!'BlASSUMPTION UNlVERSITYLmRA~v }LC? I6 ::J4-

Corporate Governance Effects on Firm Value and Stock Market Performance:
An Empirical Study of SET 100 Index Listed Companies of Thailand

Ms. Nicolette C. Prugsamatz

A Thesis Submitted in Partial Fulfillment of the Requirements
for the Degree of Master of Business Administration in Finance
Graduate School of Business
Assumption University
Academic Year 2010
Copyright of Assumption University

Corporate Governance Effects on Firm Value and Stock Market Performance: An Empirical
Study of SET 100 Index Listed Companies of Thailand

By
Ms. Nicolette C. Prugsamatz

A Thesis Submitted in Partial Fulfillment of the Requirements for the Degree of
Master of Business Administration
Assumption University

Examination Committee:
1. Dr. Ismail Ali Siad

(Advisor)

……………………………………….

2. Dr. Thongdee Kijboonchoo

(Member)

……………………………………….

3. Dr. Aaron Loh

(Member)

……………………………………….

4. Dr. Dr. Charnchai Athichitskul

(Member)

……………………………………….

Examined On:

……………………………………….

Approved for Graduation on:

……………………………………….

Graduate School of Business
Assumption University
Bangkok, Thailand

November, 2010

Thesis Title

By
Major
Thesis Advisor
Academic Year

Corporate Governance Effects on Firm Value and Stock Market
Performance: An Empirical Study of SET 100 Index Listed
Companies of Thailand
Ms. Nicolette C. Prugsamatz
Finance
Ismail Ali Siad, Ph.D.
2010

The Graduate School of Business, Assumption University, has approved this thesis
as a partial fulfillment of the requirements for the Degree of Master of Business Administration in
Finance.
Dean of the Graduate

~~~~
~~
~~~~~~

School of Business
(Kitti Phothikitti, Ph.D.)
THESIS EXAMINATION COMMITTEE

r

t6._t1~

Chairman

(1hOngdeeKijbOonchoo, Ph.D.)

~

Thesis Advisor

~~(l-sm~
a~
il_A_l_
is
_i_
ad,-P-h-.D
~
.)~-

f}y .

~

h

(Charnchai Athichitskul, Ph.D.)

ember

i
ABSTRACT
The Corporate Governance phenomenon in Thailand has yet to be discovered
further and studied exhaustively, to advance better understanding of its efficacy and
benefits, and in so doing enables advocacy for firm-level applicable policies and
practices for growth and development. This study offers a pragmatic investigation and
insight into the Corporate Governance effects on Firm Value (Tobin’s Q selected as
proxy) and Stock Market Performance (Total Returns to Shareholders and Market
Value Added as proxies) of a selected group of SET 100 Index listed companies of
Thailand, drawing on data from over a span of 10 years, from 2000 to 2009.
The research process entailed a mixed method approach which included the
use of secondary data and an Index, the Thai Gov-Index, designed and constructed to
specifically measure firm-level Corporate Governance of the Thai listed company.
The Text Content Analysis method was adopted to analyze Corporate Governance
data gained from published annual reports of 57 SET 100 Index Listed Companies of
Thailand. Pearson Correlations, and a One-Way ANOVA, were some of the statistical
tests utilized for the analyses of the study’s final quantitative results collected from
both secondary data and through the use of the Text Content Analysis approach.
For the first period of the study (during 2002-2005), positive associations can
only be observed between firm-level Corporate Governance with Market Value
Added, though not at significant levels. For the second period (during 2006-2009) of
the study, positive correlations can be observed between firm-level Corporate
Governance with both Tobin’s Q and Total Returns to Shareholders; however this
association is not at statistically significant levels. As a final point, findings of the
study also offer implications for future research endeavors that can add and generate
more understanding to the Corporate Governance phenomenon.
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CHAPTER I
Generalities of the Study
If firms are better governed what will this entail? Several researchers,
academics and non-academics alike, have signaled the inevitability of corporate
governance as a result of frauds, corporate meltdowns, and criminal investigations.
This chapter provides brief background and discussion of the Corporate Governance
phenomenon that spiraled across different capital markets, as well as the progression
of Corporate Governance schemes in Thailand between the years 2002 and 2009.
Also introduced in the chapter are the propositions of the study, research questions
and objectives.
1.1 Background of the Study
1.1.1 The Corporate Governance Phenomenon across different Capital
Markets.
Corporate Governance mechanisms were introduced by several countries and
their governments (as was done in the US, UK, India and France) to fortify certain
governance practices. Such mechanisms included broadening the role of independent
directors, reinforcing better accounting standards, allowing director’s more fiduciary
responsibility, having in place stricter penalties when certain Corporate Governance
codes are not adhered to, as well as allowing for insider whistle blowing
(Jhunjhunwala, 2009). Corporate scandals involving financial malfeasance in the
U.S., that intensified during the periods 2001 and 2002, saw an increase in the need
for internal corporate investigations, a mechanism that dates back to the early 1970s,
and self reporting (Jhunjhunwala, 2009).
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The U.S. public policy framework play a vital role in the implementation of
both internal corporate investigations and self reporting and ensures an effective
“compliance and ethics program” (Hemphill and Cullari,2008). The Sarbanes-Oxley
Act of 2002 by the U.S also served to enforce strict Corporate Governance regulations
(Jhunjhunwala, 2009). The Federal legislation compelled corporations to reassess
their governance practices and a stronger emphasis was placed on “Corporate
Governance solutions” through the stock exchange listing requirements. This further
prompted an increase in the demand among institutional investors (needing research
and advice on proxy voting) and corporations (needing advice on ways to improve
governance ratings) for Corporate Governance related services by third parties
(Bhagat, Bolton and Romano, 2008).
Apart from corporate scandals in the United States, similar upheavals were
also prevalent in the UK and other capital markets (Khanchel, 2007).. This in turn
further raised awareness among international organizations (like the International
Monetary Fund’s inclusion of governance progression in its debt relief program and
France’s Organization of Economic Cooperation and Development’s, OECD, 1999
Principles of Corporate Governance) regarding governance issues (Khanchel, 2007).
Cheung (2006) reported two Asian companies being enmeshed in corporate
scandal owing to Corporate Governance failures. One of Japan’s internet company’s
founders and executives were accused of violation of Japan’s securities laws, and
mistreatment of the company’s books through false financial reporting. One of
Thailand’s major corporations was another Asian company that came under legal
scrutiny after a sale of their 49% (Cheung, 2006).
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India’s amended “Clause 49 of Listing Agreement”, which was endorsed in
December 2005, helped enhance certain Corporate Governance practices within the
country, first on a voluntary basis then with several regulators playing a significant
role in the enforcement of the practices (Greenberg, Kang and Brown, 2009).China,
over the past twenty five years, saw the emergence of the Chinese Stock Exchanges,
its Company Law in 1993, and China’s Securities Regulatory Commission (CSRC).
The ultimate challenge would incorporate establishing a framework towards shifting
from a state ownership to private ownership of capital, which in turn creates the need
to adopt governance standards and mechanisms, and finance and securities regulation
similar to standards of the international community (Greenberg, Kang and Brown,
2009).
The 1997 East Asia financial crisis also impelled the “business community” of
Thailand to assess and abolish some of its practices that contributed towards its
economy’s demise. Fostering an environment that promotes trust and highlighting
transparency as the core of governance has pushed Thailand towards new
developments (Thanachanan, 2002). Part of the country’s Corporate Governance
regulatory framework necessitates all publicly listed companies to establish audit
committees to ensure that management and corporate boards employ effective control
and reporting systems as part of monitoring a company’s performance so that
financial controls and expectations of investors are met (Thanachanan, 2002).
Also primed are the Committee on Corporate Governance Development
(CCGD), the Thai Institute of Directors (TIOD) and a National Committee on
Corporate (NCCG) Governance. The Securities and Exchange Commission (SEC),
the Stock Exchange of Thailand (SET) as well as intermediary institutions, such as the
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Shareholders Organization established to protect shareholders’ rights and benefits,
also play significant roles in the country’s corporate governance initiatives
(Thanachanan, 2002). What can also be expected is a similar alliance of institutional
investors that includes Insurance Companies, Social Security Funds, Asset
Management funds as well as Government Pension Funds. The Public Companies Act
is also set to be revised so that Minority shareholders’ rights and disclosure of
information is strengthened (Thanachanan, 2002).
1.1.2 Progression of Firm-Level Corporate Governance Schemes in
Thailand from 2001 to 2009.
In August 2001 The SET published its first report (prepared by the CCGD) on
Corporate Governance. This was an attempt to put in place a stable structure whereby
the groundwork for better operations, accountable conduct, and overall economic
development and well-being of the country could be established. The corporate
governance proposal, suitable for companies of different types and sizes, was
considered as a standardized set of principles and best practices. Compliance to the
principles and practices are either compulsory or voluntary, or a combination of both,
and also highlights the extent where board of directors is accountable towards
shareholders and other stakeholders.
In 2006 the 15 principles of good corporate governance were revised and
updated. This revision was also based on recommendations put forth by the World
Bank through its report on the Observance of Standards and Codes related to Thai
Corporate Governance. The revision is relatively comparable to the Principles of
Corporate Governance proposed by the OECD (Refer to SET’s Principles of Good
Corporate Governance handbook, 2006). Initially developed in 1998, with a recent
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amendment in 2004, the OECD’s Principles of Corporate Governance serves as the
foundation for Corporate Governance initiatives among OECD and non-OECD
countries. The OECD Principles of Corporate Governance covers keys areas: a)
ensuring the basis for an effective corporate governance framework, b) the rights of
shareholders and key ownership functions, c) the equitable treatment of shareholders,
d) the role of stakeholders, e) disclosure and transparency, and f) the responsibilities
of the board (Organization for Economic Corporation and Development (OECD)
Principles of Corporate Governance, 2004).
In August 2007, the SET introduced the Corporate Governance SelfAssessment (jointly developed by the TIOD and McKinsey& Company Thailand) for
internal use by listed companies. This allowed companies to assess their compliance
to the principles of good Corporate Governance prior to their reporting on Corporate
Governance practices in annual reports. The Self-Assessment includes 5 categories;
rights and equitable treatment of shareholders, role of stakeholders, disclosure and
transparency and board responsibilities. It’s relevant assessment criteria is derived
from the OECD principles of corporate governance, and it is adaptable to a listed
company’s situation.
When compliance is not met, companies are required to explain noncompliance or to provide a substitute for compliance (Refer to SET’s Corporate
Governance Self Assessment, 2007). Results of compliance for all listed companies
were also published in the Corporate Governance Report of Thai Listed Companies
(CGR) by the TIOD, as part of the Institute’s annual corporate governance survey
initiated in 2001 (Refer to TIOD’s Association Corporate Governance Report of Thai
Listed Companies, 2008).
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1.1.3 The Corporate Governance Discussion and Convergence of Research
Findings with Thailand as an Emerging Market.
Alba, Claessens and Djankovl’s, (1998) assessment of Thailand’s
corporate financing and governance structures, as well as how it impacts a firm’s
competitiveness, provided significant findings. During the periods 1994 to 1997 all
listed firms on the SET showed deterioration in corporate performance, and Corporate
Governance and disclosure systems weren’t as strong as today (Alba, Claessens and
Djankovl’s, 1998). Capital markets also didn’t play a significant role in the
governance of firms. The five main unified problems reported as pervasive included
concentrated ownership, high levels of diversification, weak incentives, poor
protection of minority shareholders and weak information standards.
With regards to ownership concentration in Thailand, firms were closely held
and managed by majority “family based- interests”, 44%-46% of shares were owned
by the three largest shareholders among the ten largest non-financial private firms in
which data had been collected from. Also, owing to the lack of market incentives and
market discipline the progress of disclosure and governance at the level of the firm or
the country had been hindered (Alba, Claessens and Djankovl’s, 1998). Enforcing
minority shareholder and creditor rights were being challenged as a result of a weak
judicial system.

Finally, despite Thailand’s immense efforts to improve its

accounting and reporting standards during the 1990s in line with those issued by the
International Accounting Standards Committee, further improvements were called for
in the areas of standards for financial statement disclosure, asset classification,
marketing securities, loss recognition and debt restructuring and impairment of assets
(Alba, Claessens and Djankovl’s, 1998).

7
Evidence of Thailand’s Corporate Governance status can also be found in
studies assessing emerging markets. Klapper and Love (2002) conducted a study
across 14 emerging markets to explore variations in firm-level governance
mechanisms and their associations with country-level legal environment as well as
further links between governance and performance. Using recent data on firm-level
Corporate Governance rankings they found a significant difference between firmlevel governance across the sample, with average firm-level governance being lower
in countries with weaker legal systems. Also investigated were the determinants of
firm-level governance, namely discipline, transparency, independence, accountability,
responsibility, and fairness (Klapper and Love, 2002).
It was discovered that good governance showed strong associations with
market valuation and operating performance, and this was also found to be stronger in
countries with weaker legal systems. Two findings offered in the study were that 1)
when countries had weaker shareholder protection and poor judicial efficiency then
corporate governance mattered more or 2) the legal system did not matter much to
firms that were well-governed since these firms would have less need to rely on legal
systems for resolving governance conflicts (Klapper and Love, 2002). Among the 14
emerging markets, Thailand had an average firm-level governance ranking of 53.54
(the highest being 66.53 and the lowest being 31.85). With regards to country- level
determinants, Thailand measured 12.92 in terms of legal and economic development
(the highest being 19.51 and the lowest being 8.50), 2.00 for shareholder’s rights (the
highest being 5.00 and the lowest being 2.00), and 3.25 for judicial efficiency (the
highest being 10.00 and the lowest being 2.50) (Klapper and Love, 2002).
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Lemmon and Lins (2003) offers another insight. They sampled 800 firms in
eight East Asian countries to study the effects of ownership structure on changes in
shareholder value amidst the region’s financial crisis. Thailand was among the 8
countries being surveyed on a firm-level basis. Results suggested that firms, during
the crisis period, where managers and their families have separate control and
shareholder rights through pyramid ownership structures, had lower cumulative stock
returns (by 12 percentage points) compared to other firms that didn’t (Lemmon and
Lins, 2003).
Peralta (2003) reported, in an article on Corporate Governance and
development of financial institutions in Asia and the pacific, that at the core of the
Asian financial crisis companies and conglomerates were owned and controlled by
generations of families with joint interests. This relationship-based environment made
firms unable to compete in the global economy.
Problems of the corporate world were also exposed which further offered
insight into the necessity of correct ownership structures, sound financial institutions,
transparent banking regulations, accounting standards, effective bankruptcy codes and
availability of accurate and timely information (Peralta, 2003). 30 countries in the
region were surveyed (where 65 member institutions in total had participated in the
study) and 3 out of every four survey respondents stated that their countries had a
nationwide policy on good Corporate Governance. This demonstrated the region’s
advocate for adherence to the principles and practices of good corporate governances
by business entities to improve competitive advantage and increase profitability
during the aftermath of the financial crisis (Peralta, 2003).
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Another study by Durnev and Hankim (2005) assessed firm- level governance
and transparency data from 27 countries. They found that investment opportunities,
external financing and ownership structure (firm-level attributes) showed strong
associations with quality of governance and disclosure practices. Consequently firms
that had higher governance and transparency rankings were valued higher in stock
markets. Furthermore, positive relationships appeared to be stronger in countries that
had weaker legal frameworks.
This result could imply that good investment opportunities allow for better
incentives for firms in countries with weaker legal structures to improve governance
practices (Durnev and Hankim, 2005). Another key finding indicated that in such
countries external financing needs have greater influence in governance choices
because firms are more subject to the unstable effects of poor legal protection when
they try to raise external capital. Furthermore, when investor protection was
discovered to be weaker, then ownership concentration was a necessary tool to avoid
agency conflicts between controlling and minority shareholders (Durnev and Hankim,
2005).
Findings also provided implications for the ongoing debate of whether
globalization leads to convergence in Corporate Governance. Among the 24 countries
participating in the study, Thailand had an average governance score of 48.58 and an
average transparency ranking of 42.08. In terms of strength of its legal environment
on a scale of 0 to 10 Thailand measured 8.33, regarding investor protection it
measured 2 (on a 0 to 6 scale), and its legal score (comprising a broad range of legal
regimes) was 16.66 (Durnev and Hankim, 2005).
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1.2 Statement of the Problem
A published examination on how voluntary Corporate Governance code
adoption increases firm value by Kouwenberg (2006) sought to represent the
emerging market through its study findings from Thailand during the period 2003 to
2005. The study suggested that there could be causality of influence, between
voluntary code adoption and average firm value, despite the temporal data availability
over the short time frame. Further examination is undertaken, while also taking into
account the materialization of different Corporate Governance initiatives and
mechanisms introduced by policy makers and listed corporations in Thailand over the
past 10 years.
In addition, much of the supporting evidence dedicated towards classifying
the linkage between Corporate Governance and corporate performance, over short or
long periods, has been presented utilizing performance measures based on accounting
data, and a few utilizing market-based measures consequential from stock market
values. Profitability measures such as Return on Investment and Return on Sales are
common, and serve the profit maximization objective theory.

Accounting based

measures frequently used included return on equity , earnings per share , pay-out-ratio
and cash flow .
Verweire and Berghe (2004) offer some disapproval over the use of the
accounting-based measure. This includes 1) how ultimately what is reflected is a
firm’s past performance therefore future performance of firms are not effectively
monitored and guided, 2) how figures can be manipulated or “massaged” to create a
bogus reflection of firm performance, 3) and the differences in accounting principles
derived from how certain factors like capitalization of costs, taxation, goodwill,
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valuation of inventories, or provisions, are treated (Verweire and Berghe, 2004).
Market-based measures (such as price to book ratio, price to earnings ratio and
dividend yield) on the other hand seek to represent a firm’s “present value of future
flows of income” and help explain how management ultimately creates value (termed
as market value added ) for shareholders through an increase in market capitalization
over shareholder’s equity (Verweire and Berghe, 2004).
Finally, in a Thai context, little is known about firm adherence to Corporate
Governance and what role this plays in ultimately influencing shareholder value
creation. Verweire and Berghe (2004) discusses the emergence of a recent
performance measurement framework which integrates the existing performance
measures with management techniques that seek to maximize shareholder wealth and
value over time. Perhaps this is where accounting-based performance measures
become extraneous as effectual corporate performance indicators since shareholder
value creation gives emphasis to value drivers that serve the goal of “shareholder
value maximization”.
This study attempts to explain the Corporate Governance effects on Firm
Value and Stock Market Performance among the SET 100 Index listed companies of
Thailand. Specifically, this study seeks answers to the following five questions:
1. Is there a statistically positive relationship between good Corporate
Governance compliance with Firm Value among SET 100 Index listed
companies in Thailand? Expressly between the following variables:
•

Between Overall Corporate Governance Compliance with Tobin’s
Q?
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•

Between compliance to governance practices relating to the Rights
and Equitable Treatment of Shareholders with Tobin’s Q?

•

Between compliance to governance practices relating to the Board
of Directors and Their Responsibilities with Tobin’s Q?

•

Between

compliance

to

governance

practices

relating

to

Remuneration and Compensation with Tobin’s Q?
•

Between compliance to governance practices relating to Director
and Executive Education and Development with Tobin’s Q?

•

Between compliance to governance practices relating to Disclosure
and Transparency with Tobin’s Q?

•

Between compliance to governance practices relating to Role of
Stakeholders with Tobin’s Q?

•

Between

compliance

to

governance

practices

relating

to

Committees with Tobin’s Q?
•

Between compliance to governance practices relating to Ownership
Structure with Tobin’s Q?

•

Between

compliance

to

governance

practices

relating

to

Progressive Policies and Practices with Tobin’s Q?
2. Is there a statistically positive relationship between good Corporate
Governance compliance with Stock Market Performance among SET
100 Index listed companies in Thailand? Expressly between the
following variables:
•

Between Overall Corporate Governance Compliance with Total
Returns to Shareholders and Market Value Added?
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•

Between compliance to governance practices relating to the Rights
and Equitable Treatment of Shareholders with Total Returns to
Shareholders and Market Value Added?

•

Between compliance to governance practices relating to the Board
of Directors and Their Responsibilities with Total Returns to
Shareholders and Market Value Added?

•

Between

compliance to

Remuneration

and

governance

Compensation

practices

with

Total

relating

to

Returns

to

Shareholders and Market Value Added?
•

Between compliance to governance practices relating to Director
and Executive Education and Development with Total Returns to
Shareholders and Market Value Added?

•

Between compliance to governance practices relating to Disclosure
and Transparency with Total Returns to Shareholders and Market
Value Added?

•

Between compliance to governance practices relating to Role of
Stakeholders with Total Returns to Shareholders and Market Value
Added?

•

Between

compliance to

governance

practices

relating

to

Committees with Total Returns to Shareholders and Market Value
Added?
•

Between

compliance to

governance

practices

relating

to

Ownership Structure with Total Returns to Shareholders and
Market Value Added?
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•

Between

compliance to

governance

practices

relating

to

Progressive Policies and Practices with Total Returns to
Shareholders and Market Value Added?
3. Is the positive relationship between good Corporate Governance
compliance concerning Ownership Structure, the Board and its
Responsibilities, and Disclosure and Transparency more statistically
significant with Firm Value (Tobin’s Q) and Stock Market
Performance (Total Returns to Shareholders and Market Value
Added), relative to other observed categories, among SET 100 Index
listed companies in Thailand?
4. Is there a statistically significant difference in Firm Value and Stock
Market Performance to good Corporate Governance compliance
among SET 100 Index listed companies in Thailand given two time
periods? Observing significant differences for the study’s dependent
variables in the following periods:
•

What is the average Tobin’s Q, Total Returns to Shareholders and
Market Value Added for 2003 to 2005?

•

What is the average Tobin’s Q, Total Returns to Shareholders and
Market Value Added for 2007 to 2009?

5. Are there prevalent improvements in Firm Value and Stock Market
Performance after good corporate governance compliance among SET
100 Index listed companies in Thailand? Detecting for the following:
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•

Any improvement in average Corporate Governance Compliance
from Period One to Period Two with measured progress in average
Tobin’s Q Ratio?

•

Any improvement in average Corporate Governance Compliance
from Period One to Period Two with measured progress in average
Total Returns to Shareholders?

•

Any improvement in average Corporate Governance Compliance
from Period One to Period Two with measured progress in average
Market Value Added?

1.3 Research Objectives
The rationale of the study aims at identifying prevalent improvements in corporate
performance after sanction and compliance to the proposed Corporate Governance
Principles and Best Practices. In summarized terms, the study examines how
Corporate Governance is related to Firm Value and Stock Market Performance among
SET 100 Index listed companies of Thailand. Therefore, the research objectives are
stated as follows:
1. To examine the positive relationship of good Corporate Governance
compliance with Firm Value among SET 100 Index listed companies
in Thailand.
•

Overall Corporate Governance Compliance with Tobin’s Q.

•

Compliance to governance practices relating to the Rights and
Equitable Treatment of Shareholders with Tobin’s Q.
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•

Compliance to governance practices relating to the Board of
Directors and Their Responsibilities with Tobin’s Q.

•

Compliance to governance practices relating to Remuneration and
Compensation with Tobin’s Q.

•

Compliance to governance practices relating to Director and
Executive Education and Development with Tobin’s Q.

•

Compliance to governance practices relating to Disclosure and
Transparency with Tobin’s Q.

•

Compliance to governance practices relating to Role of
Stakeholders with Tobin’s Q.

•

Compliance to governance practices relating to Committees with
Tobin’s Q.

•

Compliance to governance practices relating to Ownership
Structure with Tobin’s Q.

•

Compliance to governance practices relating to Progressive
Policies and Practices with Tobin’s Q.

2. To examine the positive relationship of good Corporate Governance
compliance with Stock Market Performance among SET 100 Index
listed companies in Thailand.
•

Overall Corporate Governance Compliance with Total Returns to
Shareholders and Market Value Added.

•

Compliance to governance practices relating to the Rights and
Equitable Treatment of Shareholders with Total Returns to
Shareholders and Market Value Added.
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•

Compliance to governance practices relating to the Board of
Directors and Their Responsibilities with Total Returns to
Shareholders and Market Value Added.

•

Compliance to governance practices relating to Remuneration and
Compensation with Total Returns to Shareholders and Market
Value Added.

•

Compliance to governance practices relating to Director and
Executive Education and Development with Total Returns to
Shareholders and Market Value Added.

•

Compliance to governance practices relating to Disclosure and
Transparency with Total Returns to Shareholders and Market
Value Added.

•

Compliance to governance practices relating to Role of
Stakeholders with Total Returns to Shareholders and Market Value
Added.

•

Compliance to governance practices relating to Committees with
Total Returns to Shareholders and Market Value Added.

•

Compliance to governance practices relating to Ownership
Structure with Total Returns to Shareholders and Market Value
Added.

•

Compliance to governance practices relating to Progressive
Policies and Practices with Total Returns to Shareholders and
Market Value Added.
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3. To examine if a more statistically positive and significant relationship
is prevalent between good Corporate Governance compliance
concerning Ownership Structure, the Board and its Responsibilities,
and Disclosure and Transparency with Firm Value (Tobin’s Q) and
Stock Market Performance (Total Returns to Shareholders and Market
Value Added), relative to other observed categories, among SET 100
Index listed companies in Thailand
4. To identify if there exists any significant differences in Firm Value and
Stock Market Performance to good Corporate Governance compliance
among SET 100 Index listed companies in Thailand given two time
periods.
•

Average Tobin’s Q, Total Returns to Shareholders and Market
Value Added for 2003 to 2005.

•

Average Tobin’s Q, Total Returns to Shareholders and Market
Value Added for 2007 to 2009.

5. To identify whether prevalent improvements in Firm Value and Stock
Market Performance exists after good Corporate Governance
compliance among SET 100 Index listed companies in Thailand.
•

Improvement in average Corporate Governance Compliance from
Period One to Period Two with measured progress in average
Tobin’s Q Ratio.

•

Improvement in average Corporate Governance Compliance from
Period One to Period Two with measured progress in average
Total Returns to Shareholders.
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•

Improvement in average Corporate Governance Compliance from
Period One to Period Two with measured progress in average
Market Value Added.

1.4 Scope of the Study
The evidence to support the study covers selected capital market constituents
of Thailand. Key constituents include the Stock Exchange of Thailand, The Securities
Exchange Commission, The Corporate Governance Center, Thai Institute of Directors
and SET Index’s 100 listed companies. Selection of SET Index’s 100 listed
companies is based on their role as acting as an additional “benchmark of investment”
in the Stock Exchange of Thailand. They were also selected owing to the assumption
that their compliance to Corporate Governance principles and best practices of the
Thai Code embody contemporary policies and practices pertinent to good Corporate
Governance among listed companies.

Finally, in terms of allowing for precise

performance measures, it is assumed that published financial figures and performance
scores of these listed companies (in terms of operating performance and stock market
performance) are accurate and timely.

1.5 Limitations of the Study
Taking into consideration time and resource limitations as well as data
availability, other listed companies on the SET (either classified into their relevant
industry groups or corporation size) cannot be unfailingly represented based on what
the study findings infer. Moreover, the study does not cover or examine other
significant relationships that could exist among the variables that go beyond what is
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pertinent to the study’s research objectives. Holding other factors constant, the
assumption was made that studying firm-level Corporate Governance compliance
would offer noteworthy insight as to how Firm Value and Stock Market Performance
is ultimately affected, ignoring other possible value drivers or factors. For example, a)
factors influencing quality of Corporate Governance among firms could also be linked
to certain elements of culture, as well as country and legal aspects, or b) factors that
could explain better corporate value and performance could be owed to other
operating and strategic measures.
In addition, based on the context of the study, results and conclusions may not
be applicable or generalized to companies that aren’t listed on the SET despite their
strict observance to good Corporate Governance similar to those of publicly listed and
traded companies. Finally, observations, findings and analysis are only representative
of the time periods covered in the study considering that a) firm level factors
(including knowledge) constantly evolves, and with it comes significant internal
organizational learning and development; b) firm value and performance indicators
are not always at a constant and cannot wholly represent periods prior to and beyond
the study.

1.6 Significance of the Study
1.6.1 Theoretical Significance.
This study hopes to make several contributions to the literature. Firstly, for
scholars and academics, this study tries to broaden the general understanding of how
Corporate Governance initiatives, and adoption of its principles and best practices
ultimately serve the maximization of shareholder value and firm value among
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publicly listed companies in the long run, from the perspectives of an emerging
market. Findings of this study can provide better insight to existing theories of
Corporate Governance in line with Corporate Governance issues among publicly
traded companies and its applicability to emerging markets. If any differences exist,
with regards to the study findings from SET 100 Index listed companies of Thailand,
in comparison to other Capital Market Indices, then these differences can be further
assessed.
This empirical investigation covering two time periods provides additional
observation which, when combined with results from a previous study conducted by
Kouwenberg (2006) regarding voluntary code adoption of good Corporate
Governance and its impact on corporate performance among publicly listed
companies in Thailand, can offer comparative discernment. An Index is constructed to
assess good Corporate Governance compliance among SET 100 Index listed
companies of Thailand. The study also hopes to establish a path whereby researchers
can pursue future examination and analysis that can contribute to a deeper
understanding of Corporate Governance and its impact to Firm Value and Stock
Market Performance in Thailand.
The relationships that haven’t been considered in this study may be pursued
thereby allowing for the identification of more variables and sub-variables that
influence company performance and shareholder value maximization. Researchers
could also incorporate the variables included in this study in a new context so as to
assess them among companies that aren’t publicly traded in Thailand. In depth
comparative studies among industry groups publicly traded on the SET can be made.
Addressing the differences in terms of adoption of Corporate Governance principles

22
and practices between listed companies and non-listed companies in Thailand can also
offer relatively valuable insight
1.6.2 Practical Significance.
This study makes general contributions to Thailand policy makers, publicly
listed firms and investors. Firstly, findings of the study can allow for the
differentiation of the Corporate Governance performance incidents that take place
among the selected listed companies over a period of time that could also be
comparative to other capital markets. In addition, these differences (if any) can allow
for further assessment of why they prevail and to establish appropriate benchmarks to
comply with national and international standards. Study findings can also act as
reference to SET 100 Index companies to appraise their current status in terms of
Corporate Governance performance so as to take necessary measures in moving
forward. Finally, results of the study can help call attention to any areas of
improvement in terms of overall Corporate Governance compliance so as to further
adapt or establish appropriate policies or practices.

1.7 Definition of Terms
•

Corporate Governance:

Can be stated as a set of rules and procedures that

guarantee management utilizes principles of value based management. In other
words, it allows for the implementation of wealth maximization in line with key
shareholder objectives (Brigham and Ehrhardt, 2004)
•

Corporate Governance Structure: A framework for company enhanced
operations, which allows for the effective achievement of objectives, enabled by
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a system made up of the interrelations among the board, the management, the
shareholders, and other key stakeholders (Stock Exchange of Thailand, 2001).
•

Corporate Governance Process: Is where purposeful responsibilities are clearly
stated along with who is in charge of doing what tasks, whom is to be held
accountable (and how) to which parties, through a given decision making
structure that allows for a proper balance of power as well as auditing (Stock
Exchange of Thailand, 2001).

•

Corporate Governance Provisions:

Sticks and Carrots are two forms of

governance provisions. Example of a stick provision is the threat of removal from
a managerial position based on the decision of the board of directors or as a
consequence of a hostile takeover. Example of a carrot provision is
compensation, where when it is linked to a firm’s performance (especially stock
price performance) then managers will have more incentive to focus on the firm’s
values
•

(Brigham and Ehrhardt, 2004 )

Corporate Governance Framework: Can be defined as a structure consisting
key elements like legislation, regulation, self-regulatory arrangements, voluntary
commitments, and business practices that are consequential of a country’s
specific circumstances, history and tradition. Furthermore this structure needs to
be adapted as a result of accumulation of new experiences and changes in
business

circumstance

(Organization

for

Economic

Corporation

and

Development, 2004).
•

Corporate Governance Principles: A set of Corporate Governance standards
and guidelines that lays the foundation for Corporate Governance initiatives and
thereby assisting in endeavors for evaluating and enhancing the legal,
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institutional, and regulatory framework for Corporate Governance (Organization
for Economic Corporation and Development, 2004).
•

Corporate Governance Best Practices: Are considered as commonly accepted
standards, motivated by business occurrences relevant to Corporate Governance
issues and corresponding to classified Corporate Governance models, where
realistic substitutes are present that permit voluntary application with matching
principles and no complexities depending on the nature of the situation (Stock
Exchange of Thailand, 2001).

•

Value Based Management: Management of companies to attain central
objective of maximization of shareholder value and wealth over a period of time
through a prescribed methodical approach. It ensures that corporations operates
time and again on value through generating maximum future value, managing for
value through governance, change management, organizational culture,
communication and leadership, as well as measuring value through valuation
(Verweire and Berghe, 2004).

•

Firm Value: Can be stated as driven by a firm’s ability to generate cash flow
over a long term where its cash-flow generating ability including value creation
ability is motivated by long-term growth and the returns that the company earns
on invested capital relative to its cost of capital. Some examples of value drivers
are Growth, Profitability, Capital Requirement, Weighted Average Cost of
Capital, and Expected Return on Investment (Koller, Goedhart, and Wessels,
2005).

•

Tobin’s Q Ratio: Measures the relationship between a company’s market value
and book value, which is dividing the market value of the firm by its book value
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on a replacement cost basis. When firms have Q values lesser than 1 or price less
than replacement book value, this is an implication of poor management causing
poor performing firms to earn less than the required rate of return. In other words,
a marginal dollar invested in a firm’s assets results in future cash flows whose
present value is less than one dollar (White, Sondhi, and Fried, 2003).
•

Stock Market Performance: Can firstly be represented by Total Return to
Shareholders (TRS) comprising of share price appreciation and dividends that
measures wealth creation of companies during a specific time period. It can also
be represented by Market Value Added (MVA) that measures the market’s
perception of wealth creation capability by comparing the market value of a
company, in terms of debt and equity, to the amount of capital that has been
invested in a firm (which includes fixed assets, working capital, and investments
in intangibles from acquisitions). (Koller et al., 2005)

•

Total Returns to Shareholders: It is considered as a measure of performance
against the expectations of financial markets and the changes in these
expectations. It is a measure of improvement as it portrays how well a firm
exceeds the target set by market expectations (Koller et al., 2005).

•

Market Value Added: Can be defined as a measure of the difference between
the market value of a company’s debt and equity and the amount of capital
invested and is considered a creditable complement to total returns to
shareholders as it measures the different aspects of a company’s performance. It
is a measurement (expressed as either a ratio or dollar amount) for the financial
market’s view of future performance relative to the capital invested in the
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business thereby assessing a company’s absolute level of performance (Koller et
al., 2005).
•

Firm Market Capitalization: Can be defined as a measure of the size of a firm
at a given period of time, and represents a public consensus on the value of a
company’s equity. It can be estimated by taking the volume of common shares
issued and outstanding for a firm’s annual ending period, and multiplying it with
a firm’s stock price fiscal year closing for the given period (Investopedia, 2009).

•

Firm Sales Growth: It is considered as a measure for the increase or decrease of
a firm’s revenue from sales of goods and services over a given period, such as
monthly, quarterly, or annually. An annual rate can be estimated by taking a
firm’s sales for the current year minus its sales for the previous year, and dividing
the result with its sales for the previous year, multiplying by 100 to get a
percentage (White, Sondhi, and Fried, 2003).

•

Return on Assets: It can be defined as a measure of how profitable a firm is
relative to its total assets at a given period of time. This signals management’s
efficiency in utilizing assets to generate earnings. It can be estimated by dividing
net income available to common stockholders by its total assets (White, Sondhi,
and Fried, 2003).
A literature review in the following chapter offers general insight into existing

Corporate Governance theories. Both academic and non-academic research and
articles contributing to the subject matter of the thesis have also been selected,
considered and included in the review, grounded on three justifications. The three
justifications offer discussion on such topics as agency problems, prominent
governance mechanisms, as well as their effects on corporate performance.
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CHAPTER II
Review of Related Literature and Studies

In order to provide justifications for the research, the supporting review of the
literature and studies is derived from the following rationales: a) That governance
mechanisms become significant in the presence of agency problems , b) Where
Corporate Governance mechanisms positively impact firm performance there subsists
three prominent mechanisms, namely board of directors, disclosure and transparency,
and ownership structure that have significant effects on the performance of listed
companies, c)That quality of Corporate Governance is consequently reflected in the
value of a firm and its stock market performance.
2.1 Justification One: The presence of Agency Problems Necessitate the Need for
Governance Mechanisms
2.1.1 Theories on Corporate Governance and Their Implications for the
Requisite of Strategic Governance Systems
One way to see the link between corporate governance and performance of
firms is to consider the agency relationship where the agent undertakes performance
of certain tasks and decision making on behalf of the principal. Agency costs (such as
auditing, budgeting, control and compensation systems) can arise when there is a
“conflict of interest” between managers and shareholders. Reducing agency costs
would increase firm value (Hart, 1995).

Furthermore, when members (owners,

managers, workers, consumers) of an organization are involved in a conflict of
interest (also known as an agency problem), or when agency problems cannot be
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handled through a contract owing to the nature of agency costs , this gives rise to
Corporate Governance issues in the organization (Hart, 1995).
Under the Principal-Agent Theory (Hart, 1995) there is a trade-off between
incentives and risk sharing, where managers are motivated to work hard through
“high-powered” incentives and also protected from risk through “low-powered”
incentives, i.e., compensation that is insensitive to a firm’s performance (Hart, 1995).
Hart further discusses why governance structures matter amidst agency problem and
incomplete contracts. He identified three transaction costs that consequently prevent a
comprehensive contract from being written thereby creating gaps and missing
provisions in a contract.
The three costs are a) the cost incurred in considering and planning how to
deal with all the numerous incidents that can happen over the period of the contractual
relationship, b) negotiation costs of these plans with other parties, and c) costs of
documenting the plans so they can be put into effect by a third party (a judge for
example) when there is a conflict of interest (Hart, 1995). Subsequently, governance
structures can be viewed as a system to allow decision making that were not included
in the original contract through allocating “residual rights of control over the firm’s
nonhuman assets”.
Letza, Kirkbride, Sun and Smallman (2008) offer additional insight. Agency
Theory argues that people are motivated by their own self-interest. In this scenario
managers aim to maximize firm value, only if it is in line with their own best interests.
Furthermore, when there is no monitoring device they could also enhance their well
being by appropriating resources that are separate and in excess of their agreed-on
compensation, and evading their duties resulting in equity or debt investors being
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reluctant to provide finance to the firm (Letza et al., 2008). Such a scenario justifies
the need for a monitoring device to ensure that contracts (agreements) among
managers, shareholders, and creditors are heeded. Therefore a firm can be viewed as
an explicit or implicit “nexus of contracts” between parties rather than an independent
entity since each party is motivated by its own self-interest.
Letza et al., (2008) also offers two perspectives to the Corporate Governance
debate. Under the shareholding perspective it is argued that the eventual aim of
governance is to guarantee the return of investment to suppliers of capital and that
with increasing profits a business should also meet its social responsibility. Two
prominent theories provide insight into this perspective, firstly the principal agent
model and secondly the myopic market model. The assumption derived from the
principal-agent model is that corporations have a social purpose to maximize
shareholder’s wealth (Letza et al., 2008).
Agency problems occur because the agent’s objectives are not in line with that
of the principal’s. In addition, when there is a separation of ownership and control
then professional managers have an increase in power so consequently will have
freedom to be more self-serving in their aims and interests at the expense of
shareholders (Letza et al., 2008). Agency costs, or management cost, are incurred as
a result of 1) the principal being unable to confirm the appropriate behavior of the
agent owing to the difficulty and high cost of the principal trying to substantiate the
current actions of the agent, and 2) both principal and agents prefer alternative actions
owing to their different attitudes toward risk (Letza et al., 2008).
This problem therefore requires an efficient contract to govern the principalagent relationship, as well as most favorable incentive schemes to ensure that
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manager behavior is in line with the interest of owners.

Alternatively, the myopic

market model argues that Corporate Governance systems only encourage managers to
focus on short-term performance (profit, stock price and other measures stimulated by
market pressures), while serving shareholders’ interest,

but at the same time

sacrificing long-term value and competitiveness of the corporation (Letza et al.,
2008).
The myopic market model provides several views. Firstly,

that include

Corporate Governance reforms allowing for an environment for sharing long-term
performance horizons among shareholders and managers and an increase in
shareholder’s loyalty and voice. It also allows for reform policy proposals that
encourage “relationship investing”, where groups like employees and suppliers (with
long-term relationships with the firm) are empowered. Also present are voting rights
for short-term shareholders and takeover processes that have restrictions, and where
financial institutions are locked into long-term positions (Letza et al., 2008).
From the stakeholder’s perspectives, the fundamental concern of governance
is to “add value” to as many stakeholders of the organization as deemed feasible,
therefore firms take on more responsible and ethical roles in a community context
based on “corporate citizenship”. The abuse of executive power model and the
stakeholder model (Letza et al., 2008) are two prominent theories from this
perspective. The abuse of executive power model argues that institutional restraints
(for example non-executive directors, the audit process, the threat of takeover) on
behaviors of managers are not enough to prevent them from abusing corporate power,
such as the problem of executive over pay (Letza et al., 2008).
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Supporters of this model suggest legislative monitoring mechanisms under
which managers have freedom of power to develop longer term business but with
accountability to the company’s stakeholders (Letza et al, 2008). On the other hand,
the stakeholder model recognizes the well-being of groups that have a long-term
association with the firm and its long term success, such as employees, suppliers,
customers and managers. This model proposes broader objective functions of the firm
that is more equitable and “socially efficient” rather than shareholder wealth
concentrated (Letza et al., 2008).
Efficiency of the stakeholder model is demonstrated in two main ways. Firstly,
it illustrates that firms are able to build trustworthy relationships supporting profitable
investments and “mutually beneficial exchanges” through the development of
reputations for ethical treatment of suppliers, customers and employees. Secondly,
when there is widespread and persistent stakeholder involvement with the firm, and
where corporate goals have wider definition than shareholder profits, firms are viewed
as enduring social institutions in line with its own personality, character and
aspirations, with appropriate interests and responsibilities towards the public (Letza et
al., 2008).
Other common theoretical models, owing to the classic thesis on “The
Modern Corporation and Private Property by Berle and Means in 1932, discuss the
elementary agency problem that exist in modern firms (Abor and Biekpe, 2007). This
presents further debate and addresses several facets of Corporate Governance and
how it ultimately impacts performance of firms. Consequently it has also contributed
greatly to the weight of research by academics and policy makers alike. Stewardship
Theory states that the manager wants to demonstrate good performance, to act as
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warden towards corporate assets, so there are no issues in terms of executive
motivation. Differences in performance occur as a result of how a “structural
situation” generates better executive formulation and implementation of plans
therefore better corporate performance (Donaldson and Davis, 1991).
Resource Dependence Theory suggests that a firm’s capacity to designate
resources (so as to raise funds or increase status and recognition); to decrease
uncertainty, and to guard against the external environment, depends on how nonexecutive directors can influence this capacity. Board of directors provide (through
social and professional networks, and interlocking directorates) four fundamental
“broadly defined” resources which include advice counsel and know-how, legitimacy
and reputation, channels for communicating information between external
organization and the firm, and preferential access to commitments or support from
important players outside the firm (Johnson, 1995).
Tournament Theory (Eriksson, 1996) proposes that, when there are many
positions for advancement within the corporation, competition for promotion and
rewards can be observed among individuals. Also, promotion and corresponding
compensation are usually won by executives with better performance and better
managerial potential (Eriksson, 1996). Therefore a larger pool of talented and
enterprising participants will seek to compete and demonstrate more effort at the
managerial level so as to benefit from the wide compensation spread between
different corporate levels and this will ultimately lead to better firm performance
(Eriksson, 1996). And finally, Signaling Theory tries to explain voluntary disclosure
of Corporate Governance compliance based on company specific characteristics. The
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argument presented in this theory is that companies that have more good news will
therefore be inclined to disclose more information (Bhattacharya and Dittmar, 2003).
2.1.2 The Prevailing Discussion of Corporate Governance Mechanisms of
Firms that appends to the Existing Literature
2.1.2.1 Protecting the Rights of Shareholders and Ensuring Their
Equitable Treatment.
One of several Corporate Governance mechanisms that has generated frequent
discussions are those concerning the rights and equitable treatment of shareholders.
Shleifer and Vishny (1997) contend that legal protection of investors and a certain
level of ownership concentration are necessary components of a good Corporate
Governance system. In order that large investors have ability to exercise power over
management regarding distribution of profits, they require to a certain extent
fundamental legal rights such as voting rights or power to pull collateral. Also, if a
company is to attract smaller investors to finance them, then they too require a certain
amount of legal protection against such incidence as expropriation by managers as
well as large investors (Shleifer and Vishny, 1997).
Legal protection and large investors go hand in hand in effective Corporate
Governance system. Examples of successful Corporate Governance systems that rely
on a combination of concentrated ownership and legal protection of investors include
those of the United States, Germany, and Japan. The fundamental reason that firms
are provided with external financing by investors is because control rights in respect
of the assets of the firm can be received in exchange. Financers therefore have the
right to appeal to courts to enforce their rights when the terms of contract have been
violated by management (Shleifer and Vishny, 1997).
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Furthermore, the right to vote on corporate matters regarding such incidents as
mergers, liquidation, and election of boards, is considered the most important legal
right of shareholders (Shleifer and Vishny, 1997) Nonetheless, In terms of exercising
and enforcing, voting rights can be expensive. For example, there are incidence in
countries where shareholders aren’t allowed to vote by mail and are required to attend
shareholder meetings to vote-a-requirement which almost acts as guarantee for small
investors’ nonvoting. (Shleifer and Vishny, 1997) However, Shareholder voting
rights are overtly violated in countries where legal systems are weaker, so even if the
board of directors was elected by shareholders they might not represent shareholder’s
interests (Shleifer and Vishny, 1997).
Manager’s affirmative duty of loyalty to shareholders acts as supplement to
shareholder voting rights in numerous countries. The courts in Organization for
Economic Cooperation and Development (OECD) countries also show unanimous
acceptance of this despite the fact that managers also need to have duty of loyalty
towards employees, communities, creditors, the state, etc (Shleifer and Vishny, 1997).
This acceptance is partly due to shareholders rights being largely sunk, where the firm
generally does not need any further investment from them. This is different from the
case of employees, community members, and even creditors, since employees for
example have much better position to bottleneck the company by threatening to quit if
they don’t get paid for their efforts (Shleifer and Vishny, 1997).
Because shareholders have fewer protections from expropriation relative to
other stakeholders, owing to their sunken investment, stronger protections would be
required in order to induce them to invest. Legal restrictions on managerial selfdealing with the likes of outright theft from the firm, excessive compensation, or
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issues of additional securities (like equity), are commonly accepted elements of duty
of loyalty to the management and its relatives. Sometimes there are laws that clearly
prohibit self-dealing and at other times the courts enforce corporate charters that
prohibit it (Shleifer and Vishny, 1997).
Manager’s actions can also be constrained by other forms of legal restrictions.
For example, cases where managers are required to consult the board of directors
before making important decisions, or before giving shareholders “appraisal
remedies” to prevent the sales of assets at low prices (Shleifer and Vishny, 1997).
Some restrictions also necessitates that minority shareholders be treated as well as the
insiders of the company. There is great variation in terms of the strictness regarding
the extent to which courts of OECD member countries enforce the duty of loyalty
principle, and outside the OECD it is a weaker concept as part of the reason is owed
to the fact that courts have no desire or facility to impede in business (Shleifer and
Vishny, 1997).
2.1.2.2

Remuneration

and

Compensation

of

Directors

and

Executives and Their Repercussions.
Another frequently debated system of corporate governance is connected with
remuneration and compensation.

Florackis, (2005) contends that compensation

contracts can motivate managers to take actions that maximize shareholders’ wealth.
When there is no asymmetric information then managers’ actions can be observed
directly by shareholders therefore aligning the interest of managers with those of
shareholders would require no incentive mechanisms. However, since in an actual
framework there exist information asymmetry and managerial agency costs within
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companies, there is therefore a need for both equity and compensation related
incentives (Florackis, 2005).
Managerial agency costs can be reduced through managerial compensation
since it is assumed that satisfied managers are less likely to apply inadequate effort or
expropriate wealth and consequently will also lower their risk of job loss (Florackis,
2005). Managerial compensation can also be studied by considering the agency
problem rather than through it being an instrument to address the agency problem.
Lee, Lev and Yeo (2007) argue that even though managerial compensation can
positively impact firm value it can also cause “infectious greed” by creating an
environment mature for abuse particularly when at its peak.
Since remuneration packages usually come with lucrative benefits for
managers, agency conflicts between managers and shareholders could consequently
be inflated. Therefore, owing to the concerns of excessive compensation packages and
how they negatively impact corporate performance, basic recommendations in the
form of best practices are established whereby firm should show compliance in order
to reduce such problems in line with excessive compensation (Lee et al , 2007).
The association between firm performance and pay dispersion can also be
influenced by Corporate Governance structures. For example, what the equity fairness
argument states, when there are dysfunctional effects of large pay dispersion among
top managers this can be moderated with the use of independent board members with
the power of supervision over managerial activities (Lee et al , 2007). Another
example is the use of effective monitoring of managerial performance by institutional
investors (called active investors). CEOs with greater power utilize their positions to
reduce board monitoring and all the while also making their own compensation less
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sensitive to stock price performance (Lee et al., 2007). Therefore, Incentive
compensation systems should be complemented by institutional investors monitoring
which consequently mitigates agency problems between shareholders and managers
(Lee et al., 2007).
Furthermore, under the optimal contract assumption, compensation is
considered a fractional remedy to agency problems, where it is assumed that board of
directors design optimal compensation arrangements to encourage managers to
maximize shareholder wealth (Florackis, 2005). However, it is also argued that the
main flaw of this view is concerned with how compensation schemes aren’t
sufficiently high-powered owing to the “political limitation” on how liberally
executives can be treated (Florackis, 2005).
Another approach to optimal contracting focuses on a different link between
executive compensation and agency problems; this is the managerial power approach.
With this approach, executive compensation is considered a potential instrument to
address agency problems. This is also part of agency problems since certain features
of compensation schemes might reflect managerial rent seeking rather than incentives
that maximize shareholder wealth (Florackis, 2005). Moreover, compensation
contracts can be influenced either by market forces that push toward greatest
maximizing outcomes, or by managerial influences that pushes towards departures
from optimal outcomes to directions gainful to managers. Therefore, under the
managerial power view, what is basically recognized is that such departures are
significant and that optimal contracting cannot solely be used to explain compensation
practices (Florackis, 2005).
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2.1.2.3 The Roles and Involvement of Stakeholders in the Functions
of a Firm.
Quite often, mechanisms that help promote stakeholder involvement with
operations of the firm are also conferred. Supporters of the “stakeholder theory” argue
that apart from shareholders, who have a stake in and are affected by a company’s
success or failure, there are also other significant stakeholder groups such as
customers, suppliers, employees, and local communities. A business has duty and
accountability towards other various stakeholders, not just to investors alone (Heath
and Norman, 2004). So besides firms and its managers having individual obligations
in ensuring shareholders receive a fair return on their investment, firms also have
individual obligations to stakeholders which go above and beyond what is stipulated
by law. But, where there exist conflict of interests then the demands and interests of
some stakeholders (shareholders included) must be mitigated or sacrificed in order to
fulfill fundamental obligations to other stakeholders (Heath and Norman, 2004).
Allen, Carletti and Marquez (2007) argue that besides governance structures,
domestically incumbent firms fare better with entries of stakeholder oriented firms
rather than with shareholder-oriented firms. This suggests that when countries have
firms that are stakeholder friendly there is greater incentive to resist firms with
shareholder-oriented governance structures.
Also, stakeholder economies faced with potential entry by shareholderoriented firms tend to have greater presence of government in order to protect
domestic firms from foreign competition (Allen et al., 2007). Stakeholder governance
can be implemented in several ways, such as through firm specific investments by
employees and other stakeholders giving them “remaining claimant status” together
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with shareholders. Another way is through building organizations that can have
ongoing innovation while ensuring that all stakeholders are part of the process (Allen
et al., 2007).
2.1.2.4 The Roles, Duties and Responsibilities of the Audit
Committees towards the Actions of a Firm.
Above and beyond other mechanisms of governance, constituents relating to
the functions of audit committees have been significantly discussed. Carcello,
Hollingsworth, Klein and Neal (2006) contend that a positive market reaction to the
appointment of an accounting ACFE (Association of Certified Fraud Examiners) is
greater among firms that have in place stronger governance mechanisms compared to
firms with weaker governance mechanisms. Audit committee financial expertise
proves to be complementary to other Corporate Governance mechanisms (Carcello et
al, 2006). Turley and Zaman (2004) provides arguments for the promotion of Audit
committees based on their potential to contribute to the relationship between directors,
investors and auditors, the discharge of accountability and director’s execution of
their irresponsibility.
The balance of power in accountability and audit relationship is influenced by
audit committees through circumstances related to the adoption or non adoption of
audit committee structures or particular audit committee characteristics (for example
level of expertise and independence) (Turley and Zaman, 2004). A second argument
for audit committees is based on their impact on external audit and internal control
and audit. Assessment of suspected weaknesses regarding audit effectiveness allows
for recommendations for audit committees to be made, therefore it is necessary to
subject outcomes concerning this area for evaluation. It is probable that audit
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committees impacts the appointment, removal and remuneration of auditors, the
content and extent of audit work, auditor independence and the motion of disputes
between auditors and executive management (Turley and Zaman, 2004).
In addition, internal audit can prove an important resource to the audit
committee in the fulfillment of its responsibilities through the strengthening of the
internal audit function. Audit committee should have responsibility towards guiding
management’s assessment of business risk (Turley and Zaman, 2004).

This in turn

may strengthen management’s ability in identifying and assessing internal and
external risks thereby identifying potential opportunities and challenges faced by the
company in achieving its operating, financial, and compliance goals. Audit
committees can offer comment and approval on choices of accounting policies, as
well as having influence on a company’s approach to its financial reporting, levels of
disclosure and adherence to standard practice (Turley and Zaman, 2004).
It is expected that audit committees provide monitoring functions with regard
to a company’s accounting processes, as well as compliance with corporate legal and
ethical standards which also includes the maintenance of preventive fraud controls
(Turley and Zaman, 2004). Finally, with regards to whether the existence of audit
committees as a governance mechanism could result in better corporate performance
or “wealth effects” for investors, defining a definite direct link between audit
committees and company performance is still questionable. Nonetheless, since
recommended management and governance structures are supposed to contribute
toward improvements in management practices, positive improvements in
performance on behalf of investors could also prove consequential of this (Turley and
Zaman, 2004).
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2.2 Justification Two: Board of Directors, Disclosure and Transparency, and
Ownership Structure, as Governance Mechanisms, hold most Credence in the
Performance of Listed Companies
2.2.1 The Roles, Duties, and Responsibilities of the Board of Directors in
Governing the Firm
Relative to other mechanisms, Board of directors are the most utilized in terms
of hiring, evaluating, compensating and continual monitoring of management by
shareholders (Gill, Vijay and Jah, 2009).

Three functions that boards could

undertake include institutional functions where companies are linked with external
resources, they can also act as significant mechanisms for checking managerial
opportunism, and they have a strategic role in strategy formulation (Gill et al, 2009).
Roles of the board can also be differentiated between an agency role where
directors emphasize functions of monitoring and authorizing management decisions
so as to reduce agency problems, versus a resource dependence role where it links the
company with crucial resources in the external environment so as to reduce
uncertainty and transaction costs associated with these resources giving the
organization certain cost advantages over its’ competitors. Other resources provided
by the board include important information or knowledge and legitimacy to the
company. Therefore, these resources serve to improve firm performance and this
could also be owed to the fact that they are provided by the board (Gill et al, 2009).
Two common sub approaches to Corporate Governance reform concerning the
board include board structure and board effectiveness. Board structure normally
concerns leadership such as “CEO duality”, composition of the board such as the
number and percentage of outside directors versus inside directors, and size. Another
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aspect of board governance concerns how boards function in terms of making
decision and how directors interact with each other (Leblanc and Gilles, 2003).
Leblanc and Gilles (2003) offers a new model for board effectiveness based on the
assessment that board effectiveness during decision making processes ultimately
determines corporate performance.
Leblanc and Gilles, 2003, contend that an effective board must firstly be
composed of members who are independent, all the while having the necessary skills
or “competencies’ in line with fulfilling the strategies and obligations of the
corporation. In addition to this, they should also have members who are able to work
together to allow for effective decision making (right board structure, right board
membership, and right board processes). Board membership includes several aspects;
the way by which directors end up being recruited onto a board, the balancing of
competencies of existing members, and measures in place to remove directors from a
board (Leblanc and Gilles, 2003).
Board processes on the other hand include how decisions are made by the
directors and concern the behaviors of the individual directors themselves. Leblanc
and Gilles (2003) suggest several realities concerning the board of directors, which
include boards being made up of diverse groups of individuals demonstrating
different patterns of behavior.
Some

directors

are

verbally

non-responsive

fearing

the

cause

of

embarrassment among their peers owing to their lack of knowledge about a given
subject. Silence is also common among directors who fear questioning the ideas,
concepts of someone else who has proven expertise. Lack of participation owing to a
lack of interest is also prevalent. Finally, directors who do speak up sometimes do so
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even with a lack of knowledge, never fearing to cause their own embarrassment and
are unaware of expert opinions (Leblanc and Gilles, 2003).
Figure 2.1 The Model for Board Effectiveness

Source: Leblanc, R., and Gilles, J., 2003. The coming revolution in
corporate governance. Ivey Business Journal, 68 (1), 1-12, p. 8

Leblanc and Gilles’ (2003) model of board and director effectiveness concerns
their inter-relations and how they affect each other. Over here, board effectiveness
depends on the effectiveness of individual directors and how they interact with each
other. They contend that without effective directors it is not possible to have an
effective board. Three factors that determine director effectiveness include director
independence, director competencies, and director behavior.

44
Figure 2.2 Models of Board and Director Effectiveness

Source: Leblanc, R., and Gilles, J., 2003. The coming revolution in
corporate governance. Ivey Business Journal, 68 (1), 1-12, p. 9
2.2.2. Practices of Firm-Level Disclosure and Transparency and Their
Entailment
The primary way by which companies can become transparent to stakeholders
is through corporate disclosure. Two perspectives can be offered from company
disclosure, corporate disclosure and financial accounting disclosure (Gill et al, 2009).
Investors are attracted to company performance disclosure that is important and
consistent (Gill et al, 2009). Disclosure that is regulated allows important and new
information for investors and is considered to eventually reflect the company’s
transparent system (Gill et al, 2009). Disclosure encompasses all types of voluntary
corporate communications such as management forecasts, analyst’s presentations,
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annual general meetings, press releases, information available on corporate websites
and other corporate reports (like stand-alone environmental or social reports).
Information disclosure also allows shareholders to evaluate performance of
management in terms of how efficiently the company’s resources is being utilized, in
line with the principal’s interest, by management (Gill et al, 2009) . Also, quality of
the firm’s product and business model, its growth strategy and market position, and
risks that a company faces, can be signified in a company’s disclosure (Gill et al,
2009). Agency costs can also be reduced through improved disclosure as it is an
important element of good Corporate Governance practice (Gill et al, 2009).
Information flows to shareholders from the company allow for less information
asymmetry in the firm (Gill et al, 2009).
Firms that have more disclosure also have a larger pool of potential investors
and these investors also have more accurate beliefs about a firm’s future performance.
(Gill et al, 2009). Voluntary disclosure of corporate information can also be linked
with the intention to raise external (equity) capital (Gill et al, 2009). Nonetheless, a
company’s information disclosure could prove to be a “double-edged sword” in the
hands of management. Though disclosure about such things as a firm’s human
resources and risk prove effective in reducing information asymmetries and
moderating their need for price protection, disclosure of information concerning
marketing, R&D, and technology could also jeopardize a company’s competitive
advantage (Gill et al, 2009). Broad and specific information could harm a firm’s value
(Gill et al, 2009). Moreover, in fear of their image being tarnished, companies would
be reluctant to disclose certain important information, such as employee pay at lower
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hierarchy levels and ratios comparing such pay with employees at higher levels,
which could transmit negative signals to potential investors (Gill et al, 2009).
2.2.3 Managerial Shareholding of a Firm that sustains the interests of
Shareholders
Berle and Means (1932) proposed that in a modern corporation ownership and
control have been separated.

Managerial ownership is an effective governance

mechanism as it aligns interest of managers and shareholders. Therefore it is possible
that a positive effect can be observed from managerial shareholding of the company,
since there is a decline in anticipated costs of the agency conflict between
shareholders and managers. Managerial ownership is an internal control mechanism
and can be achieved by increasing a firm’s agent’s ownership through the providing
of stocks (Gill et al, 2009). Small levels of shareholding by managers allow for an
alignment effect where managers (with managerial ownership), are bound to outside
shareholders to go after a common goal through a) the decrease of managerial
incentives for bonus consumption, b) a utilization of inadequate exertion ,and c)
engagement in good projects .
On the other hand, the entrenchment effect also follows, where managers, after
some level of ownership, demonstrate insufficient efforts while accumulating personal
benefits and establishing themselves at others expense. Nonetheless, managerial
ownership can be considered a governance mechanism for controlling actions of
managers (Gill et al, 2009). Three types of ownership can be observed to have an
effect on performance of firms namely ownership by CEO, ownership by top
management, and ownership by all employees of the firm. Increasing ownership by
spreading it to all employees can have greater impact on firm’s performance while a
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negative impact can also be observed as a result of CEO and top management
ownership (Gill et al, 2009).
Ownership structure and control among Thai publicly listed companies
consists of several characteristics. Firstly, owing to the differences in laws and
legislation across different capital markets, controlling shareholders in Thailand are
those who directly or indirectly own over 25 percent of company votes. This absolute
control means that no other single shareholder possesses enough voting rights to
challenge the company’s controlling shareholders (Khanthavit, Polsiri, and
Wiwattanakantang, 2003).
The Thai Public Limited Companies Act of 2002 state that a shareholder who
owns at least 75 percent of a firm’s votes will ultimately have absolute power over a
firm. Nonetheless, shareholders with 25 percent of votes also have certain legal rights
to perform certain actions as stated in the Thai corporate law. Also, the Thai law does
not allow the issuance of multiple voting shares. Khanthavit et al., (2003) classifies
controlling shareholders into a group of 1) related families, 2) the state, 3) domestic
financial institutions, 4) foreign investors, 5) foreign institution investors, 6) a group
of unrelated families, 7) multiple controlling shareholders, and 8) no controlling
shareholder (a firm that does not have an ultimate controlling shareholder).
Firms that were controlled by single families seemed to show strong presence
among Thai publicly listed companies even after the Asian financial crisis (19961997). Nonetheless, there is evidence, such as 2000’s family ownership of the firm
was around 45.65 % compared to 1996 where family ownership of the firm was
51.4%, to suggest that this trend has declined. Also, compared to 1996 where single
family ownership of the firm had 95% presence among Thai listed companies with
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multiple controlling shareholders, this number declined in 2000 to around 67.86%.
Moreover, Khanthavit et al., (2003) found that other groups of controlling
shareholders such as the Thai government, domestic institutions, foreign investors,
and groups of unrelated families played more significant roles during the aftermath of
the financial crisis.
Khanthavit et al., (2003) also contend that, relative to other control
mechanisms regarding how controlling shareholders owns and controls a firm (such
as pyramidal structures and cross-shareholdings), direct ownership among Thai public
firms seems more prevalent before and after the financial crisis years. 78.04 % of
firms had controlling shareholders using simple direct shareholding in 2000, whereas
in 1996 it was only around 76.53 %. More precisely, controlling shareholders in more
than two-thirds of the firms studied showed ownership of shares through the use of
their own names and/or through their private companies. Also in 2000, the use of
simple pyramids and cross-shareholding ownership wasn’t prevalent, but rather a
combination of pyramids with direct shareholdings and pyramids with direct and
cross shareholdings (Khanthavit et al., 2003).
With regards to ownership concentration, Khanthavit et al., (2003) found that
in 2000, controlling shareholders had ownership of a firm’s cash-flow rights of
around 45.27 % (44.66% in 1996), and had 48.18 % (47.75% in 1996) % of a firm’s
voting rights. Furthermore, regarding an overall discrepancy between ownership and
management, it was found that controlling shareholders among two-thirds of the firm
studied were also involved in management. There was at least one member from the
controlling family who was also part of the board holding top executive and non-
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executive positions in the 67.84 percent and 60.78 percent of the firm with controlling
shareholders in 2000 (Khanthavit et al., 2003).
The number of board positions being held by controlling shareholders in 2000
exceeded one. Another finding was the presence of more than one individual from the
controlling shareholder’s family on the board being more common among familyowned firms. Also, overall management ( executive and non-executive directors) who
weren’t from the controlling shareholders or their families were found to have held no
shares, both groups’ shareholdings being zero percent before and after the crisis
periods (Khanthavit et al., 2003).
Khanthavit et al, (2003) also investigated ownership structures among firms
with no controlling shareholders (20.81% in their 1996 sample, 21.31 percent in their
2000 sample) based on cash-flow and voting rights being held by the largest
shareholders of such firms. They found that, in relation to the model of dispersed
ownership of the UK and the US, ownership of these firms is quite concentrated in
both before and after the crisis. In 2000, largest shareholders held on average around
16.74 % of firm cash-flow rights (16.38% in 1996), and 18.16 % of voting rights
(same in both periods) (maximum being 25% and minimum being 5.57 %).
Therefore, only a small portion of the firms that were part of the Khanthavit et al.,
(2003) study were considered as dispersed ( or very concentrated) relative to the US
and UK model. Pyramiding and Cross-shareholding were also found to be not
commonly used. Moreover, after the crisis, there is also a reduction in the degree of
separation between ownership and control, yet these degrees of separation before and
after the crisis period aren’t significantly different.
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2.3 Justification Three: Superior Value and Stock Market Performance of Firms is
possible in view that such Firms also embody Good Corporate Governance
Practices
2.3.1 Substantiation Offered and Discussed from Several Corporate
Governance Studies between 1997 and 2009
Several studies have sought to explain the link between quality of Corporate
Governance with factors pertaining to firm value and stock market performance. The
academic debate, which centers on causality, explores several factors pertaining to
Corporate Governance mechanisms and, tries to establish a link with corporate
performance; it is then measured against several corporate performance indicators.

Table 2.1
Corporate Governance Studies between 1997 and 2009
Study/Article:
Research
Study Variables
Research
Questions
Methodology
(Year) and
Author(s)
(1991)
Hermalin and
Weisbach

Focused on whether
board composition
and direct incentives
impacted firm
performance by
studying the
performance of 142
NYSE firms and its
relationship to the
nature of board
composition and
ownership structure
(reflecting
monitoring and direct
incentives
encountered by top
management) for the
periods 1971, 1974,
1977, 1983 and
1989.

The study solely
utilized Tobin’s Q
as the measure of
corporate
performance The
researchers
included and
measured other
variables, like
company
expenditures on
advertising,
research and
development, which
could also be
associated with
corporate
performance so as
to reduce an
“omitted-variable
bias”.
Other variables
include board
composition and
direct incentives.

Gathered data on
board composition
and ownership from
corporate proxy
statements available
in Harvard's Baker
Library. Collected
the shareholdings of
each director from
the sample proxies.
Conducted
Correlation
Analysis. Data to
measure value of all
firms were collected
from the annual
COMPUSTAT
industrial file each
year.

Significant Findings

The results of the analysis
suggested that there was no
correlation between a firm’s
performance and board
composition and would
have a small economic
implication if it did. The
question that could be
raised is whether board
composition matters in
terms of representing
shareholders’ interests. It
was also found that
corporate performance
improved with increases in
ownership (at low levels of
ownership, less than one
percent) thereby
establishing an alignment
between the interests of
management with that of
shareholders’. Management
with stock ownership of
lesser than one percent
would mean that if a
situation necessitated
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(1994)
Jun-Koo Kang
and Anil
Shivdasani

Studied the influence
of corporate
governance
mechanisms, at a
time of top executive
turnover among 270
Japanese
corporations, and
sought to discover
whether there existed
alternative
mechanisms (namely
top executive
succession
procedures) for
internal and external
governance other
than top executives’
equity ownership,
monitoring by
institutional and
large shareholders,
independent directors
and threat of external
takeovers.

Firm performance
measures included
ROA, excess stock
return, and
operating income.
Governance
characteristics
measures included
Keiretsu, bank
monitoring,
ownership
structure, and board
composition.

Data for
performance
measures obtained
from the PacificBasin Capital
Markets Research
Center
(PACAP) database.
Keiretsu
membership data
from the 1984
edition of
Industrial Groupings
in Japan. Lendings
and equity
ownership data from
annual issues of
Kigyo Keiretsu
Soran. Ownership
structure data from
Kigyo Keiretsu
Soran and the Daiwa
Analyst Guide.
Outside directors
data from Yakuin
Shikiho, which
surveys
board composition
by mailing
questionnaires to all
TSE firms.
Descriptive
Statistics and
correlation analysis
conducted.

(1997)
Xiaonian Xu
and Yan Wang

Conducted a similar
study to Kang and
Shivdasani (1994)
among Chinese
Stock companies
(SHSE and SZSE
listed companies for

Firm performance
measures include
market-to-book
value ratio, ROE,
and ROA.
Also included were
factors measuring

Figures on
ownership mix and
accounting ratios
from Publications by
CSRC, the SHSE
and SZSE, and
China's Securities

“disciplinary devices” then
management will not be
protected. Also evident is
the decline in corporate
performance when
management stock
ownership is more than one
percent which could be
owed to better security for
management against
disciplinary devices which
could further offset
improvements in the
alignment of interests.
A Significant finding
include positive increase in
firm performance (industry
adjusted return on assets,
industry adjusted excess
stock return, pre-tax
operating income) after
“executive non-routine”
turnover and outside
succession.

Findings indicate that both
mixed and concentrated
ownership significantly
influences performance
(market to book value
ratios, return on equity and
return on assets) of stock
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1993, 1994 and
1995) but with a
focus on how
ownership structure
influences firm
performance,

ownership fractions
and concentration
ratios.

(1998)
John E. Core,
Robert W
Holthausen and
David
F.Larcker

Study related to
corporate
governance, chief
executive officer
compensation and
firm performance
(sales, investment
opportunities, return
on assets and stock
return) among
publicly traded U.S.
firms (495
observations over a
three-year period for
205 publicly traded
U.S. firms).

Firm performance
measures included
sales, investment
opportunities,
ROA, and RET.
Compensation
measures included
total compensation,
cash compensation,
and salary. Other
variables measured
included board of
director and
ownership
variables.

(2001)
Bhagat and
Black

A more explicit
study that challenges
the well accepted
perception that good
corporate governance
persists when
majority of
independent directors
are on the monitoring
board.

The researchers had
relied more on
Tobin’s Q as a
performance
measure (i.e., ratio
of operating income
to assets, and ratio
of sales to assets) in
comparison to stock
price returns
through the
justification that
long-term stock
returns will prove
irrelevant if
investors had
anticipated the
effects of board
composition on
firm performance.
Also included are
factors measuring

Association.
Relied on annual
reports for
information on
board and the
supervisory
committee, and the
top 10 shareholders.
Regression Analysis
conducted.
The data used to
compute financial
ratios were obtained
from the Compustat
files. Compensation
data were obtained
from a major
compensation
consulting firm.
Ownership and
board-of-director
variables were
collected from the
1984 proxy
statements held by
the sample firms.
Regression Analysis
conducted.

Data on board
composition
from database
compiled by
Institutional
Shareholder
Services (ISS). Data
from Compustat on
the sample firms’
accounting
performance
between 1985 and
1995. Data from
CRSP on the sample
firms’ stock price
performance and
data on share
ownership from
proxy statements.
Correlation Analysis
Conducted as well
as ordinary least

companies.

Findings suggested
that ,where agency
problems appeared evident
among firms that had
weaker governance
structures, CEO’s earned
greater compensation after
controlling for standard
economic determinants of
pay. Furthermore, results
indicated that excess
compensation had a
significant negative
correlation with subsequent
operation performance and
stock returns of firms. A
Robustness check had also
been conducted and it was
found that board and
ownership structure offered
more consistency in terms
of predicting future
accounting operating
performance when
compared to future stock
performance
Results among 957 large
U.S. corporations suggested
that even if some firms had
a higher number of
independent boards, these
firms did not show better
performance. For the
periods of 1988 to 1990
coefficients were negative
and highly significant for all
three performance variables
including market adjusted
stock price returns.
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board independence
and size.
(2001)
Alves and
Mendes

Studied whether
governance policies
impacted
performance by
providing evidence
from Portugal
(among 82 publicly
listed companies
during the nineties).

Showed favor in
utilizing market
returns adjusted
with consideration
to specific risk of
the asset through
the use of the Fama
and French model
(1993) for stocks
developed to take
into account the
“momentum” and
“January” effect.

(2001)
Todd Mitton

Conducted a “cross
firm analysis of the
impact of corporate
governance on the
East Asian Financial
Crisis” among firms
from Indonesia,
Korea, Malaysia, the
Philippines and
Thailand (a total of
398 firms).

Performance
measures included
stock returns,
leverage and size,
industry dummies
and country
dummies. Also
included were
variables measuring
disclosure quality,
ownership
concentration,
block holdings, and
corporate
diversification.

(2002)
Klapper and
Love

Studied whether
corporate governance
and investor
protection impacted
firm performance
among 374 firms, 18
sectors, across 14
emerging markets.

Performance
measures included
Tobin Q and ROA.
Country level
measures of legal
efficacy included
judicial efficiency,
shareholders rights,
and legality. Also

squares and
simultaneous
equations.
Corporate
Governance Data
from questionnaires
sent by CMVM to
listed companies.
Quotation and
quotation series for
shares, annual and
bi-annual
information from
DATHIS database at
BVLP. Yearly
accounting
information from
annual publications
issued by the Lisbon
Stock Exchange. Biannual company
accounts from the
(daily) quotation
bulletins of the
Lisbon Stock
Exchange.
Equilibrium model
and two-step
regressions analysis
conducted.
Financial and
corporate
diversification data
from Worldscope
database.
Supplementary data
on ownership
concentration from
Asian Company
Handbook (1995–
1999) and the
Corporate
Handbook: KLSE
Main Board (1998).
Block holdings data
from Claessens et al.
(2000). Regression
Analysis and
Robustness checks.
Corporate
governance quality
rankings obtained
from CLSA report
were based on 57
qualitative questions
and had been further
subdivided into six
categories. Firm-

Findings showed that
compliance to 15
recommendations on
corporate governance had a
positive relationship to
certain performance
variables A key finding
suggested that when there
existed compliance to
recommendations on the
structure and functioning of
the board of directors, with
a focus on the executive
committee, there was also
evident abnormal returns.
Also, independent directors
showed to have little impact
on the society’s
performance while other
variables that demonstrated
negative correlations with
abnormal returns included
disclosure of information
concerning dividend policy
of the society.

Key findings include firmlevel differences in
variables related to
corporate governance
significantly influenced
firm performance (Total
assets, debt ratio,
book/market ratio and
return on assets). Firms
with higher disclosure
quality, higher outside
ownership concentration,
higher concentration (as
opposed to diversification)
had significantly better
stock price performance.

Found that better corporate
governance quality was
strongly associated with
better operating
performance (Return on
Assets) and market
valuation (Tobin’s Q).
Apart from the well
accepted notion that
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(2003)
Gompers, Ishii
and Metrick

Studied whether
corporate governance
(level of
shareholder’s rights)
impacted equity
prices among 1500
large firms during
the 1990s.

included were
factors measuring
Corporate
Governance.

level accounting
data from CLSA and
Worldscope.
Constructed
Governance Index
(GOV).
Correlations
Analysis conducted.

Performance
measures as of
September 1990
that offered insight
to the study
included book-tomarket ratio, firm
size, share price,
monthly trading
volume, Tobin’s Q,
dividend yield,
S&P inclusion, past
five-year stock
return, past fiveyear sales growth,
and percentage of
institutional
ownership. Factors
measuring
Corporate
Governance were
also included.

Corporate
Governance data
from Investor
Responsibility
Research Center
(IRRC), which
publishes detailed
listings (from a
variety of public
sources including
corporate bylaws
and charters, proxy
statements, annual
reports, as well as
10-K and 10-Q
documents filed
with the SEC) of
corporate
governance
provisions for
individual firms in
Corporate Takeover
Defenses.
Constructed a
“Governance
Index”, a proxy for
level of shareholder
rights for among
1500 large firms,
based on 24
governance rules.

country-level shareholder
rights and judicial
efficiency influences firm
value, the study also
provided evidence relating
to the differences in firmlevel governance
mechanisms and their
subsequent relationship
with country-level legal
environments as well as
associations between
governance and
performance. Key findings
suggested that weak overall
legal systems among firms
from selected countries
showed lower average
governance rankings, that
good governance was also
associated with higher
market valuation and
operating performance and
the strength of this
relationship was most
obvious among countries
with weaker legal systems.
Findings from the study
suggested that firms with
stronger shareholder rights
between 1990 and 1998 also
had lower capital
expenditures, made fewer
corporate acquisitions, had
higher sales growth, higher
profits, and had higher firm
value. Also found during
the 1990s was a strong
correlation between
corporate governance and
stock returns as well as a
significant relationship
between governance and
valuation.
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(2003)
Bauer,
Guenster and
Otten

Looked to discover if
good corporate
governance, allowed
for better operating
performance, higher
common stock
returns and firm
value in Europe.

Firm performance
measures included
net profit margin,
return on equity and
Tobin Q. Factors
measuring
Corporate
governance were
also included.

(2004)
2004, Lawrence
D. Brown and
Marcus L.
Caylor,

The study expanded
on the G-Index and
created to measure
corporate governance
and firm operating
performance,
valuation, and
shareholder payout
among 2,327 firms.

Operating
performance
measures included
ROE, profit margin,
and sales growth,
Tobin Q, divided
yield and share
repurchases. Also
included are
variables measuring
corporate
governance.

(2004)
Bowen,
Rajgopal and
Venkatachalam

Examined whether
“opportunistic
managers” exploiting
negligent governance
structures
consequently led to
accounting discretion
mistreatment or
whether managers
showed its

Accounting
Discretion had been
measured based on
avoiding earnings
decreases by
reporting small
quarterly positive
earnings surprises,
smoothing of
earnings via

Financial data from
Center for research
in security prices
and S&P Compustat
database. Regression
Analysis Conducted.
Corporate
governance data
obtained from
Deminor’s
Corporate
Governance ratings
(300 different
criteria) among
FTSE Eurotop 300’s
249 to 269 firms,
between 2000 and
2001. Financial data
from different
Factset libraries,
mainly from
Worldscope.
Analysis of
Variance and
correlation analysis
were conducted.
Corporate
Governance data
obtained from the
Institutional
Shareholder
Services (compiled
from firm proxy
statements).
Firm Performance
data from
Compustat for the
2002 fiscal
year end.
Constructed GovScore index, with a
total of 51 factors
under 8 corporate
governance
categories.
Correlations and ttest analysis
conducted.
Governance data
and economic
determinants were
obtained from the
Execucomp
database measured
for 1992 to 1995.
Quality of corporate
governance had
been measured

Key findings demonstrated
that earnings-based
performance variables (net
profit margin and return on
equity) and governance
variables had a negative
relationship but on the
contrary a strong
relationship had been found
between corporate
governance variables and
firm value which more or
less implied that corporate
governance standards had
been integrated in stock
prices as well.

Key findings suggest that
firms with better
governance have more
profitability (return on
equity, net profit margin
and sales growth), are more
valuable (TOBIN Q) and
are able to pay out more
cash to shareholders
(Dividend Yield, Share
Repurchases). Executive
and director compensation
showed the highest
correlation to firm
performance and
charter/bylaws showed the
highest correlation to bad
performance.

Key findings indicated
relations between poor
governance quality and
accounting discretion but
negative associations had
subsequently not been
detected between level of
accounting discretion due to
“lax governance” and firm
performance. Nonetheless,
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dependable
deployment by
means of “efficient
contracting and
shareholder valuemaximization”
among 1500 firms
that make up S&P
500, S&P 400 mid
cap and S&P small
cap indices

(2004)
Drobetz,
Schillhofer and
Zimmerman

Conducted a study
by investigating if
differences in “firmspecific” corporate
governance among
253 publicly listed
German firms (DAX
30, MDAX,
NEMAX 50 and
SMAX) could further
explain expected
returns among a
cross-section of firms
under one
jurisdiction.

(2004)
Beiner,
Drobetz,
Schmid and
Zimmerman

Evidence from
Switzerland provided
offered similar
implications on
whether an integrated
framework on
corporate governance

accruals and
abnormal accruals
usage. Operating
cash flows, return
on assets and stock
returns were
employed as
measurements of
future performance
as well as 24
corporate
governance
provisions spanning
the periods of 1990,
1993, 1995, and
1998.
Performance
measures for return
on equity included
historical stock
returns, dividend
yields and priceearnings ratios. The
study utilized 30
corporate
governance proxies
subdivided into five
categories.

Performance
measures include
Tobin Q, firm size,
growth
opportunities, and
ROA. Governance
control mechanisms

utilizing Gompers,
Ishii and Metrick’s
G score Index that
assesses the balance
of power between
top executive and
shareholders.
Correlations
Analysis conducted.

evidence suggested a
positive association
between future operating
cash flows and future return
on assets and discretion due
to poor governance, further
indicating that since it
signals future performance
shareholder’s could benefit
from earnings management.

Data for
performance
measures collected
from Datastream.
Constructed a
corporate
governance rating
Index, based on
recommendations of
governance codes,
following Gompers,
Ishii and Metrick
(2001). Other
governance proxies
obtained from
DVFA German
Corporate
Governance
Scorecard, CalPERS
German Market
Principles, and
Deminor Corporate
Governance
Checklist.
Questionnaires sent
out to 253 firms and
survey was also
supplemented for
verification by data
from
annual/quarterly
reports, company
charters, and web
pages. Regressions
Analysis conducted.
Financial Data were
from Datastream. A
corporate
governance index,
incorporating 38
governance
attributes divided

Significant findings
demonstrated a strong
association between
corporate governance
ratings and firm value
(market-to-book-ratio), and
a negative (positive)
correlation between
corporate governance
ratings and dividends yields
(price-earnings ratios).

That there existed a positive
association between
corporate governance and
firm value, as measured by
Tobin’s Q, A specific
finding indicated that when
the corporate governance
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(2005)
Black, Love
and Rachinsky

(2005)
Larcker,
Richardson and
Tuna

(2005)
Core, Guay and
Rusticus

impacted firm value,
among 109 publicly
listed firms under the
Swiss Stock
Exchange (excluding
investment
companies) by yearend 2002.

were used as
measures of
corporate
governance. Extra
control variables
included share
ownership by
officers and
directors,
shareholdings by
large outside
blockholders, board
size, leverage, and
outside
representation of
the board.

The study provided
time-series evidence
from Russia (1999 to
2004) on how
“broad-measures on
firm-level corporate
governance” could
forecast higher share
prices among 105
Russian listed firms
(majority belonging
to utilities,
communication and
extraction sectors),
taking into account
the endogeneity
effect and firm-level
variables that could
also explain increase
in share prices..
The study focused on
discovering how a
broad set of
corporate governance
indicators and certain
measures of
managerial decision
making impacts
organizational
performance.
Sampling 2,106 U.S
listed firms (as of
end 2003).

Tobin Q had been
utilized as the key
performance
measure and was
further tested
against substitute
measures like
Market-to-Sales
and Market-toBook measures (of
relative valuation)
for robustness.
Factors measuring
corporate
governance are also
included.

What is explored in
the study is an
extension of the
Gompers, Ishii and
Metrick’s about
whether under timely
manner public

Operating
performance
measures included
ROA, book-to market equity, and
firm size. Factors
(provisions)

Firm performance
measures included
future operating
performance,
TobinQ, and excess
stock returns.39
structural corporate
governance
measures grouped
into 14 governance
constructs were
used.

into five categories,
had been
constructed based on
the suggestions and
recommendations by
the Swiss Code of
Best Practice. Swiss
firms quoted on the
Swiss Stock
Exchange were
surveyed with data
supplemented and
verified through
annual reports and
web pages.
Correlations
Analysis conducted.
Data on Stock
Market performance
and financial
statements are from
Russian Trading
System and System
of Complex
Revelation of
Information.
Governance data are
collected from six
several governance
indices from five
providers.
Standardized
rankings are used
for constructing two
principal aggregate
indices. Correlation
Analysis conducted.
Firm performance
data obtained from
Compustat file.
Corporate
governance data
from Shark
Repellent and
Aquila data.
Multiple
Regressions
Analysis and
Recursive
Partitioning
conducted.
Stock return
data from the Center
for Research in
Security Prices
(CRSP). Accounting
data from
Compustat. The

index increased by one
point (under a range of 1 to
100) this subsequently
caused an increase in
average market
capitalization of around
8.52% (company’s book
asset value). Also,
additional evidence
suggested a reverse
causality of firm value to
corporate governance where
higher valued firms had
shown to adopt better
corporate governance
practices.
Overall findings provide for
evidence of causality
between firm level
governance and firm market
value. Also, several other
control variables such as
overall market index,
liquidity of firms and
leverage, appeared to have
great significance in
predicting Tobin Q. What
could also be estimated in
general was that governance
measures (with firms fixed
effects) demonstrated that
when there was a two
standard deviation change
in governance there was
subsequently a 0.12
increase in Tobin’s q.
Correlations were found
between the 14 constructs
and a firm’s future
operating performance,
Tobin’s Q, and future
excess stock returns.

Stock market
underperformance was
evident among firms with
weak shareholder rights and
this weakness further
reflects significant
operating
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information behind
governance not
appears to be
impounded in stock
prices.

measuring
governance based
on the G-Index
were also included.

researchers had
utilized GIM’s
sample group (S&P
500, annuals lists of
largest corporations
by Fortune, Forbes
and business week,
as well as smaller
firms and firms with
high levels of
institutional
ownership) based on
surveys of investor
rights and takeover
protection
conducted by the
Investor
Responsibility
Research Center
(IRRC). Regressions
Analysis conducted.

(2005)
Hsiang-tsai
Chian

The study focused on
explaining the
relationship between
corporate governance
and information
transparency among
firms in Taiwan’s
high-tech industry.

Performance
measures included
ROA, ROE, and
Earnings per share,
and company Size.
Governance
measures on
information
transparency were
also included.

(2006)
Brian John
Bolton

Studied corporate
governance and its
relevance to firm

Performance
variables included
ROA, Stock

Utilized a
measurement of
information
transparency, based
on Standard &
Poor’s 98 criteria
(Companies' annual
reports are used in
S&P research). The
study was also
supplemented with
information
gathered from any
public materials
(such as a
company's web site
and the Taiwanese
security Exchange
Committee and the
Taiwan Economic
Journal databases) in
order to exploit
more comprehensive
transparency
information.
Multiple
Regressions
Analysis Utilized.
Performance
variables obtained
from Compustat and

underperformance,
supporting the hypothesis
that poor stock returns is a
result of weak governance.
Key findings suggested that
even with the presence of
differences in operating
performance analysts and
investors did not appear
surprised and that return
differences aren’t the result
of market reactions to
acquisition and capital
expenditure
announcements. Also,
after examining operating
performance and stock
returns for weak and strong
governance firms, lower
operating performance
appeared evident among
weak governance firms but
firms with weak shareholder
rights appeared to have
higher abnormal stock
returns relative to returns of
stronger governed firms.
Results indicated that board
and management structure
and process, information
disclosure, financial
transparency, institution
ownership, board ownership
and board size have strong
significant influence on firm
operating performance
(return on asset, return on
equity, earnings per share,
company size). Therefore
results further justified that
information transparency
was a good indicator of
corporate performance.

Strong correlation existed
between firm operating
performance and stock
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performance

Returns and Tobin
Q. Variables
measuring
governance were
also included.

(2006)
Black, Jang and
Kim

A study on whether
corporate governance
could predict firm
value among listed
Korean companies.

Tobin Q was used
as a measure of
firm value. Other
control variables
included are market
to book ratio, and
market to sales
ratio. Variables
measuring firm
governance were
also included.

(2006)
Nowak, Rott
and Mahr

Provided different
findings from the
German Stock
Market on the
Relevance or
Irrelevance of
disclosure of

Firm performance
measures included
book-value-of total
assets, market value
of equity,
profitability, and
leverage. Published

Center for Research
in Security Prices,
and CEO variables
from Compustat’s
Execucomp
database.Utilized the
Gompers, Ishii and
Metrick (GIM,
2003) and Bebchuk,
Cohen and Ferrell
(BCF, 2004)
Indices. G-Index
obtained from
Investor
Responsibility
Research
Center (IRRC)
database. Corporate
Governance scores
obtained from the
Corporate Library
benchmark score.
Correlations
Analysis.
Balance sheet,
income statement,
and industry data
from the TS2000
database maintained
by the Korea Listed
Companies
Association. Stock
market and
share ownership
data from a KSE
database. The study
utilized a Korean
corporate
governance index
(distilled to 38 items
and classified into
four indices)
developed from a
survey, that had
been conducted by
the Korean Stock
Exchange in 2001,
among 515 Korean
companies.
Correlations
Analysis conducted.
Basic data was
compiled for all
firms of Deutsche
Börse's ‘Prime
Standard’ market
segment. First-time
declaration

ownership of board
members, as well as CEOChair separation.
Alternatively Board
independence showed a
negative correlation to
operating performance for
the given period.

Evidence suggested a causal
link between an overall
corporate governance index
market value. Key findings
demonstrated that a “worstto-best change” in the
Korean Corporate
Governance Index predicted
a 0.47 increase in Tobin’s
Q, approximately a 160%
increase in share price.
Also, firms that had 50%
outside directors showed
higher Tobin’s Q (0.13
higher, around 40% higher
share prices).

Evidence suggested that
announcements of
compliance did not impact
firm value even though it
was assumed by Code
Regulators and Promoters
that market reactions could
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compliance with
Corporate
Governance 317
German listed firms
were studied from
2002 to 2005.

Measures of
corporate
governance
compliance are also
used.

of conformity to
governance was
collected from
company websites
or requested in
writing. Codes
(classified into six
chapters based on
the codes), both
short and long-run
announcement
effects. Event Study
Methodology was
conducted.

(2006
Kouwenberg,
R.

Studies the influence
of voluntary
corporate governance
code adoption on
firm value in an
emerging market
context, with
evidence from
Thailand.

Firm value
measures included
Tobin Q, price to
book ratio, price to
sales ratio,
ownership
concentration, total
assets, sales growth,
leverage and return
on assets. 4
Corporate
Governance
categories.

(2007)
Benjamin I.
Ehikioya

The study relates to
corporate governance
structure and firm
performance in
developing
economies with
evidence from 107
Nigeria firms listed
in the Nigerian Stock
Exchange.

Measurement of
performance
include return on
assets, price
Earnings ratio,
return on equity and
Tobin’s Q. Also
included were
variables measuring
corporate
governance
structure.

Corporate
Governance data for
firms collected from
SET’s 2003 study
based on firms’
2002 annual reports,
registration
statements, notices
and minutes of the
annual shareholders’
meeting. Financial
Data collected for
2000 through 2005
from Worldscope.
Cross-sectional
regression model
utilized.
Data on
performance were
from listed firms’
annual reports (over
a five year period
from 1998 to 2002)
as published by the
Nigerian Stock
Exchange.
Corporate
Governance data
were obtained from
the NSE fact book,
through personal
observations and
interviews with the

be expected after first time
disclosure of compliance.
Also, in the long run there
didn’t seem to be evident
any positive impact on
stock performance
(abnormal or excess returns
) with higher levels of
compliance or better
governance quality when
compared to results of low
levels of compliance or a
reduction in the level of
compliance. Findings from
the study provided further
evidence that, even with the
presence of self-regulatory
corporate governance
restructuring initiatives that
required obligatory
compliance, without legal
enforcement or independent
monitoring there can be no
positive influence on
shareholder value.
Indication that there exists
a significant link between
code adoption and average
firm value. This strong link
isn’t present before the Thai
code introduction in 2001
which could suggest
causality between the two
variables.

Findings indicated that
ownership concentration,
CEO duality, firm size and
leverage (including a new
identified variable “more
than one family member on
the board”) had a significant
influence on firm
performance (return on
assets, price earnings ratio,
return on equity and
Tobin’s Q).

61

(2007)
Abor and
Biekpe

A study conducted
among small and
medium enterprises
in Ghana to
understand the link
between corporate
governance,
ownership structure
and firm
performance

Firm performance
is measured by
profitability (ROA).
Eight measures of
corporate
governance were
also included.

(2009)
Lan-Fen Wang
and Yi Yin Yen

The study gave
emphasis to
ownership structure
(playing a significant
role in corporate
governance systems)
and its influence over
the decision making
and performance of
companies.

Company
performance is
measured by using
Tobin’s Q with an
extra control
variable which is
the scale of the
company .Measures
of ownership
structure included
percentage of
shareholding by
directors,
supervisors, major
shareholders,
qualified foreign
institutional
investors, and
domestic
individuals, as well
as how industrial
clustering
incidences in north,
central, east and
south east china.

management of
the firms Directors’,
and the database of
some
accredited, Lagosbased, stock-broking
firms. Correlations
Analysis was
conducted.
Firm performance
data from financial
statements of SMEs
in both the industrial
and services sectors
during a six-year
period, 1998-2003.
Information on
governance and
ownership issues
from interviews
from the
management of the
firms.
Regressions
Analysis conducted.
Information on
ownership structure
was from Taiwan
Economic Journal
Data Bank.
Information on
industrial clustering
was from MOPS.
Apart from a
descriptive statistics
presented, the fixed
effects model and
random effects
model were utilized
to provide data
analysis.

Findings suggested
significant correlations
between firm profitability
(return on assets) with
board size, board
composition, management
skill level, CEO duality,
inside ownership, family
business as well as foreign
ownership. An important
implication of this study
was that small and medium
enterprises with better
governance systems
ultimately gained access to
finance.
Positive effects on
performance included
shareholding percentages of
major shareholders and
qualified foreign
institutional investors.
Negative effects on
performance included
director’s shareholding
percentage and supervisors
and domestic individuals.
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2.3.2 The Ascertaining of Common Firm-Level Corporate Governance
Elements from Extensive Scale Assessments
In reviewing past studies that have been conducted, which also serve the
context of the study, certain common firm-level Corporate Governance elements were
identified. Klapper and Love (2002), Gompers, Ishii, and Metrick (2003), Brown and
Caylor (2004), Bowen, Rajgopal and Venkatachalam (2004), Drobetz, Schillhofer and
Zimmerman (2004), Beiner, Drobetz, Schmid and Zimmerman (2004), Core, Guay,
and Rusticus (2005), and Black, Jang and Kim (2006) assessed firm-level Corporate
Governance on an extensive scale, relative to other previous studies that were
reviewed (as presented in table 2.1). A methodology in rating firm level corporate
governance, common to such studies, includes the use of an Index. Klapper and
Love’s (2002) governance index covers six broad categories; management discipline,
transparency, independence, accountability, responsibility, and fairness. Their study
also measured country-level legal effectiveness; Judicial efficiency, Shareholder’s
rights, and legality.
Gompers, Ishii, and Metrick’s (2003) G-Index included several Corporate
Governance provisions; Anti-greenmail, Blank check, business combination laws,
bylaw and charter, cash-out laws, a classified board, compensation plans, contracts,
control shares acquisition laws, cumulative voting, director’s duties, fair price, golden
parachutes, indemnification, liability, pension parachutes, poison pill, secret ballot,
severance, silver parachutes, special meeting, supermajority, unequal voting, and
written consent. Brown and Caylor (2004), expanded on the G-Index to create a
GOV-Score Index, assessing eight corporate governance categories (sharing nine
common governance provisions with the G-Index); Audit, board of directors,
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charter/bylaws, director education, executive and director compensation, ownership,
progressive practices, and state of incorporation.
Bowen, Rajgopal and Venkatachalam (2004) and Core, Guay, and Rusticus
(2004), used Gompers, Ishii and Metrick’s (2003) g score, which measures balance of
power between shareholders and top executives, to proxy for governance quality.
Governance

categories

included

board

monitoring,

institutional

ownership,

managerial ownership, incentive compensation (bonus), incentive compensation
(stock options), and audit expertise.
Drobetz, Schillhofer and Zimmerman (2004), and Beiner, Drobetz, Schmid
and Zimmerman (2004), rate governance quality based on the following categories;
corporate governance commitment, shareholder’s rights, transparency, management
and supervisory board matters, and auditing. Black, Jang and Kim (2006) construct a
Korean Corporate Governance Index (KCGI) classified into four sub-indices which
include shareholder’s rights, board structure, board procedure, disclosure, and
ownership parity.
Among the categories that offer an extensive procedure in assessing firm-level
corporate governance in the studies presented, there appear to be frequent recurrence
of certain categories which include transparency, shareholder’s rights, board of
directors, audit, director education, executive and director compensation, ownership
parity, and progressive practices. However, governance proxies for rights of
stakeholders appear to be absent in the studies reviewed.

64
2.3.3 Indications of an Association between Firm-Level Corporate
Governance with Firm Value and Performance through Extensive Scale
Assessments
In reviewing studies that demonstrated adoption of extensive scale
assessments of firm- level Corporate Governance, more insight was gained in terms of
how each Corporate Governance measure impacted each firm performance variable.
Klapper and Love’s (2002) study offer indication that firms having better governance
also have higher market valuation and this result becomes strong when country
dummies are included. When there is 1 standard deviation change in governance
results there is an increase in the value of Tobin’s Q of around 23%. Gompers, Ishii,
and Metrick (2003) find that corporate governance show strong correlation with stock
returns during the 1990s. Abnormal returns of 8.5% per year were possible through
an investment strategy where shares are bought from firms with strong shareholder
rights (lowest G-firms), and sold in firms with weak shareholder rights (highest Gfirms). Also, another significant relationship is between governance and valuation
where one point increase in a governance score is related to a decrease in a firm’s
Tobin’s Q by as high as 11.4 %.
Brown and Caylor (2004) found that firms in the top and bottom deciles of
GOV-Score have a Tobin’s Q of 0.104 above the industry average (or 0.267 below the
industry average), with a spread of 0.371 which is significant at the 1% level. Tobin’s
that Q is also have shown to positive correlations with seven governance categories
(anti-takeover categories, charter/bylaws and state of incorporation are significant).
However, correlations with director education is insignificant (magnitude of 0.00349).
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Drobetz et al., (2004) found significant correlations for all financial measures
(except growth) with their Corporate Governance proxy indicating that firms with
better governance also appear to be large, while receiving high valuations compared
to their fundamental measures. Positive correlation between historical returns and
corporate governance is significant at the 1% level. Firms with higher governance
ratings demonstrate higher firm valuations, with an estimated coefficient on the
governance rating being positive and significant (p-value of 0.0123). Again, Beiner et
al., (2004) results show that Corporate Governance has a statistically significant
positive effect on firm value as measured by Tobin’s Q. When Corporate Governance
index increases by one point (their index ranges from 1 to 100) there is an increase of
firm market capitalization by around 8.52% (on average) of a company’s book asset
value.
Core et al., (2005) offer different results from their comparative investigation
between stock returns and operating performance with strong and weak shareholder
rights, an extension of Gompers, Ishii and Metrick’s (2003) study . They provided
evidence of firms having weak shareholders rights and subsequently lower operating
performance. Using analysts earnings forecasts and returns around earnings
announcements as a proxy for investor expectations, they found that investors and
analysts weren’t surprised by difference in operating performance. They also show
that weakly governed firms are taken over at around the same rate as strongly
governed firms and the difference in the probability of a takeover are improbable in
explaining the return difference.
Black et al., (2006) regress Tobin’s Q against the result of their governance
index and find that this correlation is highly significant with a coefficient of 0.0064 (t
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= 6.12). An average 10 point increase in their governance index predicts a 0.064
increase in Tobin’s q.

They offer an explanation for the causes of association

between corporate governance and firm market value. When firms are better governed
they could also be more profitable therefore investors will expect an increase in future
profitability. Firms will also be able to pay more dividends at a certain level of
profitability and can make better investments. Furthermore investors could also value
the same dividends (or earnings) more highly since firm insiders will not be likely to
divert profits for themselves. Therefore, based on the evidence from the extensive
studies done on firm level corporate governance, value and performance, what can be
expected are positive associations between such variables. The next chapter
incorporates discussion of the theoretical and conceptual framework of the study, as
well as the proposal of the research hypotheses.
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CHAPTER III
Research Frameworks

With reference to the study’s research questions and objectives, a theoretical
framework and conceptual framework have therefore been established. A discussion
of Koller’s et al., (2005) Comprehensive Value Metrics Framework (CVMF) and its
relevance to the study is offered, and the study’s dependent and independent variables
in an operationalization context is addressed. Twenty three research hypotheses have
also been proposed to be in line with the study’s research questions.
3.1 Theoretical Framework
3.1.1 Comprehensive Value Metrics Framework
Taking into account a lack of “the perfect performance measure” the
framework (see Figure 3.1) by Koller et al., (2005) displays the relationship between
several economic measures with various performance aspects, by portraying the type
of measures practical to each individual aspect and elucidates the relationships among
various measures. With the CVMF, shareholder’s stock market value creation is the
final output measure. Stock Price Performance, Intrinsic Value, Financial indicators
and value drivers play a role in performance management and management decision
making.
Firstly, value creation targets long-term periods can be set by corporate
management with regards to Total Returns to Shareholders (TRS) or Market Value
Added of the company (MVA). Secondly, in terms of intrinsic values, companies can
assess substitute strategies, opportunities, value of business units as well as of the
entire company. Thirdly, short and medium term financial targets (also targets for
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operating and strategic value drivers) can be derived from intrinsic values. Lastly,
targets on financial indicators and key value drivers allows for the opportunity to
assess performance with results.
Figure 3.1 Comprehensive Value Metrics Framework.

Source: Adapted from Koller, Goedhart and Wessels’ Comprehensive Value
Metric Framework for Valuation: Measuring and managing the value of
companies From Koller, T., Goedhart, M., Wessels, D., 2005 p. 56
Despite the advocacy by financial analysts for TRS being the best way to
measure performance, the key limitation is the existence of other factors that drive
share prices, other than performance of management. The framework also raises an
important question in terms of why market and financial measures alone are not
enough to allow for a comprehensive understanding of why company performance is
the way it is. Equal weight should be given to both i.e., about whether a company
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meets its financial targets as well as how financial results are achieved. This is where
value drivers also serve as another alternative for assessing and understanding a
company’s current performance and anticipate what its future performance would
likely be.
From the framework, value drivers designated as leading indicators of
performance are market share, cost per unit and value of R&D projects. Moreover,
understanding firm-level Corporate Governance as another value driver, eventually
towards both firm value and stock market performance , can perhaps best be achieved
with the groundwork of the comprehensive value metrics framework.
3.1.2 The Structure of Firm- Level Corporate Governance among
Publicly Listed and Traded Companies of Thailand.
The standard Corporate Governance structure (see Figure 3.2) that can be
observed among Thai listed companies consist of the board of directors,
management , minority shareholders and major shareholders , where all three play
key roles in terms of the corporation’s management and monitoring (Stock Exchange
of Thailand, 2003). OCED’s principles of Corporate Governance (2004) proposed that
frameworks for corporate governance should firstly support transparency and
efficiency of markets. This also involves taking into consideration how by and large
economic performances, market integrity as well as the creation of incentives for
market participants are influenced.
In addition, such frameworks should be unfailing with the rule of law where
legal and regulatory frameworks that shape corporate governance practices in a
jurisdiction are also enforceable and transparent. Moreover, regulatory frameworks
should clearly state how responsibilities are to be divided across enforcement,
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regulatory, and supervisory authorities without ignoring how public interest is to be
served and that duties of authorities are conducted in a professional and objective
manner (under provided authority, integrity and resources) where there exists timely,
transparent and comprehensive rulings.
Figure 3.2: The Stock Exchange of Thailand’s Corporate Governance
Structure under Best Practices for Shareholders

Source: Adapted from The Stock Exchange of Thailand’s Corporate Governance
Structure under Best Practices for Shareholders from The Corporate
Governance Center’s First Publication, 2003 p.1
Superimposing this are the principles and practices of good corporate
governance, recommended to be complied with by Thai listed companies as certified
and revised on a timely basis by the SET These are typified in the areas of rights and
equitable treatment of shareholders, role of stakeholders, disclosure and transparency
and responsibilities of the board. SET’s 2003 assessment of Corporate Governance
among Thai listed companies presented common implemented principles (all required
by laws and regulations) which included proxy, stakeholder’s rights, conflict of
interests, disclosure of directors and management remuneration, audit committee and
information disclosure.
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Figure 3.3 Concept Mapping: The Corporate Governance Effect on Firm
Value and Stock Market Performance
Good Corporate Governance
Compliance
Measured at Firm Level
Firm Value
And
Stock Market Performance
Source: Created by the Author and Researcher for the graduate thesis on
Corporate Governance Effects on Firm Value and Stock Market
Performance: An Empirical Study of SET 100 Index Listed Companies of
Thailand
Holding other variables constant, compliance to good Corporate Governance
can be related to a firm’s value and stock market performance during a given period
of time. Therefore, the concept mapping in Figure 3.3 aims to demonstrate a common
view that positive effects should consequently be reflected in corporate performance.
The portraying of such an association is synonymous to the CFVM’s fundamental
principle of value creation.

3.2 Conceptual Framework
The conceptual framework presented in figure 3.4 incorporates the final
relationship portrayed between value drivers of firm with firm performance measures
that reflects the outcome of such value drivers, as represented in the Comprehensive
Value Metrics framework. Independent variables X to be measured have been
categorized into 9 sub-indices; Shareholders Rights and Equitable Treatment, Board
of Directors, Directors Remuneration and Compensation, Director and Executive
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Education and Development, Disclosure and Transparency, Role of Stakeholders,
Committees, and Progressive Policies and Practices. An extra category labeled
ownership structure has also been included with four items to be measured similar to
the items studied by Brown and Caylor (2004) who utilized the Gov-Score Index.
Figure 3.4: Conceptual Framework
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Source: Created by the Author and Researcher for the graduate thesis on
Corporate Governance Effects on Firm Value and Stock Market
Performance: An Empirical Study of SET 100 Index Listed Companies of
Thailand
The first section of the study’s conceptual framework (Figure 3.4) allows for
observation of 9 sub-indices that ultimately encompasses firm-level corporate
governance compliance, which is illustrated as an impendent mediator variable.
Dependent variables Y represents firm value of listed companies as measured by
Tobin Q, and stock market performances of listed companies as measured by Total
Return to Shareholders and Market Value Added. The second section of the study’s
conceptual framework allows for studying whether value creation can consequently
be detected after examining for firm-level Corporate Governance compliance. What is
represented in the framework (see Figure 3.4) is the general intent of the study in
trying to understand either the existence of a positive, negative or no correlation.
Variables X can either demonstrate a positive and strong (or negative and strong)
relationship with Variable Y or vice versa.

3.3 Research Hypothesis
With reference to the study’s research objectives and drawing on the theories and
literature on Corporate Governance that have been explored, this study can be broken
down into two stages.
3.3.1 Research Hypothesis for Stage 1.
In order to study and assess corporate governance compliance among SET 100
Index listed companies in Thailand, the first stage of the study relies on data utilizing

74
an Index constructed based on the recommended best practices of good governance,
amended in 2006 by the Stock Exchange of Thailand. In this stage what is examined
is the relationship between voluntary compliance to codes and recommended best
practices of good governance with firm value and stock performance for the period
2006 to 2009. Hypotheses for the study’s first stage can be stated as follows:
Hypothesis 1: H1o:β1= 0 There is a no positive relationship between overall
voluntary compliance to good Corporate Governance with Tobin’s Q.
H1a:β1≠0 There is a positive relationship between overall voluntary
compliance to good Corporate Governance with Tobin’s Q.
Hypothesis 2: H2o:β2=0 There is a no positive relationship between overall voluntary
compliance to good Corporate Governance with Total Returns to
Shareholders.
H2a:β2≠0 There is a positive relationship between overall voluntary
compliance to good Corporate Governance with Total Returns to
Shareholders.
Hypothesis 3: H3o:β3=0 There is a no positive relationship between overall voluntary
compliance to good Corporate Governance with Market Value Added.
H3a:β3≠0 There is a positive relationship between overall voluntary
compliance to good Corporate Governance with Market Value Added.
Hypothesis 4: H4o:β4=0 There is no positive relationship between voluntary
compliance to good governance of Shareholder’s Rights and Equitable
Treatment of shareholders with Tobin’s Q.
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H4a:β4≠0 There is a positive relationship between voluntary
compliance to good governance of Shareholder’s Rights and Equitable
Treatment of shareholders with Tobin’s Q.
Hypothesis 5: H5o:β5=0 There is a no positive relationship between voluntary
compliance to good governance of Shareholder’s Rights and Equitable
Treatment of shareholders with Total Returns to Shareholders.
H5a:β5≠0 There is a positive relationship between voluntary
compliance to good governance of Shareholder’s Rights and Equitable
Treatment of shareholders with Total Returns to Shareholders.
Hypothesis 6: H6o:β6=0 There is a no positive relationship between voluntary
compliance to good governance of Shareholder’s Rights and Equitable
Treatment of shareholders with Market Value Added.
H6a:β6≠0 There is a positive relationship between voluntary
compliance to good governance of Shareholder’s Rights and Equitable
Treatment of shareholders with Market Value Added.
Hypothesis 7: H7o:β7=0 There is a no statistically positive and significant
Relationship between voluntary compliance to good governance of
Board of Directors with Tobin’s Q.
H7a:β7≠0 There is a statistically positive and significant relationship
between voluntary compliance to good governance of Board of
Directors with Tobin’s Q.
Hypothesis 8: H8o:β8=0 There is a no statistically positive and significant
Relationship between voluntary compliance to good governance of
Board of Directors with Total Returns to Shareholders.
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H8a:β8≠0 There is a statistically positive and significant relationship
between voluntary compliance to good governance of Board of
Directors with Total Returns to Shareholders.
Hypothesis 9: H9o:β9=0 There is a no statistically positive and significant
relationship between voluntary compliance to good governance of
Board of Directors with Market Value Added.
H9a:β9≠0 There is a statistically positive and significant relationship
between voluntary compliance to good governance of Board of
Directors with Market Value Added.
Hypothesis 10: H10o:β10=0 There is a no positive relationship between voluntary
compliance to good governance of Remuneration and Compensation
with Tobin’s Q.
H10a:β10≠0 There is a positive relationship between voluntary
compliance to good governance of Remuneration and Compensation
with Tobin’s Q.
Hypothesis 11: H11o:β11=0 There is a no positive relationship between voluntary
Compliance to good governance of Remuneration and Compensation
with Total Returns to Shareholders.
H11a: β11≠0 There is a positive relationship between voluntary
compliance to good governance of Remuneration and Compensation
with Total Returns to Shareholders.
Hypothesis 12: H12o:β12=0 There is a no positive relationship between voluntary
Compliance to good governance of Remuneration and Compensation
with Market Value Added.
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H12a: β12≠0 There is a relationship relation between voluntary
compliance to good governance of Remuneration and Compensation
with Market Value Added.
Hypothesis 13: H13o:β13=0 There is a no positive relationship between voluntary
compliance to good governance of Director/Executive Education and
Development with Tobin’s Q.
H13a:β13≠0 There is a positive relationship between voluntary
compliance to good governance of Director/Executive Education and
Development with Tobin’s Q.
Hypothesis 14: H14o:β14=0 There is a no positive relationship between voluntary
compliance to good governance of Director/Executive Education and
Development with Total Returns to Shareholders.
H14a:β14≠0 There is a positive relationship between voluntary
compliance to good governance of Director/Executive Education and
Development with Total Returns to Shareholders.
Hypothesis 15: H15o:β15=0 There is a no positive relationship between voluntary
compliance to good governance of Director/Executive Education and
Development with Market Value Added.
H15a:β15≠0 There is a positive relationship between voluntary
compliance to good governance of Director/Executive Education and
Development with Market Value Added.
Hypothesis 16: H16o:β16=0 There is a no statistically positive and significant
relationship between voluntary compliance to good governance of
Disclosure and Transparency with Tobin’s Q.
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H16a:β16≠0 There is a statistically positive and significant
relationship between voluntary compliance to good governance of
Disclosure and Transparency with Tobin’s Q.
Hypothesis 17: H17o:β17=0 There is a no statistically positive and significant
relationship between voluntary compliance to good governance of
Disclosure and Transparency with Total Returns to Shareholders.
H17a:β17≠0 There is a statistically positive and significant
relationship between voluntary compliance to good governance of
Disclosure and Transparency with Total Returns to Shareholders.
Hypothesis 18: H18o:β18=0 There is a no statistically positive and significant
relationship between voluntary compliance to good governance of
Disclosure and Transparency with Market Value Added.
H18a:β18≠0 There is a statistically positive and significant
relationship between voluntary compliance to good governance of
Disclosure and Transparency with Market Value Added.
Hypothesis 19: H19o:β19=0 There is a no positive relationship between voluntary
compliance to good governance of Role of Stakeholders with Tobin’s
Q.
H19a:β19≠0 There is a positive relationship between voluntary
compliance to good governance of Role of Stakeholders with Tobin’s
Q.
Hypothesis 20: H20o:β20=0 There is a no positive relationship between voluntary
compliance to good governance of Role of Stakeholders with Total
Returns to Shareholders.

79
H20a:β20≠0 There is a positive relationship between voluntary
compliance to good governance of Role of Stakeholders with Total
Returns to Shareholders.
Hypothesis 21: H21o:β21=0 There is a no positive relationship between voluntary
compliance to good governance of Role of Stakeholders with Market
Value Added.
H21a:β21≠0 There is a positive relationship between voluntary
compliance to good governance of Role of Stakeholders with Market
Value Added.
Hypothesis 22: H22o:β22=0 There is a no positive relationship between voluntary
compliance to good governance of Committees with Tobin’s Q.
H22a:β22≠0 There is a positive relationship between voluntary
compliance to good governance of Committees with Tobin’s Q.
Hypothesis 23: H23o:β23=0 There is a no positive relationship between voluntary
compliance to good governance of Committees with Total Returns to
Shareholders.
H23a:β23≠0 There is a positive relationship between voluntary
compliance to good governance of Committees with Total Returns to
Shareholders.
Hypothesis 24: H24o:β24=0 There is a no positive relationship between voluntary
compliance to good governance of Committees with Market Value
Added.
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H24a:β24≠0 There is a positive relationship between voluntary
compliance to good governance of Committees with Market Value
Added.
Hypothesis 25: H25o:β25=0 There is a no statistically positive and significant
Relationship between voluntary compliance to good governance of
Ownership Structure with Tobin’s Q.
H25a:β25≠0 There is a statistically positive and significant
relationship between voluntary compliance to good governance of
Ownership Structure with Tobin’s Q.
Hypothesis 26: H26o:β26=0 There is a no statistically positive and significant
relationship between voluntary compliance to good governance of
Ownership Structure with Total Returns to Shareholders.
H26a:β26≠0 There is a statistically positive and significant
relationship between voluntary compliance to good governance of
Ownership Structure with Total Returns to Shareholders.
Hypothesis 27: H27o:β27=0 There is a no statistically positive and significant
relationship between voluntary compliance to good governance of
Ownership Structure with Market Value Added.
H27a:β27≠0 There is a statistically positive and significant
relationship between voluntary compliance to good governance of
Ownership Structure with Market Value Added.
Hypothesis 28: H28o:β28=0 There is a no positive relationship between voluntary
compliance to good governance of Progressive Policies and Practices
with Tobin’s Q.
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H28a:β28≠0 There is a positive relationship between voluntary
compliance to good governance of Progressive Policies and Practices
with Tobin’s Q.
Hypothesis 29 H29o:β29=0 There is a no positive relationship between voluntary
compliance to good governance of Progressive Policies and Practices
with Total Returns to Shareholders.
H29a:β29≠0 There is a positive relationship between voluntary
compliance to good governance of Progressive Policies and Practices
with Total Returns to Shareholders.
Hypothesis 30 H30o:β30=0 There is a no positive relationship between voluntary
compliance to good governance of Progressive Policies and Practices
with Market Value Added.
H30a:β30≠0 There is a positive relationship between voluntary
compliance to good governance of Progressive Policies and Practices
with Market Value Added.
3.3.2 Research Hypothesis for Stage 2.
The second stage of the study relies on summarized results and findings to further
assess the existence of a causal link between corporate governance compliance on
Firm Value and Stock Market Performance. Secondary data relevant to corporate
governance results from 2002 provided by the SET is analyzed. 2002 was the first
year when publicly listed companies in Thailand disclosed compliance to the SET,
after the codes of good corporate governance had been authorized for use. In this
stage what is observed are whether results, based on the extended number of years the
study covers (separated into two periods, first period being 2002 to 2005, second
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period being 2006 to 2009), can suggest a strong case for causality. Hypotheses for
the study’s second stage can be stated as follows:
Hypothesis 31: H31o: There is a no statistically significant difference between
influences of voluntary compliance to good Corporate Governance
with Firm Value and Stock Market Performance given two different
periods (2002 to 2005, and 2006 to 2009).
H31a: There is a statistically significant difference between influences
of voluntary compliance to good Corporate Governance with Firm
Value and Stock Market Performance given two different periods
(2002 to 2005, and 2006 to 2009).
Hypothesis 32: H32o: There is no improvement in Firm Value after voluntary
compliance of good Corporate Governance.
H32a: There is an improvement in Firm Value after voluntary
compliance of good Corporate Governance.
Hypothesis 33: H33o: There is a no improvement in Stock Market Performance after
voluntary compliance of good Corporate Governance.
H33a: There is an improvement in Stock Market Performance after
voluntary compliance of good Corporate Governance.
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3.4 Operationalization of the Independent and Dependent Variables for the Study
3.4.1 Operationalization of the Independent Variables.
Table 3.1
Independent Variables and Sub-variables included in the study
Concept
Corporate
Governance
Compliance

Conceptual
Definition
Firm compliance
to codes and best
practices for good
corporate
governance as
recommended by
the Stock
Exchange of
Thailand

Operational Component
Shareholder’s Rights and
Equitable Treatment
Board of Directors

Level of
Measurement
Interval Scale
Interval Scale

Remuneration and
Compensation
Director and Executive
Education and Development
Disclosure and Transparency

Interval Scale

Role of Stakeholders

Interval Scale

Committees

Interval Scale

Ownership Structure

Interval Scale

Progressive Policies and
Practices
Mediator Variable: Overall
Corporate Governance
Compliance

Interval Scale

Interval Scale
Interval Scale

Interval Scale

Operational components pertaining to corporate governance compliance
include 9 classifications;

shareholder’s rights and equitable treatment, board of

directors, remuneration and compensation , director and executive education and
development, disclosure and transparency, role of stakeholders, committees,
ownership structure, and corporate governance policies and progressive practices, a
total of 100 sub variables to be measured. Also measured is overall corporate
governance compliance.
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3.4.2 Operationalization of the Dependent Variables.
Table 3.2
Dependent Variables and Sub-variables included in the study
Concept
Stock Market
Performance

Conceptual
Definition
Total Returns to
Shareholders
Market Value
Added

Firm Value

Tobin Q

Operational Component
Share Price Beginning
Share Price Ending
Dividends
Firm Debt Value
Firm Equity Value
The Capital Invested in a
Firm
Total Assets
Market Value of Equity
Total Common Equity
Deferred Taxes

Level of
Measurement
Interval Scale

Interval Scale

Interval Scale

For Stock Market Performance the study uses annual ending results for Total
Returns to Shareholders and Market Value Added as proxies. Also, the study has
selected Tobin’s Q as a proxy for Firm Value. The level of measurement chosen for
both independent and dependent variables is Interval scale, where the presence of a
zero represents an arbitrary value.
3.4.3 Operationalization of the study’s Control Variables based on Firm
Attributes.
Table 3.3
Control Variables and Sub-variables included in the study
Concept
Conceptual
Operational Component
Definition
Size
Firm Market Capitalization

Level of
Measurement

Sales Growth

Sales for the Annual Period

Interval Scale

Profitability as
measured by
Return on
Assets

Net income available to
common stockholders
Total Assets

Firm
Attributes

Interval Scale

Interval Scale
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Since Firm Value and Stock Market Performance can also be consequential of
other firm attributes the study therefore includes three extra control variables, namely
size, sales growth and profitability (see, e.g., Durneve and Hankim, 2005, and
Klapper and Love, 2002, amongst others. Doing so would allow for a fair experiment
between the study’s independent and dependent variables. The study controls for firm
size, sales growth, and profitability for two separate periods. Firstly, for the initial
period of the study, by using two year annual average results, between 2001 and 2002.
For the second period of the study, two year annual average results for the study’s
control variables are also computed between 2005 and 2006.
Furthermore retrospection can be offered with regards to the circumstances of
firms in their initial stages of corporate governance policy adoption in the first period,
as well as for the second period of the study where firm-level corporate governance
had been amended. Along with the study’s independent and dependent variables the
level of measurement selected is also an Interval scale. With the established research
frameworks, following is a discussion and presentation of research methodologies for
the study in the ensuing chapter. Rationales have been provided as to the choice of
concurrent scientific research design procedures, and how quantitative as well as
qualitative data collection and analysis had been carried out.
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CHAPTER IV
Research Methodology

With reference to the study’s related literature and conceptual framework,
highlighted in this chapter are the research methodologies, sampling design, and
statistical treatment of data pertaining to the study. Moreover, specific research
methods used in collecting and analyzing data to fulfill the study’s research objectives
will be examined.
4.1 Research Design and Background of Methods Used
4.1.1 Research Design.
Based on the proposed scientific research design recommended by Saunders,
Lewis and Thornhill (2007) and Creswell (2003), the following integrated steps in
approaching the research project have been adopted:
Figure 4.1 Research Design for the Study

87
Source: Adapted from Saunders, Lewis, and Thornhill’s Research Process for
Business and Management Research. From Saunders, M., Lewis, P., Thornhill,
A., 2007 p. 10; and Creswell’s Research Design for Qualitative, Quantitative and
Mixed Method Approaches. From Creswell, J.W., 2003 p.209.
Subsequent to the recommended research design by Saunders et al., (2007)
and Creswell (2003), the study was instigated because of initial interest in Corporate
Governance among publicly listed companies in Thailand. Specific to this area, the
study therefore consequently focused on exploring the nature of Corporate
Governance among actively trading companies on the SET, and the subsequent
association that can be observed between this phenomenon with Firm Value and
Stock Market Performance. The study relied on the gathering of preliminary data and
reviewing of related literature, as well as looking at past studies that have provided
significant findings and evidence to provide supplementary knowledge and
justification for the study’s area of focus.
The underlying issues in line with the study have also been defined and the
variables identified, dependent variables being Firm Value and Stock Market
Performance, and independent variables being factors pertaining to Corporate
Governance compliance. The study also hypothesizes the relationship believed to
exist between the independent and dependent variables. Furthermore, the study
constructs quantitative and qualitative research procedures designated to gather
pertinent data as part of the study’s further analysis. Text Content Analysis
procedures, as recommended by Neuendorf (2002), have been utilized for the
treatment of qualitative data relevant to the study. The Statistical Package for the
Social Sciences (SPSS) software is utilized for the handling of the study’s quantitative
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analysis. Conclusions and recommendations are subsequently made in line with the
study’s research questions and objectives and findings and results presented in the
final report of the study.
4.1.2 Background of Methods Used
With indication to the study’s objectives in understanding corporate
governance compliance, and its relationship with Firm Value and Stock Market
Performance of public listed (and actively trading) companies on the SET , reliance
on secondary data as well as primary data were reckoned to be fitting with the mixed
research methods for this study. Financial Information applicable to the study, for the
annual ending periods of 1999 to 2009, is collected from financial statements and
annual reports provided by the SEC, the SET, and also made available in company
websites of publicly listed companies. Corporate Governance assessment scores for
the first period of the study, based on the SET’s 15 principles on good Corporate
Governance, of publicly listed companies’ annual ending period of 2002 (the year
when disclosure of compliance was first made) were obtained from the SET’s CGC.
Compliance to the 15 principles and recommended best practices on good Corporate
Governance is also publicized in a listed company’s annual report and Form 56.
In addition, for the second period of the study, an Index is made use of in
measuring Corporate Governance compliance among listed companies based on the
recommended best practices of good Corporate Governance revised by the SET in
2006. This Index (labeled Thai Gov-Index) further serves the purpose of the study
through quantitatively measuring firms’ current Corporate Governance practices.
Corporate Governance data to represent this period of the study is collected from
Corporate Governance reports publicized in company annual reports by the use of a
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Text Content Analysis approach.

A concurrent triangulation strategy, where

quantitative and qualitative information are integrated for the interpretation of overall
results, is adopted.
What is also examined is the association between each of the study’s
independent variable with the dependent variable, which is Firm Value and Stock
Market Performance. Pre-tests of the Index are conducted before final use and a
reliability analysis was conducted to determine robustness and consistency of the
Index. Reliability and validity tests for the study’s Text Content Analysis approach
have also been conducted. All data collected and contributing to the study are also
coded and analyzed with the Statistical Package for the Social Sciences (SPSS)
software.

Standard data analysis tools adopted include Descriptive Statistics,

Reliability tests, and Correlation Tests.

4.2 Selection of Publicly Listed Companies on the Stock Exchange of Thailand in
support of the Study’s Objectives
4.2.1 Consideration of SET 100 Index Listed Companies as a Representative
Sample for the Study’s Findings and Analysis.
As recommended by Sekaran (2003), a “purposive” approach has been
adopted in the consideration of SET 100 Index companies to represent the study’s
findings and analysis, since it serves the study’s specific nature and therefore must
embody certain appropriate characteristics as well as specific behaviors. The study
therefore selects listed companies, taking note of their corresponding industries,
which have been actively trading on the SET in the third quarter of 2009 to be
included in its survey. Selection of publicly listed companies based on their trading
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behavior and market capitalization were called for because of the nature of the study
as well as its research objectives. Considerations were also made as to the timely
manner and extent of voluntary adoption and disclosure of Corporate Governance
practices among the samples.
With regards to the collection of primary data through questionnaire
distribution (as part of the data collection and pre-tests process), the study urged that
the companies designate one representative from the company’s board to participate
in the survey. In addition to this, that the company’s representative have up-to-date
knowledge

regarding

the

company’s

adoption

of

Corporate

Governance

principles/policies and recommended best practices, as well as its nature of
compliance so as to provide accurate results that can also be generalized. The study
sets the following criteria in considering participation by listed companies for its
quantitative study:
•

All pertinent data and information (financial and non financial) availability to
be in line with the time frame of the study.

•

Data and information availability relating to the company’s Corporate
Governance nature and compliance to be in line with the time frame of the
study.

•

The history of the company with regards to its trading activity on the Stock
Exchange of Thailand.

•

The willingness of the company to participate in the study through voluntarily
disclosing specific aspects of its compliance to the recommended best
practices on good Corporate Governance in the Thai Gov-Index.
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•

The company’s understanding and general perception regarding its current
Corporate and Governance performance in terms of initiatives and how much
it has accomplished mission wise. This would enable responses made in the
study’s Index to be accurate and current.

4.2.2 Qualification of SET 100 Index Listed Companies as a Representative
Sample of the Study’s Findings and Analysis.
In the third quarter of 2009, excluding companies under rehabilitation and
medium sized enterprises, a total of 413 companies remained on the SET (see table
4.1) with a certain level of trading activity. SET 100 Index in the third quarter of
2009 have been selected based on certain qualifications that serve the purpose of the
study. The SET (2006) follows an Index Methodology for all its Index series. The
SET Index’s (a composite market- capitalization-weighted price index) standard
estimate methodology include comparing current market value (CMV) of all listed
common stock with its market value referring to the base date of April 30, 1975 (the
period which SET Index had been established with 100 points on the base date). The
SET 100 Index is calculated from the prices of 100 selected stocks.
Table 4.1
SET 100 Index companies as of September 2009
Industry Type

Agro and Food Industry
Agribusiness
Food and Beverage
Consumer Products
Fashion
Financials
Banking

Number of Listed
Companies as of
September 2009

Number of
Companies belong
to SET 100 Index
As of September
2009

18
23

3
4

24

1

12

11
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Finance and Securities
Industrials
Automotive
Industrial
Materials
and
Machinery
Petrochemicals and Chemicals
Packaging
Property and Construction
Construction Materials
Property Development
Resources
Energy and Utilities
Services
Commerce
Health Care Services
Media and Publishing
Tourism and Leisure
Transportation and Logistics
Technology
Electronic Components
Information and Communication
TOTAL

33

3

20
23

2
3

12
13

2
1

31
60

6
20

25

14

14
13
25
14
15

6
3
3
1
6

11
27
413

3
8
100

Some selection criteria in place for companies to be incorporated into the SET
100 Index include companies: having qualified stocks listed and traded on the SET
over a minimum period of six months; having been ranked in the top 200 of SET’s
main board with regards to average daily market capitalization over the past twelve
months; qualified stocks must be actively trading; for qualified stocks there should be
a maintenance of share distribution or free-float qualification allowing ordinary
shareholders the ability to hold shares in cumulative of no less than twenty percent of
the paid-up capital of a listed company; qualified stocks should not come under SET’s
stated criteria for delisting or suspension.
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4.3 Research Instruments
4.3.1 Standard Tools Adopted- Index.
Throughout the reviewing of literature, it had been discovered that some
studies shared similarities in terms of data collecting methodologies and the adoption
of a standard instrument, an Index, to assess firm Corporate Governance compliance
for the second period of the study. Nonetheless, instruments employed in each study
varied owing to the differences in purpose and objectives of the research (see for
example Black, Jang and Kim, 2005; Brown and Caylor, 2004; Beiner, Drobetz,
Schmid and Zimmerman, 2004; Gompers, Ishii and Metrick, 2003; Klapper and Love,
2002; Drobetz, Schillhofer and Zimmermann, 2003). The Index developed for this
study, in order to measure the nature of Corporate Governance compliance among
Thai listed companies, identifies with Brown and Caylor’s (2004) Gov-Score Index in
terms of constructs. Therefore, the study follows the data collection and measurement
methodology of Brown and Caylor , although still adapting to suit the context of the
study.
Brown and Caylor measured 51 corporate governance factors, categorizing
them into audit, board of directors, charter/bylaws, director education, executive and
director compensation, ownership, progressive practices, and state of incorporation.
The Index adopted for this study (Thai Gov-Index) measures 100 corporate
governance factors, categorizing them into rights and equitable treatment of
shareholders, board of directors, remuneration and compensation, director and
executive education and development, disclosure and transparency, role of
stakeholders, committees, progressive policies and practices. An addition of four extra
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factors that measure ownership structure from the Gov-Score Index is also included,
while adapting two of the four factors to suit the context of Thai listed companies.
4.3.2 Content Design of Index.
Sekaran (2003) suggests using Index measures to assess more complex
concepts owing to one concept having several attributes to be measured. The Index is
divided into nine parts. The nine parts addresses the independent variables as depicted
in the study’s conceptual framework. The Index aims at identifying whether a
company shows compliance or non-compliance to certain recommended Corporate
Governance practices.
A response to the study’s Index follows a dichotomous response category
where compliance to each of the proposed items is identified with either a “yes” to
show compliance or a “no” to show non-compliance. Table 4.2 outlines the study’s
variables, sub-variables and scales along with their assigned placement in the Index.
(Refer to Appendix B for complete Index).
Table 4.2
Variables, Sub-variables and scales included in the study’s Index
Variable
Shareholder’s Rights and
Equitable Treatment

Sub-Variable
19 factors

Scales Used
Dichotomous Scale

Category
1

Board of Directors

27 factors

Dichotomous Scale

2

Remuneration and
Compensation

7 factors

Dichotomous Scale

3

Director and Executive
Education and Development
Disclosure and Transparency

6 factors

Dichotomous Scale

4

9 factors

Dichotomous Scale

5

Role of Stakeholders

6 factors

Dichotomous Scale

6
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Committees

10 factors

Dichotomous Scale

7

Ownership Structure

4 factors

Dichotomous Scale

8

Progressive Policies and
Practices

11 factors

Dichotomous Scale

9

4.3.3 Pre-tests and Measure Purification.
In order to appraise the usage of the Index, two non-Thai graduate
academicians, as well as three Thai graduate students, at the University where the
study is being conducted, were requested to provide assistance in terms of the Index’s
validation. In addition to this, an examining of items in the Index had also been
undertaken, in order to gauge if the questions could in fact elicit accurate responses,
while taking into account level of comprehension of the language used and the
placement of contents in the Index.
To bear out the need for a Text Content Analysis approach, company on-line
participation via e-mail was included as part of the pre-test. This allowed for gauging
on-line response rates to the Index, as well as checking and assessing effectiveness of
the process. Therefore, 14 public listed companies (contact details obtained from
company websites), also belonging to the group that had voluntarily shown and
disclosed compliance to the 15 principles of good corporate governance, on the SET
allowed for the assessing of validity and reliability of the questions and contents of
the instrument. Also made possible was the testing of the Index under the context of
the publicly listed company.
4.3.4 Index Reliability Analysis and Results.
Reliability Analysis was conducted to determine the reliability of the scales
used for the items being measured in the Index. From Table 4.3 results offer
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validation that the 100 items constructed are reliable to elicit accurate responses.
Grouped items show an alpha of above 0.60. The study’s Thai Gov-Index Pre-test is
also supplemented and verified with other sources of published information regarding
company compliance to Corporate Governance among SET’s listed companies, such
as annual reports, form-56, company websites, and Company Corporate Governance
Reports (if any).
Table 4.3
Reliability Statistics for Items included in the Index
Reliability Test
Constructs
Conducted
For 100 dichotomous scale items
Cronbach’s alpha

Coefficient
Alpha
0.861

Note: Cronbach’s alpha is used instead of Kuder-Richardson Formula 20 (KR-20) to test reliability
of dichotomous scaled items. (Refer to Appendix C for detailed coefficient alphas for each item).

4.4 Research Technique
4.4.1 Access and Use of Quantitative Data.
Information regarding assessment scores and results on voluntary code
adoption of the 15 principles of good Corporate Governance among listed companies
on the SET had been provided by the CGC (refer to Appendix A for examples of 2002
corporate governance data provided by the CG center). Information regarding Firm
Value and Stock Market Performance of the study’s sample group had been obtained
from the company’s financial statements and annual reports posted on the SEC
website and company websites. Another source for supplementary information, such
as company historical stock quotes, deemed essential to contributing to the study is
the TISCO Securities Company Limited website (TISCOeTRADE).
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4.4.2 Validating the Text Content Analysis Approach
On-line pre-tests of the Index showed low response rates, only 14 out of 60
companies voluntarily participated. Also, in order to allow for final validation of the
need for a Text Content Analysis approach, on-line distribution of the Index among
the study’s actual sample group was conducted. A letter of request had been
forwarded to the CGC to provide assistance regarding the distribution of the Index online to the study’s selected sample group. Upon consent, the study’s Index, a
university authorized letter of request to conduct research among the study’s sample
group, a personal letter of request to conduct the survey by the researcher, and the
study’s sample group list had been sent to the CGC.
The CGC had undertaken responsibility with the on-line distribution of the
Index to a specific representative (addressing cooperation from board of directors)
within each company who could provide accurate responses to the questionnaire. No
guarantee had been made by the CGC that all companies would respond voluntarily to
the online questionnaire. However, it is assumed that the assistance of the CGC would
allow for lower response bias among the study’s sample group.
Weekly follow up e-mails had been sent to the CGC to estimate the progress
of the online distribution process. A timeline (with deadline included) of the on-line
survey had been included in the researcher’s letter of request sent to each company.
Companies were also notified by the CGC to directly return their completed Index to
the researcher’s e-mail address. On-line distributions of the study’s Index and follow
up process ends once the study’s target number of participants has been reached, or
the study’s deadline for the Index’s online distribution and collection is reached.
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However, despite the small sample group, and the extent of reach and access
to particular respondents this method offered, on-line distribution was deemed
inappropriate. Only 15 companies had e-mailed back a completed Index. Therefore,
based on the outcome of both the online pre-tests (with a pre-test group) as well as
online distribution (with the sample group) of the Index, it was decided that Corporate
Governance compliance, among the study’s selected sample group, for the second
period of the study be measured utilizing a Text Content Analysis approach. It must
be noted that with this approach, to a certain extent, there would be a reduction in the
response bias compared to if companies were to voluntarily disclose compliance using
a survey method.

4.5 Research Procedures
4.5.1 Access and Use of Quantitative Data.
On the announcement of the 15 principles of good Corporate Governance,
sanctioned by the SET in 2001, listed companies disclosure of compliance in the form
of a self-assessment to the CGC was made for the annual ending period of 2002. This
information had therefore been collected and preserved by the CGC for later
reference. Disclosure of compliance to good Corporate Governance after 2002 among
listed companies is on a voluntary basis, so there is no guarantee that all companies
continue to consistently disclose voluntary code adoption in SET’s standard selfassessment on during the annual ending period.
However, despite results and scores regarding company compliance to
recommended best practices on good corporate governance in the form of a third
party assessment is available annually starting from the year 2006, consent for access
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to this information had not been given. It must also be noted that, through
correspondence with the TIOD, third party assessment among listed companies on the
SET for a while has also been based on a voluntary or membership disclosure basis,
so sample sizes tend to vary during the different periods of assessment, for example,
133 companies had participated and had been ranked in the TIOD’s assessment on
good Corporate Governance in 2001, 234 in 2002, 337 companies in 2003, and
around 370 in 2005 (assessment had been dropped for 2004) (Refer to the Thai
Institute of Director’s list of surveyed companies, 2005, 2003, 2002, 2001).
With regards to obtaining pertinent company financial information relating to
the study, all factors constituting Firm Value and Stock Market Performance of public
listed companies had been obtained from company financial statements and annuals
reports. Listed companies are required to disclose financial statements, annual reports,
form 56, and other relevant statements and documents via the SEC website as well as
their company websites.

The SET also maintains company financial and non-

financial related information of public listed companies on their websites as well as in
their I-SIMS database. Company historical stock quotes were obtained from TISCO’s
e-trade website.
4.5.2 Text Content Analysis Procedures.
Companies are required to disclose how they’ve complied with SET’s
recommended principles and practices of good Corporate Governance in their annual
report. It is understood that since governance related policies and extent of
compliance are disclosed in annual reports, this therefore constitutes minimum
compliance to good Corporate Governance practices, from the time Corporate
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Governance principles and practices had been amended by SET in 2006 up until the
period during which the study is being conducted.
The categories that have been indexed to be studied using Text Content
Analysis procedures include Shareholders Rights and Equitable Treatment (SRET),
Board of Directors and their Responsibilities (BOD), Disclosure and Transparency
(DAT), Role of Stakeholders (ROS), Committees (CMT), Remuneration and
Compensation (RAC), Director Education and Development (DEED), and
Progressive Policies and Practices (PPP). There are variables that have also been
considered to offer relevance in studying Corporate Governance compliance under a
Thai context for the second period of the study. Also, sub-factors have been grouped
according to how best they relate to what each Index category seeks to measure
thereby allowing for a final measure of good compliance per category. (Refer to
Appendix D for the study’s Text Content Analysis Code Book and Procedures)
The Text Content Analysis procedures for the study also comprises of human
coding schemes where a code book and coding form had been constructed. Text
contents that were made use of to compile the code book and code form were derived
from SET’s updated handbook on the recommended principles and practices of good
corporate governance. The next step in the manual Text Content Analysis process
encompassed browsing and extracting relevant information and then matching this
text content from annual reports to the code form. For each Index category a corporate
governance compliance score will then be assigned.
In order to establish inter coder reliability for the study’s Text Content
Analysis process two independent coders were used. Neuendorf (2002) recommends
the use of the Pearson correlation coefficient ( r ) formula to check for covariation
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when measures are metric; rAB = ∑ab/ ඥ(∑a2) (∑b2), where a is equals to each
deviation score of Coder A score minus mean for A and b is equals to each deviation
score of Coder b score minus mean for B. It is also recommended that a 10% overlap
for the reliability test be observed. To check for validity, the Index results among the
10 companies (belonging to the sample group), that had voluntarily disclosed
Corporate Governance compliance during the final pre-test phase of the study, were
overlapped with the Index results utilizing a Text Content Analysis approach for the
same ten companies. Final inter coder reliability and validity results for the pre-test
of the text content analysis procedures are presented in Table 4.4.
Table 4.4
Text Content Analysis Procedures: Final Inter Coder Reliability Result for 10
Selected Companies belonging to the Pre-Test Phase
Average Compliance Result
Average Compliance Result
Pearson r
Coding Process: Coder A
Coding Process: Coder B
Text Content Analysis
Text Content Analysis
0.78
0.77
0.89
Text Content Analysis Procedures: Validity Result for 10 Selected Companies
belonging to the Pre-Test Phase
Average Compliance Result
Average Compliance Result
Result Overlap in
Company Participation
Text Content Analysis
Average Percentile
0.90
0.77
0.74

4.6 Treatment of Corporate Governance and Financial Data for the Study
4.6.1 Treatment of Corporate Governance Compliance Data for the First
Period of the Study.
Corporate Governance scores obtained from the CGC are used for the first
period of the study. Based on preset criteria, with weights assigned to each Corporate
Governance category being assessed, companies were then appraised and scored
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accordingly. Compliance to good Corporate Governance were of four groups, the first
group being full compliance, the second group being no compliance but with reason
provided, the third group being no compliance and with no reason provided, the
fourth being non-disclosure. In order to preserve some form of discretion over the use
of the data provided, scoring method for the first and second period of the study will
be carried out the same way. That is, with reference to data for the first period, when a
company has shown full compliance or no compliance but with reason provided, a
score of 1 will be assigned. And if the company has shown no compliance or has not
disclosed compliance then a score of 0 will be assigned. Total corporate governance
compliance score for this period of the study would therefore be equal to 67 and only
this final result (converted to percentile) will be used to contribute to the analysis and
discussion in line with certain proposed research questions.
4.6.2 Treatment of Corporate Governance Compliance Data for the Second
Period of the Study.
Owing to the lack of consistent theories or a best proven method using weights
and scores with regards to assessing the extent of compliance to a proposed criterion
for good Corporate Governance, the study therefore adopts a standard approach in
assigning a code of 1 when a company has shown voluntary compliance (and 0 for
non compliance) to any of the 100 proposed elementary factors of good corporate
governance to be measured in the Thai Gov-Index. This approach presupposes that
all elementary factors included in the Thai Gov-Index are important therefore should
be treated with equal significance (see similar methodology by Gompers, Ishii, and
Metrick, 2003; and Brown and Caylor, 2004). Therefore, in theory, the Thai GovIndex sum score should range from 0 to 100. Out of the 100 elementary factors
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included in the Thai Gov-Index, 19 belong to the category of Shareholder’s Rights
and Equitable Treatment, 27 to the category of Board of Directors, 7 to the category
of Remuneration and Compensation, 6 to the category of Director and Executive
Education and Development, 9 to the category of Disclosure and Transparency, 6 to
the category of Role of Stakeholders, 10 to the category of Committees, 4 to the
category of Ownership Structure, and 11 to the category of Progressive Policies and
Practices.
4.6.3 Treatment of Financial Data for the First and Second Period of the
Study.
Financial Data had been collected and complied on an annual basis, from 2000
to 2009. Since the study’s proposed research questions encompasses two periods,
financial data corresponding to the given periods of the study will be used
accordingly. Average results pertaining to Firm Value and Stock Market Performance
for each period (specifically from 2003 to 2005 and 2007 to 2009) will be used to
further offer insight to some of the study’s research questions that looks at significant
differences between the two periods. In addition, average results pertaining to the
control variables for the study, i.e., firm size, sales growth, and profitability, have also
been calculated on an annual basis. A description and discussion for the study’s
control variables is offered for two periods (2001 to 2002 and 2005 to 2006), in order
to complement the objectives of the study.

4.7 Statistical Approaches towards Data Analysis.
Standard descriptive statistics employed to present relevant frequency
distributions, central tendencies, and dispersion, have been incorporated for analysis
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at a fundamental level with reference to the study’s research frameworks. A
multivariate analysis is also deemed an appropriate method for breaking down the
study owing to the several corporate governance compliance categories that can be
studied. Formulas used for the handling of financial data and ratios are presented in
Table 4.5.
Table 4.5
Independent , Dependent and Control Variables with Corresponding Formula
Descriptions
Variable
Formula Description
Tgov1
Final corporate governance compliance result for the first period of the
study. As measured by data provided by the Corporate Governance
Center while establishing a different scoring method. Estimated by
taking sum score of all corporate governance categories and dividing
by a total score of 57 to get a percentile.
Tgov2
Final corporate governance compliance result for the second period of
the study. As measured by the Thai Gov-Index. Estimated by taking
sum score of all corporate governance categories and dividing by a
total score of 100 to get a percentile.
FirmQt
Tobin’s Q or value of a firm at a given period. Estimated as (total
assets + firm market value of equity-total common equity-deferred
taxes)/ total assets.
Note: Firm market value of equity taken as volume of common shares
issued and outstanding * stock price fiscal year closing. Total common
equity taken as book value of common equity (including minority
interests) from the balance sheet.
FirmTrst
Total Return to Shareholders of a firm at a given period. Estimated as
(share price ending - share price beginning+ dividends)/ share price
beginning.
Note: Dividends is estimated as total dividends declared and paid/
number of common shares issued
FirmMvat Market Value Added of a firm at a given period. Estimated as (firm
debt value +firm equity value -capital invested in a firm).
Note: Firm debt value can also be represented as firm market value of
debt and is taken as loans from financial institutions +bond (or
debentures) from the balance sheet. Firm equity value can also be
represented as firm market value of equity.
SizeFt
Size of a firm at a given period. Measured as Firm Market
Capitalization. Estimated as (volume of common shares issued and
outstanding * stock price fiscal year closing).
SaleGt
Sales growth of a firm at a given period. Taken as (current year saleslast year sales)/last year sales * 100.
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ProfFt

Profitability of a firm at a given period. Measured as Return on Assets.
Estimated as (net income available to common stockholders/total
assets).

Based on the constructed models, data analysis incorporating univariate and
multivariate analysis is therefore divided into two stages. The first stage examines the
relationship between voluntary compliance to codes and recommended best practices
of good governance with Firm value and Stock Market Performance of SET 100
Index listed companies for the period 2006 to 2009. The hypotheses stated for this
stage relates to the study’s first, second, and third objective. Pearson Correlation
Coefficient (r) allows for the assessment of the strength to be observed between the
study’s quantifiable variables when paired, where a value of +1 would represent a
perfect positive correlation, and the value of -1 would represent a perfect negative
correlation (Saunders et al., 2007). The study’s alternative hypotheses will be
accepted on the grounds that a positive relationship (>0) is observed.
The second stage of the study tries to answer the fundamental question of
whether a causal link (given data collected from two periods, first period being 2002
to 2005, second period being 2006 to 2009) can be established between voluntary
compliance to good Corporate Governance with Firm Value and Stock Market
Performance. Corporate Governance data for 2002 is obtained from the CGC, in the
assessment 68 factors relating to voluntary compliance of good Corporate Governance
had been measured utilizing weights and scores and the final score ranges from 0 to
100. Only 67 items will be used for the study.
Results with regards to firm size, sales growth and profitability for the period
2001 and 2002, and 2005 and 2006 are further incorporated for analysis and
discussion of findings. Hypotheses that have been made for this stage correspond to

106
the 4th and 5th objective of the study. A standard analysis of variance is conducted to
offer explanation to the propositions made for the second stage of the study. A OneWay ANOVA allows for understanding the spread of data values, within and between
groups of data through the comparison of means, the difference represented by the F
ratio or F statistic.
When the likelihood of any difference between groups occurring by chance
alone is low then F ratio will be large with a probability of less than 0.05, meaning
that the difference is statistically significant (Saunders et al., 2007). For the second
stage of the study, the alternative hypotheses will be accepted on the grounds that a
significant difference (α=0.01) is observed. Research findings and analysis as well
as relevant statistical tables have been presented in detail in the following chapter; a
section of the chapter has also been set aside for further discussion of the study
findings.
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CHAPTER V
Research Findings, Analysis, and Discussion

Results of the study, based on the quantitative and qualitative analysis
conducted, is presented in this chapter. Descriptive statistics allowed for highlighting
and contribution of general insight regarding governance compliance at the level of
the firm. This was measured with Thai Gov-Index through the collection of secondary
data as well as using a Text Content Analysis approach. Owing to the use of both
quantitative and qualitative data collection approaches, pre-tests were also conducted
to check for reliability and validity of the processes.
Also, to try and answer all of the study’s research questions as well as to test
hypotheses, an examination of the relationship between the study’s proposed
independent and dependent variables was carried out. Pearson’s Correlation
(Bivariate) tests and a One-way ANOVA provided imperative statistics regarding
Corporate Governance compliance and its effects on the value of firms, stock market
performance, as well as the empirical difference this phenomenon could lead to, given
two different periods. This chapter concludes with a discussion of all significant
findings in line with the research.
5.1 Description of SET 100 Index Listed Company’s Corporate Governance
Compliance, Firm Value and Stock Market Performance pertaining to the First
(during 2001 and 2005) and Second Period (during 2005 and 2009) of the Study
5.1.1 Description of Compliance for the First Period of the Study (a proxy
for 2002 to 2005)
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Based on the given compliance data for 2002 and the research process
regarding data treatment that was undertaken, overall good Corporate Governance
compliance can be observed among the sampled 57 SET 100 Index listed companies.
The group scored an average of 42.26 out of a total score of 67, with an average
compliance percentage of around 63%. The score range is between 29, being the
lowest score, and 58 being the highest score. This is a considerable variance
implicating that not all firms had readily adopted every recommended policies and
practices of good Corporate Governance at the time of announcement. However, more
than half of the 57 selected companies had scores of above the average.
A total of 67 items were selected to represent the criteria for scoring corporate
governance compliance of the selected companies. This criteria is based on, but was
modified, from the original criteria that consisted of 15 measures; policy on corporate
governance, shareholders rights and equitable treatment, various groups of
stakeholders, shareholders’ meetings, leadership and vision, conflict of interests,
business ethics, balance of power of the board, aggregation or segregation of
positions, remuneration for directors and the management, board of directors’
meetings, committees, controlling systems and internal audit, directors reporting, and
relations with stakeholders.
Some items received compliance from all 57 companies while some received
zero compliance. The average number of companies complying with the given criteria
is around 29 out of 57 (51%).

(Refer to Appendix E for detailed corporate

governance data collected, decoded and recoded for the first period of the study)
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5.1.2 Description of Compliance for the Second Period (a proxy for 2006 to
2009)of the Study regarding Shareholder’s Rights and Equitable Treatment.
Table 5.1 provides compliance results for Shareholder’s Rights and Equitable
Treatment as measured by the Thai Gov-Index. The highest number of companies
complying with an item is around 98% and the lowest is around 49%. The average
scores for compliance to all items measuring SRET is 16 (out of a total score of 19),
the lowest score being zero and the highest score being 19.
Table 5.1
Descriptive Statistics for Compliance regarding Shareholder’s Rights and
Equitable Treatment
Measures for Shareholder’s Rights and Equitable
Treatment
SRET1
SRET2
SRET3
SRET4
SRET5
SRET6
SRET7
SRET8
SRET9
SRET10
SRET11
SRET12
SRET13
SRET14

Corporate governance policies acknowledge
legal rights of shareholders
Information provided before shareholders'
meetings
Information posted on company website before
shareholder receipt of meeting notice
Shareholder rights to study company
information protected
Shareholder participation and voting in
meetings
Shareholder rights to attend meetings protected
Meetings held at appropriate time
Shareholders allowed to participate and
question company operations at meetings
Shareholders send questions to company before
meeting date
Complete attendance and responsibility of
directors and committee chairpersons at
meetings
Minority shareholders can propose crucial
issues before meeting date
Standards for screening issues proposed by
minority shareholders
Shareholders informed about shareholders in
management added meeting agenda items in
advance
Rights to nominate candidates by minority
shareholders

Compliance
Percentage
94.7

NonCompliance
Percentage
5.3

98.2

1.8

98.2

1.8

89.5

10.5

98.2

1.8

89.5
98.2
98.2

10.5
1.8
1.8

64.9

35.1

94.7

5.3

68.4

31.6

50.9

49.1

49.1

50.9

59.6

40.4
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SRET15
SRET16
SRET17
SRET18
SRET19

Shareholders use proxy forms to specify votes
and can appoint independent directors as proxy
Voting cards used for pertinent agenda items
regarding related party transactions
Shareholders vote on individual nominees
during directors' election
Protection of inside information via written
procedures
Access to board memberships of individual
directors information by shareholders

98.2

1.8

98.2

1.8

94.7

5.3

96.5

3.5

56.1

43.9

Non-compliance to items measuring SRET was also taken into account. Some
items received the highest non-compliance percentage of around 51% with the lowest
non-compliance percentage being around 1.8%. What is perceptible is that the
majority of the items received a compliance percentage of 90% and above. (Refer to
Appendix F for detailed corporate governance data gathered for the second period of
the study)
5.1.3 Description of Compliance for the Second Period (a proxy for 2006 to
2009)of the Study regarding Board of Directors.
Compliance results for Board of Directors items as measured by the Thai GovIndex is presented in Table 5.2. The highest number of companies complying with an
item is around 100% and the lowest is around 17.5%. The average scores for
compliance to all items measuring BOD is 19 (out of a total score of 27), the lowest
score being ten and the highest score being 26.

Table 5.2
Descriptive Statistics for Compliance regarding Board of Directors
Measures for Board of Directors
BOD1

Appropriate numbers and composition of the
board, independent directors=1/3 of board

Compliance
Percentage
100

NonCompliance
Percentage
0
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BOD2
BOD3
BOD4
BOD5
BOD6

BOD7
BOD8
BOD9
BOD10
BOD11
BOD12
BOD13
BOD14
BOD15
BOD16
BOD17
BOD18
BOD19
BOD20
BOD21
BOD22
BOD23
BOD24
BOD25
BOD26
BOD27

size(>3)
Remaining board of directors represent each
shareholder group proportionate to each
group's ownership
Directors terms of service clearly stated
Board carefully considers definition of
independent directors and establishes its
appropriateness
Multiple board memberships reviewed for
effectiveness
Limit on number of board positions held in
other firms by managing directors and top
executives
Policies and procedures for board positions
held in other firms by managing directors and
top executives
Board chair and managing director roles and
responsibilities separated
Chairman of the board independent director
Functions of the company secretary defined
Key business matters reviewed, approved and
monitored by the board during implementation
Internal control system in place, audited and
reported by an independent body
Meeting schedules set in advance and directors
notified of schedules
Number of board meetings appropriate
Board received monthly company performance
report if there are no monthly meetings
Board chair and managing director sets
meeting agenda
Freedom of each board member to propose
issues for meeting agenda
Concise and relevant meeting documents sent
to each director prior to meeting date
Confidential issues discussed during meetings
Appropriate allocation of meeting time
Careful consideration and attention to issues in
meetings by directors
Board meetings also attended by top executives
to address issues under their responsibility
Prearranged terms and conditions to access
additional information by the board
Meeting of nonexecutives without management
team
Board self-assessments conducted on a timely
basis
Benchmark of board performance in place
Board performance assessed by members of the
board

91.2

8.8

73.7
96.5

26.3
3.5

43.9

56.1

38.6

61.4

40.4

59.6

93.0

7.0

63.2
100
50.9

36.8
0
49.1

98.2

1.8

100

0

98.2
28.6

1.8
71.4

73.7

26.3

55.4

44.6

96.5

3.5

31.6
98.2
94.7

68.4
1.8
5.3

52.6

47.4

29.8

70.2

63.2

36.8

89.5

10.5

63.2
17.5

36.8
82.5
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Non-compliance of items measuring the BOD is also considered. Some items
received the highest non-compliance percentage of around 82.5% with the lowest
non-compliance percentage being around 0%. Only 11 out of the 27 items received a
compliance percentage of 90% and above.
5.1.4 Description of Compliance for the Second Period (a proxy for 2006 to
2009) of the Study regarding Remuneration and Compensation.
Table 5.3 provides compliance result for items measuring Remuneration and
Compensation in the Thai Gov-Index. The highest number of companies complying
with an item is around 98.2% and the lowest is around 38.6%. The average scores for
compliance with all items measuring RAC is 6.2 (out of a total score of 8), the lowest
score being 1 and the highest score being 8.
Table 5.3
Descriptive Statistics for Compliance regarding Remuneration and Compensation
Measures for Remuneration and Compensation
RAC1
RAC2
RAC3
RAC4
RAC5
RAC6
RAC7
RAC8

Board remuneration reflects director's roles and
responsibilities
Board remuneration equal to industry level
More pay for board members undertaking more
tasks
Remuneration according to board policy and
approved by shareholders
Executive remuneration and compensation in
line with company and individual performance
Managing director performance appraised
annually to set his/her compensation
Before evaluation managing director agrees on
the basis of the appraisal
Appraised results presented to board for
approval and communicated to managing
director

Compliance
Percentage
96.5

NonCompliance
Percentage
3.5

98.2
38.6

1.8
61.4

93.0

7.0

96.5

3.5

73.7

26.3

50.9

49.1

70.2

29.8
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RAC non-compliance items were also accounted for. Lowest non-compliance
percentage is between 1.8% and 3.5% and only one item had the highest noncompliance percentage of around 61.4%. Only four items measuring RAC had
compliance percentages of above 90, the second percentage group being between the
70 ranges.
5.1.5 Description of Compliance for the Second Period (a proxy for 2006 to
2009) of the Study regarding Director and Executive Education and
Development.
Table 5.4 lists compliance results for Director and Executive Education and
Development as measured by the Thai Gov-Index. The highest number of companies
complying with an item is around 96.5% and the lowest is around 14%. The average
scores for compliance to all items measuring DEED is 4.7 (out of a total score of 6),
the lowest score being 1 and the highest score being 6.
Table 5.4
Descriptive Statistics for Compliance regarding Director and Executive Education
and Development
Measures for Director and Executive Education and
Development
DEED1
DEED2
DEED3
DEED4
DEED5
DEED6

Internal and external corporate governance
training assistance to internal parties
Introduction and information on business
nature and operations given to new directors
Managing directors' succession plan presented
to the board
Managing directors and top executives appoint
successors
Development program for executives in place
Board considers executive development

Compliance
Percentage
96.5

NonCompliance
Percentage
3.5

96.5

3.5

14.0

86.0

29.8

70.2

91.2
71.9

8.8
28.1
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Non-compliance to items measuring DEED was also taken into account of.
One item received the highest non-compliance percentage of 86% with the lowest
non-compliance percentage being around 3.5%. Half of the items received a
compliance percentage of 90% and above and the next highest percentage is around
71.9%, for only one item.
5.1.6 Description of Compliance for the Second Period (a proxy for 2006 to
2009) of the Study regarding Disclosure and Transparency.
Compliance results for items measuring Disclosure and Transparency in the
Thai Gov-Index is displayed in Table 5.5. The highest number of companies
complying with an item was around 98% and the lowest is around 89%. The average
scores for compliance to all items measuring DAT is 8.8 (out of a total score of 9), the
lowest score being seven and the highest score being 9.
Table 5.5
Descriptive Statistics for Compliance regarding Disclosure and Transparency
Measures for Disclosure and Transparency
DAT1
DAT2
DAT3
DAT4
DAT5
DAT6
DAT7
DAT8
DAT9

Up to date company information disclosed in
various communication channels
Summary of company's corporate governance
policy approved by the board disclosed
Implementation of corporate governance
policies disclosed in various channels
Statement of responsibilities towards financial
reports by the board in company annual reports
Disclosure of the boards' and committees' roles
and responsibilities
Meetings and directors attendance reported to
shareholders
Disclosure of board's remuneration
Disclosure of directors' and executives'
remuneration policies
Disclosure of directors' and executives'
remuneration

Compliance
Percentage
98.2

NonCompliance
Percentage
1.8

98.2

1.8

98.2

1.8

98.2

1.8

100

0

100

0

98.2
96.5

1.8
3.5

89.5

10.5
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DAT non-compliance have also been considered. Only one item received the
highest non-compliance percentage of around 10% with the lowest non-compliance
percentage being around 0%. Majority of items measuring DAT received a
compliance percentage of 90% above.
5.1.7 Description of Compliance for the Second Period (a proxy for 2006 to
2009) of the Study regarding Role of Stakeholders.
Table 5.6 offers compliance results for items measuring Role of Stakeholders
as measured by the Thai Gov-Index. The highest number of companies complying
with an item is around 98% and the lowest is around 33%. The average scores for
compliance to all items measuring ROS is 4.4 (out of a total score of 6), the lowest
score being between zero and two, and the highest score being 6.
Table 5.6
Descriptive Statistics for Compliance regarding Role of Stakeholders
Measures for Role of Stakeholders
ROS1
ROS2
ROS3
ROS4
ROS5
ROS6

Company stakeholders and their legal rights
have been identified
Effective measures to rectify violated
stakeholders rights
Clear procedures for stakeholder
communication of concerns
Independent directors of audit committees also
a communication channel
Issues affecting company operations have been
considered
Policies for environmental and social issues in
place

Compliance
Percentage
96.5

NonCompliance
Percentage
3.5

80.7

19.3

68.4

31.6

33.3

66.7

57.9

42.1

98.2

1.8

With regards to non-compliance of items measuring ROS, only one item had
the highest non-compliance percentage of around 66% with the lowest noncompliance percentage being around 1.8%. Only two items had a compliance

116
percentage of 90% and above, with the second highest percentage being 80.7%, for
only one item.
5.1.8 Description of Compliance for the Second Period (a proxy for 2006 to
2009) of the Study regarding Committees.
Compliance results for items measuring Committees in the Thai Gov-Index
are displayed in Table 5.7. The highest number of companies complying with an item
was around 100% and the lowest was around 28.1%. The average scores for
compliance with all items measuring CMT is 7.3 (out of a total score of 10), the
lowest score being 5 and the highest score being 10.
Table 5.7
Descriptive Statistics for Compliance regarding Committees
Measures for Committees
CMT1
CMT2
CMT3
CMT4
CMT5
CMT6
CMT7
CMT8
CMT9
CMT10

Duties and audit committee reported regularly
to the board
Audit committees activities and performance
disclosed in company annual reports
Remuneration committee in place with
responsibilities defined
Majority of remuneration committee are
independent directors including chairman
Executive and directors remuneration approved
by the board and shareholders respectively
Nomination committee in place with
responsibilities defined
Nominating results presented at shareholders'
meetings for election
Majority of committee are independent
directors where duties are performed
transparently and independently
Chairman of each committee is an independent
director
Independence of the committees maintained

Compliance
Percentage
100

NonCompliance
Percentage
0

100

0

82.5

17.5

47.4

52.6

98.2

1.8

80.7

19.3

87.7

12.3

50.9

49.1

56.1

43.9

28.1

71.9
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Non-compliance with items measuring CMT have also been accounted for.
Only one item received the highest non-compliance percentage of around 53% with
the lowest non-compliance percentage being 0%. Only three items have a compliance
percentage of 90% and above with the second highest percentages being in the 80%
ranges.
5.1.9 Description of Compliance for the Second Period (a proxy for 2006 to
2009) of the Study regarding Ownership Structure.
Table 5.8 provides compliance results for Ownership Structure as measured by
the Thai Gov-Index. The highest number of companies complying with an item is
around 89% and the lowest is around 38%. The average scores for compliance to all
items measuring OS is 2 (out of a total score of 4), the lowest score being zero and the
highest score being 4.
Table 5.8
Descriptive Statistics for Compliance regarding Ownership Structure
Measures for Ownership Structure
OS1
OS2
OS3
OS4

At least one director also a controlling
shareholder with >=25% stock ownership
Officers and directors stock ownership >=1%
but <50% of total shares outstanding
Stock ownership guidelines for executives
Stock ownership guidelines for directors

Non-compliance of items measuring OS

Compliance
Percentage
8.8

NonCompliance
Percentage
91.2

61.4

38.6

38.6
89.5

61.4
10.5

is also considered.. One item

received the highest non-compliance percentage of around 91% with the lowest noncompliance percentage being around 10%. No items received a compliance
percentage of 90% and above.
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5.1.10 Description of Compliance for the Second Period (a proxy for 2006 to
2009) of the Study regarding Progressive Policies and Practices.
Compliance results for items measuring Progressive Policies and Practices in
the Thai Gov-Index are presented in Table 5.9. The highest number of companies
complying with an item is around 100% and the lowest is 93%. The average scores
for compliance to all items measuring PPP is 11 (out of a total score of 11), the lowest
score being between 1 and 8 the highest score being 11.
Table 5.9
Descriptive Statistics for Compliance regarding Progressive Policies and Practices
Measures for Progressive Policies and Practices
PPP1
PPP2

PPP3

PPP4

PPP5
PPP6
PPP7
PPP8
PPP9
PPP10
PPP11

Approved written set of corporate governance
policies
Corporate governance policies evaluated
during implementation, reviewed annually by
the board
Policies clearly communicated by the board
and methods to ensure and encourage
compliance in place
Written codes of conduct for
directors/executives/employees approved and
monitored for compliance
Codes of conduct clearly communicated by the
board and methods to ensure and encourage
compliance in place
Conflicts of interest considered
comprehensively with clear guidelines
Compliance to regulations regarding conflict of
interests monitored by the board
Policies to prohibit persons with personal
interest in a given transaction
Accurate/complete/disclosure of information
on related party transactions
Risk management policies and procedures
covering all company activities
Risk management sufficiency and effectiveness
reviewed annually by the board

Compliance
Percentage
100

NonCompliance
Percentage
0

96.5

3.5

96.5

3.5

93.0

7.0

93.0

7.0

98.2

1.8

98.2

1.8

98.2

1.8

98.2

1.8

98.2

1.8

98.2

1.8
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Also, non-compliance of items measuring PPP were also accounted for. Only
two items received the highest non-compliance percentage of around 7% with the
lowest non-compliance percentage being around 1.8% to 0%. All items measuring
PPP received a compliance percentage of 90% and above.
5.1.11 Description of Firm Value, Stock Market Performance, and Control
Variables for the Study.
5.1.11.1 Description of Tobin’s Q, Total Returns to Shareholders and
Market Value Added as Dependent Variables for the Study
Table 5.10 presents a summary of the average values for Tobin’s Q, firm Total
Returns to Shareholders (TRS), and firm Market Value Added (MVA) calculated for
the first and second period of the study. Average results for Tobin’s Q, TRS, and
MVA for the periods 2001 to 2002 and 2005 to 2006 are dropped when testing
correlations between the independent and dependent variables.
This is done to firstly allow scope for a distinctive comparison between the
first and second period of the study, based on three year annual average results.
Moreover, this allows room for examining the study’s control variables (firm size,
sales growth, and profitability) for the periods 2001 to 2002 (the initial stages when
Corporate Governance Principles had been announced), and 2005 to 2006 (when
Corporate Governance Policies and Practices were being amended) with the study’s
results for Firm Value and Stock Market Performance, for the first and second period
of the study.
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Table 5.10
Average Values of the Study’s Dependent Variables Given Two Periods
Variable

2003

2004

2005

Tobin’s Q
TRS

3.56
0.79

1.88
0.74

1.96
0.78

Period 1
Average
2.47
0.77

-47,15
0,613,3
00

-75,438,
446,608

11,168,1
35,584

-37,140,
308,108

MVA

2007

2008

2009

1.98
0.67

1.33
1.01

1.79
0.94

Period 2
Average
1.70
0.87

-70,816,
359,788,

-124,73
3,960,38
9

-99,119,
681,656.

-98,223,
333,944

Figure 5.1 trends the average Tobin’s Q values, annual periods 2003 to 2009,
for the 57 companies belonging to the SET 100 Index. Tobin’s Q average value for
2003, 2004, and 2005 are 3.56, 1.88, and 1.96. The average Tobin’s Q value used for
the first period of the study (between 2003 and 2005) is 2.47. In 2003, Tobin’s Q
value ranged between 0.65 (being the lowest) to 65.73 being the highest. For 2004,
lowest Tobin’s Q value is 0.55 with the highest being 12.22, and for 2005 the lowest
Tobin’s Q value is 0.20 and the highest is 10.32. Between 2003 and 2005, Tobin’s Q
average value drops in 2004 to around 1.88 and slowly picks up again in 2005. For
2007, 2008, and 2009, average Tobin’s Q values are 1.98, 1.33, and 1.79. The average
Tobin’s Q value used for the second period of the study (between 2007 and 2009) is
1.70.
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Figure 5.1 Average Tobin’s Q for Annual Periods 2003 to 2009

In 2007, Tobin’s Q value ranged between 0.65 (being the lowest) to 12.05
being the highest. For 2008, lowest Tobin’s Q value is 0.58 with the highest being
8.42, and for 2009 the lowest Tobin’s value is 0.63 and the highest is 9.78. Between
2007 and 2009, Tobin’s Q average value drops in 2008 to around 1.33 and slowly
picks up again in 2009. (Refer to Appendix G for detailed financial data collected,
assembled and calculated for the both periods of the study)
Average trend for Total Returns to Shareholders among the 57 companies
belonging to the SET 100 Index is displayed in Figure 5.2. Average values for TRS in
2003, 2004, and 2005 are 0.79, 0.74, and 0.78. The average TRS value used for the
first period of the study (between 2003 and 2005) is 0.77. In 2003, TRS value ranged
between -3.44 (being the lowest) to 46.38 being the highest. For 2004, lowest TRS
value is -2.56 with the highest being 8.06, and for 2005 the lowest TRS value is -3.8
and the highest is 7.03. Between 2003 and 2005, TRS average value slightly drops in
2004 to around 0.74 and slowly picks up again in 2005.
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Figure 5.2 Average Total Returns to Shareholders for Annual Periods 2003 to 2009

For 2007, 2008, and 2009, average TRS values are 0.67, 1.01, and 0.94. The
average TRS value used for the second period of the study (between 2007 and 2009)
is 0.87. In 2007, TRS value ranged between -2.03 (being the lowest) to 7.75 being the
highest. For 2008, lowest TRS value is -10 with the highest being around 51.99, and
for 2009 the lowest TRS value is -13.01 and the highest is 22.82. Between 2007 and
2009, TRS average value starts at its lowest (0.67) in 2007, picks up in 2008 but
slightly drops again in 2009.
Average trends for Market Value Added among the 57 companies are depicted
in Figure 5.3. Average values for MVA in 2003, 2004, and 2005 are -47,150,613,300,
-75,438,446,608, and 11,168,135,584. The average MVA value used for the first
period of the study (between 2003 and 2005) is -37,140,308,108. In 2003, MVA
value ranged between -1,120,816,109,912 (being the lowest) to 445,139,418,338
being the highest. For 2004, lowest MVA value is -1,195,677,308,910 with the
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highest being 339,519,595,106, and for 2005 the lowest MVA value is -1,551, 396,
498,464 and the highest is 5,700,690,628,604. Between 2003 and 2005, MVA average
value drops further in 2004 to -75,438,446,608 but swiftly picks up again in 2005.
Figure 5.3 Average Market Value Added for Annual Periods 2003 to 2009

For 2007, 2008, and 2009, average MVA values are -70,816,359,788,
-124,733,960,389, and -99,119,681,656. The average MVA value used for the second
period of the study (between 2007 and 2009) is -98,223,333,944. In 2007, MVA
value ranged between -1,370,727,897,963 (being the lowest) to 543,719,224,770
being the highest. For 2008, lowest MVA value is -1,545,400,998,630 with the
highest being around 312,555,053,928, and for 2009 the lowest MVA value is
-1,550,505,840,704 and the highest is 458,638,171,219. Between 2007 and 2009,
MVA average value drops to its lowest (-124,733,960,389) in 2008, and slightly
improves in 2009.
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5.1.11.2 Description of Firm Market Capitalizations, Sales Growth, and
Return on Assets as Control Variables for the Study
Table 5.11 presents a summary of the average values for firm Market
Capitalization (a proxy for size), Sales growth (a proxy for annual growth of sales in
goods and services), and Return on Assets (a proxy for firm profitability).
Table 5.11
Average Values of the Study’s Control Variables Given Two Periods
Variable

2001

Firm Market
Capitalization
Sales Growth

2002

Period 1
Average

166,767,8 67,084,83 116,926,3
80,186
9,609
59,897

0.38
0.06

Return on Assets

0.39
0.06

0.38
0.06

2005

2006

Period 2
Average

166,767,88
0,186

67,084,83
9,609

116,926,
359,897

0.23
0.23

0.17
0.17

0.20
0.02

Figure 5.4 displays an average 9 year trend for firm market capitalizations
among the 57 SET 100 Index companies. Average values for Firm Market
Capitalizations from 2001 to 2009 is 70,957,523,501. Average values for firm market
capitalizations for 2001 and 2002 are 22,163, 535, 147 and 29,245, 406, 485
respectively. The average Firm Market Capitalizations value used for the first period
of the study (from 2001 and 2002) is 25,704,470,816. In 2001, Firm Market
Capitalization

value

ranged

between

91,916,667

(being

the

lowest)

to

186,895,075,000 being the highest. For 2002, lowest Firm Market Capitalization
value is 520,242,424 with the highest being 196,108,212,500. Between 2001 and
2002, Firm Market Capitalization shows an increase of around 24%.
For 2005 and 2006, average Firm Market Capitalization values were
166,767,880,186 and 67,084,839,609. The average Firm Market Capitalization value
used for the second period of the study (from 2005 and 2006) was 116,926,359,897.
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In 2005, Firm Equity Capitalization value ranged between 1,536,480,000 (being the
lowest) to 6,346,950,550,025 being the highest. For 2006, lowest Firm Market
Capitalization value was 897,750,000 with the highest being around 589,034,381,250.
From 2005 to 2006, average Firm Market Capitalization value showed a decrease of
around -1.49%.
Figure 5.4 Average Firm Market Capitalizations for Annual Periods 2001 to 2009

An average 9 year trend for Firm Sales Growth among the 57 SET 100 Index
companies is presented in Figure5.5. Average values for Firm Sales Growth from
2001 to 2009 was 0.19. Average values for firm sales growth for 2001 and 2002 were
0.38 and 0.39 respectively. The average Firm Sales Growth value used for the first
period of the study (from 2001 and 2002) was 0.38. In 2001, Firm Sales Growth value
ranged between -0.76 (being the lowest) to 5.30 being the highest. For 2002, lowest
Firm Sales Growth value was -0.34 with the highest being 4.65. Between 2001 and
2002, average Firm Sales Growth picked up at around 1%.
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The average Firm Sales Growth value used for the second period of the study
(from 2005 and 2006) were 0.20. In 2005, Firms Sales Growth value ranged between
-0.65 (being the lowest) to 2.00 being the highest. For 2006, lowest Firm Sales
Growth value was -0.31 with the highest being around 0.89. From 2005 to 2006,
average Firm Sales Growth value showed a decrease of around 5 %.
Figure 5.5 Average Sales Growth for Annual Periods 2001 to 2009

For 2005 and 2006, average Firm Sales Growth values were 0.23 and 0.17.
Figure 5.6 outlines the average 9 year trend for Firm Return on Assets among the 57
SET 100 Index companies. An average value for Firm Return on Assets from 2001 to
2009 was 0.08. Average values for Firm Return on Assets for 2001 and 2002 were
the same, 0.06. The average Firm Return on Assets value used for the first period of
the study (from 2001 and 2002) was 0.06. In 2001, Firm Return on Assets values
ranged between -0.11 (being the lowest) to 0.23 being the highest. For 2002, lowest
Firm Return on Assets value was -0.28 with the highest being 0.26. Between 2001
and 2002, average Firm Return on Assets has remained at a constant.
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Figure 5.6 Average Return on Assets for Annual Periods 2001 to 2009

For 2005 and 2006, average Firm Return on Assets values were 0.08 and 0.06.
The average Firm Return on Assets value used for the second period of the study
(from 2005 and 2006) was 0.07. In 2005, Firms Return on Assets values ranged
between -0.10 (being the lowest) to 0.45 being the highest. For 2006, lowest Firm
Return on Assets value was -0.42 with the highest being around 0.29. From 2005 to
2006, average Return on Assets value shows a decrease by 0.02 points. With the
above description of statistics for both the study’s independent and dependent
variables, the next section provides the study’s hypothesis testing and an analysis of
correlations and variance statistics.

5.2 Parallel Relationship between Prevalent Corporate Governance Compliance of
SET 100 Index Listed Companies with Firm Value and Stock Market Performance
for the First and Second Period of the Study

128
5.2.1 Correlations for Corporate Governance Compliance with Firm Value
and Stock Market Performance for annual periods 2003 to 2005 and 2007 to
2009.
Table 5.12 lists correlations statistics between overall Corporate Governance
compliance for period 1 (Tgov1) with firm value (FirmQ1), firm total return to
shareholders (FirmTrs1), and firm market value added (FirmMva1). Correlations for
Tgov1 with FirmQ1, FirmTrs1, and FirmMva1 are -0.036, -0.094 and 0.42
respectively. There exist no significant correlations between the variables but Tgov1
and FirmMva1 for the first period of the study show a positive relationship.
Table 5.12
Statistical Pearson’s Bivariate Correlations for Corporate Governance Compliance
with annual average Tobin’s Q, Total Returns to Shareholders, and Market Value
Added between 2003 and 2005

Correlations statistics between overall Corporate Governance compliance for
period 2 (Tgov2) with firm value (FirmQ2), firm total return to shareholders
(FirmTrs2), and firm market value added (FirmMva2) is provided in Table 5.13.
Correlations for Tgov2 with FirmQ2, FirmTrs2, and FirmMva2 are 0.097, 0.066 and
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-0.49 respectively. There was no significant correlations between the variables but
Tgov2 with FirmQ2 and FirmTrs2 for the second period of the study have a positive
relationship.
Table 5.13
Statistical Pearson’s Bivariate Correlations for Corporate Governance Compliance
with annual average Tobin’s Q, Total Returns to Shareholders, and Market Value
Added between 2007 to 2009

Since a positive relation exists between Tgov2 with FirmQ2, the study’s first
null hypothesis (H1o:β1= 0 There is a no positive relationship between overall
voluntary compliance to good Corporate Governance with Firm Value) can be
rejected. Also, since period 2 of the study show that a positive relationship exists
between TGov2 with FirmTrs2, the second hypothesis for the study (H2o:β2=0 There
is a no positive relationship between overall voluntary compliance to good Corporate
Governance with Total Returns of Shareholders) can be rejected. A negative
correlation can be observed between TGov2 and FirmMva2 so the study’s third
hypothesis (H3o:β3=0 There is a no positive relationship between overall voluntary
compliance to good Corporate Governance with Market Value Added) is accepted.
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5.2.2 Correlations for Firm Size, Sales Growth and Profitability with Firm
Value and Stock Market Performance for the First and Second Period of the
Study.
Correlations statistics between Firm Size (SizeF1), Sales Growth (SaleG1) and
Profitability (ProfF1) for the first period with FirmQ1, FirmTrs1 and FirmMva1 are
provided in Table 5.14. Firm Size, Sales Growth, and Profitability for the first period
of the study are computed based on two year annual averages, from 2001 and 2002.
Table 5.14
Statistical Pearson’s Bivariate Correlations for the study’s Control variables with
annual average Tobin’s Q, Total Returns to Shareholders, and Market Value
Added between 2003 and 2005

Correlations for SizeF1 with FirmQ1 and FirmTrs1 and FirmMva1 are 0.385, 0.055 and 0.199 respectively. For SaleG1 with FirmQ1 and FirmTrs1 and FirmMva1,
correlations are -0.124, 0.168, and 0.239. And correlations for ProfF1 with FirmQ1
and FirmTrs1 and FirmMva1 are 0.156, -0.069, and 0.228. A statistically positive and
significant relationship exists between SizeF1 with FirmQ1.
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Table 5.15
Statistical Pearson’s Bivariate Correlations for the study’s Control Variables with
annual average Tobin’s Q, Total Returns to Shareholders, and Market Value
Added between 2007 to 2009

Table 5.15 shows correlations statistics between Firm Size (SizeF2), Sales
Growth (SaleG2) and Profitability (ProfF2) for the second period with FirmQ2,
FirmTrs2 and FirmMva2. Firm Size, Sales Growth, and Profitability for the second
period of the study are computed based on two year annual averages, from 2005 and
2006. Correlations for SizeF2 with FirmQ2 and FirmTrs2 and FirmMva2 are 0.04., 0.023 and -0.123 respectively. For SaleG2 with FirmQ2 and FirmTrs2and FirmMva2,
correlations are -0.123, 0.387, and -0.227. And correlations for ProfF2 with FirmQ2
and FirmTrs2 and FirmMva2 are 0.204, -0.114, and -0.289. A significant positive
statistical relationship exists between SaleG2 with FirmTrs2.
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5.3 Parallel Relationship between for Corporate Governance Compliance SubIndices of SET 100 Index Listed Companies with Firm Value and Stock Market
Performance for the Second Period of the Study (between 2007 and 2009)
Table 5.16 lists statistical correlations for compliance of 9 of the study’s Corporate
Governance sub-indices with Firm Value and Stock Market Performance as measured
by the Thai Gov-Index for the second period of the study. Correlations for SRET with
FirmQ2 and FirmTrs2 and FirmMva2 are 0.219, 0.084 and 0.007 respectively. There
exists no significant correlations between the variables but all correlations are positive
therefore we reject the fourth, fifth and sixth null hypothesis (there is a no positive
relationship between voluntary compliance to good governance of Shareholder’s
Rights and Equitable treatment of shareholders with Firm Value and Stock Market
Performance) for the study.
Table 5.16
Pearson Statistical Correlations for Corporate Governance Compliance
Sub-Indices with Firm Value and Stock Market Performance
Corporate Governance Index Measures
FirmQ2
FirmTrs2 FirmMva2
Shareholder’s rights and
0.219
0.084
0.007
SRET
equitable treatment
BOD Board of directors
0.096
-0.050
-0.059
RAC Remuneration and compensation
0.127
0.115
-0.073
Director and executive education
0.008
0.101
0.181
DEED
and development
DAT Disclosure and Transparency
-0.023
0.169
-0.062
ROS
Roles of stakeholders
0.075
0.060
-0.049
CMT Committees
-0.200
-0.050
-0.142
OS
Ownership structure
-0.155
0.081
0.024
Progressive policies and
0.096
0.134
-0.064
PPP
practices
Note: FirmQ represents firm value as estimated by Tobin’s Q; FirmTrs represents
total return to shareholders; FirmMva represents market value added.
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For BOD with FirmQ2, and FirmTrs2, and FirmMva2 correlations are 0.096,
-0.050, and -0.059. No significant correlations exist between the variables and there is
only one positive correlation which is between BOD and FirmQ2. Based on this result
the study’s 7th and 8th and 9th null hypothesis (there is no statistically positive and
significant relationship between voluntary compliance to good governance of Board
of Directors with Firm Value and Stock Market Performance) is accepted.
Correlations for RAC with FirmQ2, and FirmTrs2, and FirmMva2 are 0.127, 0.115,
and -0.073. Only two positive correlations exist which is between RAC with FirmQ2
and FirmTrs2. Based on this result the 10th and the 11th null hypothesis (There is a no
positive relationship between voluntary compliance to good governance of
remuneration and compensation with firm value and Total Returns to Shareholders)
for the study is rejected. Because of the negative correlation between RAC with
FirmMva2, the 12th null hypothesis (There is a no positive relationship between
voluntary compliance to good governance of remuneration and compensation with
Market Value Added) of the study is accepted.
Correlations for DEED with FirmQ2, and FirmTrs2, and FirmMva2 are 0.008,
0.101, and 0.181. All correlations are positive even though not significant. Based on
this result we reject the 13th and 14th and 15th null hypothesis (There is a no positive
relationship between voluntary compliance to good governance of Director/Executive
Education and Development with Firm Value and Stock Market Performance) for the
study. For DAT with FirmQ2, and FirmTrs2, and FirmMva2, correlations are -0.023,
0.169, -0.062. There are no significant correlations between any variables and only
one positive correlation exist between DAT with FirmTrs2. Based on this result the
16th and 17th and 18th null hypothesis for the study (there is a no statistically positive
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and significant relationship between voluntary compliance to good governance of
Disclosure and Transparency with Firm Value and Stock Market Performance) can
be accepted.
For ROS with FirmQ2, and FirmTrs2, and FirmMva2, correlations are 0.075,
0.060, -0.049. There are no significant correlations between any variables however
two positive correlations exist which are between ROS with FirmQ2 and FirmTrs2.
Therefore, based on this result we reject the 19th and 20th null hypothesis for the
study (there is a no positive relationship between voluntary compliance to good
governance of Role of Stakeholders with Firm Value and Total Returns to
Shareholders). The 21st null hypothesis (there is a no positive relationship between
voluntary compliance to good governance of Role of Stakeholders with Market Value
Added) is accepted as a result of the negative correlation between the ROS with
FirmMva2. Correlations for CMT with FirmQ2, and FirmTrs2, and FirmMva2,
correlations are -0.200, -0.050, -0.142. There are no significant correlations between
any variables and there are no positive correlations either. Therefore, based on this
result we accept the 22nd, 23rd and 24th null hypothesis (there is a no positive
relationship between voluntary compliance to good governance of Committees with
Firm Value and Stock Market Performance) for the study.
Correlations for OS with FirmQ2, and FirmTrs2, and FirmMva2 are -0.155,
0.081, 0.024 respectively. There are no significant correlations between any variables
even though there are two positive correlations between OS with FirmTrs2 and
FirmMva2. Based on this result we accept the 25th, 26th and 27th null hypothesis (there
is no statistically positive and significant relationship between voluntary compliance
to good governance of Ownership Structure with Firm Value and Stock Market
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Performance) for the study. For PPP with FirmQ2, and FirmTrs2, and FirmMva2
correlations are 0.096, 0.134, and -0.064. Even though no significant correlations
exist between any variables there are two positive correlations between PPP with
FirmQ2 and FirmTrs2. Therefore, based on this correlation the 28th and 29th null
hypothesis (there is a no positive relationship between voluntary compliance to good
governance of Progressive Policies and Practices with Firm Value and Total Returns
to Shareholders) for the study can be rejected. The 30th null hypothesis (there is a no
positive relationship between voluntary compliance to good governance of
Progressive Policies and Practices with Market Value Added) of the study can be
accepted as a result of the negative correlation between PPP with FirmMva2.

5.4 Discrepancy for Prevalent Corporate Governance Compliance of SET 100
Index Listed Companies with Firm Value and Stock Market Performance between
the First Period ( 2003 to 2005) and Second Period (during 2007 to 2009) of the
Study
In order to test the 31st null hypothesis of the study (i.e., there is no
statistically significant difference between overall influence of voluntary compliance
to good Corporate Governance with Firm Value and Stock Market Performance given
two different periods, 2002 to 2005, and 2006 to 2009), a standard One-way ANOVA
was conducted. Results for statistical significant difference of means using Levene’s
Tests are provided in Table 5.17. For Corporate Governance compliance between the
study’s two periods the F ratio is 56.468, and significance value is 0.000 (lesser than

α 0.01).
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For Tobin’s Q, TRS, and MVA, F ratios are 2.261, 0.018, and 0.728 with
significance values of 0.136, 0.893, and 0.379 respectively. There are no significant
differences in means between the study’s dependent variables given two difference
periods as significance values are greater than

α 0.01. Table 5.18 presents similar

results using a multivariate statistics for tests of between-subjects effects. Therefore,
based on this result, the study’s 31st null hypothesis can be accepted.
Table 5.17
One Way ANOVA Statistics for Corporate Governance Compliance, Firm Value
and Stock Market Performance between the First Period (2003 to 2005) and Second
Period (during 2007 to 2009) of the Study

Conducting an analysis of variance allowed for the testing of the study’s 32nd
and 33rd null hypothesis (There is no improvement in overall Firm Value and Stock
Market Performance after voluntary compliance of good Corporate Governance). In
the one-way ANOVA test Tgov1 and Tgov2 have a significance difference in means
of around 0.000, and this difference is owed to an improvement in average overall
Corporate Governance compliance for period two of the study, from around 0.63 in
period 1 to around 0.79 in period 2. There are no significant differences in the study’s
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dependent variables, average FirmQ1 (2.47) and FirmMva1 (-36,984,929,825) is also
better when compared to FirmQ2 (1.70) and FirmMva2 (-97,156,842,105).
Table 5.18
Multivariate Statistics for Corporate Governance Compliance, Firm Value and
Stock Market Performance between the First Period (2003 to 2005) and Second
Period(2007 to 2009) of the Study

However, FirmTrs2 (0.85) is higher than FirmTrs1 (0.77) which shows that
there is an improvement in one variable (Total Returns to Shareholders) representing
firm Stock Market Performance although this improvement is not significant. So,
based on this result, the 32nd null hypothesis of the study can be accepted, and the 33rd
null hypothesis of the study can be rejected.
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5.5 Discussion of Research Findings
5.5.1 Discussion of Prevalent Corporate Governance Compliance of SET
100 Index Listed Companies.
This research suggests that, firms with overall Corporate Governance
compliance, seem to have shown higher average Corporate Governance compliance in
the second period when compared to the first period of the study. A total of 67 criteria
items were selected to assess firm -level Corporate Governance compliance based on
the fifteen principles of good Corporate Governance for the study’s first period. One
item had been excluded taking into account its relevancy and perhaps owing to this
factor no companies belonging to the study’s sample group had shown or disclosed
compliance to this item for the first period of the study.
Average compliance score for the first period of the study was around 42 with
a compliance percentage of 63. There were 11 items with compliance percentages of
below 30which included:
•

Whether or not reason or supporting data was provided to shareholders
by the Remuneration Committee when setting compensation.

•

Whether or not there was information regarding an auditor’s affiliation
with the company.

•

Whether or not there was information regarding an auditor
reappointment in the company and the number of years the auditor has
been with the company, or reasons for changing an auditor if a new
auditor has been appointed.

•

Whether or not the chairman of the committee attended shareholder
meetings.
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•

Whether or not other board members who attend shareholder meetings
was more than half the number of all other regular members.

•

Whether or not shareholders were made aware in the meeting of other
board positions held by board members in other related businesses.

•

Whether or not information regarding an auditor’s affiliation with the
company was presented to shareholders at the meeting.

•

Whether or not shareholders were presented with information
regarding an auditor reappointment in the company and the number of
years the auditor had been with the company, or reasons for changing
an auditor if a new auditor has been appointed at the meeting.

•

Whether or not there were voting and counting procedures during the
shareholders meeting.

•

Whether or not there was disclosure of remuneration of individual
directors.

•

Whether or not there was disclosure of remuneration of individual
executives.

Low compliance percentages to the above items might have been on account
of firms not having had any policies in place at the time when the SET had released
its 15 principles of good Corporate Governance, and when the assessment had been
carried out at annual ending period 2002. Another explanation could be that firms did
have policies in place and they might have also had strict practices, but had shown
low involvement as a participant in the assessment out of discretion by not disclosing
compliance to certain items.
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For the second period of the study, a total of 100 criteria items were selected
to assess firm- level Corporate Governance compliance using the Thai Gov-Index,
and based on the second amended principles and practices of good Corporate
Governance recommended by the SET. Compared to the first period of the study,
there are only 6 items with compliance percentages below 30 in the second period.
These items include:
•

Whether or not, when there were no monthly meetings, the board receives a
monthly report regarding the company's performance.

•

Whether or not there were prearranged terms and conditions to access
additional information by the board through either the managing director, the
company secretary or the executive designated as a contact person.

•

Whether or not members of the board assess the performance of the board as a
whole or specifically to the issues, not to any director.

•

Whether or not managing directors are requested to present a succession plan
to the board on a timely basis.

•

Whether or not the chairman of the board was either a chairman or a member
of any committee so as to preserve the independence of the committees.

•

Whether or not there was at least one director also a controlling shareholder
with >=25% stock ownership.
Low compliance percentages to the above items for the study’s second period

can be attributed to reasons mentioned in period one of the study or other additional
reasons. With the second amendment of SET’s recommended principles and practices
of good Corporate Governance, some firms might have started implementing some of
the revised policies and practices but at a slower pace compared to other firms
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belonging to the SET 100 Index. This could leave such firms with little to disclose in
annual reports. Even with good compliance some firms might prefer to be discrete in
presenting information regarding compliance to good Corporate Governance in their
annual reports. Nonetheless, average compliance percentage for the second period of
the study is 79 and this improvement is significant.
Several assumptions can be made, with reference to studies that were
previously conducted, that might allow for the understanding of how prevalent
Corporate Governance practices have persisted among the companies over a period of
7 years. Heinrich, Lis and Pleines (2007) suggest that, under a shareholders’
approach, compliance to good Corporate Governance could be consequential from
pressures exerted by either majority shareholders, outside minority shareholders,
internationalization/globalization, and laws and legal regulation.
A company’s transformation in Corporate Governance performance firstly
concerns its shareholders or owners (Heinrich, Lis and Pleines, 2007). Both costs and
benefits to the firm are associated with the presence of controlling shareholders
therefore their presence has net effect on corporate performance. (Wiwattanakantang,
2001).

Controlling shareholders help alleviate the “free rider problem” (when

investors depend on other investors to investigate such issues) of monitoring the
management team thereby reducing agency costs. Large stake shareholders have
incentives to tolerate monitoring costs owing to the gains from investing in
monitoring activities exceeding the costs (Wiwattanakantang, 2001).
Ownership concentration is more prominent among emerging economies
(Witwattanakantage, 2001). Around 80% of non-financial traded companies on the
Stock Exchange of Thailand are family-owned. Concentrated ownerships

help
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mitigate shareholder conflicts where there is a lack of legal and institutional
frameworks protecting outside investors. The best equilibrium in such an environment
therefore is to have controlling shareholders. Large ownership stakes offer a
commitment signal (to outside investors) that controlling shareholders will not
sidetrack corporate assets. This signal is credible since outside investors also
undertake evaluation of share prices based on what they expect the degree of
expropriation by controlling shareholders to be (Wiwattanakantang 2001). Among
Thai listed companies there are at least four different types of controlling
shareholders; individual or family, foreign investors, the Thai government, and a
group of more than one controlling shareholder, and effects of the presence of each
group type on company performance may vary (Wiwattanakantang, 1999, 2000).
Outside minority shareholders can also play a role in terms of initiating better
Corporate Governance practices among listed companies. Financial institutions,
strategic investors with strong minority shareholdings, and foreign investors are three
groups of shareholders and outsiders that are likely inclined to put into effect
improvements in a company’s Corporate Governance behavior as a means to attain
attractive returns on their investments. Minority shareholders show interest in
improving a company’s Corporate Governance when they have suspicion that
corporate information and financial statements might be subjected to manipulations
by management. Nonetheless, this initiative is only possible when they have
necessary resources to exert pressure on the board (Heinrich et al., 2007).
Kanchanapoomi (2006) discusses the use of a private reform methods in
developing countries, where legal systems are not austerely followed and laws are
weakly enforced could come in the form of governments encouraging the private
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sector to step up reforms in corporate behavior through corporate ownership changes
or structural transformations. Also, regarding investor’s, their protection encourages
developments of financial markets because when investors are protected they invest in
more securities so this becomes more attractive for entrepreneurs to issues securities
(Kanchanapoomi 2006). In terms of creditors, their rights help promote the
development of lending. Bank lending or market lending are favored under the exact
structure of these rights. In countries where creditors were protected, credit markets
appeared to be better and larger. Shareholders rights allow for the creation of equity
markets as represented by firm valuation, the number of listed firms or market
breadth, and the rate at which firms go public. So, based on how much financers are
able to exercise control over the investment decisions of entrepreneurs, financial
development in turn allows capital to flow toward more productive uses thereby
improving resource allocation efficiency (Kanchanapoomi 2006).
The next form of influence comes from internationalization/globalization.
Companies become more internationalized when foreign markets become important
to them. When entering foreign markets, companies have to adapt to the foreign
business environments. which might involve Corporate Governance policies and
practices. Improvement in Corporate Governance therefore could also be a result of
cultural learning (Heinrich et al., 2007). Countries, with good legal systems that
protect investors, that have also opened up to the world market are able to attract more
capital through globalization. This increasing demand for capital in developed and
developing economies has also lead to an increase for improved governance practices
(Bhasa, 2004).
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Governance Systems in Germany, Japan, and the US demonstrate signs of a
convergence. This is evident of a greater uniformity or a global consent that managers
are to act in the best interest of the company’s shareholders, both controlling and
minority shareholders. Three principal factors identified as pushing economies
towards uniform consent include failures of alternative models such as manager,
labor, and state-oriented models of corporate law, global commerce competitive
pressures, and favor of an emerging shareholder class as a result of a shift of interest
group influence (Braendle and Noll, 2005).
The Financial Stability Forum (1999) that was created as a result of the Asian
financial crisis, authorized the need to assess the vulnerabilities impacting the
international financial system with responsibility towards identifying and overseeing
actions to address such vulnerabilities. The OECD also issued its principles of good
Corporate Governance. This served as a key standard for the promotion of Corporate
Governance structures in Asia and an effort to replace the “relationship-based system”
with a “rights-based system” where there was in place full-bodied legal and
enforcement institutions (Reddy, 2009).
The OECD principle’s overall logic and framework for good Corporate
Governance is based on liberal market economies, where shareholders also embody
dominant roles, and where stakeholders’ rights are respected as affirmed by laws or
agreements. So, if their rights are violated then there is in place effective measures to
rectify such violations. Also encouraged are mechanisms to enhance employee
performance. Thailand, among other Asian countries that have shown enthusiasm to
join and meet international standards, currently incorporates OECD’s principles of
good Corporate Governance in its own codes and guidelines (Reddy, 2009).
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Finally, legal regulations and their enforcement can allow for the promotion
and improvement of Corporate Governance. This would represent an initiative by the
state in civilizing investment climates and preventing the criminalization of the
economy, since manipulative and fraudulent financial reporting to serve such
purposes as avoiding taxes is a result of poor Corporate Governance (Heinrich et al.,
2007). In Thailand, regulatory approaches and legal instruments that act as measures
against Corporate Governance issues include the Accounting Act, the Financial
Institutions Act (FIA), the Bank of Thailand Act (BOTA), the Securities and
Exchange Act (SEA), the Public Companies Act (PCA), and other legal reforms. One
of the key steps to improving corporate structure in Thailand is to improve accounting
practices via monitoring that enhances transparency and promotes good corporate
governance (Heinrich et al., 2007).
Around 1998-1999, the Institute of Certified Accountants and Auditors of
Thailand introduced accounting standards in-line with international best practices
(ICAAT) (Vadhanasindhu, 2001). At present, the Federation of Accounting
Professions (FAP), established in 2004, issues Thailand’s Accounting Standards.
International Financial Reporting Standards’ (IFRS) introduction, as part of Thai’s
Generally Accepted Accounting Principles (Thai GAAP), among fifty actively trading
listed companies in the Stock exchange of Thailand is planned for 2011 (International
Accounting Standards, 2009).
The FIA centers on enhancing good Corporate Governance and best practices
for lending (Vadhanasindhu, 2001). The FIA, a new law governing the businesses of
financial institutions was issued in the Royal Gazette in 2008. This act is a
combination of the Commercial Banking Act and Finance and Credit Foncier Act.
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The Bank of Thailand acts as regulator and the Ministry of Finance as an authorizer of
granting or revoking license granted to financial institutions subject to the FIA (as
stated by Clifford Chance’s publication in 2008).
The BOTA, enacted in 1941 with a recent update in 2008,

acts as an

independent supervisory body for financial institutions without interference from
government and the Parliament. Policies and Macroeconomic management is to be
reported by the Bank of Thailand to the Senate once a year and any prosecutions of
the Bank of Thailand’s governor will lie with the Supreme Court not the Cabinet
(Vadhanasindhu, 2001). A Payment Systems Committee is established to devise and
follow up on payment systems directions and policies for national payment systems
governed by the Bank of Thailand and Inter-bank clearing systems (Bank of Thailand,
2009).
The SEA, amended in 1992, requires that over fifty percent of the SEC is to be
full-time directors, and the number of directors assigned by “political appointment”
are to be reduced. The Finance minister has automatic appointment as Chairman of
the SEC (Vadhanasindhu, 2001). The PCA, amended in 1992, aims to promote more
transparency and improve Corporate Governance practices of public limited
companies. Protection of minority shareholders is also enhanced with the new draft as
they are able to vote the dismissal of directors of a company. It also improve s access
to a public company’s performance related information, calling of shareholder
meetings, duties of directors, roles and responsibilities of directors and executives, as
well as penalties for fraudulent practices. The World Bank’s inventory and status of
legal reforms in Thailand had reported several new laws to be passed that were also
related to Corporate Governance. Some of these new laws include corporate
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reorganization laws, the Bankruptcy Act, Foreclosure/Debt Collection Regime, the
State Enterprise Act, the State of Enterprise Corporatization, as well as electronic
commerce laws (Vadhanasindhu, 2001).
5.5.2 Discussion of Corporate Governance Compliance Effects on Firm
Value and Stock Market Performance of SET 100 Index Listed Companies.
Results of statistical tests for the first period of the study imply that there
exists no positive correlation between Corporate Governance compliance with
Tobin’s Q and TRS. Nonetheless there still exists a positive correlation between
Corporate Governance compliance with Firm MVA, though this relationship is not
significant. But a plausible assumption for this could be that given the specific period,
Corporate Governance compliance can positively influence Firm MVA taking into
account other events and conditions occurring during the period. On the other hand,
research results for the second period of the study offer more of a relationship
proposition between the variables. Even though no positive and significant
correlations can be observed for this period, there exist positive correlations between
Corporate Governance compliance with Tobin’s Q and Firm TRS. This finding could
connote that, over time, prevalent Corporate Governance compliance could indeed
improve Firm Value as well as positively influence TRS.
An investigative Pearson correlation test between average Corporate
Governance compliance for both periods with 7 year period averages (from 2003 to
2009) with FirmQ, FirmTrs and FirmMva also reaffirm findings for period 2 of the
study. Table 5.19 lists correlation statistics for the above mentioned investigational
test. As is shown, average Corporate Governance compliance for both periods have
positive correlations with 7 year averages of Tobin’s Q and TRS though this
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relationship is not significant. Also, a negative correlation exists between average
Corporate Governance compliance and 7 year averages of Firm MVA. This result is
similar to that of period 2.
Table 5.19
Pearson Correlation Statistics for Average Corporate Governance Compliance for
both periods with 7 year averages of Firm Value and Stock Market Performance

The study’s control variables show that firm size and profitability, alongside
Corporate Governance compliance, also demonstrates a positive influence over
Tobin’s Q and MVA, and Firm Sales Growth with TRS and MVA, even though these
relationships are not significant. This is a similar case for the second period of the
study where Firm Size and Profitability also show to have positive influence over
Firm Value, and Firm Sales Growth on TRS.
In view of the role each Corporate Governance compliance sub-indices has in
influencing Firm Value and Stock Market Performance for the second period of the
study, correlation results offer further insights. On a positive correlation scale,
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compliance to Corporate Governance practices relating to Shareholder’s rights and
equitable treatment and Remuneration and Compensation have higher positive
correlation values with Firm Value, relative to the other seven Corporate Governance
sub-indices. Also, Disclosure and Transparency as well as Progressive Policies and
Practices exhibit higher positive correlation values with Total Returns to
Shareholders. For correlations between the 9 Corporate Governance sub-indices with
Firm Market Value Added, Director and Executive Education and Development and
Ownership Structure demonstrate to have higher positive associations with Firm
Market Value Added.
Compliance to Corporate Governance practices relating to Shareholders
Rights and Equitable Treatment and Director and Executive Education and
Development showed positive correlations to both Firm Value and Stock Market
Performance variables, though this relationship is not significant. Also, compliance to
practices relating to Remuneration and Compensation, Role of Stakeholders, and
Progressive Policies and Practices all have positive correlations with Firm Value and
TRS but negative correlations with Firm MVA. Another observation is that while
compliance to good governance practices relating to Board of Directors shows a
positive correlation to only Firm Value, compliance to Disclosure and Transparency
practices show a positive correlation to only TRS. Interestingly, compliance to good
corporate governance relating to Ownership Structure is shown to have positive
relationships with both TRS and MVA, while compliance to practices relating to
committees have no positive correlations with either Firm Value or Stock Market
Performance.

150
Contrary to Kouwenberg’s (2006) results that found correlations between
voluntary Corporate Governance code adoption and average Firm Value prior to
2006, similar observation is not found in the first period of the study but rather for the
second period of the study. However, overall results, taking into account average
Corporate Governance compliance for both periods as well as average Firm Value
over a period of 7 years do suggest a causal link, though the strength of this
relationship is not significant. Research results of the study also share common
ground with previous studies investigating the relationship between firm-level
Corporate Governance compliance with Firm Value. The studies of Klapper and
Love’s (2002), Brown and Caylor (2004) Beiner, Drobetz, Schmid and Zimmerman’s
(2004), and Black, Jang and Kim (2006) all showed that when firms had in place good
Corporate Governance practices this in turn positively influenced Firm Value as
measured by Tobin’s Q. In some studies this relationship was also significant such as
the studies of Beiner, Drobetz, Schmid, and Zimmerman (2004), and Black, Jang and
Kim (2006).
During the research’s review of literature process, no previous studies were
discovered relating to the type of associations that could entail between firm-level
Corporate Governance with TRS and MVA. This study’s statistical results provide
preliminary insight into this association. Even though no significant, positive
associations between Corporate Governance compliance with TRS was seen to occur
in the second period of the study as well as taking into account 7 year average values,
and a negative correlation for MVA even though positive for the first period. What
must also be considered are the circumstances whereby such incidences are observed,
therefore creating correlation discrepancies between the periods.
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5.5.3 Discussion of Discrepancy for Corporate Governance Compliance
Effects on Firm Value and Stock Market Performance of SET 100 Index
Listed Companies given Two Periods .
Interesting observations can be made when comparing the statistical test
results for the two periods. Firstly, looking at the correlations between Corporate
Governance compliance and MVA, for the first period of the study this relationship is
shown to be positive compared to the second period of the study which is negative.
The opposite is detected for Corporate Governance compliance with Firm Value and
TRS where a negative relationship is shown for the first period, and a positive
relationship is shown for the second period. To understand the possible explanation
for a negative relationship between Corporate Governance compliance and Firm
MVA, the different elements constituting to Firm MVA must be considered for both
periods.
In the first period, average MVA calculated for the study was around 37,140,308,108. The lowest positive MVA average being 415,899,781 and the highest
positive MVA average at a value of around 1,967,496,768,269, leaving a variance of
around 1,967,080,868,488 between the highest and lowest positive averages. 30
companies had positive MVA averages and 27 companies had negative (-573,602,286
to -1,171,572,984,047) MVA averages. So, even though this discrepancy is not
significant, it is fair to say that, in the first period of the study, majority of companies
were doing well in terms of generating wealth for shareholders owing to the higher
number of positive MVA averages despite having lower average Corporate
Governance compliance when compared to the second period.
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However, when accounting for positive and negative MVA in the second
period of the study, what can be observed is that the average MVA for the period still
remained negative and had dropped even further to around -98,223,333,944. The
lowest positive MVA average was around 1,055,533,272 and the highest positive
MVA average was around 406,725,366,099, leaving a variance of around
405,669,832, 828. Only 18 companies had positive MVA averages for the second
period of the study while 39 companies had negative MVA averages. So therefore,
even though companies were shown to have done fairly better in terms of Corporate
Governance compliance in the second period the study, firm attributes still played a
significant role in determining corporate MVA performance. The correlations tests
conducted for the study’s control variables in the second period showed firm
profitability (as measured by return on assets) to have a significant and positive
correlation (around 0.289 at a level of 0.05) with average MVA. So, in comparison to
the first period of the study where substantial wealth had been created by majority of
the 57 companies for shareholders, the second period has shown that the value or
wealth of the capital contributed towards the 57 companies has been destroyed. This
could be owed to a devaluing in actions and investments of management, or in other
terms, when firm debt and equity value exceeded the value of capital invested in a
firm. Similar arguments could hold true for negative correlations between average
corporate governance compliance with average Firm Value and TRS for the first
period the study. Nonetheless this effect cancels out overtime for Firm Value and
TRS, but not for MVA.
Events that triggered the devaluing in actions and investments of management
among the 57 companies belonging to the SET 100 Index might not have been an
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isolated incident. Factors outside the control of the companies could have played a
significant role. Between 2006 and 2009, Thailand faced a “twin crises”, that is the
global economic crises alongside its political crises (Uwanno, 2009). In 2006, after
almost 9 years when the country’s 1997constitution took effect, a coup had been
staged by the Council for Democratic Reform (CDR) owing to the ongoing political
conflict of the legitimacy of the government and its leadership at the time. The crises
prolonged over the next three years after the enforcement of the 2007 constitution.
Alongside this, the ripple effects of the sub-prime crises also hit Thailand by annual
ending period 2008 (Uwanno, 2009).
Owing to the political crises, significant impact of the global economic crises
on the country were not fully addressed by the government at the time. Thailand was
negatively affected in several ways in terms of its exports and economy. Statistics
that were reported included a contraction of exports from 20% in the third quarter of
2008 to 9.4% in the fourth quarter of 2008, and overall economic growth rate for the
year dropped to around 2.6% owing to its current GDP at the time which was around 4.2%. (Uwanno, 2009) In the start of 2009, exports and the country’s GDP further fell
by 20% and 7.1% respectively. Fiscal measures, tax measures, financial measures,
and long-term measures were nonetheless proposed by the current government during
the period of the twin crises. That crises further raised concerns among foreign
investors and business people about how the government’s effort to address the
country’s economic problems could be delayed owing to its political situation. This
delay could impact foreign investment in bonds, stock markets, and tourism in
Thailand (Uwanno, 2009).
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A summary to several components of the study is presented in the next
chapter which also includes the background of the study as well as research findings.
Conclusions that have been made as a result of the both the literature review as well
as study’s findings and analysis are also offered. Finally, a section is put aside to
provide recommendations both for the firm and policy makers as well as for future
research.
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CHAPTER VI
Summary, Conclusions, and Recommendations

This chapter summarizes the study and conclusions that can be drawn based
on the research findings and analysis of the results. Managerial implications for
Corporate Governance sustainability in terms of practice and development are also
provided. A final section is put aside to offer academics and non-academics
suggestions for future research that can be harnessed to the current study.
6.1 Summary
6.1.1 Summary of the Background of the Study
This study sets out to understand the associations between firm-level
Corporate Governance with Firm-Value and Stock Market Performance of SET 100
Index listed companies of Thailand. Tobin’s Q was selected as a proxy for Firm
Value, while Total Returns to Shareholders and Market Value Added were selected as
proxies for stock market performance of the firm. Studying the relationship between
Firm-level Corporate Governance with Firm Value over a period of 7 years allows for
a better understanding of causality of influence, given the progression of Corporate
Governance initiatives among publicly listed and traded companies of Thailand.
In addition, this research identified that past academic papers that were
reviewed as part of the study did not fully address how firm-level Corporate
Governance serves shareholder value maximization and more specifically, its role in
influencing Total Returns to Shareholders and Market Value Added of a firm. The
study utilizes the fundamental principles of Koller, Goedhard, and Wessel’s (2005)
Comprehensive Value Metric Framework for Valuation to further examine this
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relationship. This study assumes that firm-level Corporate Governance performance
can allow for the assessment and understanding of a firm’s current performance while
also providing room for anticipation of how its future performance could be. If
associations between the variables of the study are found to be significant, this could
lead to an understanding of the role of Corporate Governance as a value driver among
the SET 100 Index listed companies of Thailand. The answers provided in the study
are based on the following research questions that were originally posed:
1. Can a statistical relationship be observed between good Corporate
Governance compliance with Firm Value among SET 100 Index listed
companies in Thailand?
2. Can a statistical relationship be observed between good Corporate
Governance compliance with Stock Market Performance among SET
100 Index listed companies in Thailand?
3. Can a statistically significant relationship be observed between good
Corporate Governance compliance concerning Ownership Structure,
the Board and its Responsibilities, and Disclosure and Transparency
with Firm Value and Stock Market Performance, relative to other
observed categories, among SET 100 Index listed companies in
Thailand?
4. Does a statistically significant difference exist in Firm Value and Stock
Market Performance to good Corporate Governance compliance
among SET 100 Index listed companies in Thailand given two time
periods?
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5. Can prevalent improvements in Firm Value and Stock Market
Performance

be

observed

after

good

Corporate

Governance

compliance among SET 100 Index listed companies in Thailand?
In order to provide the justifications and conceptual framework for this study,
theories and concepts pertaining to firm-level Corporate Governance and its impact
on performance of firms were reviewed and synthesized. The review discovered that
though each Corporate Governance element proved unique to the performance of
firms, these elements were also entwined with each other therefore it proved more
useful for the study to observe these elements collectively rather than segregating
them to make singular observations. Therefore, the independent variables established
for the study included 9 Corporate Governance sub-indices: Shareholders Rights and
Equitable Treatment, Board of Directors, Remuneration and Compensation, Director
and Executive Education and Development, Disclosure and Transparency, Role of
Stakeholders, Committees, Ownership Structure and Progressive Policies and
Practices.
Dependent variables established for the study were Firm Value where Tobin’s
Q was selected as proxy (a common proxy used by past studies) in line with
answering some of the study’s research questions, and Stock Market Performance.
Total Returns to Shareholders and Market Value Added were selected as proxies
based on valuation methods proposed by Koller, Goedhard, and Wessel’s (2005)
Comprehensive Value Metric Framework for Valuation. Furthermore, after examining
common tools and assessment methods utilized by past studies for measuring firm
level Corporate Governance, it was understood that further adaptation of such tools
and assessment methods were required to suit the context of the study.
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The use of both secondary data and primary data were considered appropriate
and were collected based on information relevance and availability. Financial data for
the 57 SET 100 Index companies being studied were collected from annual periods
2000 to 2009. Corporate governance data for the first period of the study had been
provided by the CGC of the Stock Exchange of Thailand. An Index, the Thai GovIndex, had been constructed in order to study firm- level Corporate Governance for
the second period of the study. A Text Content Analysis approach had been adopted
for this period of the study in order to collect Corporate Governance data from
Corporate Governance Reports publicized in company annual reports. Quantitative
and qualitative information were integrated for the interpretation of overall results as
part of the study’s concurrent triangulation strategy. Statistical analysis methods
utilized to handle the final quantitative data of the study included Reliability and
Validity analysis, Descriptive Analysis, Pearson Correlation, One-way ANOVA, as
well as Multivariate Analysis.
6.1.2 Summary of Research Findings
6.1.2.1 Summary of Corporate Governance Compliance of the Study’s
Representative Sample from SET 100 Index Listed Companies.
For the first period of the study, (during 2002-2005) 67 items measuring firmlevel Corporate Governance were selected. This criteria were originally set by the
CGC to measure Corporate Governance performance based on 15 measures: Policy
on Corporate Governance, Shareholders Rights and Equitable Treatment, Various
groups of Stakeholders, Shareholders’ Meetings, Leadership and Vision, Conflict of
Interests, Business Ethics, Balance of Power of the Board, Aggregation or
Segregation of Positions, Remuneration for Directors and the Management, Board of
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directors’ Meetings, Committees, Controlling Systems and Internal Audit, Directors
Reporting, and Relations with Stakeholders. 57 of the SET 100 Index listed
companies scored an average of 42.46 out of 67, 63% out of 100%. Average number
of companies showing compliance to the criteria is 29.
For the second period of the study, (during 2006-2009) 100 items are indexed
into 9 categories to measure firm level corporate governance. 57 of the SET 100
Index listed companies scored an average of 79 out of 100. Average number of
companies showing compliance to the criteria is 44. Averages score for compliance to
all items measuring Shareholders Rights and Equitable Treatment is 16 (out of 19) ,
Board of Directors is 19 (out of 27) , Remuneration and Compensation is 6.2 (out of
8), Director and Executive Education and Development is 4.7 (out of 6), Disclosure
and Transparency is 8.8 (out of 9), Role of Stakeholders is 4.4 (out of 6), Committees
is 7.3 (out of 10), Ownership Structure is 2 (out of 4), and Progressive Policies and
Practices is 11 (out of 11).
6.1.2.2 Summary of Corporate Governance Compliance Effects on Firm
Value and Stock Market Performance for the First Period (2003-2005) of
the Study.
For the first period of the study the following associations between the study’s
dependent and independent variables were discovered. Correlations for Corporate
Governance compliance with average Firm Value (2003 to 2005) was -0.036.
Correlations for Corporate Governance compliance with TRS was -0.094.
Correlations for Corporate Governance compliance with Firm MVA was 0.42. Also
observed were the associations between the study’s dependent variables with a set of
control variables, namely firm size, sales growth, and profitability. Correlation for
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Firm Size with average Firm Value is 0.385, with average TRS is -0.055, and with
Average MVA is 0.199. Correlations for Firm Sales growth with average Firm Value
is -0.124, with average TRS is 0.168, and with average MVA is 0.228. Correlations
for Firm Profitability with average Firm Value is 0.156, with average TRS is -0.069,
and with average MVA is 0.228.
6.1.2.3 Summary of Corporate Governance Compliance Effects on Firm
Value and Stock Market Performance for the Second Period (2007-2009) of
the Study.
For the second period of the study the following associations between the
study’s dependent and independent variables were discovered. Correlations for
Corporate Governance compliance with average Firm Value (2007 to 2009) was
0.097. Correlations for Corporate Governance compliance with TRS was 0.066.
Correlations for Corporate Governance compliance with Firm MVA was -0.49. Like
the first period, the associations between the study’s dependent variables with a set of
control variables, namely Firm Size, Sales Growth, and Profitability, were also
observed.
Correlation for Firm Size with average Firm Value is 0.04, with average TRS
is -0.023, and with average MVA is -0.123. Correlations for Firm Sales Growth with
average Firm Value is -0.123, with average TRS is 0.387, and with average MVA is 0.227. Correlations for Firm Profitability with average Firm Value is 0.204, with
average TRS is -0.114, and with average MVA is -0.289. Based on the correlation
statistics and analysis offered for the first and second period of the study, in line with
the study’s research questions and objectives, the 1st, 2nd, 4th, 5th, 6th, 10th, 11th, 13th,
14th, 15th, 19th , 20th , 28th, and 29th null hypothesis of the study had been rejected and
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the 3rd, 7th, 8th, 9th, 12th, 16th, 17th, 18th , 21st, 22nd, 23rd, 24th, 25th, 26th, 27th, and 30th
null hypothesis of the study had been accepted.
6.1.2.4 Summary of Prevalent Corporate Governance Compliance and its
effects on Firm Value and Stock Market Performance given two periods.
The study also tested for any statistical difference in overall influence of
Corporate Governance compliance with Firm Value and Stock Market Performance
between the first and second period of the study. Results for statistical differences,
using Levene’s tests, in Corporate Governance compliance given two periods
included an F ratio of 56.468 with a significance value of 0.000, lesser than α 0.01. F
ratio for Firm Value given two periods is 2.261, with a significance value of 0.136. F
ratio for TRS given two periods is 0.018, with a significance value of 0.893. F ratio
for MVA given two periods is 0.728, with a significance value of 0.379. Therefore,
based on the correlation statistics and analysis offered for the significance of
discrepancy between the two periods of the study, in line with the study’s research
questions and objectives, the 31st null hypothesis of the study had been accepted and
the 32nd and 33rd null hypothesis of the study had been rejected.

6.2 Conclusions.
With reference to the study’s research objectives and findings, several
conclusions can be drawn. Firstly, the SET 100 Index listed companies of Thailand
that were observed between 2000 to 2009 have embedded Corporate Governance
initiatives and mechanisms that exist at the level of the firm. These initiatives and
mechanisms have evolved overtime, to reflect compliance to standards at a national
and international level as recommended by the SET and the OECD respectively. With

162
reference to the study’s literature on Agency Theory- which attends to the
fundamental need for Corporate Governance mechanisms to deal with agency
problems, it can be observed that the study’s 57 selected companies have over time
widened and implemented such mechanisms, which in turn also show signs of being
mirrored in their performance over the years.
Although no statistically significant correlations exists between the
independent and dependent variables as laid out in the conceptual framework, positive
associations were discovered between Corporate Governance compliance with Firm
Value and Total Returns to Shareholders. No significant or positive correlations were
discovered between Corporate Governance compliance with Firm Market Value
Added for the second period of the study or over a period of 7 years. Having made use
of Koller’s et al., (2005) Comprehensive Value Metrics Framework to address the
relationship between the study’s independent and dependent variables, inference is
offered towards several aspects of this relationship. Firstly, that firm-level Corporate
Governance can serve as a value driver is to a certain extent justified by what the
study findings infer, even though findings of all positive associations appeared to be
weak. Moreover, not only does the firm generate value for itself in the course of
sustaining firm-level Corporate Governance, it also returns this value to its
shareholders as such mechanisms act as a dynamic force for firms to surpass the mark
set by market expectations.
No significant correlations were observed between 9 Corporate Governance
compliance sub-indices belonging to the Thai Gov-Index with the study’s dependent
variables. However, positive associations existed for Shareholders’ Rights, and
Equitable Treatment, and Director and Executive Education and Development with
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Firm Value, Total Returns to Shareholders, and Firm Market Value Added. For
Remuneration and Compensation, Roles of Stakeholders, and Progressive Policies
and Practices, positive correlations can only be observed with Tobin’s Q and Total
Returns to Shareholders. Board of Directors only showed a positive association with
Firm Value, while Ownership Structure showed no positive relationship with Firm
Value but with Total Returns to Shareholders and Firm Market Value Added.
Meanwhile, only one positive association can be observed for Disclosure and
Transparency with Total Returns to Shareholders and no positive correlations exists
for Committees with Firm Value, Total Returns to Shareholders, and Firm Market
Value Added.
Shareholders Rights and Equitable Treatment, and Director and Executive
Education and Development demonstrate positive effects to all of the study’s
dependent variables pertaining to Firm Value and Stock Market Performance given
the context of the study. What's more, relative to other Corporate Governance subindices, Shareholder Rights and Equitable Treatment shows a higher positive
association with Firm Value, Disclosure and Transparency with TRS, and Director
and Executive Education and Development with MVA. Contrary to the second
justification provided for the study it was observed that, relative to Board of
Directors, Ownership Structure, only Disclosure and Transparency offered signs
(though not significant) of a positive association with TRS. Another inference that can
be offered from this extended finding is that not all Corporate Governance
mechanisms can have equal weight over the value-generating ability of firms. Based
on the conditions of the study, it can be deduced that mechanisms relevant to
addressing the rights and equitable treatment of shareholders, the education and
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development of a firm’s directors/executives, remuneration and compensation
practices, as well as policies on disclosure and transparency, all serve as superior
catalyst (relative to other mechanisms) towards ensuring proper utilization of the
capital contributed to the firm by its investors or capital market.
Negative associations between Corporate Governance compliance with
Market Value Added for the second period of the study were also accounted for.
Incidences beyond the control of the firm such as the “twin crises” in Thailand
between 2006 and 2009 illustrate that, despite firms embodying good corporate
governance practices, other circumstances of the firm should also be considered, in
order to comprehensively account for the performance of firms.

6.3 Recommendations
6.3.1 Managerial Implications for Corporate Governance Sustainability
The findings and results of the study offer room for interpretation regarding
the intertwining systems and processes that exist within and outside the level of the
firm, contributing to a firm’s ability to sustain its governance and performance. While
establishing initial understanding that Corporate Governance initiatives exist to solve
the agency problem, an extended perspective that the study offers include how
establishing and implementing such initiatives also satisfies the shareholder value
maximization theory. The fundamental realization is that firms exist not only to create
value for itself but to also embody capabilities to create value for its shareholders.
The findings of the study offer general understanding that Firm Value and
Stock Market Performance, of SET 100 Index listed companies of Thailand, are
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driven by the extent to which a firm shows conformity to certain Corporate
Governance practices that is in effect shared by other firms.
It is discovered that conformities to governance practices relating to
Shareholders Rights and Equitable Treatment, Director and Executive Education and
Development, as well as Disclosure and Transparency, to a certain extent impels
Value and Stock Market Performance of firms, even though not at significant levels.
Therefore it is firstly recommended that, when designing learning or training related
activities or policy setting and implementation interventions, focal point should be
around what the firm can do to better protect rights of majority and minority
shareholders and the appropriate measures to be taken to address issues relating to fair
and equitable of a firm’s shareholders. Also, education and development of directors
and executives should be integrated to this factor and other factors that help uphold
corporate governance practices of the firm. In addition, suitable policies and practices
for disclosure and transparency of the firm should be established and enduring
compliance encouraged. Such other factors covered in the study included governance
practices related to the roles and responsibilities of board of directors, remuneration
and compensation practices, involvement of stakeholders, ownership structures
guidelines, and roles and responsibilities of committees.
Measuring Corporate Governance of SET 100 Index firms of Thailand
allowed for the identification of the different dynamics of firm-level Corporate
Governance itself and within such dynamics there exist areas for improvement. Such
areas were also discovered in the study.

Firstly, managerial implications can be

offered in terms of further promoting the rights and equitable treatment of
shareholders. Promoting such rights could entail allowing shareholders better access
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to information such as regarding board memberships of individual directors, ensuring
that there are rights and standards for minority shareholders to propose issues before
annual general meetings and to nominate candidates, and encouraging and setting
clear procedures and sufficient timelines for shareholders to correspond with
companies before meeting dates.
Furthermore, with regards to the roles and responsibilities of the board of
directors, perhaps stricter procedures and measures can encompass current practices
like reviewing multiple boards memberships and limiting the number of board
positions that a managing director or top executive can hold in other firms. Also,
common practices should also be encouraged like ensuring that the chairman of the
board is an independent director, that important issues relating to the business are
under the scrutiny of the board and that they are constantly informed of the
performance of the firm even when there are no monthly meetings. Other practices
that should also be greatly considered include promoting freedom of every board
member to propose issues prior to setting the meeting agenda, encouraging open
communication through the discussion of confidential issues with discretion during
meetings , ensuring that top executives also attend board meetings to give their input, creating better awareness of the prearranges terms and conditions for accessing
additional information by board members and encouraging non-executive meetings.
Performance of the board can also be greatly augmented if clear performance
benchmarks are established with clear guidelines and procedures to assess such
performance.
Moreover, when establishing remuneration and compensation practices, fair
pay for board members undertaking more tasks should be considered and managing
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directors should be made aware of the basis of their evaluation. Also, ensuring that
succession plans for managing directors are in place for board consideration and the
opportunity for them or top executives to appoint successors are other practices that
should be encouraged. To create better involvement of stakeholders, they should have
clear awareness of the procedures and channels of communications for concerns
where an independent director of an audit committee is also responsive to such
concerns. Firms should also encourage the consideration and identification of issues
that have affect on operations and have in place action steps and appropriate timelines
to deal with such issues.
Finally, when establishing committees, there should be careful deliberation to
ensure that majority of committee members (including remuneration committee) are
independent directors (including the chairman), so as to encourage the performance of
duties independently and in a transparent manner. This would further allow for the
maintenance of the independence of each committee. Finally, awareness of stock
ownership guidelines for officers, directors and executives should also be upheld with
definite measures to address violations of such guidelines.
Therefore, the recommendations provided above allow for ways and
alternatives where Corporate Governance within a firm, can be effectively sustained
so as to generate value for the firm and its shareholders. However, what must be kept
in mind is that though the adoption of certain policies and practices are close to
impossible owing to certain attributes and circumstances of the firm, substitutes can
be established or selected to compensate for circumstances where firms have no
policies and practices at all. Current conventional practices need to be identified first
hand and understood with precision so that firms can immerse themselves in the
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learning process towards upholding better governance practices through change and
improvement.
6.3.2 Recommendations for Future Research
This study focused on studying the effects of firm- level Corporate
Governance on the Value and Stock Market Performance of 57 SET 100 Index listed
companies of Thailand with a representation of data from annual periods 2000 to
2009. It is suggested that an extension of this study include other firms listed on the
SET which were excluded from the study, while maintaining the same observational
timeline of the study, so that all industry sectors can be fairly represented. Doing so
can increase the probability of finding significant positive correlations between the
variables, associations that were found to be weak for the current study. Comparative
studies can also be undertaken within the same sector but with a selection of a second
sample group from another emerging market. Findings from such a comparative study
can offer insight to other similarities or discrepancies that could exist while taking
into account aspects like culture, country level of development, country laws and legal
attributes, firm- level Corporate Governance practices, to name a few. These efforts
can provide for improved understanding of the Corporate Governance practices
among listed companies that have yet to be evidently defined and understood.
Future research could also be channeled into further identifying factors or
circumstances that push firms towards improved Corporate Governance policies and
practices that have direct impact on a firm’s ability to sustain competitive
performance. It is evident that there are key players, such as major shareholders and
significant minority investors, of a firm that can cause shift towards the organizational
learning direction a firm should take. Circumstances like globalization, political or
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economic crises are also some factors that help set in motion better direction and
learning of the firm. Such an endogenous- exogenous observation can help delve
deeper into firm level corporate governance policy setting and compliance
mechanisms, and how these are eventually managed for short and long term
performance results. Studying aspects that subsists differently in different contexts,
such as between industries, can also allow for better understanding of the discrepancy
in the facets that influences firm-level Corporate Governance compliance.
An alternative approach to future research could be to observe for reverse
causality. Several researchers have focused on trying to prove how firms show better
performance as a result of better governance. Maybe it is the other way round, where
firms who have better financial and growth performance are able to afford and
implement better Corporate Governance mechanisms. Further comparative studies
can also be made between the for-profit and the non-profit sectors. This would offer
insight into the similarities or differences between Corporate Governance policy
setting as well as mechanisms used to enforce such policies. Also, this will enable the
identifying of how such policies and mechanisms impact certain financial
performance indicators of a firm and organization.
Above and beyond understanding Corporate Governance sustainability of a
firm, studying the impact this might have on different stakeholders of a firm could
also allow for better understanding of other elements that are associated to that of the
firm in this given context. This will enable researchers to delineate more clearly other
processes that allow for corporate governance policy setting, implementation and
learning within a firm. With additional future extended studies and research, which
could include some that have been mentioned above, researchers and firms could be
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able to establish an unambiguous course in better learning and understanding the
Corporate Governance phenomena. This would thereby allow effective development
of policies or guidelines, and helping identify mechanisms that are fundamental to
building effectively performing firms.
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