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The UK Corporate Governance 
Code’s impact on financial 
performance has been largely 
untested until now. Research by 
Grant Thornton correlates strong 
corporate governance with 
financial outperformance. 
Sarah Bell explains the findings

that good corporate governance is associated with 
well-managed businesses better able to make loan 
repayments over both the short and long term.

VALUE CREATION AND RETENTION
Companies with strong governance (top quartile (TQ) 
governance performers) are more efficient in making 
and selling products or services, and utilising the 
financial resources available than bottom quartile (BQ) 
governance performers. Unsurprisingly, those with 
strong corporate governance were found to generate 
more earnings before tax (43%), higher operating cash 
flow (at 3.4x), and deliver two times shareholder returns 
than companies with weak governance.

In terms of value retention, companies with strong 
governance were more financially prudent, 15% 
less leveraged, and had 25% more liquidity, than 
companies with weak governance. As a result, our 
research shows that in the years following the global 
financial crisis that started in 2007, UK companies with 
strong governance were more than twice as resilient to 
operational failure.

 
Governance, the system by which companies are 
directed and controlled and the decision-making 
environment it frames creates the rules of engagement 
or trust that exists between the organisation and its 
stakeholders. This trust is critical to how efficiently an 
organisation is run. 

Governance guidance for FTSE and AIM companies, 
and large privately listed companies, has evolved in 
recent years. So, a key question arising is: does strong 
governance lead to better business performance?

At Grant Thornton, we have just published new 
research, using a decade of data, which looks at 
the applied governance practices of more than 500 
FTSE 350 companies in line with the UK Code.

This research demonstrates that strong corporate 
governance practices do have a tangible impact on the 
following year’s financial performance.  This research 
also demonstrates that the UK Code provides a reliable 
blueprint for organisations.  

Crucially, it demands action from boards. And our 
research has found that raising the quality of corporate 
governance has the capacity to boost a business’s 
potential to deliver, create and retain value.

For investors too, the findings are important. 
An assessment of corporate governance practices 
as part of a wider investment review can be an 
important indicator of a business’s future capacity 
to generate value from its capital resources.
Lenders will also be interested in the metrics showing 
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Does TQ outperform BQ? .............................................. Yes

Outperformance probability ........................................ 100%

TQ avg outperformance ............................................... +43%

Does TQ outperform BQ? .............................................. Yes

Outperformance probability ......................................... 100%

TQ avg outperformance ................................................ +236%
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43%

Year

Does TQ outperform BQ? .............................................. Yes

Outperformance probability ........................................ 50%

TQ avg outperformance ............................................... +139%

Does TQ outperform BQ? .............................................. Yes

Outperformance probability ........................................ 70%

TQ avg outperformance ............................................... +167%

Does TQ outperform BQ? .............................................. Yes

Outperformance probability ........................................ 70%

TQ avg outperformance ............................................... -15%

Does TQ outperform BQ?.............................................. Yes

Outperformance probability ........................................ 100%

TQ avg outperformance ............................................... +238%
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TIME FOR ACTION

Changes to governance principles and guidance, 
including the new UK Corporate Governance Code 
and Wates Principles have come into effect. These 
changes provide the perfect opportunity for business 
leaders to take a fresh look at their corporate 
governance arrangements (see ‘The measure of Wates’, 
Corporate Financier, June 2017).

With or without a strong corporate governance 
framework, business decisions will be taken. They just 
won’t be as reliable or well-founded as they could be. 
By being proactive with governance, business leaders 
can create an environment for effective decision-
making and, in doing so, help create and retain value. 

Sarah Bell, 
partner and head 
of the board and 
governance 
advisory team, 
Grant Thornton

HOW DOES CORPORATE GOVERNANCE 
IMPROVE PERFORMANCE?

Embedded within decision-making structures, 
governance can bring sharper focus to an 
organisation’s effectiveness as it:  

   creates a corporate environment with a clearer 
purpose, and strategic and cultural intent. As a 
result, managers make more strategically aligned 
decisions, trust between stakeholders is higher, and 
investments are made in more value-adding projects;

   reduces the diversion of company financial and non-
financial capital, delivering higher value as a result;

   improves risk management capacity by ensuring 
risk-adjusted decision-making is in line with strategy. 
This translates into more predictable operating 
performance and therefore lower cost of capital.

amount of earnings before tax enjoyed by FTSE 
350 firms with strong corporate governance

Business leaders can create an 
environment for effective 
decision-making and, in doing so, 
help create and retain value




