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Abstract

Although the two-tier system exists in civil law jurisdictions such as the Netherlands, Germany, and many
Eastern European nations, the one-tier board system is much more prevalent in common law jurisdictions
such as the UK, the US, and Australia. One-tier board systems are more popular than two-tier board
systems in several countries. This study employs the SLR method to understand the existing knowledge
and research gaps in studying the two-tier board system. The SLR method revealed three main categories:
the advantages and disadvantages of the two-tier board system, regulatory settings and the board
characteristics attributable to a two-tier board system. One of the advantages of a two-tier system is that it
reduces information asymmetries and is more efficient for mitigating agency costs from free cash flow.
This study also made specific references to Indonesia. While some countries give the alternative to
companies to choose between one-tier or two-tier board systems, in Indonesia, the two-tier board system
is mandatory, where the law does not allow companies to choose between one-tier or two-tier board
systems for both limited liability companies and public listed companies (PLC). The SLR also revealed
that board characteristics such as age, gender and composition also affect the operation and the
effectiveness of a two-tier board system.
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1. Introduction

This study will focus on the Strategic Literature Review (SLR) regarding one of the Corporate
Governance (CG) Mechanisms: the one-tier and the two-tier Board systems. This research is significant
because the SLR can create categories to analyse, review and synthesize the articles regarding one-tier
and two-tier board systems which resulted from different regulations between Anglo-Saxon countries that
employ a one-tier board system, with civil law jurisdictions such as the Netherlands, Germany, and many
Eastern European nations that employ two-tier board system. The one-tier board system is a system that
governs the company and consists of both executive and non-executive members. In contrast, a two-tier
or dual-board system has separate supervisory and management functions (International Finance
Corporation, 2018). Under this arrangement of a two-tier board system, the executive board or the Board
of Directors (BOD) is in charge of the day-to-day company management. Meanwhile, the Board of
Commissioners, which is a non-executive board, has a supervisory and oversight function over the board
of directors (BOD).

In some countries (Khan et al., 2020; Millet-Reyes & Zhao, 2010), one-tier boards are more
popular than two-tier boards. Only 22% of European companies have two-tier boards (Millet-Reyes &
Zhao, 2010), while three out of fifty Asian nations adopted a one-tier and two-tier board structure, seven
adopted a two-tier system, and forty adopted a one-tier board system (Khan et al., 2020). Many countries,
especially in Europe, the Netherlands, Germany, several Eastern European nations, China, and Indonesia,
have two-tier boards consisting of boards of commissioners and directors. Malta and Cyprus, on the other
hand, have hybrid board systems, combining one-tier and two-tier board systems (Belot et al., 2014; De
Jonge, 2015; Du Plessis, 2021; International Finance Corporation, 2018; Krisnadewi et al., 2020; Pistor et
al., 2002). Overall, the one-tier board system dominates the Asian nations, which are mainly developing
nations (Yaacob & Basiuni, 2014).

In addition, even though a few countries have adopted the two-tier board system, the regulation
governing the two-tier board system is different from one country to the other. Despite the growing
importance of the different board systems between countries, there is still a lack of SLR performed on
two-tier boards systems. The outcome of this SLR is expected to focus on studies on good corporate
governance, regulatory settings and board characteristics of the two-tier board system.

SLR helps researchers summarise, analyse, and synthesise literature categories (Xiao & Watson,
2019). SLRs go through PRISMA's Identification, Screening, Eligibility, and Inclusion phases
(Haddaway et al., 2018; Lu et al., 2022; Wong et al., 2013; Xiao & Watson, 2019). SLR may help
researchers find significant categories of findings and establish new research avenues in studying the two-
tier system. This research will make a special reference to the two-tier board system adopted by
Indonesia.

An SLR addresses these research questions (RQ) on two-tier board structures.

i.  How effective is the two-tier board system in encouraging good corporate governance (GCG)?
ii. How important do the regulatory settings have on the effectiveness of the two-tier board
system?
ili.  How does the two-tier board system relate to the effectiveness of the board members?

iv.  The remainder of this paper's sections are organised as follows.
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The literature review is located in Section Two. In the third section, the SLR methodology is
explained. The fourth section of the SLR contains its findings. Finally, the fifth section is the conclusion,

which identifies the existing discussion and future research directions.

2. Literature Review

Several countries offer an alternative to choose between two-tier or one-tier board systems (Belot
et al., 2014; Pellegrini et al., 2010b). Anglo-Saxon countries such as the United States, the United
Kingdom, Canada, and Australia generally implement a single-tier or unitary system (OECD, 2019).
Meanwhile, some European nations, including France, allow a one-tier or two-tier board system (Belot et
al., 2014). In the Netherlands, where the Dutch company law enables the selection of a two-tier system
consisting of a mandatory management board and a non-mandatory supervisory board, showed that there
is even an alternative under the two-tier board system (Ottervanger & Pais, 1981; Tumbuan, 2005).
Consequently, in Indonesia, a country influenced by the Dutch colonial legal system, all Indonesian
limited liability companies have been legally obligated to implement a two-tier board system (Tumbuan,
2005). In other words, Indonesian law takes an authoritative position on the corporate governance system
for listed and non-listed companies; hence, all Indonesian companies must have a two-tier board system
consisting of a board of commissioners and a board of directors.

Figure 1 shows Indonesia's corporate governance system relating to the board system. The two-tier
system has a board of commissioners (BOC) as the supervisory body and a board of directors (BOD) as
management. The one-tier or unitary board structure features one board of directors with executive and
non-executive members. Civil law countries, including the Netherlands, Germany, and Eastern Europe,
use the two-tier system. Common law countries, including the UK, the US, and Australia, employ the
one-tier structure (International Finance Corporation, 2018; Krisnadewi et al., 2020). In Indonesia, the
rules of this board structure have been stated in the Republic of Indonesia Law No0.40/2007.

Besides the ICL, OJK and capital market law are also essential to give the policy of the board's
system. This OJK law governs a board structure under OJK regulation No.33/POJK.04 /2014. In addition,
in a two-tier board system, the BOC performs an essential role for companies (International Finance
Corporation, 2018; KNKG, 2021). The capital market law consists of Indonesia Stock Exchange (IDX),
the Indonesian Clearing and Guarantee Corporation (KPEI), and the Indonesia Central Securities
Depository (KSEI). According to Rose (2005), the board structure plays an essential role when a
company is experiencing financial difficulties or a significant threat that is not typical. The role of the
supervisory board includes comparing the financial statement, acting proactively on how BOD directs the
corporation's business, allowing for consultation concerning the management board’s policy decisions,
ensuring that the management board acts lawfully, and analysing the information it obtains from the
management board (Du Plessis, 2021). BOC is the best solution for transparency, ownership, and control
separation (Provasi & Riva, 2015). Some study suggests the BOC is fulfilling its oversight responsibilities
appropriately. However, the effectiveness of decision-making in a two-tier board system is also
contingent upon the legislative reform and quality of board members (Nietsch, 2005). There is a
correlation between the regulatory environment and board characteristics in the evolution of a two-tier

board system.
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Figure 1. Corporate Governance System in Indonesia

3. Methodology
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Figure 2. PRISMA - inclusion and exclusion process
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Table 1. The search string used for the systematic review process

Database Keyword N
Scopus ( (("corporate governance*" OR "good corporate governance" 3
OR "GCG" OR "CG" OR "tata kelola") AND ( "regulatory 5

framework*" OR '"regulatory setting®" OR "policy" OR "law") AND
("two-tier" ) AND ( "publicity" OR "public" OR "Compan*" OR

"Listed" ) ) )
Web of ( (("corporate governance*" OR "good corporate governance" 3
Science (WOS) OR "GCG" OR "CG" OR "tata kelola") AND ( "regulatory 0

framework*" OR '"regulatory setting*" OR "policy" OR "law" ) AND
("two-tier" ) AND ( "publicity" OR "public" OR "Compan*" OR
"Listed" ) ))

Following the Prizma procedure from (Lu et al., 2022), this research took the subsequent actions
for the Strategic Literature Review (SLR). The actions are summarised in Figure 2. First, the researcher
reviewed recent Google Scholar citations about the two-tiered board system. In addition, the relevance of
each article is determined for each manuscript based on the related title. Next, the researcher reads the
most cited article relevant to CG, regulatory settings, and the two-tier board system based on the
keywords listed in Table 1 (Chen et al., 2011; Dienes & Velte, 2016; Velte, 2016). The researcher then
obtained comprehensive references, including the author's name, year, title, and abstract, and evaluated
the information further. In addition to utilising the Web of Science and Scopus, which are frequently used
to determine the empirical validity of ranking, the researcher also utilised several other websites to search
for relevant literature. Then, the researcher utilises Google Scholar to search for literature concerning
related titles.

Second, the data was collected using a sequence of keyword strings from Table 1. Using the
keyword string, the researcher then discovered some unrelated topics. Then, the researcher screened the
related subject areas associated with these keywords, such as accounting, economics, business, and
management.

The researcher then found each keyword's results, as detailed below.

i.  "Two-tier" OR "Two-tier" returns 8,353 results. In the meantime, academicians recognise the
significance of the "two-tier board" company board, resulting in 110 articles. On the other
hand, the addition of "Indonesia" yields only 17 articles.

ii.  The phrases "good corporate governance" AND "corporate governance" yield 1104 articles

iii.  The phrase "Regulatory framework or regulatory setting" yields 27,294 articles
iv.  The two-tier board structure and "Good corporate governance” OR "GCG" equal six
provisions.

v.  The phrases "two-tier board" and "regulatory” or "law" or "policy" equal 38 articles. Then, the
researcher found only two articles with the keyword "Indonesia" added.

Then, to construct research in Indonesia, the researcher identified the previously mentioned subject
matter within the Indonesian context. The researcher discovered 17 documents with the search terms
"two-tier board" AND "Indonesia." In addition, if the researcher used the keywords in Table 1, with the
word "Indonesia," only one research article was produced, namely the article by Nadia and Hanafi (2023)
related to the gender, which is female board member. Therefore, the lack of literature on Indonesia

motivated the researcher to link board characteristics and board diversity, including gender, in 35 articles.
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Third, to determine eligibility, the researcher examined the full text and eliminated inappropriate
keyword results. Moreover, the researcher did not limit publication dates because they only published 35
articles from 2003 to 2023 in Scopus and 30 studies in WOS. The researcher then conducted a
comprehensive literature review by exploring the abstracts and synthesising the literature. This study
employs several keywords presented in several PRISMA method procedures.

Four, the researcher screened for inclusion by reading the abstracts of 35 articles to assess their

continued relevance to the research topic and quality literature methodology. This study consisted of 35

Scopus articles with the presentation of the keywords in tabular format listed in Figure 2.
4. Findings

A systematic literature review (SLR) presents a novel way to identify the research themes for the
two-tier board system subject. This research discovered categories by identifying keywords based on past
studies of the two-tier system. The three main categories can be grouped into comparisons between the
one-tier versus two-tier system, regulatory settings, and board characteristics.

The first category, comparing one-tier to two-tier board systems, talked about the advantages and
disadvantages of the two-tier system. One of the advantages of a two-tier system is that the two-tier board
system reduces information asymmetries because non-executives (BOC) can supervise the management
board (BOD) and ensure it acts in the company's and stakeholders' best interests (Bezemer et al., 2014;
Jungmann, 2006). In addition, the two-tier board system is more efficient for mitigating agency costs
from free cash flow, reducing the company's cash hoarding (Boubaker et al., 2015). According to Provasi
and Riva (2015), a two-tier board system provides greater transparency and better separation of
ownership and control. Holm and Scheler (2010) found that board independence in the context of a two-
tier board member system is an important corporate governance mechanism for companies with widely
dispersed ownership. De Jonge (2015) found that a two-tier board system can facilitate structural
transparency and cooperative decision-making and foster a working relationship between management
and the workforce.

The disadvantages of a two-tier system include increased bureaucracy, lack of flexibility, and
lengthy process involved due to the presence of the supervisory board resulting from the organizational
layers of the two-tier board system (Bezemer et al., 2014). In addition, the two-tier board system provides
less control and coordination than the one-tier system (Pellegrini et al., 2010a). With fewer organisational
layers, the one-tier model may create fewer information asymmetries and alleviate bureaucratic hurdles
that may hamper the decision-making process of non-executive directors on two-tier boards (Bezemer et
al., 2014). Belot et al. (2014) discovered that a company with severe information asymmetry tends to
choose a one-tier system. Due to the potential for personal gain, however, corporations typically employ a
two-tier board system. Two-tier depends on a nation's laws that empower supervisory boards (Jia &
Zhang, 2011). Therefore, the laws of each country influence the effectiveness of two-tier boards in
different countries. Two-tier boards should be supported by relevant court precedents when determining
directors' liability for inadequate management control.

Moreover, this system necessitates a country's statutory requirements to ensure board

independence from controlling shareholders (Dienes & Velte, 2016; Maurovi et al., 2009; Pellegrini et al.,
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2010b, 2010a; Syvyy, 2017). However, according to De Jonge (2015), in the two-tier board system, the
supervisory board is still ineffective in protecting employee interests. Consequently, this condition
generates additional systems, such as co-determination. The co-determination model means that the best
interests of the corporation are codetermined by the providers of capital (the shareholders) and the
providers of labour (the employees) by requiring employee participation at the supervisory board level
(Du Plessis, 2021).

The second category of SLR findings emphasised regulatory settings on a two-tier board system.
Researchers have previously discussed the two-tier regulatory setting (Braendle & Noll, 2007,
Cherkasova & Sosnovskikh, 2020; De Jonge, 2015; Du Plessis, 2021; Jia & Zhang, 2011; Miller, 2000;
Mintz, 2005; Nadia & Hanafi, 2023; Nietsch, 2005; Tricker, 2011; Velte, 2010). This category includes
regulatory settings related to company cooperation between one-tier and two-tier board systems and
alternative regulations of two-tier boards in countries such as China, Germany, and the Netherlands. In
these countries, companies are allowed to choose whether to have a one-tier or two-tier board system
(Arlt et al., 2003; Du Plessis, 2021; Ottervanger & Pais, 1981; Pellegrini et al., 2010b; Provasi & Riva,
2015; Rose, 2007; Velte, 2010). However, in Indonesia, companies are not allowed to choose (ICL No
40, 2007; International Finance Corporation, 2018). All companies must use the two-tier board system.
In addition, some countries, like Germany, allow an additional mechanism of two-tier boards called co-
determination (Denisova-Schmidt & Firnhaber, 2021; Du Plessis, 2021; Nietsch, 2005; Rose, 2007;
Rithmkorf, 2019). As explained earlier, co-determination requires employee participation at the
supervisory board level (Du Plessis, 2021).

Next, the different regulations related to the one-tier and two-tier systems among countries to
countries in several studies in this SLR showed that the Italian Legal System by Law No. 6/2003 has been
has been consolidated in various models from other two-tier countries like Germany, France, the Nordic,
and Japan (Provasi & Riva, 2015). The difference between the two-tier board system in Germany and the
one-tier system in the UK lies in the existence of a supervisory board that controls managing directors
under the two-tier system. Therefore, it is important to analyse the economic and legal environments
based on historical, sociological, and cultural roots to produce board system effectiveness (Jungmann,
2006). Conversely, ineffective CG occurs in many countries due to a difference between CG structure and
the concurring board model (Huy, 2015; Jungmann, 2006; Waweru & Prot, 2018). The country's
regulatory settings, culture, business, and legal environment, which have one-tier and two-tier rules, may
affect the CG structure and model's effectiveness.

Next, the SLR exemplified the different regulations on a two-tier board system that are applicable
for different types of companies, for example, the joint stock companies (Dienes & Velte, 2016; Maurovi
et al., 2009; Pellegrini et al., 2010b, 2010a; Syvyy, 2017) and Public listed companies (PLC) (Velte,
2010). The previous study compared the company's stock law and CG codes, German and Austrian PLCs,
and concentrated on external auditors' "assisting" role (Velte, 2010).

In numerous situations, the joint stock companies, Since a one-tier board system in public
companies is not recognized by Ukrainian law, therefore, these companies must migrate from Ukraine,
setting up their canters of CG in foreign jurisdictions (Syvyy, 2017). Ukraine, which was using a two-tier
board, disagreed with the one-tier board legislation. Then, Bellavite Pellegrini et al. (2016) did not find
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evidence of a significant improvement in performance for companies that have adopted a one-tier or two-
tier board system. Therefore, the companies were still maintaining the previous system. Consequently,
Pellegrini et al. (2010a) revealed that the Italian reformed Corporate Law, establishing one-tier versus
two-tier boards listed and unlisted joint stock companies. The law introduced an alternative CG system.
Italian Corporate Law Reform introduced alternative corporate governance systems by establishing one-
tier vs. two-tier boards for listed and unlisted joint stock companies.

Alternative regulations of two-tier boards in countries provide a choice or no choice for companies
that desire to operate between countries (Arlt et al., 2003; Du Plessis, 2021; Ottervanger & Pais, 1981;
Pellegrini et al., 2010b; Provasi & Riva, 2015; Rose, 2007; Velte, 2010). Meanwhile, Arlt et al. (2003),
Pellegrini et al. (2010b) discussed maintaining the previous traditional system with one of two alternative
systems. According to Arlt et al. (2003), the alternative laws came from the Central and Eastern European
laws that authorize various corporate structures, including pure two-tier systems, mixed systems, and
systems that choose between one-tier and two-tier systems. In the Netherlands, Dutch company law also
equips the option of a two-tier board system with a mandatory management board and a choice
supervisory board (Ottervanger & Pais, 1981). According to Pellegrini et al. (2010a), despite alternatives
systems being offered by various countries, in Italy, companies with the best sales and capital structure
performances and under “control and coordination” in listed and unlisted joint stock companies maintain
a traditional system. European company Societas Europaea (SE) allows management to incorporate in
another member state due to not result in the equilibrium of a one-tier board system (Rose, 2007).
Previous study suggested that an alternative system is not the best choice for having performance in listed
and unlisted joint stock companies. Therefore, maintaining the traditional system and previous system
still has the best performance and offers equilibrium for companies.

In Indonesia, only a two-tier board is available for PLC and limited liability companies, and no
choice to use a one-tier board system (International Finance Corporation, 2018). In addition, in the Co-
determination context, Zuhaena and Masita (2015) also noted that Law 13 of 2003 regarding employment
lacked a gender perspective and was insensitive to women employees. Despite the incorporation of Law
13 of 2003 into the Omnibus Law, numerous gender-related issues remain (Rizal, 2021). Therefore,
Indonesia only uses the two-tier board system, and has not implemented the co-determination.

The next category is board characteristics. This category describes the functions and
responsibilities of the supervisory board in two-tier board structures. The definitions, roles, and
responsibilities of BOC and BOD are also described in some literature (Bocking et al., 2015; Douma,
1997; International Finance Corporation, 2018; Jia & Zhang, 2011; Jungmann, 2006; Krisnadewi et al.,
2020; Sutarti et al., 2021; Tumbuan, 2005). Several studies have concluded that the board of
commissioners function has been ineffective (Chen et al., 2011; Kusumastati et al., 2022; Shan, 2013).
Chen et al. (2011) argue that several conditions arise when companies cannot mitigate the negative
consequences of acquiring controlling shareholders and implementing GCG practices. Shan (2013)
concludes that the BOC has not adequately fulfilled its supervisory responsibilities; in truth, such a board
was a "rubber stamp" function. In addition, for emerging economic nations, the supervisory board's status
and authority in two-tier companies remain low (Chen et al., 2011). The supervisory board's poor

performance is also due to the two-tier's ineffective functions and tasks of BOC, such as serving larger
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Indonesia's political role (Joni et al., 2021; Shi et al., 2018). Several conclusions of SLR’s study indicated
that board characteristics and diversity and BOC and BOD duties and responsibilities are related (Lu et
al., 2022). As a result of the previous SLR results, board characteristics were included in this study's
categories.

Next, the current SLR produces board gender characteristics (Dienes & Velte, 2016; Nadia &
Hanafi, 2023) and age (Zhang, 2021). Past research has also addressed board composition (Dienes &
Velte, 2016; Du Plessis, 2021; Krisnadewi et al., 2020; Lu et al., 2022; Nadia & Hanafi, 2023; Nietsch,
2005; Rose, 2005). Dienes and Velte (2016) analyse board characteristics and composition regarding
gender diversity, expertise, the presence of former managers, meeting frequency, and board size.
Krambia-Kapardis et al. (2007) investigate CG variables such as the composition and operation of the
board of directors, audit committee, remuneration committee, nomination committee, and other CG
policies. Rose (2005) examines Denmark's two-tiered board's financial performance and composition. Du
Plessis (2021) observes that there appear to be differences in board system and board composition
between jurisdictions. This study's SLR indicates that the development of board characteristics in a two-
tier board is dominated by board composition, including board size. In contrast, board characteristics
attributes develop in several derivatives of board characteristics, including age, gender, and diversity.

In Indonesia’s context, a prior study discovered that PLCs must have at least three BOC, and most
must be "independent” from the company under the two-tier board system for the BOC to perform its
duty efficiently. At least 30% of Indonesian commissioners are independent (Samarakoon &
Kadapakkam, 2014). ICL also specifies that the number of commissioners in a company is appointed by
more than one person, with one commissioner serving as the principal or president commissioner. The
board of commissioners comprises an independent board and a non-independent board (ICL No 40, 2007,
KNKG, 2021). Board composition is essential to two-tier board system development. However, ICL
supported BOC but implied BOD independence. Board size affects this law. The Indonesia Stock
Exchange Decree Number: Kep-00183/BEI/12-2018 eliminated independent directors in IDX-listed

companies.

5. Conclusion

This research employs the SLR method for a two-tier board structure with significant factors to
compare the one-tier and two-tier systems, regulatory settings, and board characteristics. Thirty-five
journals address the two-tier board system, regulatory settings, and CG on PLC from 2003 to 2023.
Comparing the two-tier board system to the one-tier system demonstrated different advantages and
disadvantages. The regulatory setting category relates cooperation between one-tier and two-tier board
systems and alternative two-tier board legislation in countries where corporations may choose. Indonesian
corporations cannot choose, unlike other two-tier countries. Then, SLR board characteristics create board
gender and age as concerns in two-tier boards and the relevance of board composition for board
characteristics features. SLR finds two board gender and one board age articles. At least four SLR articles
focus on board composition in two-tier board research. Research on the two-tier board system
suggests significant factors. First, the disparity between the CG structure and board model causes two-tier

board cooperation challenging (Huy, 2015; Jungmann, 2006; Waweru & Prot, 2018). Board
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compositions differ in each country (Dienes & Velte, 2016; Du Plessis, 2021; Krisnadewi et al., 2020; Lu
et al., 2022; Nadia & Hanafi, 2023; Nietsch, 2005; Rose, 2005). Regulatory settings in PLC companies
based on company, OJK, and capital market laws regulate business (ICL No 40, 2007; KNKG, 2021).
Second, the literature linking culture and the two-tier board system (Provasi & Riva, 2015) could
correspond to the ethnic and religion of board characteristics that help build a two-tier system. Board’s
characteristics have numerous antecedents, including gender and age (Nadia & Hanafi, 2023; Zhang,
2021). Due to the antecedent of board characteristics (Lu et al., 2022) in Indonesia, the BOC's functions
and responsibilities must be determined by factors other than board politics (Joni et al., 2021; Shi et al.,
2018). Future researchers need to comprehend the differences in comparison systems in other countries to
support their business models, CG structure, and board composition, which is non-negotiable as a
mandated two-tier board practice from the unique ICL legislation in Indonesia. The dominating one-tier

structure requires several CG-supporting models and model variations for other business sectors.
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