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r, Fit?iyo;, Abdul Bosyith2

Diterimo 16 April 2012, Disetuiui 20 )uli 2O12

fhere hqs been o weolth of lileroture published in recenl limes regording lhe effect of vorious
corporole governonce onfirm performonce. A good corporofe fromework con benefil thefirm
wilh eosier finoncing, /ower cosfs of copitol, improve sfokeholder fovor, ond overo/l befler
comPony perf ormonce, lheref ore in lhis sludy, on onolysis of corporofe governonce focfors ond
firm performonce meosures for fhe period 2007 lo 2009 ore exomined. The oim of this study is
lo explore lhe corporole governonce prqclices on company finonciol performonce, os meosured
by Tobin's Q, return on ossels (ROA) ond operoling income (OP,NC). OIS regressions is used
lo find fhe presence of o good corporole governonce loword ffrm performonce, fhe findings
reveo/ lhot only lhree independent voriobles (i.e. fhe proporlion of non execufive direclors in
boord, fhe presence of on oudil commilfee ond lhe presence of o remunerolion commillee)
were found fo hove significonf impocl on lobin's. ln oddition, four independent vorioble.s were
found to hove significont impoct on ROA ond OPINC but for oudil commiffee. ln conclusion
thot only the proportion of non execufive direclors is significonf for oll perforrnonce meosures.

Keywords:

Abstrok:

Ado bonyok literoture yong teloh di publikosikqn boru-boru ini yong menyongkut efek dori
toto kelolo perusohoon terhodop kinerio keuongon. Sebuoh kerongko kerio perusohoon
yong boik dopot menguniungkon perusohoon dengon pembioyoon lebih mudoh, bioyo
modql yong rendoh, peningkoton kepuosoon pemegqng sohom, don kiner[o perusohoon
secqrq keseluruhon yong lebih boik, oleh korenq itu dolom penelition ini, onolisis foktor
totq kelolq perusohoon don ukuron kinerio perusohoon untuk periode 2OO7 hinggo 2009
okon di teliti . Tuiuon dori penelition ini odoloh untuk mengeksplorosi dompok proktek toto
kelolo perusohoon terhodop kinerio keuongon perusohoon, yong diukur dengon Tobins Q,
relurn on osser (ROA) don lobo operqsi (OPINC). Regresi OLS digunokon untuk menemukqn
odonyo pengoruh toto keloJo perusohoon yong boik terhodop kinerio perusohoon. Hosil
penelilion menuniukkon bohwo honyo tigo voriobel independen (yoitu proporsi direktur
eksekutif non independen, kehodiron komite oudit don kehodiron komite remunerosi) yong
ditemukon memiliki dompok signifikon podo Tobins Q. Seloin itu, empot voriobel independen
(yoitu proporsi iumloh dewon direksi, direktur eksekutif non independen. kehodiron direktur
perempuon dqn komite oudil) yong ditemukon memiliki dompok yong signifikon terhodop
ROA don OPINC topi iidok unluk komite oudit. Sebogoi kesimpulon bohwo honyo proporsi
direktur non eksekutif yong signifikon untuk semuo ukuron kinerio.

Koto kunci: . ,, , .
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As for bock os 1932, Berle ond Meons
in their book, The Modern Corporotion
ond Privote Property, drew ottention
to possible conflicts of interest os the
ownership of o firm's copitol is held
by dispersed smoll shoreholders, yet
controlled by the concentroted direction
of o few monogers. They discuss ogency
theory ond discuss methods thot con be
used to limit problems identified by the
seporotion of ownership ond control.
ln generol, ogency theory ossumes thot
monogers ore utility moximisers qnd
opportunist self -seekers (Jensen qnd
Meckling, 1976; Fomo ond Jensen, 1983).
Becouse of this, mechonisms thot con olign
the inlerests of the monogers with the
o\Mners, who ore referred to os principols,
ore believed to help creofe ond increose
shoreholder weolth.

The term corporote governonce hos
been coined to odUress the issue of
oligning the interesis of shoreholders ond
rnonogement by the use of regulotions ond
methods within monogement to encouroge
occountobility ond verify monogement's
performonce. Mony definitions hove been
given to corporote governonce. According
to Abor ond Adiosi l2OO7l corporote
governonce describes how componies
ought to be run, directed ond controlled.
To Courtier ond Loughrey (2010),
governonce meons to define expectotions,
delegote outhority, verify performonce,
ond provide occountobility. lt hos olso been
defined by Denls ond McConnelt (2003)
os the set of mechonisms, both institutionol
ond morket-bosed, thqt induce the self-
interested coqtrollers of o compony
(those thqt moke decisions regording how
the compony will be operoted) to moke
decisions thqt moximize the volue of the
compony to its owners (the suppliers of

rssN l412-0240

copitol). According to the OECD (2OO4l,
corporote governonce involves o set
of relotionships between o compony's
monogement, its boord, its shoreholders
ond other stokeholders; it olso provides
the structure through which the ob]ectives
of the compony ore set, ond the meons of
ottoining those obiectives ond monitoring
performonce ore determined.

It hos been proposed by Cloessens
et ol. (2OO2l thot o good corporote
f romework cqn benefit the firm with
eqsier finoncing, lower costs of copitol,
improve stokeholder fovor, ond overqll
better compqny performonce. Reloted
to corporote governonce is the issue
of stokeholder theory os it needs to be
questioned whether o stokeholder in the
firm should be represented on the boord.
Would such representotion on the boord
be o foctor of good goyernonce, or would
this creote possible conflicts thot would
be bod for the compony? lt is generolly
felt thot improved corporote governonce
con result in increosed voluotions qs

shoreholders interpret improvements in this
oreo os improving compony performonce,
ond corporote occountobility which in time
should result in ,business prosperity ond
increoses in long-term shoreholder volue.

Mechonisms of governonce ond
finonciol performonce hos tended to focus
on internol ond externol mechonisms of
governonce thot ore believed to minimize
ogency costs. lnternol governonce
mechonisms ore things such os insider
ownership, boqrd size, committees, ond
the independence of the boord. While
externol mechonisms refer to things such
os block ownership.

Holderness et ol. (2OO2l show rhot
mqnogement ownership in the United
Stotes hos grown over the lost 60 yecrs.
Equity ownership con be used to olign the
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interests of monogement with those of

shoreholders. However, excessive insider

ownership con result in entrenchment of
mqnogement. Stulz (1988) first outlined o

model in which low levels of monogement

ownership through stock holdings resulted

in o convergence of interests between

shoreholders ond monogement which

result in increosed firm volue. The model

then suggests thot with high levels of
insider ownership entrenchment con occur

which results in the blocking of tokeovers

ond this result in o decreose in firm volue.

Morck et ol. (l 988) meosure performonce

of the firm qs meosured by the q-rotio ond

found inside ownership in the ronge of 0
to SYo resulted in increosed performonce.

Between 5% ond 25% Performonce
dropped. Howeyer, obove 25Yo performonce

increosed slowly. Their study ocknowledges

thot lhe direction of cousolity in the 0 to
5olo ronge moy be o result of other foctors

thon inside ownership such os stock options

issued by high-performqnce firms ond

the intongible osseis thot such firms hove

which moy in foct be cousing the increosed

performonce.

With regords to New Zeolond, Hossoin

et ol. (2001) ond Eloyon et ol' (2003)

report o positive correlotion between inside

ownership ond Tobin's Q. While more recent

work by Gunosekorqge et ot. (2006) finds

thot there is o negotive correlqtion between

insider ownership ond Tobin's Q when toking

into occount endogeneity of ownership in

New Zeolond's 50 lorgest firms. Thot study

concluded thot insider ownership for lorge

firms in New Zeolond is not on effective tool

in oligning monogement qnd shoreholder

interests.

Lee, Lev, B & Yeo (2008) find thot

higher poy dispersion including the

pockoge, which contoins monogeriol equity

ownership, con improve firm performonce

by mitigoting ogency problem. Positive

relotionship is found in the study conducted

by Chiong between the monogement

ownership ond the return on equity (2005).

Yousef & Mohommed (2006) suggest thot

there is no significont relotionship between

monogeriol ownership ond risk-tqking ond

firm performonce. They further point out

thot monogeriol ownership con provide

outside shoreholders to monitor in o secured

ond convenient monner ogoinst ony reckless

decisions. However, it does not necessorily

meon the monogers will oct more efficiently

to improve firm performonce.

Blockholders reseqchs

Both, Shleifer ond Vishny ('1986), ond

Morck et ol. (1988)show thot omongst lorge

Americqn firms, lhere is generolly o modest

concentrotion of ownership. Lo Porlo et ol.

(1998) concludes thot in morkets with good

legol protection of minority shoreholders

the equity morkets ore brooder qnd more

voluoble, in lorge port becouse monogement

is more occountoble to shcreholders, in

port due to ownership incentives, such os

stock ownership, ond in port becouse single

lorge ownership is less likely. When there is

o lorge stokeholder, monogement usuolly

becomes less occountqble to shoreholders,

but more occountoble to the lorge controlling

stokeholder who will hove consideroble

control over the firm in excess of the cosh

flow rights. This moy reduce the incentive to

expropriote funds but does not eliminote it.

Lo Porto et ol. (1998) suggests thot widely

held corporotions con be expected to be

more common in countries where there

exists heolthy legol protection of minorify

shoreholders. Lo Porto et ol. (1999) finds

thot ofter studying shoreholder distribution

in 27 weolthy economies, firms ore generolly

not widely held, except in o few countries

where shqreholder protection is good. Boord

independence reseorch hos been done by

Bhogot ond Black l2OO2l study whether the

degree of boord independence (proxied

t
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by the froction of independent directors
minus the froction of inside directors on o
compony's boord) correlotes with vorious

meqsures of the long-term performonce

of lorge Americon firms. They concluded

thot firms with more independent boords
do not perform better thqn other firms.

Prossonno (2006) investigotes whether
the boord independence hos ony influence

in moximizing the firm volue. However,

the empiricol onolysis did not produce

evidence to confirm this relotionship
beiween independent boord ond vqlue
moximizqtion. Setio-Atmoio (2010) finds o
relotionship between boord independence,
dividends, ond debr in countries with strong

legol shoreholder protection. Specificolln
the study finds thot o higher proportion
of independent direciors influences o

firm's dividend policy ond os o result

complementory governonce mechonisms.

Hortzell ond Storks (2003) report thot
insfitutionol investor ownership is positively
reloted to the performonce sensitivity

of monogeriol compensotion. Thus,

institutionol investors monitoring tends to be
complementory to incentive compensotion

systems, both mitigoting ogency problems

between shoreholders ond monogers.

The role of outside directors in the post
emphosized teomwork ond environment

without conflict. However, o ne\M style
monitoring boord, where independent,
criticism ond skepticol views ore more
prevclent for the benefit of shoreholders.

lndependent directors who ore lock of
fomily connections, o regulor streom

of income other thon the directors' fee,
become less motivoted in monitoring the

firm seriously. An empiricolstudy conducted

by Longevoort (2001) suggests thot
there is o donger to over-independence.
The outcome of less effective boord con

possibly oftributoble to o reduction in trust

ornong the boord thot moy creote odverse

tssN l4t2-0240

relotionship ond more complicoted or less

useful ogendos ond debotes.

Austrolion firms hoving o moiority of
outside boord directors in the study by Bonn

shows thot outside directors ore positively
reloted to the firm performonce, os outside
directors moy give priority to shoreholders
rother thon other stokeholders in terms of
compony efficiency ond moximizotion of
shoreholders' weolth. Under the morket-
oriented syslem, the threot from being

removol through tokeover cqn be o meons

to discipline ond monitor the corporotion

l2oo4).

It hos been considered thot outside

directors ore independent ond more qble

to protect shoreholders' interest. Schnoke

concludes thot there is no significont

relotionship between the proportion of
outside directors ond the reduction in the

firms being investigoted in o somple of
181 finonciol firms (2008).

Mok ond Kusnodi (2005) exomine the

impoct of corporote goyernonce mechonisms

on the firm volue of Singopore ond
Moloysio firms, meosured by Tobin's Q. They

found thqt there is on inverse relotionship
between boord size ond firm volue in both

countries. They conclude thot in oddition
to lorge boords generolly costing more
in terms of directors' remunerotion (which

hos o direct impoct on firm volue), lorge
boords moy be indicotive of o tendency
of boords to odd directors rother thon to
reploce directors. Similorly, o negotive but

insignificont relotionship befween boord
size ond operoting performonce is noted

in the somple of componies listed in Toiwon

by Chions (2005).

A somple of Austroliqn firms which ore
moinly smoll-sized shows thqt the boord
size does not hqve influence on the firm
performonce (Bonn, 2OO4). The views ccn
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be conflicting: o lorge size of boord moy

hinder communicotion, cohesiveness ond

coordinotion whereos o smoll boord connot

fully utilise the pool of experlise ond

knowledge os the lorge boord normolly

does.

However, using <l somple of l8l
finonciol firms listed in the US during 1999
to 2003, Schnoke finds thot there is on

ossociotion between the smoll boords ond

firm volue, os smoll boords moy tend to

monitor the firm's behoviour effectively ond

be eosily coordinoted (2008).

Debt oppeors to hove iwo positive

influences on governonce. First, debt holders

toke on some function of monitoring (see

Jensen, I986; Begley ond Felthqm, '1999).

And second, becouse debtfinoncing reduces

the need for soles of shores to roise copitol,
voting rights remoin concentroted in the

honds of existing shoreholders. As o result,

debt mokes mqnqgers more occountoble
for consistent performonce. Berger ef ol.

(1997l, found evidence thot firms with

entrenched CEOs tend to hove lower levels

of debt qnd boords with few outside

directors. Also, firms run by entrenched

CEOs olso hove smoll blockholders.

Too much debt con be both positive ond

negofive. lt con qct os o defense ogoinst

tokeovers (Begley ond Felthom, 1999).

While excessive debt moy leod to lorger
risk-toking in order to fund debt servicing.

Recent work by Gunosekoroge et ol.

(2006) reports thot New Zeolond firms

generolly hove q debt to ossets rotio of

48o/o which suggests thot holders ore octing

os on externol source of monogement

occountobility which should oct os o positive

influence on firm performonce.

Dividends reduce the omount of cosh
qvoiloble for monogement to use for
purposes other thon moximizing firm

performonce (Jensen, 1986). As o result,

dividends con be interpreted os octing
os o tool in reducing qgency problems.

Corporote governonce policies thot seek

consistent dividend discipline mqy be

developed to qvoid disciplinory oction by

shoreholders (Myers, 2000). Brov et ol.
(2005) reveol os o result of their survey

thot finonciol executives generolly treot
dividend levels on por with investment

decisions ond torget conservotive dividend
poyout rotios. Further 9OYo of executives

feel reducing dividends hove negoiive
consequences in the form of shoreholder

occountobility through the reduction of
the firm's stock price in the morket. As o
result, in New Zeolqnd one moy expect

dividend policy is o signol used by copitol
morkets in monitoring ond enforcing good

corporote governonce ond subsequently

firm performonce.

Felo et ql. (2003) empiricolly exomined
the relotionship between expertise,
independence ond size of the oudit

committees ond the quolity of finonciol

reporting. They found thot expertise ond

size ore positively reloted to finonciol

reporting quolity, however, is not reloted
to the commitiee's independence. They

stote thot given the prior evidence of o

negotive relotionship between finonciol
reporting quolity ond cost of copitol,
firms could improve their reporting quolity
by oppropriotely structuring their oudit

committees, thus reducing their cosl of
copitol. Reddy et ol. (2010b) exomined the

relotionship between the presence of on

oudit committee ond o compony's finonciol
performonce; however, it is not stotisticolly
significont indicoting thot oudit committees

do not enhonce performcnce.

The presence of oudit committees in

public corporote entities, hove o positive

effect on reducing ogency cost when

meosured by Cost to Revenue (Reddy et

re
rd
rm

on
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ol., 2010c). Weir ond Loing (2000) found

thst morket returns ore higher if firms hove

o remunerotion committee but this is not

reflected in the return on ossets (ROA). Thus,

they stote thot the choice of performonce

meosure hos importont implicotions for
understonding the impoct of governonce

struc'tures. Reddy et ol. (2010b) exomined
the relotionship between the existence of o
remunerotion committee qnd o compony's

finoncisl performonce. They found o positive

effect of firm performonce meosured by
Tobin's Q, Morket to Book ond return on

ossets {ROA). Reddy et ol. (2010o) found

thqt the existence of ct remunerotion

committee hos o positive effect on public

corporote entities' performonce when

meosured by Soles to Totol Assets.

An event study conducted by Compbell
ond Vero (2010) on non-finqnciol firms

listed in Spoin during I 995 ond 2000 found

fhqt femole boord oppointment received
positive morket reoction qnd con odd vqlue

to the firm over o substontiol period of
time. Nielsen qnd Huse (20'10) conducted o

study in Norwoy tried to exploin the effect
brought by women directors to boord
effectiveness. The result is differentiql
depending on the nqture of tqsks ond

medioted through the boord process,

which con enhsnce the boord effectiveness

in lerms of strotegic qnd operotionol
processes. lt is suggested thot in certoin
specific roles or situotions, the leodership
slyle of women directors moy be different
from lhose of men. Specificolly, there ore
positive direct relofionship between v/omen

direcfors ond boord strotegic control.

The proportion of femole direcfors in
Austrolio is below 5% (onty 4.79%l hos shorrn

o positive ossociotion between the rotio of
femole directors ond the firm performoirce

(Bonn, 2OO4l. lt con be possibly exploined by

oppointment of femole diredors who possess

exceptionol ottribr.rtes or quolificotions.

rsSN 1412 - 0240

This study tests o number of hypotheses

to determine the relotionship between
vorious foctors of governonce with their
effects on firm performonce. The hypotheses
of this study ore:

Hypothesis 'l : lnsider ownership is positively

ossocioted with o compony's

finonciol performonce
Hypothesis 2: Blockholders will be positively

ossocioted wiflr o compony's

finonciol performonce

Hypothesis 3: The proportion of non-

executive/independent
directors is positively
ossocioted with o compony's
finonciol performonce

Hypothesis 4: Boord size is positively
ossocioted with o compony's
finonciol performonce

Hypothesis 5; Debt will be positively
ossocioted with o compony's

finonciol performonce.
Hypolhesis 6: Dividend poyouts will be

positively ossocioted with
o compony's finonciol
performonce.

Hypothesis 7: lhe presence of on Audit
Committee will be positively
qssocioted with o compony's
finonciol performonce.

Hypothesis 8: The presence of o

Remunerotion Committee
will be positively ossocioted
with q compony's finonciol
performonce,

Hypothesis 9: The proportion of femole
directors/boord size is

positively ossocioted with

o compony's finonciol
performonce.

ffiY$'* ms

This study is bosed on the work of Reddy

el ol. (2010b). Their work covered the

top forty componies from 1999 to 2002

t

)
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ond the top fifty componies from 2003 to

2007. This study includes oll the componies
(721included in the NZX Deep Archive ond

covers the period 2007 to 2009 (see Doto
ond Methodology). Further, boord diversity
(meosured by the proportion of femole
directors) wos included in the hypotheses os

on independenf vorioble. As o result of the

empiricol work presented here, the results

provide more relevont informotion for
onolysis regording foctors of governonce

ond firm performonce.

The originol somple used in this study

includes '138 publicly listed New Zeolond
componies from NZX over o three-yeor
period (from 2007 to 2009). We collect

doto from NZ Deep Archive dotobose
ond generolly rely on onnuol reports.
Due to missing informotion, the effective
somple size reduces to 72 firms. We
onolyse the componies during three-yeor
period, therefore the somple includes 2'16

observotions. ln this study, we use both

dependent ond independent voriobles to

oddress the effect thot principle-bosed
corporote goyernonce proctices hove on

the finonciol performonce of publicly listed

componies in New Zeolond.

Dependent vqriqbles:
We employ three commonly used

performonce meosures, Tobin's Q,

Operoting lncome (OPINC) ond Return on

Assets (ROA), os dependent voriobles for
this study. Reddy K. et ol (2008) define
Tobin's Q os the sum of the morket volue

of common equity, book volue of long-term
liobilities ond book volue of net short-

term debt divided by the book volue of
totol ossets. The dependent vorioble is

employed os o proxy for firm finonciol
performonce; o high score signifies o

fovoroble performonce (Reddy, et ol.,

2008). OPINC is determined by dividing
Eornings Before lnterest, Tox, Depreciotion
ond Amortizotion (EBITDA) by totol
ossets. A high score signifies o fovoroble
performonce (Reddn et ol., 2008). ROA is

colculoted by dividing income ofter tox by

totol ossets. The score signifies o fovoroble
performonce (Reddy, et ol., 2008). The

rotio of morket volue to book volue of
ossets (Mrk2Bk) is olso used in our study.

The volues for oll the dependent voriobles
were obtoined from the NZ Deep Archive
dotobose

! ndependenl voriqbles:
ln this study, we use independent

voriobles which ore identified in prior
reseorch. The voriobles might influence

firms' performonce either positively or
negotively (Reddy, et ol., 2008). Bosing on

the reseorch, we determine the independent
voriobles os below:
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Boord size Log(BDS) The nqturol log of the totol number of directors
on the boqrd.

lnsider ownership IOWN The proportion of shores held by oll members of
the boord of directors divided by totol ordinory
shores outstonding

Blockholding BOWN The proportion of shores held by the 20 lorgest
shoreholders of the compony.

Non-executive directors P NED The proportion of the non-executive/
independent directors on the boord.
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Femqle direclors FD The proportion of femole directors on the boqrd'

Leveroge LEV The proportion of the debt defined os long-term

liobilities plus short-term liobilities divided by

the totol ossets.

DividendD|V2TAThedollqromouniofthedividendpoidbythe
compony divided by book volue of the totol

ossets.

Audit commitlee D-ACCOM Set equol to I if componies hqve on oudii

(dummy vorioble) committeg otherwise it is set equol to 0

Remunerqtion cornmittee D-RCOM Set equol to I if componies hove o remunerotion

(dummy vorioble) committee, otherwise it is set equol to 0'

Source: Reddy, K., Locke, S', Scrimgeour, F.& Gunosekoroge, A. (2008). Corporote governonce proctices of

smoll cop eomponies ond lheir finonciol performonce: An empiricol study in New Zeolond' lnt' J' Business

Governonce ond Ethics ,4 (11,51'78'

Model
This reseorch generolly rely on the

models qnd methodology which most of

the literoture uses to test the relotionship

between corporote governonce fostors qnd

firm finonciol performonce. Demsetz ond

Lehn (1985), Demsetz qnd Villolongo (2001)

ond Reddy et ol. (2008) hove orgued thot

"Ownership is endogenously determined

ond this moy hove impocted the findings

of the studies thot hove treoted ownership

:3ail

i,

:-:1"#

-r:]1'f:
-t*

-: :.,

*.-i*rj

:fi;':

iu.r:*

i'*H
:,:1'

!-rir*

Tsbtn'sQ=cr+Bl Log-BDS + p2 lowNP + B3BOWNP + F4P-NED + p5P-FD+

P6 tEV + PZ D-ACCOM + B8 R-RCOM + e

ROA=U+BI LOg_BDS + 92 IOWNP + P3BOWNP + F4P_NED + BsP-FD + P6LEV

+ P7D-ACCOM + B8R-RCOM +e

optNc = fr, + p1 Log-BDS + p2 lowNP + p3 BOWNP + p4 P-NED + p5 P-FD +

P6 LEV + P7 D-ACCOM + BB R-RCOM + e

m.&s{JLTS ANB S$$eM$slm $

Normoly Test

This reseorch hos conducted o normolity

test on qll three regressions to hove see if
our dolo set is normolly distributed. We

shell look ot the skewness, the kurtosis, ond

the Jorque-Bero test stotistic. Skewness

meosures ihe extent to which o distribution

is not symmetric obout its meon vqlue' A

distribution ihot hos negotiYe skew or is

os exogenous" (Reddy, et ol., 2008, p.62l,.

ln this study olso consider ownership os on

"exogenous vorioble". The two ownership

voriobles considered in this study ore lnsider

Ownership (IOWN) ond Block Ownership

(BOWN). Bosing on the prior studies, we

employ on Ordinory Leost Squore (OLS)

regression to estoblish if governonce ond

control mechonisms hove on effect on firm

pedormonce (Reddy, et ol., 2008). The

econometric model hos three equotions :

left-skewed indicotes thot the toil of the

left side of the probobility density function

is longer thon the right. Hence, the moss

of the distribution is more concentroted

on the right (Brooks,2008). Conversely,

o distribution with o positive skew would

hove longer toils on the right side of the

probobility density function, os compored

to the left ond is more concentroted on the

left. Such distribution cqn olso be colled o

right-skewed distribution (Brooks. 2008).

Kuriosis meosures the "peokedness" of o

,,'.'-.:,,'...r.' Akuntobilitos Vol l2 No.l ] September 2012
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distribution. A normolly distributed density
function is soid to be mesokurtic (Brooks,

2008). A high kurtosis distribution hos o

shorper peok, ond longer, fotter toils.
Such distribution is known to be leptokurtic
(Brooks, 2008). On the other hond, o
plotykurtic distribution hos o low kurtosis

distribution, hos o more rounded peok ond
shorter, thinner toils (Brooks, 2008).

The Jorque-Bero test tokes both skewness

ond kurtosis into occouni, ollowing us to
identify if o distribution is normol or not. A
normol distribution hos o skewness coefficient
of 0 ond o kurtosis coefficient of 3. ln other
words, it is symmetric ond mesokurtic.

Toble 2 below shows the normolity test

results for oll three dependent voriobles.

The Jorque-Bero test stotistics for the
three dependent voriobles ore oll highly
significont from 0. Hencg they ore oll not
normolly distributed. Anolysing the skewness

coefficients ond the kurtosis coefficients further
confirms ond gives us on ideo of how eoch of
the dependent voriobles is distributed.

The Tobin's Q is right-skewed, with o
skewness coefficient of 2.101'l ond it is

leptokurtic, since the kurtosis coefficient
is 7.067. ROA hos o skewness coefficient
of 2.5668 ond o kurtosis coefficient of
1O.4954. This indicotes thot the TOA is olso

right-skewed ond leptokurtic. Among the
three distributions, OPINC is skewed leost to
the right, ond hos lhe lowest peok, corrying o

skewness ond kurtosis coefficient of 1.6409
ond 5.37 04 respectively.

2l,.

on

rip

ler
rip
we

LS)

nd

rm
'he

t.

n
,l

e

:l

ir

,n

of

the
'ion

oss

ted
ely,
,uld

the
red
the
do
)8).
fo

Kurtosis

Jorque-Bero

Probobillity

Adiusted R-Squored

F-Stotistic

Prob(F-Stqtistic)

2.r 0t I
7.0627
291.8210
(0.0000)***

0.0941

3.3540

2.5668

1o.4954

704.9850
(0.0000)***

0.r 285

4.3425

1.6409

5.3704

139.9929

(0.0000)***

0.4758

21 .5714
(0.0000)xxx

.EV

Bosed on our methodology mentioned
obove, we ron three multiple regressions for
dependent voriobles, Tobin's Q, ROA ond
OPINC, with oll three, corrying nine similor
independent voriobles. Toble 3 disploys the
moin results from the regressions. The first
row of every cell indicotes the coefficients
of eoch independent vorioble, the t-volues

ond p-volues ore in porentheses ond
squore brockets respectively.

Tobin's Q os Dependent Voriqble
From our results, \Me con see thot non-

executive directors, the dummy for oudit
committee ond the dummy for remunerotion

(0.000768)*** (0.000036)***

committee ore significont. This indicotes
thot these three independent voriobles
portiolly influence Tobin's Q. The coefficient
direction of fhe remunerotion commitfee
qgrees with our hypothesis thot the presence

of q remunerotion committee is positively
ossocioted with o compony's finonciol
performonce. However, the other two
signifi cont vo rio bles - non-executive directors
ond the presence of on oudit committee hod
opposing direction coefficients, disogreeing
with our hypotheses oforementioned. Our
results ore different from the findings by
Bonn (2004l' for Austrolio ond Reddy
(2010o) respectively.

*** indicoles significonce ot'l 7o level; ** indicoies significonce atlhe 5%o level, * indicotes
significonce ot the |070 level
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The remoining independent voriobles
were found to be not significont in influencing
Tobin's Q. Bosed on previous studies, we
have hypothesized thot the boord size os
well os the proportion of femole directors
ore positively ossocioted with o compony's
finqncisl performonce. lnteresting enough,
the coefficient of boord size from our
results wos -0.5149, suggesting thot boord
size is negotively ossocioled with o firm's
finoneiol performonce. This is consisient with
the findings of Mok ond Kusnodi (2005),
Chions (2005) ond Schnoke (2008).
Similorly, the coefficient for the proportion
of fernoie directors present in the boord
seemed to disogree with our hypothesis,
corrying o coefficient of -1 ,2132.

The coefficient for insider ownership
is 0"0286 ond the coefficient for dividend
is 1.4337. ln oddition, we found 0.000
coefficients for both, block ownership ond
leveroge. As we hove fixed our test results to
be in 4 d.p", coefficients less thon 0.00004
ore disployed qs 0.0000. Though these
results show positive coefficient directions,
they ore insignificont in influencing Tobin's Q.

ROA os Dependenl Vqriqble
This reseorch now onolyse the test

results for our second regression for ROA.
From the toble, this study cqn see thot the
number of boord of directors, proportion
of non-executive directors, ond proportion
of femole directors ond presence of
on oudit committee ore significont. The

coefficients for boord size, proportion of
non-executive directors ond presence of on
oudit committee ore 0.0862, 0.2786 ond
0.1 81 I respectively. These coefficients
show thot they ore positively ossocioted
with ROA, supporting hypotheses 3, 4
ond 7. As for the proportion of femqle
directors, its coefficient is -0.3798,
implying thot the proportion of femole
directors is negotively offects ROA. Hence,
we reiect hypothesis 9.

rssN 1412-0240

lnsider ownership, block ownership ond
dividends hove coefficients of -0.0038,
-0.001 4, ond -0.531 5 respectively.
Though these coefficients ore insignificont,
their negotive direction would suggest thot
holding oll else constont, on increose of
eoch of these independent voriobles would
subsequently decreose ROA. ln controst, fhe
coefficients for leveroge ond the presence
of o remunerqtion committee ore positive,
but qre insignificont. The former, hos o
coefficient of 0.0000, flust os it wqs in the
cose of our Tobin's Q regression ond the
lqtter hos o coefficient of 0.0155.

OPINC os Dependeni Vorioble
Finolly, \Me onolyze the regression

outpufs for OPINC. We con see thot boord
size, proportion of non-executive directors,
proportion of femole directors ond
leveroge ore significonf, mostly ot I o/o level.
Boord size hos o coefficient of -0.8600 ond
the proportion of femole directors hos o
coefficient of -2.101 2. These two significont
coefficients do not support our hypotheses
thot boord size qs well os the proportion
of femole directors is positively ossocioted
with o compony's finqnciol performoncg
which is OPINC, [n this cose. Further, this
suggests thot the results presented by Bonn
(2OO4l for Austrolio do not hold in New
Zeolond.

The proportion of non- executive
directors hos o significont coefficient of
1.6471. Hence, this result ogrees with
hypothesis 3. lt is the only independent
vorioble thot is significont in oll three
regressions \Me hove tested. For this
regression,leveroge still disploys q 0.0000
coefficient. Unlike previous regressions, this
independent vqrioble is now significont,
implying thot leveroge does not, or hos
minimol effect on OPINC. This moy put into
question the suggestion by Gunosekoroge
et ol. (2006) thot New Zeqlond firms
with debt ore externolly influenced ond

Akuntsbilitas Vol l2 No,l I September 2012
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os o result of increosed monogement
occountobility firm performonce should be
positively influenced.

Amongst ihe insignificont voriobles ore
insider ownership ond block ownership

with coefficients, -0.0038 ond -0.0123
respectively, suggesting negotive effects

fiot lhese two voriobles incur on OPINC.

The remoining independent voriobles (i.e.

dividends, presence of oudit commitfee, os well

os presence of remunerotion committee) hove
positive coefficients These coefficients indicote

ttrot their direction moves in line with our theory.

However, there is not enough evidence for us to
conclude thot they do influence o compony's

finonciol performonce os the coefficients were
found to be insignificont.

tOG BDS

t-Stolistic

Prob.

IOWNP

t-Stqtistic

Prob.

BOWNP

hStotistic

Prob.

P NED

t-Stotistic

Prob.

PFD
l-Stotistic

Prob.

TEVERAGE

t-Stotistic

Prob.

DIV2TA

t-Stotistic

Prob.

D ACCOM

t-Stqtistic

Prob.

D RCOM

t-Siotistic

Prob.

c
t-Stolistic

Prob.

-0.5r 49

(-1.5648)

[-0.r 'r92]

o.0786
(-0.r 6e2)

[-0.8658]
0.0000

(-0.0004)

l-o.e9971
-1.3929

(-2.8200)

[0.0053]x**

-1.2132
(-1.1072l,

l-o.26961
0.0000
(-1.47981

[-0.r40s]
1.4337

l-0.6721l'

t-0.50231
-r.8r9r
(-2.7719]l

[0.0061]***
0.81 85

l-2.8752],

[0.0045]***
3.1792

(-4.33s8)

Io.oooo]***

0.0862

(- r .68e3)

[0.o927]*
-0.0038

(-0.0s26)

[-0.958 r ]

-0.00r 4

(-0.2e60)

l-o.7 67 5)

o.2787
(-3.52ee)

[0.0005]***
-0.3798

l-2.2',t71)

[0.o2781**
0.0000

(-0.2'r69)

[-0.8285]
-0.53 r 5

(-1.5e72)

[-0.r r r 8]

0.r 8r 1

-1.7629

[0.0795]*
0.0r 55

(-0.3480)

[-o.7282]
0.3345

(-2.8er r )

[0.0043]***

-0.8600

l-3.4417)

[0.0007]***
-0,0038

(-0.0r 06)

[-0.ee r 5]

-0.0r 23

(-0.5200)

t-0.60361
1.6471

(-4.2616)

[0.0000]**x
-2.1012

(-2.5065)

[0.013]**
0.0000

(-r 'r.955)

[0.0000]***
0.3005

(-0.r 845)

l-0.8s381
0.8068

(- r .60s0)

[-0.1 r 0r ]

0. r 688

(-o.77521

[-0.439r]
-o.oo97

(-0.0r 7r )

[-0.9864]
*** indicotes significonce ot 1olo level; ** indicotes significonce otlhe 5oh level, * indicotes

significonce ot the l0%o level
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Correlqtion Motrix
The toble obove presents o poirwise

correlotion motrix for the nine independent
voriobles. This study found lhot olmost

oll governonce voriqbles ore positively

correloted with eoch other. The only
negotive correlotions omong the governqnce
voriobles were insider ownership ond the
proportion of non-executive directors, with
o correlqtion coefficient of 0.1 628 os well
os the proportion of non-executive directors
qnd the presence of on oudil committee

with o correlotion coefficient of 0.060'1.

ln controst, most of the correlotion
coefficients qs in the cose of the occounting

meosurements, (i.e. LEVERAGE ond DIV2TA)

were found to be negotively correloted with
most of the independent voriobles. All the
voriobles ore negotively correloted with
leveroge. DIV2TA is positively correloted
wilh block ownership, proportion of femqle
directors, ond leveroge.

Among the correlotion coefficients,
the highest wos between boord size ond
proportion of non-executive directors ot
0.3089. Since this correlqtion is relotively
smoll, the probobility of multicollineority
issues orising in the OLS regressions is

rother low.

CONCI"L'5I6F{

The oim of this study is to explore
the corporote governonce proctices

on compony finonciol performonce, os

rneosured by Tobin's Q, refurn on Gssets

{ROA} ond operoting income (OPINC).

The findings revesl thot only three

independent voriobles (i.e. the proporlion
of femole directors in boord, the presence

of on qudit committee ond the presence

of o remunerotion committee) were found
to hove significont impoct on Tobin's Q.
ln oddition, the coefficients of insider
ownership, block ownership, leveroge,
dividends ond presence of remunerotion
commiftee were found to be positive.

As for ROA, four ouf of nine of the
independent voriobles in this regression,
nomely boord size, proportion of non-

executive directors, proportion of femole
directors, ond the presence of on oudit
committee were found to hove significontly
offect ROA. Further, we found thot the
coefficient of leveroge in this regression
wqs similqr (up to a d.p.) to the Tobin's Q
regression.

For OPINC, only four independent
voriobles were found to be significont.
We observed thot leveroge hod 0.0000
coefficients in oll three regressions, but
wos only significont in the lost. Also, the
coefficients for proportion of non-executive
directors ore significont in oll fhree
regressions ond its coefficients for ROA
ond OPINC ogree wilh our hypothesis.

ln short, the coefficient for the presence

of o remunerotion committee is positively
ossocioted with Tobin's Q. We olso found
thot boord size, proportion of non-executive
directors ond the presence of on oudit
commiffee hove o positive influence on ROA,

oltogether. As for OPINC, the coefficient of
the proportion of non-executive directors
seemed to ogree with our hypothesis.
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