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Abstract
Purpose

This research investigates the association between board
characteristics, ownership structure and firm performance. Board size
and role duality are used to express board characteristics while
managerial, governmental, institutional and concentrated ownership
are used to express ownership structure. :

Design/methodology/approach

The sample consisted of the most active listed companies from

2008 to 2011 after excluding financial institutions such as banks,
investment funds; investment and financial services companies and
insurance companies due to their peculiar activities and regulations.
Regression analysis is employed to test research hypotheses in
addition regression analysis assumptions are examined. The dependent
variable is measured through ROA, Tobin’s Q, ROE and market-to-
book value ratio.

Findings

The results report that board size, governmental ownership and
performance are positively related. Moreover, the result reports a
significant negative relationship between role duality and firm
performance. This means that companies with large boards and large
governmental ownership outperform companies with small boards and
small governmental ownership. In addition, role duality seems to have
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negative influence on firm performance. Moreover, it seems that
managerial ownership fails to link sharcholders and management
interest. Finally, institutional investors and large investors do not use
their voting rights properly to monitor the management and enhance
firm performance.

Research limitations

This study suffers from some limitations. First, this study
focuses only on board size and role duality as board characteristics
while the relationship between board independence and performance
is not examined in this research. Second, this study tackles
endogeneity problem through using lagged dependent variable.
However, it is suggested that future research may use different
methods such as 2SLS or generalizeé method of moments. Third, this
study, similar to most of the literature, assumes a linear association
between performance and ownership structure while the relation may
take a U-shaped relationship.

Practical Implications

Based on the results of this study, several recommendations to
policy makers and investors could be offered. Policy makers and
regulators may benefit from the results of this study to enhance the
monitoring role of board of directors and ownership. Furthermore, the
results of this study assists the investors to understand the association
between corporate governance and firm performance.

Originality/value

The current study fills some gaps in the literature through
examining the interaction between board characteristics and
ownership structure and their influence on- firm performance for a
relatively large sample of Egyptian listed companies over 4 years from
2008 to 2011. The study provides an evidence from one of the
emerging economies; Egypt.

Keywords:

Firm performance, corporate governance, board size, duality,
ownership structure
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The association between different corporate governance and
firm performance is the focus of a multidisciplinary research for more
than two decades (Aljifri and Moustafa, 2007; Pham et al., 2011).
Departure between ownership and control creates disconvergence of
interest between shareholders and managers which may negatively
influence firm performance. Agency theory predicts that ownership
structure and board of directors may reduce agency cost and converge
shareholders’ and managers® interest (Agrawal and Knoeber, 1996;
Al-Saidi and Al-Shammari, 2015; Jensen and Meckling, 1976). .For
example, managerial ownership may encourage managers to enhance
firm performance since any harm to shareholders’ wealth will also
affect managers’ wealth. In addition, large shareholders and
institutional investors may use voting rights to discipline the
management and exercise an important monitoﬁng role which in turn
may enhance firm performance (Shleifer and Vishny, 1997).
Furthermore, board of directors characteristics; namely board size,
role duality and board independence, may influence performance
(Guest, 2009; Jensen, 1993). Several empirical studies argue that
companies with well-functioning corporate governance mechanisms
seem to have better performance compared to companies with less
effective mechanisms (Aljifri and Moustafa, 2007; Conheady et al.,
2015; Ghazali, 2010).

Guest (2009) argues that the association between board of
directors characteristics and performance is expected to according to
firm characteristics and from one country to another. This claim
supports the need to examine this relationship in different contexts due

to differences in regulatory, economic and ‘nstitutional systems.
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Although a number of studies examines the determinants of
firm performance, most of them focus on developed countries and
Asian region (Agrawal and Knoeber, 1996; Arosa et al., 2010; Brown
and Caylor, 2006; Chen et al., 2003; Christensen et al.,, 2003;
Conheady et al., 2015; Demsetz and Villalonga, 2001; Ghazali, 2010;
Guest, 2009; Han et al., 2004; Lei and Song 2012; Zhao, 2003).
However, little attention has been devoted to emerging economies
such as Egypt.

Egypt has taken serious steps to adopt a privatization program
in the beginning of 1990s. However, like other countries that have the
same experience like China, the government still holds a significant
ownership stake in privatized companies and this ownership may
bring some political factors that may influence firm performance‘
since social objectives still have some influence on management
actions(Alipour, 2013; Sun et al., 2002). However, Sun et al. (2002)
argue that the effect of governmental ownership on firm performance
is unclear and therefore more investigation is needed to examine such
relationship. In ‘addition, the market for companies control in
emerging economies may not play a significant monitoring role.
Therefore, the influence of ownership structure and board of directors
on performance need more investigation in emerging economies such
as Egypt.

Due to international recognition of the importance of corporate
governance, the Minister of Foreign Trade issued ministerial decree
No0.675 of 2003 that established the Egyptian Institute of Directors
(EIoD) to issue the Egyptian code of corporate governance and to
support director’s professional capabilities (ROSC, 2004). Therefore,

the first guidance of corporate governance was released in October
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2005 to be applicable to listed companies only. The guidance aims to
identify essential procedurés that support optimal equilibrium between
the interests of management, shareholders and stakeholders (EloD,
2005). A second code of corporate governance was released in
October 2006 to be applied in public sector enterprises regardless
whether they are listed on the Egyptian exchange or not. The guidance
aims to enhance corporate governance practices of public sector
" enterprises and hence enhance their economic performance and
support the success of the privatization program (EIoD, 2006).

The aim of this research is examining the association between
internal corporate govemance and corporate performance in the
Egyptian context. In other words, the focus is examining whether the
variation in ownership structure and-board characteristics can explain
the variation in firm performance (Kapopoulos and Lazaretou, 2007).
This research aims to answer the following research questions:

RQ1: Is there a relationship between board of directors characteristics
(board size and role duality) and performance?

RQ?2: Is there a relationship between ownership structure (managerial,
governmental, institutional and concentrated ownership) and
performance?

. The objective of this research is.to extend accounting literature
and provide an investigation to the associztion between corporate
governance and corporate performance. The research objective is to
identify theoretically and empirically the potential effect of board size,
role duality and ownership patterns on the performance of listed
Egyptian companies during 2008 to 2011. This study contributés to
the literature through enhancing our understanding of this relationship

in emerging economies since ownership patterns and board of
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directors characteristics may vary in emerging economies compared to
developed economies. Providing an empirical evidence from the
emerging economies is important since most of the available evidence
is based on Anglo/American contexts (Kapopoulos and Lazaretou,
2007).

This. research is organized as follows. Section 2 is devoted to
present literature review and the development of research hypotheses
while section 3 discussed research methodology. Section 4 presents
results and discussion and finally section 5 is devoted to the

conclusion, recommendations and limitations.
2- Literature review and hypotheses development

This section presents the review of previous literature and the

development of research hypotheses.
2-1- Literature review

Examining the association between corporate governance and
corporate performance is an area of multidisciplinéry research
between accounting and finance (Agrawal and Knoeber, 1996; Aljifri
and Moustafa, 2007; Arosa et al., 2010). Modern corporations are
characterised by ownership diffusion and a separation between
ownership and management (Rose, 2005). This phenomenon is
explained by agency theory or the theory of ownership structure
(Jensen and Meckling, 1976). Therefore, agency theory underpins
accounting research that examined this association (Al Farooque et al.,
2007; Alipour, 2013; Arouri et al., 2014; Ma et al., 2010; Rose, 2005).

Based on agency theory, a corporation is a nexus of
contractual relationship between a principle and an agent. The main

objective of the principle is wealth’ maximization therefore the
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performance of the agent should be monitored and assessed (Alipour,
2013). In addition, the agents may have opportunistic behaviour so
they may prefer to maximize their own interest even on the account of
shareholders (Weir et al., 2002). This conflict of interest leads to an
increase in the cost of monitoring and bonding managers’ behaviour.
In addition, this conflict of interest is fuelled by information
asymmetry and moral hazard since the shareholders cannot determine
whether satisfactory performance is due to manager’s effort not
(Conheady et al., 2015; Rose, 2005). It is argued that -several
mechanisms such as ownership structure and board of directors may
mitigate agency cost and positively influence firm performance (Al-

Saidi and Al-Shammari, 2015; Pham et al., 2011).

Regarding the effect of ownership structure on corporate
performance, several studies examined the influence of ownership
identity, such as governmental ownership, on firm pefformance
(Alipour, 2013; Aljifri and Moustafa, 2007; Desoky and Moustafa,
2013; Ghazali, 2010; Han et al.,, 2004; Mollah et al, 2012).
Investigating the association between owmership structure and firm
performance is an important issue to countries which transit to
privatization since studying the impact of government ownership will
reflect political intervention by the government (Sun et al.,, 2002).
Those studies argue that political influence is highlighted through the
power a government can exercise through its ownership. However,
those studies find mixed results. For example, Zhao (2003) examines
the impact of governmental ownership on firm performance of
Chinese companies during 1997 to 1999. The study reports a non-
significant association between governmental ownership and

corporate performance. Aljifri and Moustafa (2007) investigate the
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association between governmental ownership and performance in 51
listed companies in United Arab Emirates (UAE) in 2004. The study
finds a significant positive association between governmental
ownership and firm performance. Furthermore, Alipour (2013)
examines the relationship between governmental ownership and
corporate performance of cofporations listed on Tehran stock
exchangemthl;rough 2005 until 2009. The result shows a significant
negative association between governmental ownership and firm

performance.

Regarding managerial ownerskip, it is claimed theoretically .
that managerial ownership may converge the interest of both
managers (agent) and shareholders (princij:le) and reduce agency cost
hence improve performance (Jensen and Meckling (1976). Empirical
research examines extensively the impact of ownership structure on
corporate performance (Arosa et al., 2010). Several studies examine
the impact of managerial ownership on firm performance (Ghazali,
2010; Han et al., 2004; Henry, 2008; Moustafé 2005). These studies
use agency theory to explain how managerial ownership may link the
interest of managers and shareholders. Mustafa (2005) examines
difference in performance between owner-controlled and manager-
controlled companies in UAE during the period 1998-2002. The
sample consists of 24 owner-controlled.and 25 -manager-controlled
companies. In contrast to the expectation of agency theory, the main
conclusion of this study reports that managers-controlled firms have a
lower performance compared to owner-controlled firms. In China,
Han et al., (2004) examine the impact of managerial ownership on
firm performance of 490 listed companies in 2000. The study finds

that managerial ownership and corporate performance are positively
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related. In Malaysia, Ghazali (2010) examines the effect of managerial
ownership on firm performance of 87 companies listed on Bursa
Malaysia in 2001. The study reports a non-significant association

between the variables under investigation.

Regarding institutional ownership, Shleifer and Vishny (1997)
claim that institutional ownership may positively influence firm
perfc_)rmance. Several studies aim to investigate this claim (Alipour,
2013; Henry, 2008; Pham et al., 2011; Zhao, 2003). In Australia,
Henry (2008) examines the effect of adoption of Australian code of
corporate governance on firm value during the period 1992 to 2002.
The result shows a significant positive association between
institutional ownership and firm value. Pham et al. (2011) examine the
influence of institutional- ownership on firm performance of 136
companies during 1994 to 2003. This study extends the literature by
using economic value added to measure performance. The résult finds-
no association between the two variables, supporting the existence cf
endogeneity problem. In addition, the effect of iegal ownership ‘on
performance has received the attention of few previous studies. Legal
ownership refers to the ownership by private companies. Both Zhao
(2003) and Alipour (2013) find a positive relationship between legal
ownership and corporate performance in Iran and china respectively.

With respect to board of directors, several studies highlight the
significant role of board of directors in shaping corporate’s strategies
(Guest, 2010). Board of directors is a monitoring mechanism of
management actions on behalf of shareholders (Donaldson and Davis,
1991). ‘Board of directors has an advising function to the chief

executive officer (CEO) and has a significant responsibility to monitor
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and discipline top management (Guest, 2010). Jensen (1993, p.862)
highlights the monitoring role of the board. He states that:

“The problems with corporate internal control
systems start with the board of directors. The
board, at the apex of the internal control
system, has the final responsibility for the
functioning of the firm. Most importantly, it
sets the rules of the game for the CEO. The job
of the board is to hire, fire, and compensate the

CEO, and to provide high-level counsel”.

In addition, Jensen (1993) indicates that board characteristics
such as board culture, board and managers ownership, board size,
CEO role duality are key factors for a well-performing corporate
governance mechanism. Moreover, the board has a significant
motivating role to encourage top management to align their interest
with that of shareholders through designing compensation plans to
induce managers to work for the best interest of shareholders (Han et
al., 2004). Based on these theoretical arguments, accounting research
investigates the association between board characteristics and
performance. Board characteristics include board size (Ghazali, 2010;
Guest, 2009; Han et al., 2004; Henry, 2008; Mollah et al., 2012; Zhao,
2003), role duality (Ghazali, 2010; Weir and Laing, 2000; Weir et al.,
2002), board independence (Han et al., 2004; Henry, 2008; Pham et
al., 2011; Weir et al., 2002). For example, Yermack (1996)
investigates the influence of board size on performance of 452 U.S.
industrial companies during 1984 to 1991. The result finds a
significant negative association between the two variables. In contrast,

in Australia, Christensen et al. (2010) find that board size and
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performance are positively related using a sample of listed publically
corporation in 2004. This result supports the prediction of stewardship
theory. Furthermore, in UK, Guest (2009) examines the association
between board size and performance during 1981 and 2002. The result
finds a nonlinear association between the two variables. In respect to
role duality, Weir et al. (2002) examine the association between role
duality and firm performance large British corporations. The result
" reports a nonsignificant relationship between role duality and
performance. On the contrary, Zhao (2003) finds a negative
relationship between role duality and firm performance in support to
the prediction of agency theory. More interestingly, Christensen et al.
(2010) find a significant positive association between duality and

performance and this result render support to stewardship theory.

Recently, few studies investigate the influence’ of
characteristics of the board and ownership structure on performance in
-the Egyptian context. Desoky and Mousa (2013) examine - the
association between ownership concentration, ownership structure and
performance of the 99 most active listed companies in 2009. The
results show that ownership concentration and performance are
positively related only when performance is measured by accounting-
based measures. In addition, the result documents a significant impact
of fund ownership on performance. In the same vein, Emile et al.
(2014) investigate the impact of corporate gdvemance on the
performance of the 30 most active listed companies during 2004 to
2010. Corporate governance includes board size, role duality and
bodrd independence. The study shows a nonsignificant association
between corporate governance and performance. It seems that the

study fails to account for endogeneity problem which in turn affect the

67



validity of the results. Recently, Shahwan (2015) examines the impact
of the quality of corporate governance practices on performance of 86
listed Egyptian companies in 2008. The study constructs a corporate
governance index consists of 15 item and covers four main corporate
governance components; namely disclosure and transparency, board
of directors’ characteristics, shareholders’ rights and investor
relationships and ownership and control structure. The results show no
association between corporate governance quality and performance as

measured by Tobin’s Q.

Reviewing the previous studies indicates some gaps in the
literature. First, most of the studies that examine the determinants. of
firm performance give more attention to developed economies such as
US, UK, Australia and the Asian region with little attention is directed
to developing economies (Al Farooque et al., 2007). Therefore, the
results obtained from studies performed in developed economies may
not be generalized to emerging economies due to differences in
business environment, development of stock markets and investors
protection regulations. Second, the effect of governmental ownership
on firm performance needs more investigation to identify the political
influence of government on performance. Governmental ownership
has not been examined in most of the previous literature -except the
Chinese market- because governmental ownership is not common in
developed economies. Third, most of the previous literature, including
the literature in the Egyptian context, focuses on the impact of
corporate governance or ownership structure on performance and very
few studies examine the effect of both board of directors
characteristics and ownership structure simultaneously. Fourth, studies

that examine the Egyptian context employ a small sample (Emile et
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al.,, 2014) or employ cross-sectional analysis (Desoky and Mousa,
2013; Shahwan, 2015) and focus on accounting neasures of
_ performance (Desoky and Mousa, 2013; Emile et al., 2014) while
little attention is given to market-based measures of performance
(Shahwan, 2015). Finally, except for Desoky and Mousa (2013),
literature based on the Egyptian context fails to address properly the
problem of endogeneity. The current study aims to fill these gaps in
the previous literature by examining the interaction between board
characteristics, and ownership structure and performance for“ a
relatively large sample of Egyptian listed companies over 4 years from
2008 to 2011.

2-2- Hypotheses development

2-2-1- Board size

Board of directors is a key mechanism of cbrporate
governance (Bai et al.,, 2004; Christensen et al., 2010). Accounting
research highlights board size as a mechanism to mitigate agency
problems (Aljifri and Moustafa, 2007) and can be used as a measure
of board effectiveness in performing its monitoring function (Shin-
Ping and Tsung-Hsien, 2009). A distinction can be made between two
different points of view to explain the potential association between
board size and performance.

Based on the resource dependence theory, large boards
combine a variety of skills, experience and specialized knowledge in
board meetings (Ghazali, 2010) hence large boards can be connected
easily to business environment, professional networks and secure
more resources (Shin-Ping and Tsung-Hsien, 2009). In addition, Guest
(2009) and Mollah et al. (2012) argue that large boards secure the

existence of more outsider non-executive directors who may support
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and enhance decision-making policies in order to protect their
reputation as professional directors. ‘

On contrast, several arguments support the positive impact of
small boards on firm performance. For example, small boards are
characterised by better decisions coordination and effectiveness since
large boards may permit the dominance of CEO on the board and may
suffer from iess effective decisions (Jensen, 1993). Small boards
support sharing of responsibilities, effective communications and
securing consensus in the board (Lipton and Lorsch, 1992) therefore
small boards charge their responsibilities more efficiently (Jensen,
1993). In addition, small boards may not suffer from diffusion of
responsibilities (Mollah et al., 2012), social loafing (Pham et al.,
2011) and free riding (Arouri et al., 2014; Lipton and Lorsch, 1992)
because members of small boards are unable to hide their poor
contribution in monitoring activities. Therefore, small boards are more
effective in monitoring firm performanée (Pham et al., 2011). Jensen
(1993) proposes that board of directors should be between 7 to 8
members since the advantages associated with increasing board size
are outweighed by the disadvantages of increasing problems.

Empirical research regarding the association between board
size and performance is inconclusive. Zhao (2003), Haniffa and
Hudaib (2006), Isshaq.et al. (2009) and Shin-Ping and Tsung-Hsien
(2009) find a significant relationship between board size and
performance while Pamburia et al. (2015) find a significant negative
association. Han et al. (2004), Aljifri and Moustafa (2007), Ghazali
(2010), Pham et al. (2011) and Mollah et al. (2012) find a
nonsignificant relationship between board size and performance.

Moreover, Guest (2009) documents a nonlinear relationship between
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the two variables. According to this discussion, the following

alternative hypothesis could be formulated:
Hi: There is a significant positive association between board size
and firm performance.
2-2-2- Role Duality

Role duality occurs if one person combines both CEO and
chairman of the board position simultaneously (Weir and Laing,
2000). In other words, one person combines decision making and
decision control in one hand (Jensen, 1993). In this case, the board
reflects duality of leadership. Two conflicting points of view may
explain the association between role duality and firm performance;
one point of view considers role duality to be harmful to firm
performance while the other point of view considers role duality

beneficial to firm performance.

On one hand, based on agency theory and the opportunistic
behaviour of managers, several studies support the separation between
CEO and chairman position for several reasons. The separation
between the two positions ensures a balance of power and authority in
the board of directors (Ghazali, 2010), supports the bba.rd’s role in
monitoring management (Fama and Jensen, 1983) and deters CEO
maximizing self-interest A(Arouri et al., 2014). In addition, the
separation between the two roles increases board independence and
reliminates a main source of conflict in the board (Arburi et al.,, 2014)
and assists the board to promptly respond to any management failure
(Jensen, 1993). Finally, the separation between CEO and chairman

position is a grantee that the board works to maximize shareholders

interest (Weir and Liang, 2000).
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On the other hand, role duality may provide some advantages
to board of directors. Based on stewardship theory, role duality may
offer a deep understanding and knowledge about the operations of the
corporation since the CEO will know every detail of day-to-day
operations (Weir et al., 2002). In addition, duality may lead to.better
perforrnance through prov1d1ng umforrmty of decision in the hand of
the CEO who is responsrble for estabhshmg corporate s strategy with
minimum intervention from other members on the board (Donaldson
and Davis, 1991) Moreover role duahty removes uncertamty
regardmg the party who has the power authonty and respon51b1hty for
strateglc de0151ons (Donaldson and Dav1s 1991). Consequently, role

duallty may have a posmve impact on performance

Empmcal results report mlxed result for the relatlonshlp
_between role duality and performance. Zhao (2003) and Haniffa and
Hudaib (2006) document a significant negative association between
role cluality and performance while Weir and Laing (20l)0), Han et al.
(2l)04), Henry (2008) and Weir et al. -(2002) find nonsignificant
relationship between the two variables. More interestingly,
Christensen et al. (2010) report a positive association between role
duality and performance. According to those arguments, the following

alternative hypothesis is formulated:
H:: There is a significant negative association between role duality
and firm performance.
2-2-3- Managerial ownership

Jensen and Meckling (1976) and Jensen (1993) argue that
managerial ownership may assist in reducing agency conflict between
shareholders and managers because managers have a greater incentive

to maximize shareholders wealth. This claim is known as alignment or
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convergence of interest hypothesis (Ghazali, 2010; Rése, 2005; Shin-
Ping and Tsung-Hsien, 2009). In this case, the interest of both
shareholders and managers are aligned and hence the probability of
opportunistic behaviour is diminished (2000; Weir et al., 2002). The
main idea that stock-based cdmpensatibn scheme makes the managers
as a residual claimant and encourages them to seek’ any opportunity to
enhance firm performance (Rose, 2005; Shin-Ping and Tsung-Hsien,
2009). On contrast, due to information asymmetry and moral hazé.rd,
managers may pursue self-serving goals and work on maximizing
their interest disregarding shareholders’ wealth maximization (Weir et
al.,, 2002). This argument is known as entrenchment or conflict of
interest hypothesis which refers to a negative relationship between
managerial ownership and performance (Shin-Ping and Tsung;Hs_{én,
2009). This happens wheﬁ managers have a minor stake of corpogate
shares. Therefore, the manager is willing to secure favourable
employment condition and consuming perquisites which in turn may
negatively impact firm performance (Rose, 2005).
Empirical research provides inconclusive results. Consistent
with the expectation of alignment of interest hypothesis, Zhao (2003),
Han et al. (2004) and Lozano et al.'(2015)_ find a significant positive’
association between managerial ownership and firm performance.
.However, -.consistent . with. . the . prediction _of conflict ..of interest
hypbthesis, Moustafa (2005), Haniffa and Hudaib (2006) find a
si‘gniﬁcant negative association between the two variables. In addition,
Weir et al. (2002) and Heni'y (2008) document a U-shaped
relationship . between manageﬁal ownership and performance.
According to these discussions, the following alternative hypothesis is

constructed:
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Hi: There is a significant positive association between managerial

ownership and firm performance.
2-2-4- Governmental ownership

In corporate governance literature, there is no clear indication
whether governmental ownership may lead to better or poor
performance (Alipour, 2013). Governmental ownership may
negatively influence firm performance. First, the govemrhent may
give higher priority to social and political objectives than maximizing
profitability and shareholders’ value (Alipour, 2013; Aljifri and
Moustafa, 2007). Second, government owned companies might have
governance system which is different from that of private companies
(Aljifri and Moustafa, 2007). Third, Han et al. (2004) argue that the
po.litical influence of government is reflected through the large stake
of shares owned 4by the government. Political aspects may have
.signiﬁcant influence in hiring top, management and hence the
government may give less attention to the experience and qualification
of top management (Alipour, 2013).

In contrast, government ownership may positively affect firm
performance. First, the government may keep a close eye on state-
owned companies and monitor their performance and support them
when needed to justify the importance of the privatization program.
Second, Al-Saidi and Al-Shammari (2015) argue that government-
owned companies might work in monopoly or receive governmental
support which may give those companies advantages to improve their
performance. Third, government-owned companies may enjoy great
support in securing finance from a variety of financial intermediaries

and face less pressure from the government which allow the managers
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to select accounting methods that boost firm performaxce (Aljifri and
Moustafa, 2007).

Empirical evidence documents mixed results. Han et al.
(2004), Aljifri and Moustafa (2007) and Ghazali (2010) find a
significant positive relationship between governmental ownership and
performance. On the contrary, Shin-Ping and Tsung-Hsien (2009),
Moliah et al. (2012) and Alipour (2013) report a significant negative
a;sociation between the two variables while Sun et al. (2002), Yu
(2013) and Lozano et al. (2015) document a nonlinear association
between governmental ownership and performance. Based on this
discussion, the mnext alternative non-directive hypothesis is

constructed:

H4: There is a significant association between governmental
ownership and firm performance.
2-2-5- Institutional ownership

Alipour (2013, p.1144) defines institutional investors as
“companies and organizations that choose investments with more
returns and profitability, for these investors like to increase their
wealth by investing on good projects”. Institutional investors
encompass a wide range of financial intermediaries such as banks,
_"pension funds, mutual funds who. are independent from top
management and can enforce management to protect their investment
(\Pham et al., 2011). Institutional investors may reduce other investors
needs of monitoring since they can transfer information to other
shareholders (Alipour, 2013). Pound (1988) provides three hypotheses
regarding the association between institutional ownership and
performance; namely the efficient monitoring, the strategic alignment

and the conflict of interest hypothesis. The efficient monitoring
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hypothesis expects that institutional investors may have positive
impact on performance because they are well-informed and have more
experience so they can use their voting rights effectively to monitor
top management (Shleifer and Vishny, 1986). In addition, institutional
investors are well-equipped with the required resources to monitor the
management (Alipour, 2013). Pham et al. (2011) and Arouri et al.
(2014) argue that institutional investors reduce interest
disconvergence between shareholders and managers, reduce
monitoring and agency cost and reduce management incentives for
any opportunistic behaviour which consequently improve firm

performance.

-In contrast, according to the conflict of interest hypothesis,
some institutional investors may have conflict of interest with other
shareholders so they vote in favour of the management (Pound, 1983).
In addition, institutional investors may have some strategic alliances
with top management and vote in favour of their side to protect their
strategic interest. Therefore, institutional ownership and performance
are negatively associated. Extending this analysis, Bhide (1994)
argues that institutional ownership and firm performance may have a
nonlinear relationship and therefore at a certain point of ownership a
trade-off between the desire of institutional investors for short-term

profitability and the merits of monitoring top management may occur.

Evidence for the association between institutional ownership
and performance is inconclusive. Henry (2008), Alipour (2013) and
Desoky and Mousa (2013) report a significant positive association
between institutional ownership and performance while Zhao (2003),
Al Farooque et al. (2007), Shin-Ping and Tsung-Hsien (2009) and

Mouah et al. (2012) document a significant negative association
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between the two variables. Moreover, Aljifri and Moustafa (2007),
Pham ot al, (2011) and Al-Saidi and Al-Shammari (2015) find a
nonlinear association between institutional ownership and
performance. According to this discussion, the following alternative

hypothesis is formulated:

Hs: There is a significant positive association between institutional

ownership and firm performance.

2-2-6- Concentrated ownership

Concentrated ownership occurs when a large proportion of
company stocks is owned by a few number of shareholders (Weir and
Laing, 2000). This also occurs in a case of a legal (corporate)
ownership which refers to investment by private incorporated firm in
another firm. This situation creates interest disconvergence between
large shaieholders and nﬁinority shareholders or zgent-agent conflict
of interest (Shleifer and Vishny, 1997). Li: this case, large shareholders
will have the power to monitor the performance of top management
and enforce managers to take actions that maximize firm value since
the potential cost of inefficient decision will deteriorate their
investment (Weir and Laing, 2000). In addition, large shareholders
have the power to appoint more non-executive directors in the board

- therefore they may support board independence (Weir and Laing,
2000). Consequently, concentrated ownership and firm performance
dre positively related.

On the other hand, large ownership may create a serious
conflict of interest between two types of principles (Shleifer and
Vishny, 1997). Those principles are controlling and minority
shareholders Therefore, controlling shareholders may enforce the

management to maximize their benefits disregarding minority
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shareholders’ benefits. The reasons for concentrated ownership may
not be just achieving profit or higher. return on investment but may be
extended to achieve control over these owned companies (Shin-Ping
and Tsung-Hsien, 2009). Therefore, legal ownership and performance

are negatively associated.

Empirical results show mixed results. Zhao (2003),
Christensen et al. (2010), Desoky and Mousa (2013) find a significant
positive association between concentrated ownership and firm
performance while Haniffa and Hudaib (2006), Shin-Ping and Tsung-
Hsien (2009) and Lozano et al. (2015) report a significant negative
relationship between the ‘examined variables. Moreover, Weir and
Laing (2000) and Lei and Song (2012) document a nonsignificant
relationship between concentrated ownership and firm performance.
Based on this discussion, the following non-directional alternative

hypothesis is formulated:

He: There is a significant association between concentrated
ownership and firm performance.
3- Methodology
3-1- Population and samle

This study examines the relationship between board
characteristics, ownership structure and performance of Egyptian
listed companies from 2008 to 2011. Consistent with Desoky and
Mousa (2013) and Emile et al. (2014), the most active 50 companies
are selected to be the sample under examination. The market
capitalization of listed companies on the Egyptian stock exchange in
2011 is 294 billion pounds while market capitalization for companies

included in the sample is about 157 billion pounds. In other words,
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companies included in the sample represent 53% of total market
capitalization (Egyptian Stock Exchange, 201 1). Financisl institutions
such as insurance companies, investment and financial services
companies, investment funds and banks are excluded from the sample
due to their peculiar activities and regulations. This makes the sample
includes only companies in manufacturing and non-manufacturing
sectors and covers a time span of 4 years. Consequently, 159

observations are included in the analysis.
3-2- Measurement of the dependent variable

Reviewing the literature indicates that accounting-based
measures (such as return on assets (ROA) and market-based measures
(such as Tobin’s Q) are commonly used as proxies for firm
performance (Alipour, 2013; Isshaq, 2009; Sun et al., 2002; Yu, 2013;
Zhao, 2003). Tobin’s Q is a market-oriented measure of firm
performance (Al-Saidi and Al-Shammari, 2015; Christensen et al.,
2010). Tobin’s Q reflects the estimation of company’s intangible
assets such as goodwill, opportunities of growth and company
competitive advantages (Rose, 2005). Moreover, Tobin’s Q reflects
market expectation about future earnings (Arouri et al., 2014) and it is
a stable proxy for firm value (Ang and Ding, 2006). Tobin’s Q reflects
firm future growth which is linked corporate governance (Han et al.,
* 2004). Furthermore, Tobin’s Q may reflect the degree of convergence
between shareholders and management interest (Weir et al., 2002).
As an indicator of a company’s future value, higher value of Tobin’s
Q means better appreciation of firm value (Weir et al., 2002) and the
Company is well-functioning and value is added to the firm over years
while low value of Tobin’s Q refers to decreasing in value over time

(Alipour, 2013; Haniffa and Hudaib, 2006). However, Tobin’s Q

79



depends on the market efficient hypothesis (Han et al., 2004) which
may not be a valid hypothesis in developing markets. Consistent with
Chung and Pruitt (1994) and as followed by Agrawal and Knoeber
(1996), Weir et al. (2002), Chen et al. (2003), Haniffa and Hudaib
(2006), Henry (2008), Arouri et al. (2014) and Conheady et al., 2015,
Tobin’s Q is measured as the total of market value of company’ equity

plus the book value of debt divided by book value of assets.

Return on assets (ROA) is an accounting-oriented backward
measure of firm performance that focuses on management stewardship
and widely used as a proxy of firm performance (Christensen et al.,
2010) since maximizing return is a universal objective of firms (Ma et
al,, 2010). ROA is a measure of management efficiency in asset
utilization (Aljifri and Moustafa, 2007)) and reflects the ability of
company’s assets to generate earnings. Therefore, it is used by
investors in their investment decisions (Arosa et al.,, 2010). ROA
reflects the effects of management policies on firm performance
(Cochran and Wood, 1994). However, ROA has some disadvantages.
For example, ROA is influenced by conditions out of the control of
the management. ROA is affected by different accounting treatments
and therefore ROA is a noisy measure of performance (Pham et al.,
2011). Following Zhao (2003), return on assets is calcu'ated as net
income divided by total assets.

Since each financial performance measure has its own pros
and cons. Considering the absence of any preference for one measure
over the other coupled with the lack of any theoretical basis to select
between the two measures (Cochran and Wood, 1994; Al-Saidi and
Al-Shammari, 2015), this study employs the two measures of financial

firm performance as dependent variables; return on assets (ROA) and

30



Tobin’s Q (TQ). This is consistent with a number of accounting
research such as Zhao (2003), Alipour, (2013), Yu (2013) and Al-
Saidi and Al-Shammari (2015). Using two measures of firm
performance assists in checking the results robustness (Haniffa and
Hudaib, 2006). In addition, the study employs another two proxies;
namely return on equity (ROE) (Alipour, 2013; Mollah et al., 2012;
Moustafa, 2005) and market-to-book value ratio (MTB) (Arouri et al.,
2014; Sun et al., 2002) to check the robustness of the results.

3-3- Measurement of the independent variables

This study employs pooled regression analysis to investigate
the association between board characteristics, ownership structure and
firm performance. Using pooled regression assists in increasing the
efficiency of the econometric model, degrees of freedom and reducing
any potential multicollinearity among the independents variables
(Baltaéi, 2005). The regression model includes the following
independent variables: board size (BS), role duality (DUAL),
meznagerial ownership (MO), governmental ownership (GO), .
institutional ownership (I0) and concentrated ownership (CO).

Following the previous literature, the independent variables are
measured as follows. Board size is measured as the number of
. directors on the board (Al-Saidi and Al-Shammari , 2015; Christensen
et al., 2010; Ghazali, 2010; Han et al., 2004; Isshaq et al., 2009). Role
‘duality is measured by a dummy variable equal to one in case of
chairman of the board is the CEO and zero otherwise (Christensen et
al., 2010; Han et al., 2004). Managerial ownership is measured by the
percentage of shares owned by management (Isshaq et al., 2009; Yu,

2013; Zhao, 2003) while governmental ownership is measured by the
percentage of share owned by the government (Alipour, 2013; Desoky
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and Mousa, 2013; Sun et al, 2002). Institutional ownership is
measured by the percentage of shares owned by institutional investors
such as banks, investment funds and insurance companies (Alipour,
2013; Aljifri and Moustafa, 2007; Desoky and Mousa, 2013) and
concentrated ownership is measured by the percentage of shares above
5% owned by individual investors or private companies (Alipour,

2013; Desoky and Mousa, 2013; Sun et al,, 2002; Zhao, 2003).

3-4- Regresswn Model

This study employs a fixed effect regression model to control
for omitted varlables (Ang and D1ng, 2006; Chen et al., 2003; Henry,
2008 Pham et al., 2008) and to nntlgate the problem of endogenelty
" (Bai et al., 2004) Accordlng to Sun et al. (2002), two types of omltted
variables could be identified; namely individual time- invariant

variables and period individual-invariant variables.

_ Individual time-invariant variables refer to variables that vary
among cross-sectionel units but stay constant for a given cross-
sectional unit overtime such as company location and management
culture. In contrast, period individual-invariant variables refer to
variables that are constant for all cross-sectional units at a certsin
point of time but they change overtime such as, for example,
economic conditions which affect all the companies in the same
industry in the same way but may change from year to year.
Consequently, to account for period individual-invariant variables, the
regreséion model includes a dummy variable (YEAR) to capture the
effect of changes in economic condition on the association between
board characteristics, ownership structure and firm performance

(Bauwhede 2009; Mollah et al., 2004)

82



In addition, to account for individual time-invariant variables,
the regression model includes a durnmy variable (INDUST) to capture
the effect of industry characteristics (Alipour, 2013; Haniffa and
Hudaib, 2006; Ma et al., 2010; Sun et al., 2002). Including such
variables in the regression model assists in controlling for unobserved
variables that may influence the association between dependent
variables and independent variables. The study employs a dummy
vatiable to distinguish between manufacturing and non-manufacturing
companies instead of using a dummy variable for each company due
to the fear of losing too much degrees of freedom and ending up with

meaningless statistical inference (Gujarati, 2011).

Moreover, Cochran and Wood (1994) argue that the
comparison of financial performance across companies requires the
consideration of company’s capital structure and risk differences.
High leverage companies face a high agency cost and may receive
unfavourable borrowing conditions (Christensen et al., 2010). In
addition, large firms are politically sensitive and have a large number
of shareholders therefore the monitoring cost is incréasing
(Christensen et al., 2010). Consequently, two controlling variables are
included in the regfession model since firm size (SIZE) and leverage
(LEV) may affect financial performance (Desoky and Mousa, 2013;
Ma et al, 2010). The least-squares dummy variable (LSDV)
regression model used in this study is (Eq.1) (Gujarati and Porter,
2009):

PERFi: = ao + b1BSit + b2DUALj + bsMOit + baGOit + bsIOit + beCOit
+ b7YEAR;t + bsINDUSTIit + boSIZE;: + bioLEVit + ei: (Eq.1)

where:
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PERF . Firm performance as measured by ROA, ROE, Tobin’s
) Q (TQ) or market-to-book value ratio (MTB).

BS - Number of directors on the board.

DUAL :  Dummy variable equal to one in case of chairman of the
board is the CEO and zero otherwise.

MO . Percentage of shares owned by management.
GO . Percentage of share owned by the government.
10 . Percentage of shares owned by banks, investment funds,

investment and financial services companies and
insurance companies.

CO : Percentage of shares above 5% owned by individual
investors or private companies. : :

YEAR . Dummy variable equal to one.for the years 2010 and
2011 and zero for the years 2008 and 2009.

INDUST : Duminy variable equal to one if the company is a
manufacturing company and zero if the company is a
non-manufacturing company. :

SIZE . Total book value of assets.
LEV : Percentage of total debts to total assets.
it : Error term A
R-gression assumptions of linearity, | normality,

heteroscedasticity, multicolinearity, and autocorrelation are checked to
examine the validity of the results. Linearity and heteroscedasticity
assumptions are checked through regression plots such as P-P plots
and residual plots. In addition, normality of errors assumption is
checked through the histogram of standardized residual.
Multicolinearity assumption is checked through correlation among
independent variables and variance inflation factor (VIF). It is

suggested that multicolinearity will not cause severe implications to
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regression analysis if correlation coefficient among independent
variables does not exceed 0.8 and VIF does not exceeds the value of
10 (Field, 2005). Autocorrelation is checked through Durbin-Watson
test. The test statistic lies between 0 and 4 with a value of 2 indicating
uncorrelated residuals (Field, 2005)
_4- Results and discussion
4~1- Descriptive statistics

Table (1-A and 1-B) provide descriptive statistics about the
dependent (firm performance) and independent variables (board
characteristics and ownership structure). Regarding firm performance,
the mean ROA is 6.93% with a minimum -10% and a maximum
34% while the average Tobin’s Q is 0.99 with a minimum 0.0013 and
a maximum 5. In addition, alternative measures of firm performance,
the :nean ROE is 14.71% with a minimum -29% and a maximum 91%
while the average market-to-book value ratio is 2.3 with a minimum
0.0032 and a maximum 17. |

Regarding the independent variables, the average board size is
10 members with a minimum of 4 and a maximum of 23 members.
This average is slightly above the recommended board size of 8
members suggested by Jensen (1993). The average managerial
ownership is 7.31% with a minimum of zero and a maximum of 66%.
This small managerial ownership stake may suggest diminutive
influence of managerial ownership on” firm performance since this
non-significant stake may not allgn the interest of both shareholders
and management. In the same vein, the average institutional
ownership is 7.96% with a minimum of zero and a maximum of 82%.
This non-significant stake may highlight that institutional investors

may have lIcss incentive to monitor management performance.
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Governmental ownership has a mean of 15.21%, minimum of zero
and a maximum of 95%. This means that the Egyptian government
holds a significant stake in listed companies and may provide support
to those companies and monitor their performance. Finally, the
concentrated ownership has a mean of 24.64% with a minimum of
zero and a maximum of 87.67%. Regarding role duality, 65% of the
companies included in the sample have role duality while 35% only

have non-role duality. Regarding control variables, leverage has a

- mean of 40.60% while the minimum and maximum are 0.08% and

90% respectively. The average firm size is 7,768,239 thousand pounds
and the minimum and maximum are 49,724 and 59,300,500 thousand
pounds respectively. Finally, 54% of companies in the sample belong
to non-manufacturing industries’ while 46% of them belong to
manufacturing industries.

Table 1-A: Descriptive statistics of dependent and continuous independent and

control variables

Mean Median SD’ Min Max Skew Kurtosis
ROA 6.93 5.1 8.154 -10 34 1.258 2257
TQ 0.99 0.82 0.748 0.0013 5 1.522 N
ROF: 14.71 104 17.928 -29 91 1.356 2.684
MTB 23 1.51 2.641 0.0032 17 2.881 9913
BS 104 10 3.873 4 23 1.061 1.408
Mo | 7m | o1 | 1sss | oo 66 2513 | 5597
GO 15.21 032 - 25.329 0 95 1.697 1.782
10 7.96 225 12.207 0 82 2.657 10.031
CcO 24.6435 203 23.9817 0 _8’:7.67 0.587 -0.868
LEV 0.406 0.3814 0.23247 0.0008 09 0.221 -1.158
SIZE 7768239 1657521 14394121 49724 59300500 2483 5.099

s R
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Table 1-B: Descriptive statistics of discrete variables

Duality Frequency § Percent Industry Frequency § Percent
Non Role Duality 56 35 Non-Manufacturing 86 54
Role Duality 103 65 Manufacturing 73 46
Total 159 f 100.0 J Total 159 100.0

4-2- Correlation analysis

Correlation matrix (Table 2) reports preliminary evidence
about the association between dependent and independént variables.
‘In addition, it is a diagnostic tool to check multicollineaﬁty among
independent variables. Table (2) reports a significant .positive
relationship between board size, institutional ownership and
accounting-based measures of performance. In addition, the result
 documents a significant positive relationship between governmental
ownership and performance as measured by both accounting-based
and market—baséd measures. Furtherfnore, the result shows a non-
significant  association between managerial ownership and
performance whil: the relatibnship between concentrated ownership
and firm performance (Tobin’s Q) is negative.

As a diagnostic tool of multicollinearity, the highest
correlation among the independent variables is between governmental
ownership and concentrated ownership (r = -.483, p < 0.C01). This
correlation coefficient does not exceed the cut-off point of 0.8
suggested by Field (2005). Therefore, it could be concluded that
multicollinearity has no severe complications to regression analysis.
‘The correlation matrix includes also the correlation coefficients
between performance and lagged performance variables. This will be
discussed in section 4-5-8 as a possible solution to endogeneity

problem.
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4-3- Checking regression assumptions

Based on regression plots (Appendix 1), the residual plots show a linear
relationship between linear relationship between outcome variable and regressors
therefore linearity assumption is not seriously violated since non-linear patters are not
observed. In addition, residual plots report no funnel patterns which support that
heteroscedasticity is not a serious problem to regression analysis. In addition, the
hi‘stogram of residual and P-P plots show no significant violation to normality
assumption. Furthermore, VIF value for all the regressors are below the value of 10
(Table 3 and 4), the highest VIF is 1.914 for concentrated ownership and hence
multicolinearity is not a problem to regression analysis. Finally, Durbin-Watson test
statistics (Table 3 and 4) vary between 1.822 and 2.083 which is very close to the cut-
off point of 2 indicating the absence of residual autocorrelation. Therefore, it could be
concluded that regression assumptions are reasonably satisfied hence the reported
results are valid for generalization.
4-4- Regression analysis

Table (3) and (4) report the outputs of regression analysis for the association
between board characteristics, ownership structure and firm performance.

Table (3): Regression analysis outputs — dependent variable ROA and Tobin’s Q

ROA Tobin’s Q
B t Sig VIF B t Siﬁ VIF
~ (Constant) -3.078 -1.196 234 1.324 5.272 .000
BS 600 3.583 | 000 | 1227 1002 097 923 | 1227
DUAL 1.824 1.400 .164 1.137 -,081 -.635 526 1.137
MO 068 1.432 'ISL 1.568 .003 667 &6_ 1.568
GO .073 2.389 018" 1.761 .006 2.095 .038"* 1.761
10 .075 1.358 176 1.329 .002 448 655 1.329
CcO .049 1.440 .152 1914 .000 -.085 .933 1.914
INDUST 1.923 1.522 .130 1.164 -.309 -2.507 .013'-= 1.164
YEAR -1.609 -1.355 177 1.034 -.209 -1.804 .073° 1.034
LEV -1.718 -.562 575 1.474 -.261 -.874 384 1.474
SIZE -2.72E-08 § -.610 .543 1.203 | -9.59E-09 § -2.203 .029'-' 1.203
Adjusted R Square 0.185 0,078
F 4.592 2.333
Sig. .000 .014
Durbin-Watson 2.208 1.918
*** significant at the 0.01 level (2-tailed).
** significant at the 0.05 level (2-tailed).
_* significant at the 0.10 level (2-tailed).
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Table (4): Regression analysis outputs — dzpendent variable ROE and market-to-book value ratio

ROE market-to-book value ratio
B t Si; VIF B t Si VIF
Constant) -11.128 -2.011 .046 1.428 1.864 .064

BS - .980 2.722 .007"** 1.227 .027 .550 .583 1.227
DUAL - 1.034 369 .713 1.137 -777 -2.002 § .047% 1.137
MO .095 .932 .353 1.568 -.005 -.368 714 1.568
GO 181 2.740 007" 1.761 .018 1.979 .050°* 1.761
10 - 121 1.020 310 1.329 -.006 -.390 697 1.329
CO .059 .810 .419 1.914 -.017 -1.642 .103 1.914
INDUST 1.790 .659 511 1.164 -.961 -2.555 .012"* 1.164

- YEAR -6,118 -2.397 018" 1.034 -814 -2.304 .023"° 1.034
LEV 29.910 4.550 .000"** 1.474 5.738 '6.304 .000°** 1.474
SIZE -1,08E-07 § -1.122 .264 1.203 | -2.35¢-08 ] -1.767 | 079 1.203

Adjusted R Square 221 i 312

F 5.480 8.151

Si&. .000 ' .000

Durbin-Watson 1.942 2.053

***, significant at the 0.01 leve] (2-tailed).’ ’ )

**, significant at the 0.05 level (2-tailed).

*. significant at the 0.10 level (2-tailed).

4-4-1- Board size

The result indicates a significant positive association between board size and
performance as measured by ROA and ROE (p < 0.01). This means that companies
with large boards outperform companies with small boards hence H; is supported.
This result indicates that large boards encompass a wide range of knowledge, skills
and experience including professional background and accounting experience. This
supports the board’s role in formulating and implementing companies’ strategies,
making informed judgements which consequently enhance firm performance. This
result also supports the claim of stewardship theory that managers work for the best
interest of shareholders since large boards may provide better monitoring compared to
small boards. However, this result challenges Jensen’s claim (1993) that large board
negatively influences firm pérformance. This result is consistent with that of Zhao
(2003), Haniffa and Hudaib (2006), Henry (2008), Isshaq et al. (2009) and Shin-Ping
and Tsung-Hsien (2009). However, it contradicts with the result of Yermack (1996)
and Guest (2009) who show that board size and performance are negatively related.
Emile et al. (2014) find no association between board size and performance in the

Egyptian context,

o1



4-4-2- Role Duality .

The result reports a significant negative relationship between role duality and
performance based on market-to-book value ratio (p < 0.05). This means thai the
market perceives role duality as a threat to firm performance since companies with no
role duality have better performance compared to companies with role duality and
hence Ha is accepted. In line with the expectation of agency theory, this result

supports the separation between CEO and chairman of the board position since this

separation may hinder the dominance of CEO on the board and may prevent CEO
from pursuing self-interest maximization. In addition, this separation may support the
effective monitoring role of the board on top management. This result is consistent
with that of Zhao (2003). However; it contradicts with that of Weir and Laing (2000),
Weir et al. (2002), Han et al. (2004), Henry (2008), Ghazali (2010) and Emile et al.
(2014) who show that role duality and performance are non-significantly related.
4-4-3- Managerial ownership
The result indicates 2 non-significant association between managetial
ownership and performance (p > 0.10). This means that managerial ownership has no
influence on firm performance and though H3 is not supported. This result may be
justified on the ground that management in Egyptian companies owned a small stake
of stocks or may be stock-based compensation scheme is not a common practice in
Egypt. Consequently, the link between sharebolders and management interest is very
weak. Chen et al. (2003) argue that the alignment between shareholders’ and
management’s interest occur only at high levels of managerial ownership and this is
not the case of Egypt. This result is consistent with the result of Weir and Laing
' (2000), Ghazali (2010) and Pham et al. (2011) who find a non-significant association
between maﬁagerial ownership and firm performance. However, the result is
contradicted with that of Chen et al. (2003), Zhao (2003) and Han et al. (2004) who
document a positive association between the two variables while Weir et al. (2002),
Henry (2008) and Shin-Ping and Tsung-Hsien (2009) find a U-shaped association
between the two variables.

4-4-4- Governmental ownership

The result reports a significant positive relationship between governmental

ownership and firm performance (p < 0.05). This means that firms with higher
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governmental ownership outperform companiés with lower governmental ownership
hence Hs is accepted. This result confirms that government keeps a close eye on its
investment and plays an effective role in monitoring and disciplining management. In
addition, firms with higher governmeintal ownership may receive the support of the
government so they may obtain finance at favourable conditions and stay safe from
aggressive competition, In the Egyptian context, the Accountability State Authority
(ASA) should audit the financial statements of any company if the governmental
ownership is 25% or more. The ASA performs Operational auditing and checks
management efficiency in using their resources. This is a possible reasdn to motivate
the management to enhance firm performance if they work under the scrutiny of ASA.,
This result is consistent with that of Han et a]. (2004), Ang and Ding (2006), Aljifri
and Moustafa (2007), Ghazali (2010) and Al-Saidi and Al-Shammari (2015).
However, the result is inconsistent with that of Shin-Ping and Tsung-Hsien (2009),
Moliah et al. (2012) and Alipour (2013) who find that governmental ownership and
performance are negatively associated.
4-4-5- Institutional ownership
The result indicates a non-significant relationship between institutional
ownership and performance ® > 0.10). This result highlights that institutional
- ownership has no effect on firm performance therefore H5 is not supported. This
result indicates that institutiona] investors do not use theijr voting rights properly and
they are less active in m;)nitoring top management, In addition, institutional investors
and other investors may depend on each other in monitoring management activities or
may be a conflict of interest between institutional investors and other investors exists
and so institutional investors refrain from exercising effective monitoring role.
According to Shin-Ping and Tsung-Hsien (2009), institutiona] investors refrain from
performing their monitoring duties because they acquire information directly from the
company through their identity as active shareholders or maybe they receive some
privilege from other activities in the company. Therefore, efficient monitoring
hypothesis is not supported in the Egyptian context. This result is consistent with that
of Aljifri and Moustafa (2007), Al-Saidi and Al-Shammari (2015) and Shahwan
(2015). However, this result is contradicted with that of Henry (2008), Alipour (2013)
and Desoky and Mousa (2013) who find a positive relationship between institutional
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ownership and firm performance while Zhao (2003) and Al Farooque et al. (2007)
document a negative association between the two variables.
4-5-6- Concentrated ownership

The result reports a non-significant relationship between concentrated
ownership and performance (p > 0.10). This means that large shareholders have no
influence on performance hence Hs is not supported. This result may reflect that large
investors are unaware about their important role in monitoring and disciplining top
management. This result is consistent with the result of Weir and Liang (2000), Weir
et al. (2002), Lei and Song (2012), Al-Saidi and Al-Shammari (2015) and Shahwan
(2015). However, this result is conflicted with that of Shin-Ping and Tsung-Hsien
(2009) and Alipour (2013) who find a negative association between institutional i
ownership and performance while Kapopoulos and Lazaretou (2007) and Christensen

et al. (2010) show that the two variables are a positively related.
4-5-7- Control Variables

The result confirms that leverage positively influence firm performance as
measured by ROA and MTB. In addition, the result documents a significant negative
association between firm size, industry and firm performance as measured by market-
based performance measures. This means that small size firms, firms with high
leverage and firms belong to non-manufacturing industries companies outperform
large size firms, firms with low leverage and firms belong to manufacturing
industries. In addition, the companies performance in 2008 and 2009 is better that that
of 2010 and 2010 this may reflect the effect of the Egyptian revolution in 201 1.

4-5-8- Endogeneity Problem

More caution in corporate governance literature has been given to the problem
of endogeneity (Demsetz and Villalonga, 2001; Eisenberg et al., 1998). Endogeneity
refers to the reverse association between dependent variable and independent ‘
variables and the correlation between error term and the independent variables due to
omitted variables (Sun et al., 2002). The main assumption of this literature that
corpofate governance and ownership structure influence firm performance (Rose,
2005). In other words, the impact runs from corporate governance and ownership
structure to performance therefore corporate governance, ownership structure and

firm performance could be. considered endogenous variables (Demsetz and
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Villalonga, 2001; Eisenberg et al., 1998; Pham et al., 2011). Consequently, caution
should be exercised in estimating this relationship since performance can affect
corporate governance and ownership structure.

One solution to this problem is employing instrumental variables analysis
which requires the use of instrument variables that is correlated with a given
independent variable (ownership structure) and uncorrelated with the dependent
variable (firm performance) (Rose, 2005). Then, a two steps least square regression
(2SLS) is employed. However, Wintoki (2007) argues that this will not be an easy
task. Another solution to endogeneity problem is using a lagged dependent variable
(Haniffa and Hudaib, 2006; Pham et al., 2011; Weir et al., 2002; Yermack, 1996) or
lagged independent variable (Conheady et al., 2015). Due to the nature of the data
used in this study, a lagged dependent variable (firm performance) is employed as an
independent variable. Four lagged performance variables (LAGROA, LAGTQ,
LAGROE and LAGMTB) are included in Eq.l as independent variables. The

regression results are reported in Table 5 and 6.

- The result (Tables 5 and 6) confirms a positive association between board size
and performance (ROA and ROE) and a negative association between concentrated
ownership and firm performance (market-to-book value ratio). Furthermore, the
fesults report a non-significant association between role duality, governmental
ownership, institutional ownership, managerial ownership and performance. However,
this result should be interpreted with caution due to significant association between
performance and lagged performance. The correlation (Table 2) between ROA and
lagged ROA is 0.705, the correlation between Tobin’s Q and lagged Tobin’s Q is
0.515, the correlation bétween ROE and lagged ROE is 0.791. Finally, the correlation
between market-to-book value ratio and lagged market-to-book value ratio is 0.734.

Therefore, it is suggested that future research could address endogeneity problem via

the use of 2SLS.
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Table (5): Regression outputs - lagged performance variables: lagged ROA and lagged Tobin's Q

ROA Tobin'sQ .
B 1 Sig VIF B U Sig VIF
(Constant) 3.423 1.546 d24 1.498 6.756 .000

BS .367 2.654 009" § 1273 -.008 -.525 601 1.242

Dual .652 612 541 1.155 -.012 -.105 917 1.158

MO, -023 -.576 566 1.680 7.81E-05 019 985 1.590

GO .006 .240 811 1.925 002 844 400 1.857

10 025 .557 578 1.350 -.001 -.305 .761 1.349

CO -623 -.802 424 2.082 -.004 -1.270 .206 1.958

INDUST 1.498 1.459 .147 1.167 -276 -2.479 014™ 1.174

| Year -.449 -461 .64 1.053 -.154 -1.504 135 1.046

LEV -1.771 -714 476 1.474 -.305 -1.167 245 1.475

SIZE -5.72E-09 -.158 875 1.208 -4.14E-09 -1.060 261 1.256

LAGROA 4.768 8.824 000" | 1.274

LAGTQ .359 6.610 000" | 1.153
Adjusted R Square 464 292
F 13.421 6.889
Sig. .000° .000°
Durbin-Watson 2.083 1.822

+¥* sionificant at the 0.01 level (2-tailed).
** gipnificant at the 0.05 level (2-tailed).
* significant at the 0.10 level (2-tailed).

Table (6): Regression outputs ~ lagged performance variables: lagged ROE and lagged market-

to-book value ratio

ROE 1arket-to-book value ratio N
B t Sig VIF B t Sig VIF
(Constant) 6.148 1.206 230 2.691 3.890 000
BS .539 1.760 080° 1.268 010 239 811 1.233
DUAL -275 -117 907 1.143 -.564 -1.653 .101 1.155
MO -.061 -.697 487 1.649 -010 -.837 404 1.574
GO 034 579 .564 1.954 .005 613 541 1.862
10 -048 484 629 1.340 -015 -1.066 288 1.338
CO -.066 -1.050 295 2.038 -023 -2.555 012 1.920
INDUST 1,634 .720 473 1.164 -901 -2.732 007 1,169
| _YEAR -3.556 -1.649 101 1.057 =711 -2.295 023" 1.039
LEV 14.126 2.421 017 1.661 3.261 3.746 000" 1.775
SIZE -5.50E-08 -.684 495 1211 | -4.67E-09 -393 695 1.267
iﬁﬁROE 10.268 8.053 .000'i" 1.447
LAGMTB 1.206 230 1.268 1.231 6.896 000" 1.233
Adjusted R Square 456 481
F 13.027 14.204
Sig. 000° .000°
Durbin-Watson 1.841 1.912

**¥ significant at the 0.01 level (2-tailed).
** significant at the 0.05 level (2-tailed).
*. significant at the 0.10 level (2-tailed).
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5- Conclusion, recommendations and limitations

This research examines the relationship between board characteristics,
ownership structure and performance. Board characteristics include board size and
role duality while ownership structure includes managerial ownership, governmental
ownership, institutional ownership and concentrated ownersbip. The sample consisted
of the 50 most active companies listed on the Egyptian stock exchange from 2008 to
2011, Financial institutions such as banks, investment funds, investment and financial
services companies and insurance companies were excluded due to their peculiar
activities and regulation. Regression analysis results report a significant positive
relationship between board size, governmental ownership and performance. In
addition, the results report a significant negative relationship between role duality and
performance. This means that companies with large boards, large governmental
ownership and companies with no role duality outperform companies with small
boards, small governmental ownership and companies with role duality. It seems that
large boards combine a variety of experience, knowledge and professional
background which support the monitoring function of the board and positively
enhanced firm perforniénce. In addition, the government keep close eyes to its
investment. The ASA performs a significant monitoring function regarding firm
performance and sheds light on operational problems that companies may encounter
therefore tackling those problems may enhance firm performance. Furthermore, role
duality is a major threat to firm performance. Combining the power of both the CEO
and board chairman in one hand may disable the monitoring function of the board of
directors and negatively influence firm performance. Moreover, it seer:s managerial
ownership fails to link shareholders’ and management’s interest is very weak and the
assumption of alignment of intereét needs more investigation in the Egyptian context.
Finally, institutional ‘investors and concentrated ownership do not use their voting

rights properly to monitor the management and enhance firm performance.

This study may offer several implications to policy makers and investors. Policy
makers and fegulators may benefit from the results of this study and work on
improving the monitoring role of board of directors and ownership. Furthermore, the
results of this study may assist the investors to appreciate the relationship between

corporate governance and performance. Therefore, investors can rationalize their

91



investment decisions. Based on these findings, several recommendations could be

presented to policy makers:

1-

The Egyptian stock exchange and the Egyptian Financial Supervisory
Authonty (EFSA) should encourage listed companies with small boards to
increase the size of the board of directors through the inclusion of directors
with distinguish professional experience and knowledge.

The Egyptian stock exchange and the EFSA - should encourage listed
companies to separate the position of the CEO and board chairman since role
duality is a deter to firm performance.

The government should support the monitoring role bof ASA due to positive
implications on firm performance.

The Egyptian stock exchange and the EFSA should foster the advantages of
stock-based compensation scheme and encourage listed companies to use this
scheme in linking the interest of both management and shareholders and
enhance firm performance.

The Egyptian stock exchange and EFSA should encourage institutional and
large investors to use their voting rights to discipline companies’ management

and effectively monitor management’s dzcisions.

This study suffers from some limitations. First, this study focuses only on board

size and role duality as board characteristics while the influerce of board

independence on performance was not examined due to data unavailability. Second,

this study tackles endogeneity problem through using lagged dependent variable.

However, it is suggested that future research may use different methods such as 2SLS

or generalized method of moments. Third, this study, similar to most of the literature,

assumes a linear association between performance and ownership structure. However,

the relation may take a U-shaped relationship. Future research may address this point.

Fourth, this study focuses on the most active 50 listed companies so it is better that

future research expands the sample to include more listed companies. Fifth, future

research may address the association between the existence of risk committee and

performance.

98



References

Agrawal, A, & Knoeber, C.R. (1996). Firm performance mechanisms to control
agency problems between managers and shareholders. Journal of Financial
and Quantitative Analysis, 31, (3), 377-397.

Al-Saidi, M., & Al-Shammari, B. {2015). Ownership concentration, ownership
composition and the performance of the Kuwaiti listed non-financial firms.
International Joursnal of Commerce and Management, 25, (1), 108-132.

Al Farooque, O.A., van Zijl, T., Dunstan, K., & Karim, A. K.M.W. (2007). Ownership
structure and corporate performance: Evidence from Bangladesh. Asia-Pacific
Journal of Accounting & Economics, 14, (2), 127-149.

Alipour, M. (2013). An investigation of the association between ownership structure
and corporate performance: Empirical evidence from Tehran Stock Exchange
(TSE). Management Research Review, 36, (11), 1137-1166.

Aljifri, K., & Moustafa, M. (2007). The impact of corporate governance mechanisms
on the performance of UAE firms: An empirical analysis. Jowrnal of
Economic and Administrative Sciences, 23, (2), 71-93.

Ang, 1.S., & Ding, D.K. (2006). Government ownership and the performance of
government-linked companies: The case of Singapore. Journal of
Multinational Financial Management, 16, (1), 64-88.

Arosa, B., Iturralde, T., & Maseda, A. (2010). Ownership structure and firm
performance in non-listed firms: Evidence from Spain. Journal of Family
Business Strategy, 1, (2), 88-96.

Arouri, H., Hossain, M., & Muttakin, M.B. (2014). Effects of board and ownership
structure on corporate performance: Evidence from GCC countries. Journcl of
Accounting in Emerging Economies, 4, (1), 117-130.

Bai, C.-E., Liy, Q., Ly, J., Song, F.M., & Zhang, J. (2004). Corporate governance and
market valuation in China: Journal of Comparative Economics, 32, (4), 599-
616.

Baltagi, B.H. (1995). Econometric analysis of panel data (3 ed.). John Wiley &
Sons Ltd, The Atrium, Southern Gate, Chichester.

Bauwhede, H.V. (2009). On the relation between corporate governance compliance
and operating performance. Accounting and Business Research, 39, (5), 497-
513. '

Bhide, A. (1994). Efficient markets, deficient governance: US securities regulations
protect investors and enhance market liquidity”, But Do They Alienate
Managers and Shareholders. Harvard Business Review, 72, (2), 124-140.

Brown, L.D., & Caylor, M.L. (2006). Corporate governance and firm valuation.
Journal of Accounting and Public Policy, 25, (4), 409-434.

Chen, C.R., Guo, W., & Mande, V. (2003). Managerial ownership and firm valuation.
Pacific-Basin Finance Journal, 11, (3), 267-283.

99



Christensen, J., Kent, P., & Stewart, J. (2010). Corporate govemance and company
performance in Australia. dustralian Accounting Review, No. 55 Vol. 20, (4),
2010.

Chung, K.H., & Pruitt, S.W. (1994). A simple approximation of Tobin's q. Financial
Management, 23, (3), 70-74.

Cochran, P.L., & Wood, R.A. (1994). Corporate social responsibility and financial
performance. The Academy of Management Journal, 27, (1), 42-56.

Conheady, B., Mcllkenny, P., Opong, KX, & Pignatel, 1. (2015). Board effectiveness
and firm performance of Canadian listed firms. The British Accounting
Review, 47, (3), 290-303.

Demsetz, H., & Villalonga, B.n. (2001). Ownership structure and corporate
performance. Journal of Corporate Finance, 7,209-233.

Desoky, AM., & Mousa, G.A. (2013). An empirical investigatioﬁ of the influence of
ownership concentration and identity on firm performance of Egyptian listed ~

companies. Journal ofAccounting in Emerging Economies, 3, (2), 164-188.

Donaldson, L., & Davis, JH. (1991). Stewardship theory or agency theory: CEO
governance and shareholder returns. Australian Journal of Management, 16,
(1), 49-65.

EloD. (2005). Guide to corporate governance. Egyptian Institute of Directors (in
Arabic), Cairo,

- EloD. (2006). The code of corporate governance for the public sector. Egyptian
Institute of Directors (in Arabic), Cairo.

Eisenberg, T., Sundgren, S., & Wells, M.T. (1998). Larger board size and decreasing
firm value in small firms. Journal of Financial Economics, 48, 35-54.

Emile, R., Ragab, A, & Kyaw, S. (2014). The effect of corporate governance on firm
performance, evidence from Egypt. dsian Economic and Financial Review, 4,
(12), 1865-1877.

Egyptian Stock Exchange. (2011). Annual report. Research & Markets Development
Department, Cairo.

- Fama, EF., & Jensen, M.C7(1983). Separation of ownership and control. Journal of
Law and Economics, 26, (2), 301-325.

Field, A. (2005). Discovering statistics using SPSS. Sage Publications Ltd, London.

Ghazali, N.A.M. (2010). Ownership structure, corporate governance and corporate
performance in Malaysia. International Journal of Commerce and
Management, 20, (2), 109-119,

Guest, P.M. (2009). The impact of board size on firm performance: evidence from the
UK. The European Journal of Finance, 15, (4), 385-404.

Gujarati, D. (2011). Econometrics by Example. Palgrave Macmillan, Hampshire.
Gujarati, D., & Porter, D.C. (2009). Basic econometrics. McGraw-Hill/Irwin,
London. ‘

100



Han, D., Wang, F., & Yue, H. (2004). Board structure, political influence and firm
performance- An empirical study on publicly listed firms in China. Asia-
Pacific Journal of Accounting & Economics, 11, (1), 77-94.

Eaniffa, R., & Hudaib, M. (2006). Corporate governance siracture. and performance
of Malaysian listed companies. Journal of Business Finance and Accounting,
33, (7-8), 1034-1062.

Henry, D. (2008). Corporate governance stucture and the valuation of Australian
firms: Is there value in ticking the boxes? Journal of Business Finance &
Accounting, 35, (7-8), 912-942.

Isshag, Z., Bokpin, G.A., & Onumah, J.M. (2009). Corporate governance, ownership
structure, cash holdings, and firm value on the Ghana Stock Exchange. The
Journal of Risk Finance, 10, (5), 488-499.

Jensen, M.C. (1993). The modern industrial revolution, exit, and the failure of internal
control systems. The Journal of Finance, 48, (3), 831-880.

Jensen, M.C., & Meckling, W.H. (1976). Theory of the firm: Managerial behavior,
- agency costs and ownership structure. Journal of Financial Economics, 3, 4),
305-360.

Kapopoulos, P., & Lazaretou, S. (2007). Corporate ownership structure and firm
performance: evidence from Greek firms. Corporate Governance, 15, (2),
144-158.

Lei, A.CH., & Song, F.M. (2012). Board structure, corporate governance and firm
value: evidence from Hong Kong. Applied Financial Economics, 22, (15),
1289-1303.

Lipton, M., & Lorsch, I.W. (1992). A modest proposal for improved corporate. -
governance. The Business Lawyer, 48, (1), 59-77. o

Lozanoa, M.B., Martinezb, B., & Pindadoa, J. (2015). Corporate governance,
ownership and firm value: Drivers of ownership as a good corporate
governance mechanism. International Business Review, 25, (6), 1333-1343.

Ma, S., Naughton, T., & Tian, G. (2010). Ownership and ownership concentration:
which is important in determining the performance of China’s listed firms?
Accounting & Finance, 50, (4), 871-897.

Mollah, S., Farooque, O.A., & Karim, W. (2012). Ovmership structure, corporate
governance and firm performance: Evidence from an African emerging
market. Studies in Economics and Finance, 29, (4), 301-319.

Moustafa, M.A. (2005). The separation of ownership from control and firm
performance evidence from UAE. Journal of Economic and Administrative

Sciences, 21, (2), 35-51.

Pamburai, H.H., Chamisa, E,, Abdulla, C., & Smith, C. (2015). An analysis of
corporate governance and company performance: a South African perspective.
South African Journal of Accounting Research, 29, (2), 115-131.

101



Pham, P.K., Suchard, J.A., & Zein, J. (2011). Corporate governance and alternative
performance measures: evidence from Australian firms. dustralian Journal of
Management, 36, (3), 371-386.

Pound, J. (1988). Proxy contests and the efficiency of shareholders oversight. Journal
of Financial Economics, 20, 237-265.

ROSC. Corporate governance country assessment: Arab Republic of Eg‘yp't.u Report on
the Observance of Standards and Codes (ROSC). World Bank Reports, World
Bank: Washington, DC., 2004,

Rose, C. (2005). Managerial ownership and firm performance in listed Danish firms.
European Management Journal, 23, (5), 542-553.

Shahwan, T.M. (2015). The effects of corporate governance on financial performance
and financial distress: evidence from Egypt. Corporate Governance, 15, (5),
641-662.

Shin-Ping, L., & Tsung-Hsien, C. (2009). The determinants of corporate performance:
A viewpoint from insider ownership and institutional ownership. Managerial
Auditing Journal, 24, (3), 233-247.

' Shléife};'A., & Vishny, R.W. (1986). Large shereholders and corporate control. The
Journal of Political Economy, 94, (3), 461-488.

Shleilfer, A., & Vishny, R.W. (1997). A survey of corporate govemnance. The Journal
of Fi inance, LI, (2), 737-783.

Sun, Q., Tong, W.H.S., & Tong, J. (2002). How does government ownership affect
firm performance? Evidence from China's privatization experience. Journal of
Business Finance and Accounting, 29, (1&2), 1-27.

Weir, C., & Laing, D. (2000). The performance-governance relationship: The effects
of Cadbury compliance on UK quoted companies. Journal of Management
and Governance, 4,265-281.

Weir, C., Laing, D., & McKnight, P.J. (2002). Internal and external governance
mechanisms: Their impact on the performance of large UK public companies.
Journal of Business Finance & Accounting, 29, (5 & 6), 579-611.

Wintoki, M.B., Linck, I.S., & Netterb, .M. (2012). Endogeneity and the dynamics of
internal corporate governance. Journal of Financial Economics, 105, (3), 581-
606.

Yermack, D. (1996). Higher market valuation of companies with a small board of
directors. Journal of Financial Economics, 40, 185-211.

Yu, M. (2013). State ownership and firm performance: Empirical evidence from
Chinese listed companies. China Journal of Accounting Research, 6, (2), 75-
87.

Zhao, R. (2003). Corporate governance and firm performance: Some evidence from
Chinese listed companies. Asia-Pacific Journal of Accounting & Economics,
10, (2), 187-201.

102



Appendix (1): Regression Residual Graphs

1- Dependent variable: ROA

Regression Standurdized Roskknl

Sceatterplot

dent V.

1

3

'
N
-l

Fraquency

Histogram
Dopendsnt Variabla: ROA

Moano 1 SE1T
St Dey. » D3R
15

Regressizn Stzndardized Restéal

Normal PP Plot of Regression Standardized Res!dual
Dependent Variabls: ROA

Expactad Cum Prab
e

()] o 1] [} 1
Qbsarvad Cum Preb

103




2- Dependent variable: Tobin’s Q

Regression Standardized Residual
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3- Dependent variable: ROE
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4- Dependent variable: market-to-book Value ratio
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