholder-oriented control. Where agency theory treats monitoring as
the default response to opportunism, our results show that the structural necessity for such
monitoring decays as societal trust rises: trust supplies an alternative channel for absorbing
the complexity that formal rules would otherwise have to encode. Framed through Ashby’s
law of requisite variety [45]—whose recent extension to governance settings recasts control
as the regulation of environmental variety [89]—high-trust systems match that variety
through flexible social regulation rather than rigid codified control [44]. The architecture
thereby economizes on the transactional friction that heavy formal governance imposes.

Second, addressing our second objective, we show that this substitution is not uniform
but is amplified by individualism. In individualistic cultures, autonomy-seeking actors
experience formal monitoring as systemic friction and shed it most readily once trust re-
moves the threat of opportunism, steepening the trust-governance gradient. Individualism
thus operates as a positive regulator on the connector, accelerating the system’s migration
from control toward collaboration as trust accumulates.

Third, in keeping with our third objective, we identify uncertainty avoidance as a
countervailing regulator that attenuates the same substitution. A cultural intolerance of am-
biguity sustains formal rules not to deter the agent but to preserve procedural predictability
and buffer the organization against environmental uncertainty. In this configuration, formal
governance functions as a boundary-maintaining mechanism, so that even abundant trust
fails to dissolve the formal scaffolding on which the system relies for stability.

Fourth, and most distinctively, we address our final objective by showing that a
firm’s governance modus operandi—its position on the control-collaboration continuum—
emerges from the joint operation of these forces rather than from any one of them in
isolation. The result is an emergent system-level property of interacting components
rather than the sum of separable effects [84,90]. The two moderators act on the same
connective variable in opposite directions, and a joint test confirms that they operate
together. Figure 2 renders the resulting surface concrete: the trust-governance slope
ranges from the steep dismantling of control where individualism is high and uncertainty
avoidance is low, to its near-complete retention where individualism is low and uncertainty
avoidance is high. The contribution is therefore not a catalog of separate cultural effects
but a demonstration that governance architecture is the equilibrium of a small system of
interacting cultural regulators.
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The robust negative association between generalized trust and formal shareholder-
oriented governance primarily reflects a mechanism of substitution, where informal social
regulation replaces the systemic drag of formal monitoring. However, our open-systems
perspective reveals that this substitution is culturally contingent. Where individualism
is high, the accelerated dismantling of formal controls goes beyond mere efficiency and
is consistent with active cultural resistance to intrusive, monitoring-based governance.
Conversely, where uncertainty avoidance is high, the substitution effect is blocked, resulting
in a form of institutional complementarity; in these environments, informal trust and
formal controls are maintained simultaneously to satisfy the system’s enduring demand
for procedural predictability.

The mechanism driving this institutional complementarity is cultural rather than
contractual. In cultures characterized by high uncertainty avoidance, the retention of formal
governance is not driven by a fear of managerial opportunism—which generalized trust has
already neutralized—but by an intense cultural aversion to ambiguity. While interpersonal
trust provides relational security, it inherently lacks structural predictability. Therefore,
the system purposefully retains formal control mechanisms to map out clear, predictable
operational boundaries. In this specific configuration, formal rules are repurposed: they
cease to function as restrictive agency monitors that threaten autonomy, and instead act as
stabilizing scaffolding that shields the organization from environmental uncertainty. Thus,
trust and formal control operate in tandem, satisfying the dual systemic needs for mutual
stewardship and procedural predictability.

A methodological corollary deserves emphasis. Because trust is positively bound up
with individualism, its governance role is invisible at the bivariate level and surfaces only
once the cultural ecosystem is modeled as a whole. This suppression pattern carries a direct
implication for the field: international corporate-governance studies that omit generalized
trust risk omitted-variable bias, misattributing to formal or other cultural variables an effect
that properly belongs to this informal institution.

5.2. Policy Implications

For practitioners and supranational bodies such as the Organisation for Economic
Co-operation and Development (OECD) and the World Bank, the findings indicate that
the architecture of corporate governance cannot be universally standardized [40,41]. At-
tempting to enforce a rigid, one-size-fits-all shareholder model can destabilize healthy,
trust-based economies. A lower score on conventional formal-compliance metrics does not
necessarily signal weakness; in high-trust, high-individualism environments, it often re-
flects an efficient, collaboration-based system in which formal controls have been rendered
economically redundant by strong social cohesion. International policy should therefore
favor systemic permeability, allowing local cultural filters to adapt global standards rather
than supplant them.

It follows that when formulating governance mandates or assessing foreign invest-
ment risk, multinational stakeholders should evaluate the underlying ‘social software’
of the target environment. Imposing heavy formal compliance on a high-trust, highly
individualistic subsidiary may erode intrinsic motivation and introduce systemic drag,
whereas failing to establish clear, predictable reporting structures in an uncertainty-
avoidant setting—however high its trust—can generate systemic anxiety. Effective or-
ganizational design requires aligning formal policy with the behavioral assumptions of the
local cultural ecosystem.
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5.3. Limitations and Future Research

The study’s principal limitation follows directly from its identification strategy. The
effect of interest is a country-level association estimated from cross-country variation across
23 countries, and trust may remain correlated with unobserved national characteristics.
We therefore interpret our estimates as robust conditional associations consistent with the
proposed substitution mechanism, rather than as strictly causal effects. The sensitivity
analyses described in Section 4.3—small-sample-robust (wild cluster bootstrap) inference,
coefficient-stability bounds, and legal-family fixed effects—are intended to probe, though
they cannot wholly eliminate, this concern. The modest number of country clusters likewise
calls for the conservative and small-sample-robust inference we adopt.

A second limitation is the reliance on proxy measures. Indices such as Hofstede’s
cultural dimensions, the World Values Survey trust measure, and the RiskMetrics/MSCI
governance quotient capture only synthesized snapshots of complex human behavior. The
operationalization of generalized trust in particular—a multifaceted construct whose defi-
nition remains contested [16]—through a single survey item is a significant limitation of the
study; Section 3.2 sets out the construct-validity considerations that nonetheless support its
use at the country level. We further note that the CGQ is a proprietary composite produced
by RiskMetrics/MSCI, whose internal criterion weighting cannot be independently au-
dited; we therefore rely on the vendor’s validated composite percentile, used as standard
in the comparative-governance literature, rather than on its intermediate sub-indices. To
the extent that such measurement introduces classical error, however, it attenuates the
estimated relationships toward zero, so the associations we document are, if anything,
conservative lower bounds on the underlying effects. Reverse causality is a limited concern
in this setting, since the governance choices of individual firms cannot plausibly move a
nation’s deep-seated and time-invariant level of generalized trust.

A further feature—which is also a methodological strength—is the historical 2003-2008
baseline. While older data may appear a weakness for contemporary markets, the cultural
parameters of interest are the slow-moving deep structure of the system rather than its
fast-moving surface. Concluding the sample before the 2008 crisis filters out the subsequent
wave of reactive regulatory and ESG mandates, providing an uncontaminated view of the
coupling between informal norms and formal governance. Three empirical lessons carry
forward from this pre-crisis baseline to the design of resilient and sustainable governance
systems in 2026 and beyond. First, because the cultural parameters we measure constitute
the slow-moving deep structure of the system—stable over generational horizons [31]—the
substitution and complementarity patterns documented here identify the enduring cul-
tural constraints within which any contemporary reform, including the post-2008 wave
of ESG and digital-compliance mandates, must operate. Second, the baseline supplies a
counterfactual benchmark: departures of present-day governance configurations from the
pre-crisis coupling estimated here indicate where formal mandates have been layered on
top of, rather than aligned with, a country’s informal institutions—precisely the misalign-
ment our framework identifies as a source of systemic friction and fragility. Third, the
results caution that resilience is not synonymous with maximal formal control: in high-trust
settings, redundant formal rules impose systemic drag, whereas in uncertainty-avoidant
settings, formal scaffolding is itself a stabilizing resource, so sustainable governance design
requires calibrating the formal-informal mix to the local cultural ecosystem, rather than
converging on a single template. Future research should apply these interaction mod-
els to post-crisis and contemporary datasets, examine how modern digital-compliance
and sustainability frameworks interact with foundational cultural ecosystems—for in-
stance, by linking these cultural configurations to firms’ research-and-development and
environmental-innovation investments [91]—and explore how acute systemic shocks tem-
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porarily override or permanently reshape the balance among trust, individualism, and
uncertainty avoidance in corporate architectures. Finally, the necessary exclusion of the
United States—whose CGQ is constructed from a different criterion set and benchmarked
against a separate peer universe—means that the world’s largest capital market, and the
prototypical shareholder-oriented governance system, lies outside the estimation sample.
Although estimates retaining U.S. firms preserve the predicted signs of all three effects
(Section 3.3), they are not comparable in level to the international specification. Extending
the analysis to U.S. firms using governance indicators measured on an equivalent basis to
those for other countries is therefore a particularly important avenue for future research.
The United States combines very high individualism with comparatively low uncertainty
avoidance, the cultural configuration in which the framework predicts the substitution
capacity of trust to be strongest. It therefore offers a sharp out-of-sample test of the systemic
model developed here.

6. Conclusions

This study offers three focused theoretical contributions at the intersection of systems
theory and comparative corporate governance. First, by integrating open systems theory
with classical agency models, it identifies generalized trust as a systemic connector between
a firm’s governance architecture and its national cultural environment: across all specifi-
cations, trust is negatively and significantly associated with shareholder-oriented control,
consistent with a substitution mechanism in which informal social regulation replaces for-
mal monitoring. Second, it establishes that this substitution is culturally contingent rather
than uniform—individualism amplifies it, while uncertainty avoidance attenuates it, pre-
serving formal rules as stabilizing scaffolding even where generalized trust is high. Third,
it demonstrates that a firm’s position on the control-collaboration continuum emerges
from the joint operation of these cultural regulators rather than from any single dimension,
suggesting that generalized trust belongs alongside legal origin and the established cultural
dimensions as a country-level determinant in cross-country governance research.

The practical contributions follow directly and remain bounded by the study’s pre-
crisis, 23-country design. For supranational standard-setters, the evidence cautions against
uniform governance templates: lower formal-compliance scores in high-trust, individu-
alistic environments may reflect an efficient reliance on informal regulation rather than
governance weakness, whereas uncertainty-avoidant environments require predictable
formal structures even when trust is abundant. For multinational firms and investors,
the findings imply that governance mandates and foreign investment risk assessments
should be calibrated to the informal institutional profile of each jurisdiction. Within these
boundary conditions, resilient and sustainable governance is achieved through alignment
between a firm’s formal mechanisms and the deep-seated informal institutions of its local
environment, rather than through rigid global standardization.
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Appendix A

Table Al.
1293 firms, 4837 firm-years). CGQ, trust, individualism, and uncertainty avoidance are country

Country-level descriptive statistics (non-U.S. estimation sample: 23 countries,

means (uncentered).

Country Firm-Yrs Firms Mean CGQ Trust Individ. Uncert. Avoid.
Australia 305 83 65.5 0.46 90 51
Austria 64 15 459 0.34 55 70
Belgium 62 17 34.6 0.31 75 94
Canada 369 108 51.9 0.43 80 48
Denmark 66 17 27.8 0.67 74 23
Finland 96 22 54.4 0.59 63 59
France 263 63 60.5 0.19 71 86
Germany 280 65 55.1 0.37 67 65
Greece 128 32 14.6 0.24 35 112
Hong Kong 243 70 37.5 0.41 25 29
Ireland 35 11 78.6 0.36 70 35
Italy 135 37 51.3 0.29 76 75
Japan 1860 501 29.5 0.39 46 92
The Netherlands 121 29 50.2 0.45 80 53
New Zealand 50 13 61.2 0.51 79 49
Norway 54 15 30.3 0.65 69 50
Portugal 42 9 16.8 0.10 27 104
Singapore 143 35 48.3 0.17 20 8
Republic of Korea 10 10 38.3 0.28 18 85
Spain 143 37 30.3 0.20 51 86
Sweden 93 23 359 0.68 71 29
Switzerland 146 36 68.9 0.54 68 58
United Kingdom 129 45 86.0 0.30 89 35
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