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Abstract

Whistleblowing is a practice of communication between two parties that
involves negative or sensitive information regarding potential misconduct in
an organization. Due to the nature of the information involved in
whistleblowing, whistleblowers can experience high levels of personal risk.
They are often prevented from reporting or facing retaliation after
communicating sensitive information. To minimize risk, companies may need
to take the initiative to establish confidential and secure reporting channels. In
practice, to deal with the challenges of providing better channels for
whistleblowing, communication technology has been developed. One of the
technological advancements in whistleblowing is web-based channels
developed and administered by third parties. Additionally, the existence of
social media can also contribute to whistleblowing practices. This thesis is
based on four essays studying the topic of corporate whistleblowing channels.
It discusses the issues of internal whistleblowing system adoption and
disclosure, in which the determinants and effects are examined by considering
technological advancements in whistleblowing. Using a sample of companies
from the European Economic Area (EEA), this dissertation highlights the role
of country peers as one of the determinants for companies to decide whether
or not to adopt third-party web-based whistleblowing platforms. It also
provides evidence suggesting that the introduction of whistleblowing
systems —especially web-based platforms—potentially affects external
auditors’” perceptions, as reflected by their audit pricing decisions. Moreover,
the implementation of the platforms may also lead to corporate disclosure
regarding the occurrence of internal whistleblowing reports, which further
results in the use of a substantive approach to legitimize the incidents. Lastly,
regarding the use of social media, it is found that when employees post more
negative information about their employers online, the companies tend to
legitimize their internal communication channels through non-financial

disclosure.

Keywords: Whistleblowing, digitalization, legitimacy, peer effect, audit fees,
social media, disclosure
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1. Introduction

The whistleblowing phenomenon has received scholarly interest since the
1980s (Culiberg & Miheli¢, 2017). Near and Miceli (1985) define
whistleblowing as “the disclosure by organization members (former or
current) of illegal, immoral or illegitimate practices under the control of their
employers, to persons or organizations that may be able to effect action” (p. 4).
In that sense, whistleblowing is a practice of communication between two
parties that involves negative or sensitive information regarding potential
misconduct in an organization (Lazar, 2022; Skivenes & Trygstad, 2010). Due
to the nature of the information in whistleblowing, the persons who disclose
the information serve a potential role in revealing fraud within organizations
(Dyck et al., 2010); however, they may also face high personal risks (Lee &
Fargher, 2018; Mesmer-Magnus & Viswesvaran, 2005).

In the corporate context, there are many examples where corporate fraud was
revealed by whistleblowers. Some frauds involved accounting-related
misconduct, such as the Enron and Wirecard scandals. In the Enron case, the
company manipulated financial figures using special-purpose entities (SPEs),
while Wirecard inflated reported earnings through fictitious transactions. Due
to the significance of these scandals, after they were revealed, governments
tightened corporate governance regulations by the issuance of the Sarbanes-
Oxley Act (2002) after the Enron case and the Financial Market Integrity
Strengthening Act (2021) in response to the Wirecard scandal. Nevertheless,
corporate scandals reported by whistleblowers are not limited to accounting-
related misconduct. They may also involve sexual harassment (e.g., the
Confederation of British Industry), safety concerns (e.g., OceanGate), and even

technological deception (e.g., Volkswagen and Theranos).

Despite their role, whistleblowers can experience high levels of personal risk.
They are often prevented from reporting or facing retaliation after
communicating sensitive information. For instance, one of Enron’s
whistleblowers, Sherron Watkins, confessed that the CEO tried to fire her after
identifying that she wrote an anonymous report (Sims & Brinkmann, 2003). It
has been very common for whistleblowers to face unfair treatment and
termination from companies, such as in the whistleblowing cases of Wells

Fargo and OceanGate. Extensive literature shows that the retaliation risks can



discourage whistleblowing (e.g., Liyanarachchi & Adler, 2011; Liyanarachchi
& Newdick, 2009; Mesmer-Magnus & Viswesvaran, 2005).

To minimize the risks of whistleblowing, regulators can intervene by enforcing
laws that increase the protection of whistleblowers. In the European setting,
the EU Parliament passed the EU Directive on Whistleblower Protection in
2019. As part of the Directive, companies with at least 50 employees must also
engage in initiatives to better protect whistleblowers by establishing
confidential and secure reporting channels. Before the Directive came into
effect in 2021, several EU countries (e.g., France, Italy, and the Netherlands)
already implemented regulations requiring companies to establish
whistleblowing systems (Loyens & Wim, 2018; Transparency International
Nederland, 2019). In this regard, the prior literature has studied some criteria
of reporting channels that potentially improve the effectiveness of reducing
risks for whistleblowers (Gao et al., 2015; Kaplan et al., 2012; Young et al,,
2020). In general, anonymous reporting options, two-way communication, and
third party-administered features are considered to improve the effectiveness

of the systems.

In practice, communication technology has been developed to deal with the
challenges of providing better channels for whistleblowing. One of the
technological advancements in whistleblowing is web-based channels
developed and administered by third parties. According to the EQS Survey
(2023), 73% of organizations implement this digital whistleblowing channel,
while telephone communication is a less common channel for whistleblowing
(46%). Developed specifically for whistleblowing communication, such
technology is intended to improve the accessibility of the channels,
confidentiality and anonymity protection, as well as report management.
Besides the development of web-based channels, the existence of social media
can also contribute to whistleblowing practices, which some scholars refer to
as virtual whistleblowing (Lam & Harcourt, 2019; Latan et al., 2021; Lazar,
2022). With internet technology and social media, any stakeholders (including
employees) can share negative or sensitive information about companies
online —and even anonymously — through employee review websites, such as

Glassdoor.com or kununu.com.



Motivated by the important role of whistleblowers and recent efforts in
reducing the risks of whistleblowing, this thesis consists of four essays
studying the topic of corporate whistleblowing channels (hereafter, CWSs). It
discusses the issues of internal whistleblowing system adoption and disclosure,
in which the determinants and effects are examined by considering technological
advancements in whistleblowing. While the contributions are detailed in each
essay, this thesis generally aims to provide practical implications and
contributions to the literature on the topic of CWSs.

Regarding practical contributions, the essays in this thesis focus on companies
operating in the EEA by highlighting the role of whistleblowing-related
regulations in the European setting. Thus, the findings from this thesis can
provide practical contributions for regulators. Furthermore, this thesis touches
upon the issue of technological advancement in the adoption of internal
whistleblowing channels. Therefore, it may also offer a practical contribution
to companies since technological innovation in whistleblowing channels has
been a current trend and interest among organizations (Vandekerckhove et al.,
2016).

Regarding contributions to the literature, it has been well-documented that the
experimental approach has been the most common method used for studying
corporate whistleblowing systems (Gao & Brink, 2017; Lee & Xiao, 2018).
However, Lee and Fargher (2018) note that studies using experiments may not
reflect the real utilization or implementation of internal whistleblowing
systems. Therefore, this thesis aims to extend the literature on whistleblowing
by providing further insights through the lenses of archival data, which more
closely reflect real situations. Additionally, most archival studies on corporate
whistleblowing investigate external whistleblowing practices or allegations
and concentrate on the US setting (e.g., Berger & Lee, 2022; Bowen et al., 2010;
Call et al., 2018; Dyck et al., 2010). Notably, Lee and Xiao (2018) also emphasize
that there is limited research studying how firm-level factors impact internal
whistleblowing. Thus, this thesis also extends the literature on internal
whistleblowing by considering firms’ external factors, such as peers, auditors,

and social media exposure.



2. Institutional setting

This thesis studies CWSs in the context of EEA companies due to their legal
environment, in which CWSs are increasingly demanded. In this regard, there

are two relevant EU directives.

First, the EU Commission issued Directive (2014/95/EU), which mandates
companies with more than 500 employees to publish non-financial reports
starting in 2017. The Directive has affected more than 6,000 European
companies. According to the social accounting literature, corporate disclosure
on social performance serves several purposes (Hess, 2001, 2009). First, it
promotes corporate accountability that accommodates a dialogue between the
companies and stakeholders regarding social issues. Second, the disclosure
may encourage companies to undertake real efforts due to their desire to avoid
negative disclosure and/or signal their positive performance (Hummel &
Schlick, 2016).

In translating the EU directives on non-financial reporting, EU members have
the authority to determine country-specific requirements for companies (e.g.,
the reporting framework and format) and define which organizations must
comply with the requirements (Carungu et al., 2021). For example, Sweden
decided that the requirements are imposed on companies with more than 250
employees (instead of 500 employees). However, it is expected that companies’
non-financial reports provide, at minimum, information regarding the issues
of social, environmental, and human rights, as well as anti-corruption
practices. In this context, the EU Commission also released non-binding
guidelines related to what indicators companies need to report on. Under anti-
corruption and bribery disclosure, information regarding CWSs is one of the

suggested indicators.

While the EU directive on corporate non-financial reporting acts as a soft law
in the implementation of CWSs, the EU Parliament has also passed the EU
Directive on Whistleblower Protection. The Directive sets a higher standard
for the implementation of whistleblowing systems in both the public and
private sectors. As part of the Directive, companies with at least 50 employees
are required to establish internal channels and procedures for whistleblower

reporting.



Discussions on the development of the EU Directive on Whistleblower
Protection started with the European Parliament (EP) resolutions in 2017
calling for the European Commission (EC) to work on the Directive. In this
regard, two resolutions were issued in February (i.e., on the role of
whistleblowers in the protection of the EU’s financial interests) and October of
2017 (i.e., on legitimate measures to protect whistleblowers acting in the public
interest when disclosing the confidential information of companies and public
bodies). In response to the resolutions, the EC published a justification study
along with the proposal for a Directive in April 2018. After the lobbying
process, the EP approved the EU Directive on Whistleblower Protection in
April 2019, which then entered into force on November 26, 2019, by
publication in the Official Journal of the European Union. The Directive
stipulates that Member States shall adopt it in 2021. Figure 1 shows the
timeline of the development of the Directive (Vandekerckhove, 2022).

Figure 1. Timeline of the EU Directive on Whistleblower Protection

February 2017 October 2017 April 2018 April 2019 November 2019

EP Resolution1 EP Resolution2 EC Proposal =~ EU Whistleblower  EU Directive
Directive approved ~ 2019/1937
published

Although the Directive has not been translated by all EU members into their
national regulations in 2021, several countries have already implemented
regulations that touch upon the requirements for establishing CWSs! (Loyens
& Wim, 2018; Transparency International Nederland, 2019) (see Table 1).
Moreover, companies are possibly aware of the development of the new EU
Directive on Whistleblower Protection and may anticipate it before it comes

into effect.

1 Also see https://www.lexology.com/library/detail.aspx?g=alacclae-105d-4f96-a38b-688106fdaall and
https:/ /whistleblowingmonitor.eu/.
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https://whistleblowingmonitor.eu/

Table 1. Regulations on corporate whistleblowing systems.

No. Country Related legislation Description
1 | Croatia The Law on the Companies with at least 50
Protection of employees  are  required
Persons Reporting to introduce internal
Irregularities (2019) | whistleblowing channels.
2 | Denmark The Whistleblower | Companies with at least 250
Protection Act (2021) | employees are required to set
up a separate hotline, whereas
smaller companies are allowed
to share resources.
3 | France The Sapin II Law The Law requires private
(December 2016) entities with more than 50
employees to implement
whistleblowing systems.
4 | Germany Germany Corporate | In the revised Corporate
Governance Code Governance Code (2017), it is
(Revision 2017) recommended that companies
allow employees and third
parties to report, in a protected
manner, suspected breaches of
the law within the company.
Companies may depart from
the recommendation, but they
must explain the departures.
5 | Italy Law No. 179/2017 Companies included in the
scope of Legislative Decree
231/2001 are required to
implement an internal
whistleblowing mechanism.
6 | Latvia The Latvian Companies with more than 50
Whistleblowing Law | employees  are  required
(2019) to introduce internal
whistleblowing channels.
7 | Lithuania Law on the Companies with more than 50

Protection of
Whistleblowers
(2019)

employees  are  required

to introduce internal

whistleblowing channels.




Act (2016) and its
revision in
December 2021

8 | The The Dutch All private entities with over
Netherlands | Whistleblowers 50 employees are required to
Authority Act (2016) | implement an internal

disclosing procedure.
9 | Norway The Working The regulation requires all
Environment Act companies with five or more
(2017 amendment) employees to have an internal
policy for whistleblowing. The
policy must be produced in
collaboration with the
employees and their

representatives.

10 | Sweden The Whistleblower | Under this Act, employees are

protected to disclose
their ~ concerns regarding
irregularities to their employer
or make use of the internal
procedure for the disclosure of
irregularities provided by the
employer. Before 2022, there is
no obligation for companies to
implement a whistleblowing
system. However, in this case,
employees are required to
lodge a report through the
companies’ internal bodies
before going to a public
authority (external channel). In
2022, in response to the EU
Directive, the requirement to
establish a CWS has been
imposed.

In conclusion, European companies — specifically those operating in the EEA —

experience increased pressure from regulators to establish CWSs. This

indicates that the implementation of CWSs has been in the interest of

regulators. Therefore, this thesis offers a practical contribution for regulators




to understand the issues regarding the practice of CWSs among EEA

companies, especially on the potential impact of whistleblowing regulations.

3. Literature review and research questions
3.1 Technological advancements in corporate whistleblowing systems

Internal whistleblowing can be seen as a method of communication for
reporting and detecting wrongdoing within organizations (Hooks et al., 1994).
As this method of communication constantly evolves through the
development of technology, the communication channel for whistleblowing
also continuously adapts.

Traditionally, the easiest way for companies to provide whistleblowing
opportunities is by establishing an “open door” policy (Davis, 1989; Near &
Dworkin, 1998). Under this policy, employees are encouraged to report
suspected wrongdoing directly to their supervisors, managers, or senior
officers whenever they want, without any formal communication channels.
Near and Dworkin (1998) surveyed Fortune 1000 firms to examine their
response to whistleblowing legislation in the US as of 1988. They point out that
most companies relied on the “open door” policy. Nevertheless, they criticize
the policy for lacking the specificity, high-level involvement, and
nonretaliatory stance that the legislation requires. Thus, the effectiveness of the
“open door” policy to promote a whistleblowing culture is doubtful (Near &
Dworkin, 1998).

Since the “open door” policy cannot fully meet legal and social expectations,
introducing ethics hotlines became a common means of opening
communication channels for whistleblowing (Lee & Fargher, 2013). By
adopting certain types of technology, ethics hotlines offer better safeguards or
protection mechanisms, such as anonymity and confidentiality (Calderon-
Cuadrado et al., 2009). According to a survey conducted by Weaver et al.
(1999), 51% of US firm respondents have adopted telephone-based systems for
ethics and compliance reporting. Calderén-Cuadrado et al. (2009) also studied
the implementation of ethics hotlines in transnational companies. The survey
results indicate that 95% of firm respondents in the US and 57% of firm
respondents in Europe have equipped their ethics programs with hotlines.

Furthermore, the use of telephone-based hotlines seemed to be more common



during the study period than e-mail and web-based hotlines (Calderén-
Cuadrado et al., 2009).

In the next stage of technological advancements for whistleblowing channels,
computer-mediated communication (CMC) has served a substantial role.
D’Urso and Pierce (2009) surveyed 430 people who use technology in the
workplace. It is reported that e-mail and the internet appeared as the two most
common technologies for communication. In the context of whistleblowing,
Previtali and Cerchiello (2021) found that 63% of 400 Italian municipalities in
2017 adopted e-mail-based whistleblowing channels, making it the most used
type of channel. Also, in the business environment, e-mail was the most
common mode for whistleblowing among firm respondents (Dhamija, 2014;
Szegedi & Szilagyi, 2016).

Although the use of e-mail-based channels dominated the practice of
whistleblowing, a study by Previtali and Cerchiello (2021) also shows a new
trend in the technological advancement of whistleblowing. They report that
more organizations tend to adopt dedicated information systems (i.e., intranet
or internet platforms). In 2014, only 7% of respondents used dedicated
platforms, either encrypted or not, which significantly increased to 32% in
2017. This thesis aims to study companies’ adoption of web-based
whistleblowing systems as the most recent technological advancement
utilizing CMC. As a more advanced CMC application, web-based
whistleblowing channels are believed to provide more advantages than other

types of channels.

Prior studies categorize CMC as communication modes with low
synchronicity (i.e., delayed feedback or non-interactive communications) (e.g.,
Gao, 2020; Riordan & Kreuz, 2010). Meanwhile, face-to-face and telephone
communication are synchronous types of communication that allow real-time
communication. Joinson (2004) states that people with low self-esteem or those
facing higher interpersonal risk tend to use CMC rather than face-to-face and
telephone communication. Furthermore, Riordan and Kreuz (2010) argue that
the use of CMC is preferable for discussing negative issues given the shielding
effects of the computer. In this case, the computer provides a barrier to any
physical consequences of expressing negative emotions. Also, it prevents

immediate feedback from the recipients, thereby creating a buffer for the



message writer to deal with the recipients’ responses. Supporting Riordan and
Kreuz's (2010) study, Turnage and Goodboy (2016) provide evidence
suggesting that employees from out-group subordinates are more likely to
communicate their disagreement to supervisors using CMC to avoid potential
negative responses. Considering the characteristics of CMC, web-based
channels are possibly preferable for reporting wrongdoing since
whistleblowing involves expressing negative stances and disagreements. Gao
(2020) compares the effectiveness of online whistleblowing platforms to that
of phone hotlines. He notes that potential whistleblowers prefer online
platforms to phone hotlines when virtual agents (not live agents) handle the
reports. This is because the platform provides greater control and an efficient

reporting method.

Additionally, when compared to traditional CMC (i.e., e-mail), web-based
whistleblowing platforms may guarantee higher confidentiality or identity
protection. These platforms usually are equipped with encryption or
anonymization processes to protect whistleblowers” identities and encourage
reporting without fear of retaliation (Hauser, 2021; Kossow & Dykes, 2018).
While the systems allow for greater confidentiality and protection, web-based
technology for whistleblowing can be also developed to enable two-way
communication between the whistleblowers and investigators. Young et al.
(2020) highlighted the importance of two-way communication using CMC,
especially in the context of anonymous whistleblowing reports. It was found
that anonymous reports using CMC are as credible as identified reports if they

involve two-way communication.

Although web-based technology offers potential advantages, some studies
also mention the challenges of adopting such technology. The most noticeable
challenge arises from the characteristics of web-based channels, which are
believed to be more efficient and safer for reporting. These characteristics
increase the risk of receiving more reports that do not provide sufficient
information to merit follow-up actions (Kossow & Dykes, 2018). Thus, the
technology may enhance the effectiveness of companies in receiving reports;
however, the effectiveness of following up on the reports could remain in
question. Another potential drawback was mentioned by Soltes (2020), who

performed real tests on nearly 250 US firms" whistleblowing hotlines. He

10



highlights that when compared to other types of channels, web hotlines
experience more technical problems, such as website errors or non-functioning

websites.

The advancement of internet technology also provides an opportunity for
employees or other related parties to engage in what is called “virtual
whistleblowing” (Lam & Harcourt, 2019; Latan et al, 2021). Virtual
whistleblowing refers to the use of social or online media to disclose firms’
wrongdoings or misconduct. This has become increasingly popular due to the

speed of communication, anonymity, and ease of use.

Lam and Harcourt (2019) stipulate four types of whistleblowers in the virtual
environment. The two main types are spontaneous actors and reserved
complainers. Spontaneous actors disclose unexpected and extraordinary
wrongdoing that they observe and consider it worth sharing online simply to
generate interaction as an incident unfolds. Meanwhile, reserved complainers
often share information online about organizational wrongdoing to vent anger
or frustration. Furthermore, they may disclose such information to a limited
number of confidantes. A third party then takes the information and circulates
it. The other two types of whistleblowers in the virtual environment are
attention seekers (who aim to attract attention in social or online media by
whistleblowing) and covetous competitors (who seek a commercial advantage
by whistleblowing about the wrongdoing, real or imagined, of a competitor
firm). In the virtual context, Xiao and Wong-On-Wing (2021) conducted an
experiment on whistleblowing via social media by classifying cases into two
different motivations: information leaking and online venting. Since
stakeholders have the option to conduct whistleblowing externally through
social media, this may also affect the dynamics of corporate internal

whistleblowing channels.

In conclusion, public and private organizations establish whistleblowing
channels by adapting to current technological developments. This process has
evolved from informal direct communication to telephone-based hotlines and
the adoption of CMC technology. The most current CMC technology that
further advances whistleblowing channels is web-based technology.
Additionally, the new term “virtual whistleblowing” refers to the use of social

or online media by stakeholders to share information regarding companies’

11



misconduct. This shows how technology serves a significant role in the current
implementation of corporate whistleblowing systems. Nevertheless,
Vandekerckhove et al. (2016) stipulate that it remains uncertain how socio-
technological innovations impact the implementation of whistleblowing
arrangements. Thus, this thesis attempts to incorporate the issue of technology

advancement concerning corporate whistleblowing systems in all essays.

3.2 Studies on corporate whistleblowing channels using experimental and survey
methods

The experimental and survey approaches have been the most common
methods used for studying corporate whistleblowing systems (Gao & Brink,
2017; Lee & Xiao, 2018). Lee and Xiao (2018) conducted a literature review of
59 accounting papers on whistleblowing, noting that experimental and survey
approaches were used in 63% and 24% of the included studies, respectively.
Given the dominance of the experimental method in this topic, Gao and Brink

(2017) specifically review experimental studies on whistleblowing.

Prior studies using these two methods have examined an extensive range of
factors impacting the effectiveness of whistleblowing systems. This includes

the characteristics of internal channels, which is also of interest in this thesis.

One of the most well-examined characteristics of whistleblowing channels is
reporting channel anonymity (e.g., Alleyne et al., 2017; Kaplan et al., 2012;
Nayir & Herzig, 2012; Park et al., 2008). Kaplan and Schultz (2007) note that
when respondents are offered an anonymous channel, their intention to use
the non-anonymous channel decreases. This may indicate that the respondents
prefer anonymous over non-anonymous channels. However, it is also found
that respondents are willing to reveal their identity when financial rewards are
offered (Pope & Lee, 2013). Regarding anonymous channels, Kaplan et al.
(2009) further investigate the situations in which this channel is more effective.
They suggest that the intention to report misconduct using anonymous
channels is higher among female participants. The channel is also more
effective in situations where previous whistleblowers who used a non-
anonymous channel experienced retaliation (i.e., a higher risk of retaliation)
(Kaplan et al., 2012). After surveying 282 accounting employees working in

organizations in Barbados, Alleyne et al. (2017) note that most respondents

12



(63.8%) prefer an anonymous channel to report wrongdoing in their
organizations. Park et al. (2008) provide similar evidence by studying
respondents from three different countries (e.g., the UK, Turkey, and South
Korea). The preference for anonymous channels could be explained by the fact
that whistleblowing may incur a high personal cost; therefore, the anonymity
option can reduce the potential cost (Alleyne et al., 2018; Ayers & Kaplan,
2005).

While anonymous channels can be perceived as better-quality internal
whistleblowing channels by potential whistleblowers, they can be seen
differently from the perspective of investigators. Guthrie et al. (2012)
conducted an experiment with chief audit executives (CAEs) and found that
CAEs perceive anonymous whistleblowing reports to be less credible than
non-anonymous reports. Similarly, Young et al. (2020) also suggest that
investigators may question the credibility of anonymous reports submitted
through one-way communication channels. However, they can be as credible
as non-anonymous reports if communicated using two-way communication
channels. Nevertheless, this thesis more heavily emphasizes the quality of

internal whistleblowing channels from the perspective of whistleblowers.

Another characteristic that is less commonly highlighted in the literature is
whether the corporate whistleblowing channel is administered by internal or
external parties. Kaplan et al. (2009) argue that the implementation of
externally administered whistleblowing channels indicates stronger
procedural safeguards. Nevertheless, using MBA students as respondents,
they provide evidence suggesting that the intention to report misconduct is
higher for whistleblowing hotlines administered by in-house human resource
departments than for externally administered hotlines. By revisiting Kaplan et
al’s (2009) findings, Zhang et al. (2013) show that the use of externally
administered hotlines is more effective in encouraging whistleblowing when
compared to internally administered channels. Supporting Zhang et al. (2013),
Gao et al. (2015) also note that external hotlines are preferred among lower-

level employees since they can lower the risk of retaliation.

This thesis aims to extend the literature on whistleblowing by providing
further insights from the lenses of archival data, especially concerning the

characteristics of internal channels. Notably, studies using experiments may
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not reflect the utilization or implementation of internal whistleblowing
systems in real situations (Lee & Fargher, 2018; Patel, 2003). This thesis
considers the characteristics of internal whistleblowing channels, such as the
anonymity and two-way communication features as well as the type of

administrators, by incorporating the technological adoption of the channels.

3.3 Studies of corporate whistleblowing cases using archival data

Most of the studies on corporate whistleblowing that used archival data have
focused on external whistleblowing practices or cases while focusing on the
US context (see e.g., Berger & Lee, 2022; Bowen et al., 2010; Call et al., 2018;
Dyck et al., 2010). A few archival studies also focus on the Australian context
while touching upon the implementation of internal whistleblowing systems
(Eulaiwi et al., 2021; Lee & Fargher, 2013, 2018).

Bowen et al. (2010) investigate whether companies that face external
whistleblowing allegations in the US have distinctive characteristics when
compared to other companies. It is noted that those companies generally have
more rapid growth with relatively weak internal communication and external
monitoring. Furthermore, Call et al. (2016) show that companies that grant
fewer stock options to their employees during the period of misreporting are

more likely to experience external whistleblowing allegations.

While Bowen et al. (2010) and Call et al. (2016) provide evidence on the
determinants of companies receiving external whistleblowing reports, some
studies center their analyses on the consequences of the allegations (Call et al.,
2018; Wilde, 2017). For example, Wilde (2017) highlights the effect of
whistleblowing allegations on companies’ financial reporting and tax
aggressiveness. He finds that firms with whistleblowing allegations are more
likely to exhibit a decrease in the incidence of accounting irregularities and a
decrease in tax aggressiveness. This demonstrates the deterrent effects of
external whistleblowing allegations. Additionally, such allegations with the
involvement of whistleblowers may create stronger deterrent effects since
companies have paid higher monetary fines or employees received longer
prison sentences in such cases (Call et al.,, 2018). Another consequence of

external whistleblowing allegations is shown by Kuang et al. (2020), who
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highlight a positive association between companies being subject to the

allegation and the audit fees being charged to the companies.

The US setting is most likely chosen to study external whistleblowing because
it offers data on whistleblowing allegations that are publicly available.
Moreover, the US government has highlighted the important role of
whistleblowers by issuing relevant regulations, such as the Dodd-Frank
Reform Act of 2010, which introduced reward mechanisms for whistleblowers.
Some studies have also investigated issues surrounding the Act (Baloria et al.,
2017; Berger & Lee, 2022). Baloria et al. (2017) evaluate the cost and benefit of
whistleblower provisions under the Act by studying firms that lobbied against
its implementation. They find that the excess stock returns of those firms,
which were found to have weaker existing whistleblowing programs, were
more positive around the implementation period of the Act. Therefore, this
suggests that investors may see the implementation of the Act as beneficial,
especially when firms have weaker whistleblowing systems. Furthermore,
Berger and Lee (2022) provide evidence suggesting that the Dodd-Frank

Reform Act reduces the likelihood of accounting fraud.

Although archival studies on whistleblowing concentrate on the US context,
some studies provide further insights by sampling Australian companies
(Eulaiwi et al., 2021; Lee & Fargher, 2013, 2018). For example, Lee and Fargher
(2013) examine some organizational factors that may affect firms’
implementation of effective whistleblowing systems. In this regard, the extent
of whistleblowing disclosures is positively associated with the number of
external directors on the audit committee (Lee & Fargher, 2013). They then
extend the findings by showing that a higher quality of audit committees,
which is associated with the implementation of stronger internal
whistleblowing systems, reduces the likelihood of companies receiving
external whistleblowing reports (Lee & Fargher, 2018). Similar to the results of
Lee and Fargher (2013, 2018) for assessing the effectiveness of internal
whistleblowing systems through corporate disclosure, Eulaiwi et al. (2021)
show a negative association between corporate whistleblowing effectiveness

and audit fees.

By using archival data, this thesis also intends to provide more insights into

the topic of internal whistleblowing systems in the European setting, where
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the demand for companies to implement the system is currently increasing.
Also, rather than studying external whistleblowing as most archival studies
have, this thesis centered its analysis on internal whistleblowing. In this
context, Lee and Xiao (2018) highlight that there is less research on how a firm’s
operating, economic, and corporate governance characteristics impact internal

whistleblowing.

3.4 Research questions

Following the discussion on what has previously been studied on this research
topic, this study aims to contribute to the literature on internal whistleblowing
systems by addressing four research questions. These questions cover both
internal whistleblowing system adoption and disclosure, in which the
determinants and effects are examined. It also highlights the current

technological advancement in whistleblowing.

The thesis starts by questioning why companies adopt third-party web-based
whistleblowing systems. To answer the question, I examine the role of peers.
In this vein, prior studies have provided evidence of how companies follow
their peers in many cases, including the context of corporate social
responsibility (e.g., Cao et al., 2019; Li & Wang, 2022; Liu & Wu, 2016; Malik et
al., 2019; Marquis & Tilcsik, 2016; Rind et al., 2022).

One stream of literature argues that peers can create competition pressures
(Cao et al, 2019; Liu & Wu, 2016; Malik et al., 2019). Another stream of
literature points out that companies consider what their peers implement for
cues to appropriate behavior in order to gain organizational legitimacy
(Deephouse, 1996; DiMaggio & Powell, 1983). In this regard, companies may
follow their industry peers since they give more references on what to do to
remain competitive in the market or companies may resemble their country
peers since they give more cues on appropriate behavior under the country’s
legal and norms environment. Alternatively, for both reasons, companies may
tend to follow peers who are from the same country and operate in the same

industry. Therefore, the first research question of this thesis is stated as follows.

RQ1: Do companies follow their country and/or industry peers in the adoption of
corporate whistleblowing systems?
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The first research question addresses the motivation of companies adopting
internal whistleblowing channels that possibly show their efforts in fulfilling
social expectations to gain legitimacy from stakeholders. Meanwhile, the
second research question addresses the issue of whether stakeholders perceive
that the introduction of internal whistleblowing channels is important. To
answer this question, I examine the effect of introducing whistleblowing

channels on external auditors” perceptions, as measured by audit fees.

Considering the role of auditors regarding clients” fraud risk assessment and
social pressure, auditors may place expectations on companies to establish
whistleblowing channels as part of their effort to manage risks. The existing
literature has extensively provided evidence suggesting that auditors charge
higher fees as fraud and corruption risks increase (Hougqe et al., 2019; Lyon &
Mabher, 2005; Xu et al., 2019). It is argued that companies facing high fraud and
corruption risks possess a weak control environment and low interpersonal
trust (Xu et al., 2019). From the perspective of auditors, this may result in
greater audit risks as well as higher expected losses from litigation costs and
reputation loss (Houge et al., 2019). As a result, they charged higher audit fees.

While research on the effects of fraud and corruption risks has been extensively
performed in the auditing literature, research studying the effect of corporate
anti-fraud or anti-corruption initiatives (e.g., corporate whistleblowing
systems) remains limited (Chen & Ma, 2017; Eulaiwi et al., 2021). Regarding
this, I question whether external auditors perceive that the introduction of
CWSs is important to be considered in their audit risk assessment and pricing.

Therefore, this thesis addresses the following research question.
RQ2: Does CWS introduction affect external auditors” perceptions of audit risks?

While the first and second questions center the analysis on the adoption of
whistleblowing channels, the third and fourth research questions emphasize
the analysis of corporate disclosure. In this regard, I first examine the role of
social media, which can be used by stakeholders (including employees) to

share information about corporate misconduct (i.e., virtual whistleblowing).

Prior studies have shown that negative information shared by employees on
social media can potentially harm corporate reputation, such as by reducing

the company's attractiveness and decreasing jobseekers’” intention to apply
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(Cooper et al., 2020; Schaarschmidt et al., 2021). Furthermore, since employees
are companies’ internal stakeholders, it can also create a bad impression of
how well companies internally communicate with their employees. Some
studies suggest that employees tend to externally share negative information
about their employers if they have weak relationships with them, which
indicates low-quality internal communication (Kang & Sung, 2017; Lee, 2022;
Lee & Kim, 2020).

Since negative information shared by employees on social media can damage
corporate image related to internal communication, companies may need to
influence public perception by using corporate disclosure as a tool to gain
legitimacy. Therefore, the following third research question is addressed in
this thesis.

RQ3: Does negative information shared by employees on social media affect corporate

disclosure regarding internal whistleblowing channels?

One of the most common anti-corruption initiatives is anti-corruption training,
which always results in positive information when companies report their
performance in non-financial reports (e.g., the number or percentage of
employees receiving the training). Differently, a corporate initiative of CWS
implementation can also generate information in non-financial reports that can
be perceived as negative (e.g., the number of internal whistleblowing

incidents).

The discussion on why companies may or may not voluntarily disclose
negative aspects in such reports has been presented by prior studies. The main
reason for companies not disclosing negative aspects is to preserve their
perceived legitimacy (Hahn & Liilfs, 2014; Jahn & Briihl, 2019). Some studies
provide evidence of how this disclosure may threaten corporate legitimacy,
such as by resulting in negative investor reactions and increasing the
unsystematic risks of firms (Bansal & Clelland, 2004; Chan & Milne, 1999). On
the other hand, some studies conclude that disclosing negative information in
sustainability reports has no adverse effects (Jahn & Briihl, 2019; Reimsbach &
Hahn, 2015), and can even potentially increase firm trustworthiness (Jahn &
Briihl, 2019). Furthermore, companies can use negative disclosure to signal to

stakeholders their awareness of potential risks and commitment to managing
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them to avoid future issues (Hahn & Liilfs, 2014). Concerning the issue of
negative disclosure regarding the implementation of CWS, the last research

question is stipulated as follows.

RQ4: Why do companies provide negative disclosure on internal whistleblowing
incidents in non-financial reports?

Considering all of the research questions together, Figure 1 presents the overall
objective of the thesis. It also shows how research questions are connected in
this thesis.

Figure 1. Overall objective and research questions
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4. Theoretical framework

To address the research questions, this thesis relies on legitimacy theory. This
theory is relevant to understanding and explaining the empirical evidence of
both internal whistleblowing adoption and disclosure, especially since this thesis
studies how firms interact with external factors and pressures (i.e., peers,
external auditors, social media, and non-financial reporting). Additionally, the
provision of disclosure regarding CWS, particularly the negative information
on internal whistleblowing incidents, is voluntary. Therefore, voluntary
disclosure theory can also apply in this context. A general idea of the theory

that is related to this thesis is presented in this section.

4.1 Legitimacy theory on business ethics practices

Suchman (1995) defines legitimacy as “the generalized perception or
assumption that the actions of an entity are desirable, proper, or appropriate

within some socially constructed system of norms, values, and definitions” (p.
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574). The central assumption in legitimacy theory is that organizations are part
of a broader social system and are considered to have no inherent right to
resources (Deegan, 2019). Rather, organizations need to be “legitimate” in
order to earn and sustain the right to resources by meeting and adhering to
social norms and expectations (Deegan, 2019; Deephouse & Carter, 2005).
Furthermore, Deephouse and Carter (2005) note that expectations can be
explicit (e.g., through the existence of government regulations). Others can be
implicitly shared from the interactions among participants in a social system
(Deephouse & Carter, 2005; Johnson et al., 2006).

To further explain how companies can gain legitimacy, some scholars have
brought up the discussion of the isomorphism concept derived from
institutional theory (Deephouse, 1996; Deephouse & Carter, 2005).
Institutional isomorphism stipulates that organizations must consider other
organizations since they compete not only for resources but also for
institutional legitimacy, which is important for both social and economic
fitness (DiMaggio & Powell, 1983). In this sense, organizations are more likely
to conform to commonly used strategies, structures, and practices to become
acceptable in the social system (Deephouse & Carter, 2005). Therefore,

Deephouse (1996) proposes that institutional isomorphism leads to legitimacy.

As stipulated by DiMaggio and Powell (1983), institutional isomorphism can
occur through three mechanisms. First, coercive isomorphism results from
formal and informal pressures by the regulatory system or society’s cultural
expectations. For example, the existence of a common legal environment is
expected to affect the behavior of all organizations that depend on it. The
second mechanism is the normative isomorphism. Under this mechanism,
isomorphism is primarily achieved from professionalization, which can be
interpreted as the collective effort of members of a profession to define a
standardized method for their work. Lastly, isomorphism can occur through
mimetic mechanisms in which organizations mimic others under uncertain

conditions.

Legitimacy theory, particularly the concept of institutional isomorphism, has
been widely applied to explain business ethics practices among companies
(e.g., Adelstein & Clegg, 2016; Bodolica & Spraggon, 2015; Forster et al., 2009;
Holder-Webb & Cohen, 2012; Long & Driscoll, 2008). Long and Driscoll (2008)
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study the practice of a corporate code of ethics from the lenses of moral and
strategic legitimacy. Moral legitimacy is a normative form of legitimacy where
organizations must constantly make conscious assessments of right and
wrong, whereas strategic legitimacy involves a managerial role being used to
rationally assess the cost of being deviant from social norms (Long & Driscoll,
2008). By conducting a content analysis of codes of ethics from seven
companies, they argue that the implementation of a code of ethics is primarily
a strategic and self-interested rational decision.

Furthermore, some studies highlight the commonality of codes of ethics,
which shows the isomorphism practice in this area (Forster et al., 2009; Holder-
Webb & Cohen, 2012). Based on a textual analysis using 597 corporate codes
of ethics, Forster et al. (2009) note a significant level of common sentences used
by the sampled firms. Thus, they conclude that companies, especially those
with smaller sizes, tend to engage in isomorphic behaviors to conform to their
regulatory environments. Meanwhile, Holder-Webb and Cohen (2012) further
analyze the codes of ethics from 75 companies and provide evidence of
commonality in the content and language. Therefore, this also suggests

isomorphic behavior in the practices of business ethics.

In conclusion, legitimacy theory and isomorphism concepts are relevant to this
thesis in examining the role of peers’ existing practices on CWS adoption
(RQ1). In this sense, the interaction between a company and its peers in social
systems can create implicit expectations that lead to isomorphism practices
and legitimacy-gaining strategies. Moreover, legitimacy theory can potentially
explain how external auditors perceive the importance of companies
introducing CWSs (RQ2).

4.2 Legitimacy theory on corporate social disclosure

Accounting scholars have also applied legitimacy theory to study corporate
social disclosure. It is argued that companies can use corporate social
disclosure to influence public perceptions to suggest that they have conformed
to social norms and expectations (Archel et al.,, 2009). Thus, sustainability
reports tend to contain mostly positive information (Chauvey et al., 2015;
Hahn & Liilfs, 2014).
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In this regard, prior literature analyzes corporate social disclosure to study
their legitimation strategies in response to negative incidents (Cho, 2009; Hahn
& Lilfs, 2014; Rudkin et al., 2019). It is evident that after being publicly
exposed to negative incidents, companies increase their environmental and
social disclosure to restore their legitimacy (e.g., Coetzee & van Staden, 2011;
Corazza et al., 2020; Deegan et al., 2000; Deegan & Rankin, 1996). For example,
Deegan and Rankin (1996) state that companies provide a greater amount of
environmental disclosure in years in which they are subject to successful
environment-related prosecutions, as well as in comparison to non-prosecuted
companies. More recently, Corazza et al. (2020) conclude that Costa Crociere,
an Italian cruise company, uses a mix of text and visual signals to give the
impression that “nothing really happened” after a disaster involving the
company. In response to publicly known negative incidents, the legitimation
strategy using social disclosure can vary from image enhancement to denial
(Cho, 2009). Meanwhile, Hahn and Liilfs (2014) point out that companies can
also implement a legitimation strategy when they voluntarily disclose
negative information in their sustainability reports. In this case, companies can
legitimize it by providing symbolic (e.g., denial) or substantive justifications

(e.g., corrective action).

Besides negative incidents that can endanger corporate legitimacy, media has
been also a relevant factor affecting corporate legitimacy status (Aerts &
Cormier, 2009; Blanc et al., 2017; Paananen et al., 2021; Patten, 2002). Aerts and
Cormier (2009) assert that legitimacy is primarily about perception, noting that
media can reflect generalized perceptions of a firm’s legitimacy. In this regard,
some studies suggest that companies provide more disclosure in response to
media pressures (Blanc et al., 2017; Paananen et al., 2021; Shao & He, 2022). For
example, Blanc et al. (2017) state that negative media exposure related to
corruption issues is positively associated with companies’ anti-corruption

disclosure.

In summary, legitimacy theory is relevant to understanding both the adoption
of ethics tools and corporate social disclosure. Therefore, the theory applies to
addressing RQ3 and RQ4 in this thesis. Specifically, this thesis examines the
role of social media, which can reflect corporate legitimacy threats to corporate

disclosure (RQ3). Meanwhile, RQ4 of this thesis focuses on negative corporate
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disclosure of internal whistleblowing incidents, which can lead to legitimation

strategies.
4.3 Voluntary disclosure theory

When studying sustainability disclosure, the prior literature has often
contrasted legitimacy theory with voluntary disclosure theory (e.g., Cong &
Freedman, 2011; Giannarakis et al., 2017a; Hummel & Schlick, 2016).
Legitimacy theory is a sociopolitical theory that suggests social disclosure as
an effective tool for management to mitigate political and social pressure
(Doan & Sassen, 2020; Giannarakis et al., 2017b). Thus, from the perspective of
legitimacy theory, the provision of social disclosure can create a good
appearance of companies in the eyes of stakeholders, which may not reflect
their real performance (Cong & Freedman, 2011). Meanwhile, from the
perspective of voluntary disclosure theory, social disclosure is a tool used by

companies to signal their true good performance (Clarkson et al., 2008).

Voluntary disclosure theory is underpinned by the assumption that managers
have superior information to investors on firms’ future performance even if
the capital market is efficient. Under this assumption, managers have an
incentive to voluntarily disclose information to reduce information
asymmetries between managers and external stakeholders (Hahn & Liilfs,
2014). Although it creates a cost of disclosure, reducing information
asymmetries may benefit firms by increasing market value and reducing the
cost of capital. Notably, voluntary disclosure theory has been applied to
corporate social reporting (e.g., Giannarakis et al., 2017a; Guidry & Patten,
2012; Hummel & Schlick, 2016). The theory suggests that firms with good
sustainability performance will use corporate disclosure to signal their
unobservable good performance to external stakeholders (Clarkson et al.,
2008). Conversely, firms with poor performance tend to remain silent and may

be judged as an “average type’ (Guidry & Patten, 2012).

Additionally, Hahn and Liilfs (2014) argue that firms adopting voluntary
disclosure not only have the incentive to signal their good performance in
sustainability issues but also have incentives to signal honest disclosure to
gain their stakeholders” trust in the companies’ information policy. Thus,

companies may be willing to disclose negative information in their reports.

23



Jahn and Briihl (2019) state that sustainability disclosure with a moderate
proportion of negative information is positively associated with corporate
trustworthiness. Meanwhile, Reimsbach and Hahn (2015) suggest that by
voluntarily disclosing negative information in sustainability reports,
companies can minimize the adverse effect of third-party reporting of
negative incidents on stock prices. In the case of a risk factor disclosure that
may partly contain negative information, the prior literature also finds that
such disclosure is informative for shareholders; therefore, providing it can
result in a positive market reaction (e.g., Chen et al., 2022; Gordon et al., 2010;
Hope et al., 2016). Thus, voluntary disclosure theory is also relevant to study
why companies voluntarily provide negative disclosure in their sustainability
reports, which is related to RQ4 of this thesis.

5. Data and research design
5.1 Data and sources
5.1.1  Quality of corporate whistleblowing channels

To measure the quality and effectiveness of CWSs, some studies use corporate
disclosure by defining the disclosure criteria (Eulaiwi et al., 2021; Hassink et
al., 2007; Lee & Fargher, 2013, 2018). Notably, the information that companies
disclose can be a merely symbolic narrative (Lee & Fargher, 2013). Therefore,
this thesis attempts to incorporate the technological adoption of internal
whistleblowing channels to measure the quality of the systems. In general, this
thesis defines that companies that make whistleblowing channels accessible on
their corporate websites and outsource whistleblowing management services
from a credible third party are considered to provide higher-quality CWSs
since these can lower the personal cost of whistleblowers. Data regarding the
technological adoption of CWSs was generated from direct observations of
corporate websites and further cross-checked with other corporate documents,
such as non-financial reports and codes of ethics. These data were mainly
utilized to address RQ1, RQ2, and RQ4.

5.1.2  Disclosure of corporate whistleblowing channels

This thesis takes advantage of the research setting where EEA companies are

mandated to publish non-financial reports. Although the provision of the
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reports is mandatory, the content of the disclosure, particularly on CWS, is at
the discretion of the companies. Nevertheless, this thesis collects data on the
extent of CWS disclosure for RQ3 and the negative disclosure of internal

whistleblowing incidents for RQ4 from companies” non-financial reports.
5.1.3  Other main data

The other main data included in this thesis are audit fees used to address RQ?2
and employee ratings and reviews for RQ4. The audit fee data is mainly
generated from the Eikon database and companies” annual reports if such data
is missing from the database. Meanwhile, the data of employee ratings and
reviews are extracted using a web scraper from a review website locally

operated in Germany (i.e., kununu.com).

This thesis also incorporates internal governance variables. Data on the board
of directors (e.g., independent members, female directors, employee
representatives) are generated from BoardEx Europe. Meanwhile, data on the
background of each member used to identify their expertise is obtained from
CapitallQ.

5.2 Research design: Endogeneity concerns and remedy
5.2.1  Matching method

The matching method is used for the second and fourth essays. In accounting
research, the matching method has been commonly used to deal with
observable selection bias to better draw causal inferences (Bowen et al., 2010;
Shipman et al., 2017; Wu, 2010).

Archival studies that employ observational data traditionally use multiple
regression models to mitigate endogeneity concerns. Nevertheless, obtaining
unbiased estimates under multiple regression requires certain specifications
regarding the relation between outcome and explanatory variables. In this
case, multiple regression can suffer from “functional form misspecification” if
the relation between the outcome and explanatory variables is misspecified.
The potential bias from such misspecification increases when treatment
observations become more dissimilar from control observations (Shipman et
al,, 2017). Thus, it is intuitive to match the treatment with control observations

that have similar observable characteristics (i.e., covariate matching) to reduce
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the bias from “functional form misspecification.” However, with the greater
number of characteristics that need to be considered, covariate matching

becomes more difficult.

One way to deal with the abovementioned problem is by applying propensity
score matching method (PSM). The primary aim is to find control observations
that have scores close to the treated observations so that they are more
comparable. In this case, treatment or control observations that have no pairs
are weighted as zero in the regression, meaning that they should be excluded
from the analysis. Therefore, this method results in a smaller sample size,
which can cast doubt on the generalizability of the estimates outside of the

sample (Shipman et al., 2017).

The issue of PSM resulting in a small sample size is one of the motivations for
scholars applying the entropy balancing (EB) approach to perform covariate
matching. While PSM assigns a weight for each observation—either 1
(matched) or 0 (excluded) — EB assigns continuous weights for all control sample
observations to achieve balance distribution moments (e.g., means, variances,
and skewness) between the treatment and control groups (McMullin &
Schonberger, 2020). Thus, EB can preserve the full sample used in the study
(Glendening et al., 2019). Moreover, while PSM requires researchers’
judgments on some aspects (i.e., the caliper distance, matching with or without
replacement, and one-to-one or one-to-many matching), EB permits less
researcher discretion (McMullin & Schonberger, 2020).

5.2.2  Change analysis

One way to address endogeneity concerns regarding unobserved
characteristics is to conduct a “change” analysis (De Simone et al., 2015; Jiang
& Son, 2015; Rajgopal & Venkatachalam, 2011). The change analysis method

was applied to the second and third essays in this thesis.

Compared to a “levels” analysis, a “change” analysis can identify the year in
which firms make a change in their strategy, and thus increases the power of
tests examining the consequences of the changes (Clarkson et al., 2011). For
instance, in Essay 2, this thesis identifies the year in which companies made a

change in their code of ethics by introducing new CWSs and examines whether
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this change has an impact on external auditors” perceptions. Importantly, since
a “change” analysis can control for unobservable firms’ characteristics that are
assumed to be constant over time, it minimizes potential endogeneity bias
(Jiang & Son, 2015; Owusu et al., 2022).

6. The essays: A brief summary

Essay 1: Which peers to follow? The role of country peers in the adoption of corporate
whistleblowing systems

Essay 1 addresses RQ1 in this thesis. It aims to examine whether companies
adopt better-quality corporate whistleblowing systems by looking at their
peers’ existing practices. Following prior studies (e.g., Li & Wang, 2022;
Marquis & Tilcsik, 2016), this study considers the role of community (i.e.,
geographical location-based peers) and industry peers. Thus, it differentiates
peers into three categories: country peers; industry peers; country-industry

peers.

To address the research aim, I use a sample of 446 focal companies in the
European Economic Area (EEA) that introduced new CWSs during the 2017-
2021 period. In the EEA, there is increasing pressure on the importance of
CWSs due to non-financial reporting requirements and the EU Directives
2019/1937 on whistleblower protection. Therefore, this may cause the
isomorphism phenomenon to become more prevalent for companies when
deciding on the quality of whistleblowing systems to be adopted. To measure
CWS quality, this study considers current trends in the utilization of third-
party web-based whistleblowing hotlines. This type of channel offers higher
anonymity protection, higher accessibility, and better report management,
which are some of the criteria for better-quality CWSs (Gao, 2020; Johansson
& Carey, 2016; Kossow & Dykes, 2018; Young et al., 2020). The use of a
dedicated hotline service also helps to increase the credibility of CWSs while

avoiding symbolic practices (Lee & Fargher, 2013).

This study first predicts that, in the context of EEA, country peers are more
relevant than industry peers in giving references for the adoption of better-
quality CWSs. This implies that the motivation for gaining legitimacy due to

the country’s norms (formal or informal) is greater than the motivation from

27



competitive pressure due to the industry environment. This primarily relies
on the argument that companies operating in European countries are subject
to an environment where corporate social responsibility (CSR) is implicitly
attached to social norms (Matten & Moon, 2008). Therein, political power and
government roles have more influence than liberal market economies. These
results support the prediction by providing evidence of a positive significant
association between country peers’ existing CWS practices and companies’
adoption of better-quality CWSs. Meanwhile, industry peers’ existing

practices are found to be insignificant.

The second prediction of this study is that country-industry peers can serve as
the most relevant references for companies when deciding on the quality of
CWS to be adopted. This is because country-industry peers better reflect
appropriate behaviors in light of both the country’s social norms as well as its
industry competition and risk environments (Marquis & Tilesik, 2016).
However, this prediction is not supported. Instead, country peers remain
significant, becoming the most relevant peers that companies refer to when
adopting CWSs. This may suggest that companies are highly motivated to
adopt better CWSs to gain legitimacy from the country’s legal and societal
norms. Thus, it makes competitive reasoning less relevant or irrelevant. The
role of country peers remains significant after considering internal governance

factors and the existence of regulations mandating CWSs.

Essay 2: The introduction of corporate whistleblowing systems and audit fees:

Evidence from European companies

Essay 2 intends to answer RQ2. Notably, it aims to investigate whether
companies’ efforts in introducing CWSs are perceived as important by external
auditors. It uses a quantitative approach by examining the effect of introducing
CWSs on the changes in audit fees. Furthermore, it examines whether the effect

occurs when companies make a more substantive effort in CWS introduction.

This study argues that auditors may expect companies to establish CWSs due
to their role as well as social pressure. According to the International Standard
of Auditing (ISA) 204, auditors must assess and respond to clients’ fraud risks,
which can affect the risks of financial misstatement. Therefore, they may

underscore the importance of companies establishing CWSs as an internal
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control to manage fraud risk. Furthermore, auditors may expect companies to
introduce CWSs due to social pressure, which potentially influences their
perceived risks of litigation and reputational loss. In this regard, companies
are generally under external pressure from society to implement CWS (Chen
et al, 2017; Cordis & Lambert, 2017), especially with the existence of
whistleblowing regulations. The failure of companies to put appropriate
measures in place to meet social expectations may increase risks of litigation
and reputational loss for auditors. In light of these reasons, I predict a negative

effect of introducing CWSs on audit fees.

This study further predicts that the negative effect of introducing CWSs occurs
when the introduced channels are more substantive. In this case, introducing
web-based platforms provided by a credible third party can show more
substantive action than introducing other lower-cost channels (e.g., mail, e-
mail, phone, and web forms). Lee and Fargher (2013) stipulate that the
provision of a dedicated hotline service improves the credibility of the system
and helps to avoid symbolic practices. Also, third-party outsourced web-based
platforms provide more accessible channels, higher protection of anonymity,
and better report management, which indicate a better CWS (Gao, 2020;
Johansson & Carey, 2016; Kossow & Dykes, 2018; Young et al., 2020).

By employing the mandatory non-financial reports of EEA companies, this
study identifies 350 companies introducing new CWSs during the 2017-2020
period as treated observations. Since the treated observations are not random,
this study applies EB as a preprocessing technique to achieve a balanced
covariate (i.e., sample characteristics) between treated and control groups.
Furthermore, to minimize the endogeneity problem, this study uses “change”
analysis. The change regression model can control for omitted variables that
are presumed to be constant over time to mitigate potential endogeneity
(Owusu et al., 2022).

The main finding of this study confirms the prediction that the introduction of
CWSs decreases audit fees. This indicates that auditors may consider the
introduction of CWSs in their risk assessments, and subsequently in audit
pricing. Furthermore, the result suggests that the introduction of CWSs
generally decreases audit fees when companies introduce third-party

outsourced web platforms, which indicates more substantive effort.
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Nevertheless, according to the results from additional analyses, the effect of
introducing more substantive CWSs depends on the settings in which

companies operate.

It is suggested that when companies are from countries that mandate the CWS
implementation, introducing more substantive CWSs has no significant effect.
Instead, a significant effect is found when companies introduce standard
CWSs. Since these companies are expected to implement CWSs due to
regulations, auditors may emphasize the importance of companies fulfilling
legal requirements; thus, the extra effort that companies exert may not be
necessary. Meanwhile, for companies headquartered in countries without
regulation mandating CWSs, the effect of introducing CWSs occurs when they
introduce third-party web platforms (i.e., more substantive effort). This may
suggest that companies that are not legally required to have CWSs need to
show more substantive effort so that external auditors are convinced of the
robustness of systems. Furthermore, the effect of introducing substantive a
CWS (and, not standard a CWS) is also observed when companies are
experiencing higher corruption risks since they are generally expected to put

stronger anti-corruption or -fraud initiatives in place.

Essay 3: Legitimizing internal communication when employees are outspoken

RQ3 of this thesis is addressed in Essay 3. It aims to investigate whether the
negative information shared by employees about their workplace through
review websites is positively associated with the companies disclosing
information about their internal communication channels. To measure
negative information, I use a bag-of-words approach (i.e., a negative word list
adopted from Loughran and McDonald, 2011).

Considering the role of social media, I study firms” review websites as social
media platforms where employees can share any information and opinions
about the companies they work for. Lee and Kim (2020) argue that the
existence of a website that provides an anonymous environment can
encourage employees to share negative and sensitive information about the
companies. Some scholars also stipulate that this may provide an opportunity
for employees to engage in external whistleblowing by disclosing firms’

wrongdoings or misconduct online (Lam & Harcourt, 2019; Xiao & Wong-On-
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Wing, 2021). Since employees are internal stakeholders, this behavior may also
result in the negative impression that companies do not provide good internal
communication channels. Some studies stipulate that employees are more
likely to share negative information outside the organizations when they have
weak relationships with their company, thus indicating low-quality internal
communication (Kang & Sung, 2017; Lee, 2022; Lee & Kim, 2020).

Since negative information shared online by employees can potentially harm
firms’ images in terms of how well they internally communicate with their
employees, companies may need to legitimize their internal communication
channels using corporate social disclosure. Prior research has extensively
investigated how negative media coverage induces companies to use social
disclosure as a tool to increase legitimacy and restore their reputation (Blanc
et al.,, 2017; Patten, 2002; Shao & He, 2022). Therefore, this study predicts a
positive association between negative information shared by employees on

websites and corporate disclosure on internal communication channels.

Using a German setting, this study suggests that negative information in
online reviews is positively associated with a greater coverage of paragraphs
mentioning internal communication channels in non-financial reports. Thus,
this may suggest that employees’ behavior of externally sharing negative
information about their workplace creates a legitimacy threat to the firms’
image concerning internal communication; therefore, they wuse social
disclosure to legitimize it. Furthermore, it is found that the positive association
is weaker when more reviews are from former employees, thereby suggesting
that greater attention is given to current employees’ reviews. This study also
provides evidence suggesting that negative information in reviews mediates
the association between rating scores and corporate disclosure legitimizing

internal communication channels.

Essay 4: It sounds bad, but not really: An analysis of corporate negative disclosure on
internal whistleblowing reports

The last research question of this thesis, RQ4, is addressed in Essay 4. It aims
to analyze the corporate negative disclosure of internal whistleblowing reports
(hereafter, IWRs). Specifically, it examines the association between the quality

of internal control for CWSs and the negative disclosure of the occurrence of
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internal whistleblowing incidents. Furthermore, it also identifies common
disclosure strategies for companies to restore a positive image following the
negative incidents (symbolic versus substantial approach) and investigate
their relation to the quality of CWSs.

Hahn and Lilfs (2014) provide a discussion on why companies disclose
negative aspects in sustainability reports. It is argued that disclosing negative
aspects can increase corporate credibility and trustworthiness (Jahn & Briihl,
2019). Moreover, companies can use this to send a positive signal to
stakeholders and imply that they proactively manage risks to avoid future
issues (Hahn & Liilfs, 2014). This argument is highly relevant in the context of
IWR disclosure. First, it is because the implementation of CWSs is intended to
manage risks and internally follow up on issues. Lee and Fargher (2018) find
that companies with stronger CWSs are more likely to receive whistleblowing
reports internally rather than externally. Therefore, they are more likely to
signal their proactivity by disclosing the occurrence of IWRs. Second,
companies can apply disclosure strategies to restore a positive image
following whistleblowing incidents. This type of negative disclosure can be
diverted toward positive information (Jeriji & Louhichi, 2021), especially when
itis balanced by good performance (Chauvey et al., 2015). Therefore, this study
predicts that companies with better-quality CWSs are more likely to disclose

the occurrence of IWRs.

This study further predicts that companies with better-quality CWSs are more
(less) likely to use a substantive (symbolic) disclosure approach when
disclosing the occurrence of IWRs. To restore a positive image, Hrasky (2012)
has identified two ways of legitimizing negative information: symbolic and
substantial approaches. The symbolic approach is when companies make
statements that give the impression of environmental or social responsibility
without any corresponding action, whereas companies choose the substantial
approach when they disclose information about specific actions taken
concerning the incidents. Hahn and Liilfs (2014) stipulate that in the context of
voluntary negative disclosure, substantive legitimation strategies demonstrate
more proactivity when compared to symbolic strategies. In this regard, they
demonstrate that one of the obvious symbolic legitimation strategies is denial

(i.e., marginalization and abstraction) when companies render the negative
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incidents irrelevant, unimportant, negligible, or reasonable. Alternatively,
companies can use a substantial approach to legitimize negative information
by stating that they are taking action to solve, reduce, or prevent incidents in
the future. As a result, this study hypothesizes that companies with high-
quality CWSs are less likely to use denial statements and more likely to use
action statements following the disclosure of IWR occurrence to further signal

their proactivity.

To test this hypothesis, I use a sample of companies in the EEA listed in 2021
that face increasing pressure on the importance of CWSs due to EU Directive
2019/1937 on whistleblower protection. This study notes that the quality of
internal control for CWSs is positively associated with the disclosure of IWR
occurrence. Therefore, this finding supports the argument that negative
disclosure may be used by companies to signal their proactivity in managing
risks. It may also suggest that the reason why companies do not disclose
negative information is not that they want to hide the information (ie.,
concealment strategy) but because they may not have the information—
possibly due to lower-quality internal controls. Also, in line with the
prediction, this study provides evidence suggesting that companies with
better CWSs are positively (negatively) associated with the use of action
statements (denial statements) to disclosing the occurrence of whistleblowing
incidents. Thus, it further highlights that companies may use negative
information to signal their good performance (i.e., proactivity in managing

risks).

7. Implications

From the four essays, this thesis has four main takeaways that can contribute

to the literature on and practices of internal whistleblowing systems.
a. The role of technological advancement

One of the main focuses of this thesis is technological advancement in the
implementation of CWSs. Whistleblowing is a practice of communication that
involves negative and sensitive information from the sender (ie.,
whistleblower) to the receiver (i.e., investigator). Due to the nature of the

information, the whistleblower may face high personal risks and costs, such as
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potential retaliation. Therefore, communication technology has been
developed and offered with specific features to reduce the risks and costs of
whistleblowing, such as by increasing accessibility, credibility, and anonymity
protection. In this regard, this thesis considers that adopting a web-based
platform developed by a third party specifically for whistleblowing purposes
shows better technology and higher-quality CWSs.

The role of technological advancement in internal whistleblowing channels is
mainly highlighted in Essays 2 and 4. Based on Essay 2, it is found that external
auditors are more likely to consider CWS introduction in their audit risk
assessments and pricing if it is a third-party web-based platform. This may
indicate that introducing CWSs with better technology is perceived as a more
substantial effort. Following this finding, Essay 4 provides evidence
suggesting that the implementation of the platforms as more substantive CWS
leads to corporate disclosure on internal whistleblowing reports which further
results in the use of a substantive approach (i.e., action statement) to legitimize
the incidents. Therefore, this finding may suggest that the implementation of
better technology and quality CWS can potentially increase the likelihood of
employees engaging in whistleblowing and companies disclosing it to signal

their proactivity in managing risks.

Essay 3 also addresses the issue of technological advancement in
whistleblowing from a different perspective. In this essay, I study social media
where employees can also share negative and sensitive information about
companies online and anonymously (i.e., firm rating and review websites). In
regard to whistleblowing, the existence of such social media can also open an
opportunity for employees to engage in external whistleblowing which is not
preferable by companies since it can threaten their reputation. Nevertheless,
this thesis provides evidence that when employees post more negative
information about the companies externally on a review website, companies
tend to legitimize their internal communication channels (i.e., corporate

whistleblowing systems).

Overall, this thesis provides more insights into how communication
technology is inseparable from the implementation of CWS. It has a potential
role in affecting the perception and behavior of related organizations (i.e.,

auditors and companies).
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b. The role of country and regulation

This thesis also emphasizes the role of regulation as part of country-related
factors in the implementation of internal whistleblowing systems. Firstly,
Essay 1 shows that country peers, which may reflect the country’s explicit and
implicit social expectations, have more role than industry peers in influencing
companies’ decisions on CWS adoption. Thus, from the perspective of
companies, how they implement CWS seems to hugely depend on the
country’s environment. However, it further suggests that companies still
follow the existing practices of their country peers although there have been
regulations mandating CWS. It may indicate that the existence of regulation
may leave uncertainty that encourages companies to use their peers as a

benchmark.

Nevertheless, by the issuance of whistleblowing regulations, governments are
more willing to bear costs to guarantee protection for whistleblowers.
Meanwhile, in the absence of regulations, companies may need to internalize
the cost by establishing more advanced channels (i.e., third-party web-based
platforms). Thus, under whistleblowing regulation, the adoption of lower-cost
channels may be perceived as sufficient. Regarding this, Essay 2 of this thesis
shows that the introduction of lower-cost channels (and, not web-based
platforms) affects auditors” perception of audit risks. Further, Essay 4 suggests
that companies from countries with whistleblowing regulations are more
likely to disclose the occurrence of internal whistleblowing reports when

companies implement lower-quality web-based channels.
c. The role of the industry environment

The discussion on how the industry environment takes a part in the
implementation of CWS is presented in Essays 1 and 2. According to the
finding from Essay 1, companies do not resemble their industry peers in the
decision to adopt third-party web platforms. It may suggest that from the
perspective of companies, the factors related to the industry environment are
less weighted in the decision. However, Essay 2 provides evidence that
auditors put significant consideration on the industry corruption and fraud

risks when perceiving the importance of CWS introduction.
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d. The role of corporate governance

The role of corporate governance is less highlighted in this thesis.
Nevertheless, corporate governance factors are incorporated as control
variables. In general, independent directors have a potential positive
association with the adoption of better-quality CWS (Essay 1) and the
disclosure of the occurrence of internal whistleblowing reports (Essay 4).
Meanwhile, female directors are potentially associated with companies
legitimizing their internal communication channels when a legitimacy threat

exists (Essay 3).

8. Limitations and future research

I also acknowledge the limitation of this thesis in studying corporate
whistleblowing systems. While it is detailed in each essay, one general
limitation is the measure of the quality of CWS. First, this thesis uses the input
measures, i.e., the type of whistleblowing channel. Meanwhile, the quality of
CWS can also be measured by how companies process whistleblowing reports.
However, this data may not be easy to generate using archival data. Moreover,
in Essays 1 and 2, the measure of quality is an indicator variable that may have
a lower ability to reflect the variation of CWS quality. Therefore, future
research can put more emphasis on the “process” or use more complex

measures of CWS quality criteria.

Regarding the setting of this thesis, I highlight the ratification of the EU
Directive on Whistleblower Protection which creates higher pressure for
companies to establish internal reporting channels. The Member States are
expected to adopt the Directive by 2021 and companies need to respond to it
after that. However, the sample of this study is confined to 2017 - 2021
observations. Therefore, it may generate some potential future research. First,
considering that the lobbying process of the Directive started in 2017, future
research may approach the topic of voluntary adoption concerning this
political process to shed more insight into why companies decide and disclose
CWS. Second, future research may examine the effect of the Directive after
each EU countries translate it into their national regulation which is mostly
completed in the 2022/2023 fiscal year.
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From the theoretical perspective, although this thesis touches upon economic-
based theory (i.e., voluntary disclosure theory), it hugely underlines the
sociopolitical point of view (i.e., legitimacy theory). Thus, future research may
study the adoption and disclosure of CWS by providing more economics-
based analysis. Chen et al. (2022) argue, that besides ethical considerations,
companies may also make decisions in response to risks based on economic
analyses. In this regard, managers may consider the negative impacts of a risk
on the cost of capital, debt contract, or compensation.
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