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Summary 
 
The author investigates the relationship between intensity of product market competition and 
corporate governance on firm profitability and financial flexibility. He aims at providing empirical 
support for the “substitution hypothesis” that suggests that intensified product market 
competition disciplines managers and thereby substitutes for formal corporate governance 
systems. He uses the implementation of the Sarbanes Oxley Act (SOX) as an exogenous 
shock to corporate governance quality. The results the author reports provide mixed support 
for the expected relationship. 

 
General Comments 

 
I believe the thesis addresses an important topic using a novel approach. Nevertheless, the 
argumentation for the thesis does not seem to be quite polished (or finished) and the thesis 
suffers from a numerous shortcomings, which is rather disappointing. I see the major 
shortcomings in (i) link of the thesis to prior research, (ii) explanation and motivation of 
hypotheses, (iii) interpretation of the results. 

 
Contribution 

 
It is not clear to me where the author sees his contribution relative to the existing literature. 
While I think that using new measures extends existing literature, I find the author’s argument 
about his contribution confusing. In Section 2.1 discusses prior research on the relationship 
between the two factors, but he does not specify why his work is an important contribution. 

 
“Our key contribution will be stemming merging impacts of governance and competition as well 
as ...” (p. 2) 

 
“While some interactions of governance and competition are well documented and supported 
by empirical data, in some areas literature still cannot offer unified explanation. In terms of 
profitability there is a strong evidence of a substitutional relationship between governance and 
competition as argued by Griffth (2001), Giroud & Mueller (2010) and Chhaochharia et al. 
(2009). If a company operates in a competitive environment, competition will ensure that 
profitability is maximised and there is no need for strict governance rules to minimise agency 
costs.” (p. 1) 
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Literature Review 
 
The author provides a rich review of the existing literature. I believe the author has obtained 
in-depth understanding of prior research while working on the literature review. My only 
criticism is that some sections are repetitive (which impairs the text flow) and the author does 
not make it clear enough how his work extends exiting findings (also see my comments to the 
contribution above). 

 
Hypotheses 

 
Even though the author dedicates entire Chapter 3 to hypothesis development, I would still 
appreciate greater clarity in the motivation of Hypothesis 1. How does the hypothesis relate to 
the “substitution model” and to the “outcome model”? This may be a good topic for a discussion 
at the oral defense.  

 
“H1 Following a positive corporate governance shock, a higher level of fluidity will be 
associated with high level of cash holdings.” (p. 19) 

 
Results 

 
On  page  25  it would be helpful if the author specified better what  the  dependent  variable y 
represents. 

 
It is not clear to me why the author interprets the main affect at the SOX dummy variable as 
evidence in favor of the substitution model. If I understand the author’s motivation well, the 
substitution effect should be captured in the interaction term. 

 
“SOX coefficients are positive and significant suggesting that companies are holding more 
cash as a result of positive corporate governance shock. This is consistent with substitution 
effect as cash is accumulated on a balance sheet of a company and not distributed to 
shareholders.” (p. 25) 

 
I am puzzled with the author’s interpretation of the interaction coefficient in Table 5.1. It seems 
to me that the results are consistent with the “substitution model” as both more intensive 
competition and better corporate governance (SOX) have a positive effect on cash holdings 
(perhaps because there is less risk that managers will misappropriate cash), but one 
substitutes for the other and so weaken the effect of the other (negative interaction). In other 
words, the association between competition (Fluidity) and cash holdings is less positive after 
SOX, as the improved corporate governance after SOX makes the disciplining effect of 
competition less important. Perhaps the author can explain and motivate his expectations 
concerning this finding at the oral defense.
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“Interaction coefficient however suggests that the passage of SOX allowed companies to 
employ cash. These are in contrast to what was predicted by the hypothesis 1.” (p. 26) 

 
In Table 5.2 I do not understand why the author log-transforms the profitability measures as 
they can potentially range from negative to positive infinity. Neither do I understand the use of 
EBITDA instead of EBIT in the definition of the profitability measures. EBITDA is not 
comparable for companies that outsource and produce in house (using fixed assets). The 
author should motivate this (at least controversial) choice. 

 
Results in Table 5.2 do not include year fixed effects. Given the crisis of 2007 to 2009 
depressed firm earnings, part of the post-SOX effect may be simply driven by economic 
conditions (and have little to do with governance). 

 
If the author aims at capturing the effect of SOX and Fluidity on operating efficiency of firms, I 
would expect him to include industry-adjusted ROA as ROA may differ significantly across 
industries (unrelated to disciplining).  

 
Structure 

 
While overall the thesis is fairly well structured with some minor problems. Section 2.2 would 
better fit to methodology. Section 2.3 repeats points that are discussed earlier. 

 
There are couple of omissions such as double spaces, missing spaces, missing link in 
Footnote 1, very short paragraphs on pages 6 and 14, very long paragraphs on pages 11 – 
13, etc. Section 2.2 lacks a clear conclusion/message. 

 
Language 

 
The thesis is written in very good English. 

 
Questions 

 
The examination committee may ask the author the following questions. (1) Explain and 
motivate the three hypotheses. What are the a priori reasons to expect the proposed 
relationship? (2) How does the thesis relate to and how it extends prior literature (the 
contribution)? (3) How does the author interpret the results? How is this result related to the 
models discussed in the literature review? 
 
Evaluation 

 
Despite of the limitations discussed above, I believe that the Thesis represents a solid piece 
of work. The topic is rather ambitious and relevant that surpasses standard requirements for a 
Bachelor’s Thesis. The text is well structured and clearly presented. Therefore I recommend 
the committee the grade “1 – výborně”.
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SUMMARY OF POINTS AWARDED (for details, see below): 
 

CATEGORY POINTS 
Literature (max. 20 points) 16 
Methods (max. 30 points)  22 
Contribution (max. 30 points) 26 
Manuscript Form (max. 20 points)   18 
TOTAL POINTS (max. 100 points) 82 
GRADE (1 – 2 – 3 – 4)   1 

 
 

NAME OF THE REFEREE: Jiří Novák 

DATE OF EVALUATION:   June 2, 2016 

 
 
 
 
 

Referee Signature 



 

 
EXPLANATION OF CATEGORIES AND SCALE: 

 
LITERATURE REVIEW: The thesis demonstrates author’s full understanding and command of recent literature. 
The author quotes relevant literature in a proper way. 

 
Strong Average Weak 
20 10 0 

 
 

METHODS: The tools used are relevant to the research question being investigated, and adequate to the author’s 
level of studies. The thesis topic is comprehensively analyzed. 

 
Strong Average Weak 
30 15 0 

 
 

CONTRIBUTION: The author presents original ideas on the topic demonstrating critical thinking and ability to  draw 
conclusions based on the knowledge of relevant theory and empirics. There is a distinct value added of the thesis. 

 
Strong Average Weak 
30 15 0 

 
 

MANUSCRIPT FORM: The thesis is well structured. The student uses appropriate language and style, including 
academic format for graphs and tables. The text effectively refers to graphs and tables and disposes with a complete 
bibliography. 

 
 

Strong Average Weak 
20 10 0 

 
 

Overall grading: 
 

TOTAL POINTS GRADE   
81 – 100 1 = excellent = výborně 
61 – 80 2 = good = velmi dobře 
41 – 60 3 = satisfactory = dobře 
0 – 40 4 = fail = nedoporučuji k obhajobě 
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