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 This study looks at the performance effects of corporate governance of 

SET100 firms in Thailand. I investigate whether transparency and disclosure, and 

board of directors affect three performance measures: ROA, Tobin’s Q and Stock 

Returns. Transparency and disclosure variables, following the S&P:T&D scoring 

system, are measured at three levels: total transparency and disclosure; three 

categories of transparency and disclosure; and twelve subcategories of transparency 

and disclosure. Board of directors consists of seven characteristics of a board: 

composition, leadership, size, a number of board meetings, average number of 

directorships of independent directors, audit committee meetings, and the existence of 

nominating and/or compensation committees.  

The results indicate that financial transparency and information disclosure, 

board composition, and the existence of nominating and/or compensation committees 

have positive effects on performance of SET100 firms. The performance effects of 

financial transparency and information disclosure can be further explained by the 

information on accounting policy review and accounting policy details. This could be 

explained because by improving the level of transparency and disclosure, firms can 

reduce asymmetry of information and improve firm performance. Also, a high 

proportion of independent directors and the existence of nominating and/or 

compensation committees are good characteristics of board which can reduce agency 

problems and improve performance. Regulators should promote the importance of 

these board characteristics, as well as the level of transparency and disclosure. 
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CHAPTER 1 

 

INTRODUCTION 
 

Agency problems and asymmetry of information arise from the separation of 

management and control. Being managers of other people’s money rather than of their 

own, it cannot be expected that managers watch over it with the same anxious 

vigilance as if it were their own.  Moreover, a number of agency problems relating to 

opportunism or self-interests of the agent exist. For example, managers consume 

private perquisites rather than investing in optimal projects. Managerial expropriation 

of funds can also take more elaborate forms than just taking the cash. The agent can 

also take more opportunities in the situation where the principal and the agent have 

access to different levels of information that is with asymmetry of information. This 

means that the principal is at a disadvantage as the agent will have more information. 

For example, when owners cannot separate between good and bad business projects 

based on their own information, managers with bad projects will try to claim that their 

ideas are as good as those of managers with good business projects. 

Agency theory views corporate governance mechanisms as being an essential 

monitoring device to try to ensure that agency problems and asymmetry of 

information are minimized. Shleifer and Vishney (1997: 737) define corporate 

governance as “The ways in which suppliers of finance to corporations assure 

themselves of getting a return on their investment.” The authors also discuss two 

common approaches of corporate governance: large investors and legal protection. 

Legal protection gives investors power to control managers. Larger investors can be 

effective to avoid free-rider problems1 but they may also inefficiently redistribute 

wealth from other investors to themselves. 
                                                 
 
1 Free rider problems occur when shareholders own only small number of shares, so they do not have 

much power to monitor or may ignore to monitor the conflicts of interests between shareholders and 

management. 
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A more comprehensive meaning of corporate governance is defined by the 

Organization for Economic Co-operation and Development (OECD). “Corporate 

governance is the system by which business corporations are directed and controlled.” 

Corporate governance structure identifies the distribution of rights and responsibilities 

among directors, managers, shareholders and other stakeholders, and spells out the 

rules and procedures for making decisions on corporate affairs (OECD 1999: 26).  

The OECD principles of corporate governance cover five areas: the rights of 

shareholders; the equitable treatment of shareholders; the role of stakeholders; 

disclosure and transparency; and the responsibilities of the board.  

Corporate governance has been highlighted by the East Asian financial crisis2 

and corporate scandals, such as Enron, Tyco, and WorldCom. These events have 

shaken the confidence of investors. There have been several major changes following 

these events. In 2002, the Sarbanes-Oxley Bill imposed a number of corporate 

governance rules on all public companies with stocks traded in the United States. In 

2003, the New York Stock Exchange (NYSE), and NASDAQ adopted an additional 

set of corporate governance rules that apply to most companies with stocks listed on 

these markets. The American Stock Exchange (AMEX) also joined in with similar 

rules in the same year. Among their many provisions, the new law and the stock 

market rules require that the board of a publicly traded company be composed of a 

majority of independent directors and that the audit committees consist entirely of 

independent directors and have at least one member with financial expertise. 

Moreover, the Sarbanes-Oxley Act expands corporate governance mechanisms by 

creating an accounting oversight board, requiring CEOs and CFOs to certify their 

financial reports, and mandating fuller disclosures of off-balance-sheet items (Klein, 

2003: 343-344). 

Empirical evidence shows that investors’ decisions depend on corporate 

governance information. For example, in Germany, firms with higher compliance 

with the German Corporation Governance Code were priced with an average 

                                                 
 
2 Investors ignored the weakness of East Asian firms while the region was doing well economically, 

but quickly pulled out once the crisis began because they believed the region lacked adequate 

institutional protection for their investments (Rajan and Zingales, 1998: 46). 
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premium of 3.23 EUR (Zimmermann, Goncharov and Werner, 2004: 1-23). In 

Canada, the market rewards some good governance practices including engaging in 

open and full disclosure, having compensation practices, and protecting shareholder 

rights (Klein, Shapiro and Young, 2005: 769-784). 

  

1.1 Motivation  

 

Until now, corporate governance has been important for economic 

development of Thailand. Companies in Thailand need to attract funding from 

investors in order to expand and grow. However, before investors decide to invest 

their funds in any business, they want to be sure that the business is financially sound 

and will continue to be so in the foreseeable future. Corporate governance is an 

important step to build market confidence and encourage more stable, long-term 

international investment flows (OECD, 1999: 26).  

However, Alba, Claessens and Djankov, (1998: 1-26) examined the structure 

of financing, the efficiency of investments, and the effectiveness of corporate 

governance mechanisms by using firms listed on the Stock Exchange of Thailand. 

The authors found that during 1994-1997 there were signs of deterioration in 

corporate performance. They point out that there are five interrelated problems of 

governance structure in Thai firms: concentrated ownership, high level of 

diversification, weak incentives, poor protection of minority shareholders, and weak 

information standards.  

Responding to the efficient allocation of capital in the international financial 

market, the Stock Exchange of Thailand (SET) has actively promoted corporate 

governance principles. During 1997-1998, SET issued “The Code of Best Practice for 

Directors of Listed Companies” and “The Best Practice Guidelines for the Audit 

Committee”. Since 1999, the SET has required all listed firms to have an audit 

committee with at least three independent members. Furthermore, in 2002, SET 

proposed fifteen principles of good corporate governance. Starting from the 

accounting period ending December 31, 2002, all listed firms are required to 

demonstrate, in their annual registration statement (Form 56-1) and annual reports, 
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how they apply the fifteen principles.  If they choose not to apply any principles, they 

are required to provide justification.  

However, in 2002, the investment board of the California Pension and 

Retirement Funds (CalPERS) pulled out its investment through the Stock Exchange of 

Thailand because of poor corporate governance (Bangkok Post, 2002). CalPERS’s 

scoring system takes into account the efficiency of the capital market, the corporate 

governance standards, political stability, and human rights issues. Thailand earned 

only 1.99 points but the acceptable minimum is 2.0. CalPERS had about $2.6 billion 

invested in emerging markets (Corporate Governance Financial Reporting Centre, 

CGFRC e-newsletter, 2004). 

Related to the above event, many participants cast doubt on the way to 

measure corporate governance in Thailand. Unfortunately, published empirical 

evidence to suggest the way to measure corporate governance and to show the 

relationship between corporate governance and corporate performance is limited. Of 

the existing literature reviewed, more than half focuses on analysis of the 1997 

financial crisis and deals with comparisons between Thailand and elsewhere in Asia 

(e.g. La Porta, Lopez-de-Silanes, Shleifer and Vishny, 1998: 1113-1155; Mitton, 

2002: 215-241; Patel, Balic and Bwakira, 2002: 325-337). Much of the rest uses data 

before 2002 which is the year of Thai corporate governance reform    (e.g. Yupana 

Wiwattanakantang, 2001: 323-362; Rachada Dhnadirek and Tang, 2003: 121-138; 

Sorasart Sukcharoensin, 2003: 1-149; Kim, Pattanaporn Kitsabunnarat and Nofsinger, 

2004: 355-381). Furthermore, for the most part past studies have measured corporate 

governance using very specific measures that typically reflect only a single aspect of 

governance3 (e.g. independence of board or ownership structure).    

This study intends to investigate the relationship between corporate 

governance and firm performance by using data from 2004. Also, instead of 

measuring corporate governance by using specific measures that typically reflect only 

                                                 
 
3 Agrawal and Knoeber (1996: 377) argue that cross-sectional OLS regression of a firm’s performance 

on any single corporate governance mechanisms may be misleading since they find interdependence 

among seven corporate governance mechanisms to control agency problem between managers and 

stockholders. 
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a single aspect of corporate governance, I measure corporate governance by applying 

criteria in Standard & Poor’s Transparency and Disclosure (S&P:T&D). Its corporate 

governance scoring process systematically assesses the corporate governance 

disclosure with 98 binary (yes, no) questions. By using this measure, I can separately 

assess the performance effects of corporate governance at three different levels of 

transparency and disclosure. They consist of total transparency and disclosure; three 

categories of transparency and disclosure; and twelve subcategories of transparency 

and disclosure. 

In addition to S&P:T&D, I also investigate the performance effects of 

corporate governance on firm performance by using wider characteristics of boards in 

Thailand than do earlier studies. The variables are composed of seven characteristics 

of boards of directors: board composition, leadership structure, size, meetings, 

average number of directorships of independent directors, audit committee meetings, 

and the existence of nominating and/or compensation committees. 

My second intention arises from mixed evidence on studies of corporate 

governance and firm performance. For example, in the case of independent directors, 

Rosenstein and Wyatt (1990: 175-191) find that the appointment of outside directors 

is associated with significantly positive share price reactions. However, Agrawal and 

Knoeber (1996: 377-397) show a negative correlation between the proportion of 

outside directors and Tobin’s Q, which is a measure of growth prospects of assets, 

defined by the future profitability of the asset in relation to its replacement costs. In 

the case of more than one measure of corporate governance, Larcker, Richardson, and 

Tuna (2004: 1-73) argue that corporate governance measures do not provide much 

ability to explain managerial decisions. In contrast, Beekes and Brown (2005: 1-47) 

affirm the importance of corporate governance to stock market participation.  

Possible explanations for the inconsistencies of corporate governance studies 

are provided by academic studies. One explanation may be the lag effects of board 

variables on organizational effectiveness, since corporate governance requires more 

time before it influences corporate performance. As well, different measures of 

financial performance provide different perspectives on the impact of corporate 

governance (Zahra and Pearce, 1989: 326-327). 
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In this study, I use future performance to allow for the lag effects of 

governance influences on corporate performance. Also, I offer three performance 

measures as a wider perspective of firm performance. Return on assets (ROA) is used 

to measure operating performance in terms of an accounting-based measure.4 Tobin’s 

Q (Q ratio) and Stock Return (SR) measure firm performance in terms of market-

based measures.5 Tobin’s Q is a forward looking of firm value by comparing the 

market value and the replacement cost of a firm’s assets. The stock return measures 

can tell how investors perceive the usefulness of corporate governance.   

 

1.2  Scope of the Study 

 

 The targeted population is listed Thai firms in the SET100 index. Three 

criteria for including listed firms in SET100 index are firm size, firm liquidity and 

free float of shareholders. Based on statistical information in December 31, 2004, the 

SET100 index is more acceptable as a performance benchmark of Thai listed firms 

than is the SET50 index (see Table1.1). 
 

Table 1.1  Overview of the SET Index in the Stock Exchange of Thailand 
 

 SET SET100 SET50 
% of Market Value of Equity 100% 80% 72% 

% of Trade Volume of Equity 100% 86% 67% 

Average Return on Investment (ROI)  

during 2001-2004 

53.74% 52.76% 50.59% 

Risk  (S.D.) 23.03% 26.01% 25.84% 

Return to risk ratio (ROI/S.D.) 2.33 2.03 1.96 

 

Source:  The Stock Exchange of Thailand (SET), 2005c: 1-3. 

                                                 
 
4 Accounting-based measures are not affected by the psychology of investors. Accounting measures are 

of doubtful use for predicting future events, particularly when it comes to goodwill and depreciation.  
5 Market-based measures reflect the performance after investors assess a firm’s intangible assets. 

However, the marked-based measure is buffeted by investors’ psychology which depends on their 

optimisms or pessimisms.    
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Figure 1.1  This Study’s Conceptual Framework  

Note:  TOTAL is the total transparency and disclosure. T_OWN is the transparency and 

disclosure in ownership structure and investor rights. T_FIN represents the financial 

transparency and information disclosure. T_BOARD is the transparency and disclosure 

in board and management structure and process. OWN_TRAN is the transparency of 

ownership. OWN_CONC is the concentration of ownership. OWN_VOTE is the voting 

and shareholder meeting procedures. FIN_BUSF is the business focus. FIN_ACPR is 

the accounting policy review. FIN_ACPD is the accounting policy details. 

FIN_RELAT is the related party structure and transactions. FIN_AUDIT is the 

information on auditors. BOARD_STRUC is the board structure and composition. 

BOARD_ROLE is the role of board. BOARD_TRAIN is the director training and 

compensation. EXE_EVAL is the compensation and evaluation of executive. 

 

Transparency and Disclosure 
 
• Total (TOTAL) 
• Three Categories  
       (T_OWN, T_FIN, T_BOARD) 
• Twelve Subcategories  
       (OWN_TRAN, OWN_CONC,   
       OWN_VOTE, FIN_BUSF, FIN_ACPR,   
       FIN_ACPD, FIN_RELAT, FIN_AUDIT,    
       BOARD_STRUC, BOARD_ROLE,  
       BOARD_TRAIN, EXE_EVAL) 

Board of Directors 
 

• Board Composition  (B_COMP) 
• Board Leadership (B_LEAD) 
• Board Size (B_SIZE) 
• Board Meetings (B_MEET) 
• Board Directorships (B_DIRS) 
• Audit Committee Meetings 

(AC_MEET) 
• The Existence of Nominating and/or 

Compensation Committees (NC_COM) 

 
 

Future 
Firm 

Performance 
 

• Future  
   Operating      
   Performance   
   (ROA) 

 
• Future 
   Firm Value  
    (Tobin’s Q) 
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The Conceptual Framework 
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1.3  Objectives of the Study 

 

This study assesses two OECD corporate governance mechanisms: 

transparency and disclosure, and boards of directors. Information disclosure and 

boards of directors are also the first and second important parts of corporate 

governance according to Thai investor perception (SET June 3, 2004: 2). The unit of 

analysis is the listed firms in SET100 index of 2005.6 However, this study excludes 

REHABCO firms, and firms not FYE December 31, 2005.7    

The purposes of this study are as follows: 

1. explain the relationships between corporate governance and the 

performance of SET100 firms by using three measures of firm performance: return on 

assets, Tobin’s Q, and stock return, and two measures of corporate governance: 

transparency and disclosure, and characteristics of the board, 

2. find out which variables of S&P: transparency and disclosure are related to 

firm performance, and 

3. look for characteristics of directors leading to good corporate governance 

of SET100 firms. 

 

1.4  Research Questions 

 

From the above, I offer two research questions to study the relationships 

between corporate governance and firm performance of SET100 firms in Thailand. 

Research Question 1: How do transparency and disclosure affect firm 

performance? 

Research Question 2: How do characteristics of a board of directors affect 

firm performance? 

                                                 
 
6 Although previous studies exclude firms in the financial industry, I include these firms to investigate 

the performance effects of corporate governance of SET100 firms. I also put a financial dummy to 

capture the difference between performance of financial firms and that of non-financial firms. 
7 I exclude REHABCO firms and firms not having FYE December, 31 since these firms have specific 

characteristics.   
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1.5  Contribution 

 

This study provides evidence on the relationships between corporate 

governance and firm performance of the SET100 by using three performance 

measures and two proxies of corporate governance. It aims to provide suggestions to 

corporate governance setters for properly setting principles of corporate governance. 

Also it would like to inform listed firms about the importance of corporate 

governance on their performance. Knowing the performance effects of corporate 

governance will inspire firms to improve the quality of their corporate governance.  

The findings are interesting since this study covers three measures of firm 

performance: operating firm performance (return on assets: ROA), firm value 

(Tobin’s Q: Q ratios) and Stock return (raw stock return: SR). These measures are 

well-known as accounting and market based performance measures. Managers and 

investors can make decisions based on which some corporate governance variables 

are important for each performance measure.   

In addition, this study analyses Thai corporate governance by using categories 

of S&P: transparency and disclosure and its subcategories. If some categories or 

subcategories have more influence on performance than do others, then my tests will 

show the importance of them as usefulness for corporate governance assessment. The 

findings will suggest to local and international regulators which part of transparency 

and disclosure could be used as a meaningful objective monitoring and enforcement 

tool.    

The board’s characteristics are significant indicators of corporate governance 

as the board of directors is the location of power within the firm. Well selected boards 

with good characteristics can decrease the likelihood of the abuse power in the firm. 

This study will provide wider evidence on the performance effects of the board’s 

characteristics. The study will persuade shareholders to pay more attention to the 

characteristics of directors when exercising their voting powers when selecting 

directors. In addition, accountants and auditors will benefit from being encouraged to 

understand board structure and the control environment of a client.  
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1.6  Organization of the Study 

 

This study is organized into six chapters. A brief overview of each chapter is 

presented as follow. 

Chapter 1 describes background and issues of corporate governance. Then the 

motivation of the study is explained. It expresses the importance of corporate 

governance to Thailand’s economics development. However, the published empirical 

evidence on performance effects of corporate governance in Thailand is still limited. 

In addition, the way to measure corporate governance is restricted. After that, this 

chapter provides information on scope, objectives, and research questions of the 

study. Finally, the chapter identifies who benefits from the study.       

Chapter 2 gives details of agency theory which is useful for explaining the 

performance effects of corporate governance. Then past studies relating to the 

relationships between corporate governance and firm performance in Thailand are 

shown. Finally, this chapter provides a focus of prior studies on performance 

measures, and corporate governance measures. 

Chapter 3 provides a literature review relating to transparency and disclosure, 

and characteristics of board of directors. Research hypotheses are conceptually 

developed and prepared for the empirical tests in the next chapter.    

 Chapter 4 presents research methodology. This chapter gives information on 

data and data sources, research models, and measurement of each variable. Then 

research methods are given to answer the research questions. 

 Chapter 5 shows the results of the analysis. The analysis starts with descriptive 

statistics. Then the test of the hypothesis of the relationships between transparency 

and disclosure; and characteristics of board and three firm performance measures can 

be done by inferential statistic tests.    

 Chapter 6 discusses the results of research. Then the implications for firms, 

investors and Thai corporate governance setter will be presented. After that 

limitations and future research will be identified in this chapter.  

 

 



CHAPTER 2 

 

THEORETICAL FRAMEWORK AND PRIOR STUDIES  
 

2.1  Theoretical Framework 

 

The perspectives of agency theory are used to explain the need for corporate 

governance to improve firm performance. When countries industrialized and 

developed their markets, the management and control of corporations became 

separated. Agency theory identifies the agency relationship as a contract under which 

one party (the principal) engages another party (the agent) to perform some service on 

their behalf which involves delegating some decision making authority to the agent 

(Jensen and Meckling, 1976: 308).  

Agency problems (see Table 2.1) come from the divergences of interests 

between shareholders and managers and result in a loss of value to shareholders.   

 

Table 2.1  Classification of Agency Problems 

 

Agency Problems Description 

1.  Moral hazard Managers consume private benefits rather than investing. 

2.  Earnings retention Managers’ benefits increase with firm size, thus they will focus only 

on benefits from firm size and not benefits from returns. 

3.  Time horizon Managers are concerned only during the period of their current 

employment; this may lead to manipulation of the accounting 

system and favor short-term projects over long-term projects with 

higher net present value. 

4.  Risk aversion Managers will attempt to reduce their personal exposure to risk. 

They will encourage corporate diversification and prefer lower than 

optimum levels of company debts. 

 

Source:  McColgan, 2001: 69. 
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Asymmetry of information, another problem of a principal-agent relationship, arises 

from information differences and conflicting incentives between management and 

shareholders. If shareholders cannot distinguish between good and bad projects, 

mangers of bad projects will try to claim that their projects are as valuable as the good 

ones. Ultimately, shareholders will undervalue some good projects and overvalue 

some bad projects (Healy and Palepu, 2001: 408). Asymmetry of information can 

decrease shareholder value. 

The principal can minimize agency problems and asymmetry of information 

by incurring monitoring costs and bonding costs to curb the agent’s self-serving 

behavior (Farinha, 2003: 6). Monitoring costs include the expenditure to measure, 

observe and control an agent’s behavior, such as the cost of auditing, writing 

executive compensations, and ultimately firing managers. Bonding costs are the cost 

of setting up structures that will see managers act in the shareholder’s best interests 

such as excessive management compensation and the cost of additional information 

disclosures to shareholders (McColgan, 2001: 5-6) 

Corporate governance mechanisms are designed to cope with agency problems 

and asymmetry of information. Hart (1995: 679-680) indicates that corporate 

governance mechanisms are necessary if agency problems exist and contracts are 

incomplete. Klapper and Love (2004: 703-728) also provide evidence that there are 

associations between corporate governance mechanisms and either the extent of the 

asymmetric information or contracting imperfections that firms face. Furthermore, 

firms with better corporate governance mechanisms have higher firm performance.   

Corporate governance has effects on firm performance since it encompasses 

mechanisms which are intended to increase the monitoring of management’s actions 

and reduce the information risk borne by shareholders. Better-governed firms should 

have a higher operating performance by minimizing the chance of having managers 

engage in opportunistic behavior. Also, since investors perceive well-governed firms 

as less risky, they expect a low expected rate of return. This leads to higher firm 

value. In addition, if investors perceive that corporate governance is useful, I expect to 

see a positive association between corporate governance and stock return.  

 



 13 
 

The Organization for Economic Co-operation and Development (OECD) 

published its principles of corporate governance in five areas (see Table 2.2).  

 

Table 2.2  OECD Principles of Corporate Governance 

 

 

Principles 

 

Description 

1.  The rights of  shareholders Firm should ensure the rights of shareholders. For 

example, shareholders should be secure in the method 

of voting, obtain relevant and timely information, and 

be encouraged to participate in the general shareholder 

meeting, and so on. 

2.  The equitable treatment of  

     shareholders 

Firm should provide equitable treatment of 

shareholders. For example, all shareholders in the same 

class should be treated equally; insider trading and 

abusive self-dealing should be prohibited.   

3.  The role of stakeholders in  

     corporate governance  

Firm should recognize the rights of stakeholders as 

established by laws and encourage active co-operation 

between firms and stakeholders in creating wealth. 

4.  Disclosure and transparency 

 

Firm should ensure that timely and accurate disclosure 

is made on all material matters including the financial 

situation, performance, ownership and governance of 

the company. 

5.  The responsibility of the  

     board 

 

Board of directors should provide strategic guidance to 

the firm, the effective monitoring of management, and 

board accountability to the firm and the shareholders.  

 

Source:  OECD, 1999: 1-32. 
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No single model on the performance effects of corporate governance has been 

used for all countries. The corporate governance assessment in each country may be 

slightly different (see Table 2.3). In Germany, Drobetz, Schillhofer and Zimmermann  

(2004: 267-293) studied whether differences in the quality of firm-level corporate 

governance can explain firm performance in a cross-section of German publicly listed 

companies over the period 1998-2002. Based on the recommendations of the German 

Corporate Governance Code, the authors developed a corporate governance rating 

system to proxy for firm-level governance. The corporate governance rating (CGR) 

evaluated 30 corporate governance proxies divided into five groups. The results from 

91 German firms show that better CGR is highly correlated with better operating 

performance, higher stock return and higher market valuation.   

In Korea, Black, Jang and Kim (2005: 1-67) tested whether the corporate 

governance practices of firms affected these firms’ share prices. The authors 

constructed a corporate governance index (KCGI) for 515 Korean companies based 

on a 2001 Korea stock exchange survey. They classify 38 usable variables into four 

sub-indices and add a fifth ownership parity sub-index. The authors find a positive 

relationship between corporate governance and firm performance. With ordinary least 

squares, a worst to best change in KCGI predicts a 0.47 increase in Tobin’s Q. Korean 

firms with 50% outside directors have 0.13 higher Tobin’s Q.  

In Japan, Miyajima (2005: 1-49) studied the performance effects and the 

determinants of corporate governance reforms. The governance score (CGS) is 

designed to capture the cumulative efforts of recent corporate governance reforms by 

focusing on three measures of corporate governance. The authors find that a high 

CGS is associated with better firm performance. Among three corporate governance 

reform measures, information disclosure is more clearly associated with better 

performance, while measures to protect minority shareholders and to promote the 

separation of monitoring and management have yielded ambiguous results in terms of 

price effects. 

In Canada, Klein et al. (2005: 769-784) analyzed the relationships between 

firm value, as measured by Tobin’s Q and newly released sub-indices of effective 

corporate governance for a sample of 263 Canadian firms in 2002. Overall, sub- 

indices which measure effective compensation, disclosure, and shareholder rights 
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improve firm performance. However, the board independence sub-index has a 

significantly negative effect on firm performance. The authors conclude that not all 

sub-indices of corporate governance are important; and the performance effects of 

governance differ by ownership category.  

For Thailand, information disclosure and board of directors are the first and 

second important factors for corporate governance according to Thai investors’ 

perception (SET, 2004: 2). To study the performance effects of corporate governance 

in Thailand, I choose to assess two important corporate governance mechanisms listed 

by OECD: transparency and disclosure, and the board of directors.  
 

Table 2.3  Corporate Governance Assessment: Empirical Studies 

 

 

Country/ 

Empirical Study 

 

Corporate Governance Measures  

Germany/ 

Drobetz et al. (2004: 67-293) 

General governance commitment 

Minority shareholder rights 

Transparency 

Board matters 

Auditing 

Korea/  

Black et al. (2005: 1-67) 

 

Shareholder rights 

Board structure 

Board procedure 

Disclosure 

Ownership parity 

Japan/ 

Miyajima (2005: 1-49) 

 

The protection of minority shareholders’ rights 

The separation of management from monitoring  

Active information disclosure 

Canada/ 

Klein et al. (2005: 769-784) 

 

Board composition 

Shareholders and compensation policies 

Shareholders rights  

Disclosure 
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2.2  Prior Studies of Corporate Governance in Thailand 

 

There have been only a few studies in Thailand on the association between 

corporate governance and firm performance. Some studies evaluate corporate 

governance at the country level by comparing corporate governance in Thailand with 

that of other East Asian countries during the East Asian financial crisis during 1997-

1998.  

For example, La Porta et al. (1998: 1113-1155) indicate that the quality of 

legal protection is weaker in Thailand than in Malaysia, India and in four out of six 

Latin American countries.  They also found that ownership concentration was 

positively related to profitability in 1992 but became negative by 1996.  Moreover, 

they document that there is negative consequence of concentrated ownership. This is 

particularly true in the case of family controlled banks. 

Mitton (2002: 215-241) reinforces the claim that corporate governance had a 

significant effect on firm performance during the East Asian financial crisis. By using 

398 firms from Indonesia, Korea, Malaysia, the Philippines, and Thailand, the author 

found that better stock price performance is associated with firms that have indicators 

of disclosure quality, with firms that had higher outside ownership concentration, and 

with firms that are focused rather than diversified. The author also suggests that 

companies that offered higher disclosure quality, greater transparency, a more 

favorable ownership structure, and a more focused organization appear to have 

provided greater protection to their minority shareholder during the East Asian 

financial crisis     

Focusing on data for Thailand alone, some researchers assess corporate 

governance in terms of the relationships between ownership concentrations and firm 

performance. For example, Yupana Wiwattanakantang (2001: 323-362) investigated 

the effects of controlling shareholders on corporate performance. Using non-financial 

firms in 1996, the author shows that the presence of controlling shareholders is 

associated with higher performance as measured by the return on assets and the sale-

asset ratio. The author also investigates the performance effects on types of 

ownership. The results show that family-controlled firms display significantly higher 

performance; foreign controlled firms as well as firms with more than one controlling 
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shareholder also have higher ROA relative to firms with no controlling shareholder. 

However, if the controlling shareholder is involved in the management, a negative 

performance effect exists. The negative effect is more pronounced when the 

controlling shareholder has 25-50% of shares.  

Rather than considering outside ownership, Rachada Dhnadirek and Tang 

(2003: 121-138) examine the relationships between managerial ownership and firm 

performance by using 41 firms in the financial industry during 1994-1996. The 

authors found that the concentration of managerial ownership beyond 25 percent has a 

negative association on firm performance. Also, debt pressure is negatively related to 

firm performance. The authors suggest that if problems of ownership concentration of 

Thai firms cannot be solved, then debt pressure or financial leverage may not function 

effectively in curbing agency problems. 

Kim et al. (2004: 355-381) also studied the relationships between managerial 

ownership and firm performance by using 133 Thai IPO firms during 1987-1993. 

Following Morck, Shleifer and Vishny (1988: 293-315) who indicate that alignment-

of-interests occurs at low and high levels of ownership, and entrenchment occurs at 

intermediate levels of ownership, the authors considers both alignment and 

entrenchment effects on operating performance for post-IPO firms. In conclusion, the 

authors provide evidence that firm performance subsequently declines after the firms 

go public. Also, managerial ownership is associated with better firm performance 

within both the 0-31% and 71-100% ownership ranges. Alternatively, greater 

managerial ownership is negatively associated with firm performance in the 31-71% 

ownership range.  

 There are several papers which study the effects of board of directors on firm 

performance. For example, Sunti Tirapat (2000: 1-52) investigated the relationships 

between the percentage of outside directors and firm performance. By using listed 

companies over 1995-1999, the author finds inconclusive association between outside 

board of directors and firm performance. In addition to board of directors, he 

concludes that the concentration of ownership seems to be the effective control 

mechanism. In contrast, the leverage effect has an ambiguous association with the 

performance depending on the measure of the performance.  
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Connelly and Piman Limpaphayom (2004: 101-124) also examined the 

relationship between board of directors and firm performance among life insurance 

companies. The authors report that board composition has a positive relationship to 

overall profitability as measured by ROA, and a negative relationship with the risk-

taking behavior of life insurance firms. However, board size does not have any 

relationship with firm performance. They conclude that outside directors can still be 

beneficial even for firms with limited managerial discretion such as these life 

insurance firms. Their results add insights to the relationships between monitoring 

mechanisms and firm performance of life insurers in an emerging market. 

Furthermore, Sorasart Sukcharoensin (2003: 1-149) provides three essays on 

the relationships between corporate governance and firm performance. The first essay, 

investigates whether the effect of board independence on firm performance is 

contingent on the ownership structure of the firm. Using two-stage least squares 

estimation techniques to cope with endogeneity problem, the author finds that for 

firms with high ownership structure, the board composition has a lower impact on 

firm performance, as measured by Tobin’s Q and ROA. The second essay, examines 

the relationships between an alternative mechanism, audit committee independence 

and firm performance. The results from simultaneous regressions indicate that the 

independent structure of the board and audit committee does not enhance firm 

performance. In contrast, better firm performance leads to a more independent audit 

committee. The third essay, examines the stock price effects due to the announcement 

of changes in corporate directors. The stock market reacts negatively when firms 

release the news of the departure of an independent outside director. However, there 

is no stock price effect for the appointment of an independent director. Furthermore, 

the addition of independent outside directors to the firms are value enhancing when 

firms have management-dominated boards or do not voluntarily improve the required 

minimum number of independent outside directors. 

Recently, researchers have paid attention to corporate governance rating. For 

example, Aekkachai Nittayagasetwat and Wiyada Nittayagasetwat (2006: 99-111) 

investigated the relationships between a firm’s stock return and corporate governance 

rating announcements. Due to data unavailability, the authors used only 11 big listed 

companies that are rated in the top quartile of corporate rating by the Thai Rating and 
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Information Services Co., Ltd. With the event study methodology, the researchers 

show that there is no significant abnormal performance around the announcement of 

corporate governance rating. The authors suggest that good corporate governance may 

be of little concern to investors. 

 

2.3  Focus of Studies to Date 

 

2.3.1  Performance Measures 

Different corporate financial performance measures provide different 

perspectives on the impact of corporate governance (Zahra and Pearce, 1989: 326). 

The prior empirical research on the performance effects of corporate governance 

focuses on three types of measures. Firstly, research on the relationships between 

corporate governance and operating performance measured by ROA. Secondly, an 

overview of empirical research on the association between corporate governance and 

firm value measured by Tobin’s Q. Lastly, the impact of corporate governance on 

investor perception measured by stock return.  

2.3.1.1  Operating Performance 

Weir and Laing (2001: 86-94) examine the relationships between 

several characteristics of board and return on assets. Their objective is to assess 

whether the adoption of the governances recommended by the Cadbury Report in the 

UK are associated with superior performance. These governance mechanisms include 

the separation of the posts of CEO and Chairman, a representation of non-executive 

directors, the percentage of non-executive independent directors and the setting up of 

board subcommittees. By partitioning 320 firm samples into performance quartiles, 

the authors conclude that there is no clear relationship between corporate governance 

and corporate performance. The authors are undecided about the most effective type 

of governance mechanism. They also suggest that the prescriptive recommendations 

of the Cadbury Report should be replaced with a more flexible approach.   

Dehaene, Vuyst and Ooghe (2001: 383-398), using a sample of Belgian 

companies, tested whether several board characteristics have an impact on the 

performance of firms, as measured by return on assets. The authors find that where 

the functions of chairman and chief executive are combined, the return on assets is 
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significantly higher. In addition, the authors show that board size and the percentage 

of outside directors are positively related to firm size and differ significantly across 

industries. 

2.3.1.2  Firm Value  

Yermack (1996: 185-211) shows evidence that smaller boards of 

directors are more effective.  With a sample of 452 large U.S. public corporations 

observed over the period 1984 to 1991, the author finds an inverse relationship 

between Tobin’s Q, and the size of the board of directors. The association appears in 

both cross-sectional analyses of the variation among firms and in time-series analyses 

of the variation with individual companies. The result proves robust to many control 

variables including firm size, growth opportunities, board composition, ownership 

structure, and industry effect. 

Anderson and Reeb (2004: 209-237) studied the relationship between 

board independence and Tobin’s Q in order to examine whether governance limits the 

expropriation of a firm’s wealth. The authors conclude that independent directors are 

important in mitigating conflicts between shareholder groups. They also find that the 

interests of minority investors can be protected from family-owned shareholders 

through independent directors. Also, the most valuable public firms are those in which 

independent directors balance family board representation. However, in firms with 

continued founding family ownership and relatively few independent directors, 

performance is significantly worse than in non-family firms.   

2.3.1.3  Market Perception 

Fernandez-Rodriguez, Gomez-Anson and Cuervo-Garcia (2004: 29-46) 

provides evidence on the market reaction to announcements of compliance with the 

Code of Best Practice made by firms quoted on the Spanish Stock Market. They also 

attempt to determine how the characteristics of firms may account for excess return. 

The authors found that the market reacts positively to announcements of compliance 

with the code of best practice following a major restructuring of the board of 

directors. These wealth effects are greater for lower leveraged firms, and also greater 

for the higher the percentage of executive directors. However, there is no wealth 

effect observed for announcements related to isolated recommendations in the code. 
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Zimmermann et al. (2004: 1-23) examined whether there is a price effect 

connected to the degree of compliance with the German Corporate Governance Code. 

The authors provide evidence that the degree of compliance with the Code is value 

relevant information. The results suggest that capital markets provide incentives for 

firms to adopt the German Corporate Governance Code even though the enforcement 

mechanisms connected to the code are relatively weak. 

 

2.3.2  More than One Measure of Corporate Governance  

Since it is believed that cross-sectional regression of firm performance by a 

single mechanism may be misleading (Agrawal and Knoeber, 1996: 377), several 

recent studies exploit a number of mechanisms to measure corporate governance.    

For example, Callahan, Millar and Schulman (2003: 169-181) constructed an index of 

management involvement in director nominating by using ten characteristics of the 

nominating committee.  The authors use a principle component analysis (PCA) to 

mitigate the multicollinearity problem. They found that management participation in 

the director selection process is positively associated with shareholder wealth 

measured as Tobin’s Q. The pooled cross-section time-series analysis shows a 

positive lagged relationship between the management participation index and firm 

value measured as Tobin’s Q. Overall, the findings suggest that the existence of a 

separate nominating committee and the lack of involvement by the CEO adversely 

impact performance. Also the existence of nominating committees and the frequency 

of meetings are negatively associated with firm performance.   

In addition, Gompers, Ishill and Metrick (2003: 107-155) develop a 

governance index, the G-index, by using the incidence of 24 governance rules at 

about 1500 large US firms to show the level of shareholder rights. With a 

combination of governance provisions into an index, they can avoid the problems of 

event studies which cannot reliably identify the impact of a governance provision. 

Using performance-attribution time series regression from September 1990 to 

December 1999, the authors found that an investment strategy that bought firms in the 

lowest decile of the index (the strongest shareholder rights) and sold firms in the 

highest decile of the index (the weakest shareholder rights) would have earned 

abnormal return of 8.5 per year during the sample period. In addition, the authors find 
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that firms with strong shareholder rights have higher firm value, higher profits, higher 

sales growth, lower capital expenditures and made fewer corporation acquisitions.   

Furthermore, Larcker et al. (2004: 1-73) also developed new measures for 

corporate governance from a comprehensive set of 38 individual governance 

indicators. Using exploratory principle component analysis, the authors indicate 13 

factors. They found that corporate governance constructs have limited explanatory 

power for firm valuation measured by Tobin’s Q. The incremental explanatory power 

ranges from 1% to 5.5%. Differing from other research which focused on the 

statistical significance, Larcker et al. (2004: 1-73) pays more attention to the 

importance of the incremental explanatory power of corporate governance relative to 

control variables.  

Several corporate governance measures are developed by corporate 

governance agencies. For example, Gov-Score is a governance measure which is a 

composite index of 51 firm-specific provisions from Institutional Shareholder 

Services (ISS) database. Brown and Caylor (2006: 409-434), provide evidence that 

Gov-score is significantly and positively associated with Tobin’s Q. Moreover, they 

identify seven of fifty-one provision which drive this relationship and construct a 

parsimonious index based on these seven. They finally conclude that only a small 

subset of ISS data (seven of 51 factors) fully drive the relationship between Gov-score 

and firm valuation.  

Ertugrul and Hegde (2005: 1-55) investigated the quality of corporate 

governance scores provided by the Corporate Library Board Analyst Rating (BAR). 

The authors find that most of the factors used by BAR are consistent with extant 

corporate governance theory and evidence. However, their rating fails to predict the 

future operating performance and stock return of rated firms. Using a broad range of 

governance mechanisms developed by BAR, the authors construct an alternative score 

for governance. Finally, they suggest that a linear weight index with the modification 

suggested in their paper is a better predictor of future performance than the BAR. 

The focus of the next chapter is the presentation of hypothesis development 

relating to the performance effects of transparency and disclosure; and characteristics 

of board of directors.  These hypotheses are conceptually developed based on the 

literature reviewed and gaps found in prior studies.  



CHAPTER 3 

 

HYPOTHESIS DEVELOPMENT  

 
Prior corporate governance studies of firms in Thailand mostly focus on one 

aspect of corporate governance, such as ownership structure or independence of 

directors. Based on agency theory, this study intends to explain the association 

between corporate governance and firm performance by using two measures of 

corporate governance: transparency and disclosure; and various characteristics of the 

board. In addition, the study is looking for the good measures of corporate governance 

of the SET100.  This chapter will be organized to develop hypotheses to test the 

performance effects of transparency and disclosure, and characteristics of the board. 

 

3.1  Transparency and Disclosure 

 

Based on the OECD framework, disclosure and transparency is a vital 

component of the corporate governance framework. Parum (2005: 702) defines 

corporate governance as “A set of principles concerning the governing of companies 

and how these principles are disclosed or communicated externally.” Lowenstein 

(1996: 1335-1362) indicates that good disclosure is a most efficient and effective 

mechanism for inducing managers to manage better. They propose that firms with 

better information disclosure have better corporate governance. 

Beekes and Brown (2005: 1-47) also provide evidence that firms with better 

corporate governance quality make more informative disclosures. Their findings show 

that better-governed firms make more price-sensitive disclosure and have a larger 

following of analysts. Also, analyst consensus forecasts for these firms are less biased 

and more accurate. In addition, value-relevant information of these firms is more 

timely in the sense that price discovery is faster.  
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Recently, the transparency and disclosure score criteria of Standard and Poor 

have been used as a measure of corporate governance. For example, Patel et al. (2002: 

325-337) use Standard and Poor’s score datasets for 354 firms in 19 emerging 

markets over the three years ending 2000. They show that price to book equity ratio is 

positively correlated with transparency and disclosure scores. The market places a 

premium on companies with a lower asymmetric information problem. In addition, 

float is also positively correlated with transparency and disclosure. Using only US 

data, Patel and Dallas (2002: 1-29) provide correlations evidence that US firms with 

high S&P: transparency and disclosure (S&P:T&D) rankings have lower market risk 

(beta), higher price to book equity ratio, and larger size.  

Three additional studies utilize the S&P:T&D database of S&P 500 firms. 

Cheng, Collins and Huang (2003: 1-35) argue that strong S&P:T&D reduces the 

firm’s cost of equity measured by market beta. Also, it leads to increased risk-

adjusted abnormal return and earnings response coefficients around the release of the 

S&P scores. They also find that only disclosure rankings of board and management 

structure and process items can explain the variation in the implied cost of capital. 

However, rankings of financial transparency and information disclosure items and 

ownership structure and investment rights items do not yield significant results.  

Chen, Chung, Lee and Liao (2005:1-37) expect that companies with poor 

transparency and disclosure practices measured by S&P:T&D face more serious 

asymmetry of information. They examined the effects of corporate governance on 

equity liquidity. They found that companies with poor disclosure and transparency 

have larger economic costs of equity liquidity.   

Cheng, Chung, Lee and Liao (2006: 1-24) investigated whether S&P:T&D 

rankings provide new information to financial markets. They reported that there is no 

relationship between composite rankings and abnormal returns. However, there is a 

negative relationship between abnormal returns and the difference scores between 

S&P:T&D ranking from annual report sources alone and composite rankings from 

annual reports and other sources. They also found that only the subcategory of 

ownership structure and investor rights is the driving force of the overall results. 

Some researchers have used Standard and Poor’s transparency and disclosure 

measurement criteria to gauge information disclosure in their country. For example, 
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Chiang (2005: 95-101) provides evidence on the relationships between S&P:T&D 

scores and operating performance of high tech companies listed in Taiwan. The study 

shows that scores for financial transparency and information disclosure are the highest 

among three categories. Also, only this component of transparency and disclosure has 

a positive significance for firm performance. The scores for board and management 

structure and process are the lowest among the three categories. Also, the difference 

between the average and the minimum transparency scores of ownership structure and 

investor relations was small. The author suggests that a company devote resources for 

improving corporate transparency in order to improve performance. In addition, laws 

and regulations in the case of transparency in the ownership structure and the board 

structure should be modified to achieve more transparency of high tech companies  

Instead of using S&P scoring criteria, several researchers have used corporate 

governance databases from other corporate governance agencies. For example, Klein 

et al. (2005: 769-784) used a corporate governance index with sub-indices constructed 

by the Globe and Mail, Report on Business (ROB). The authors found that 

disclosure policies, a sub-index, do matter in Canada. Investors are willing to pay a 

premium for companies that engage in open and full disclosure. However, the 

governance index, rather than individual sub-indices, does not affect firm 

performance for an entire sample of firms. This is mainly because board 

independence, the most heavily-weighted sub-index, has no effect on firm 

performance. Indeed, for family-owned firms in Canada, the performance effect of 

board independence is significantly negative.  

In addition, using a dataset from Credit Lyonnais analysts (CLSA), Klapper 

and Love (2004: 703-728) constructed a governance ranking for 495 firms across 14 

emerging markets. The CLSA questionnaire is a composite of 57 qualitative and 

binary (yes/no) questions and covers seven broad categories. Transparency is one of 

these categories and accounts for 15% of the governance ranking.  The authors 

explore the determinants and performance effects of firm-level governance. They find 

that governance is correlated with the extent of the asymmetry of information and 

contracting imperfections that firms face. Also, firms with better corporate 

governance ranking have a positive association with market valuation (Tobin’s Q) and 

operating performance (Return on Assets).  
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Instead of using information from a corporate governance agency, several 

researchers have designed their own scores to measure transparency and disclosure as 

a part of corporate governance. For example, Miyajima (2005: 1-49) developed 

information disclosure scores to capture the cumulative efforts of recent corporate 

governance reforms in Japan. The author found that information disclosure was most 

clearly associated with better performance, whereas measures to protect minority 

shareholders and to promote the separation of monitoring and management functions 

have not yielded clear results in terms of performance effects. 

Drobetz et al. (2004: 267-293) also measure transparency as a part of a 

corporate governance rating (CGR). The authors built factor portfolios consistent with 

well-governed versus poorly governed firms to examine the relationships between 

corporate governance and firm performance. Using 91 German firms, the authors 

documented a positive relationship between governance practices and firm valuation. 

An investment strategy that bought high-CGR firms and sold low-CGR firms earned 

abnormal return of around 12% on an annual basis during the sample period. 

From the above, transparency and disclosure is a good measurement to test the 

association between corporate governance and firm performance; however, there are 

few studies of transparency and disclosure in Thailand. Patel et al. (2002: 325-337) 

showed that on average the transparency and disclosure score for 25 Thai firms is 

about 48 from 98 as of year 2000. According to these scores of 25 Thai firms, the 

authors indicate that transparency and disclosure score has a negative correlation with 

cross holding but has a positive correlation with price to book ratios.  

Standard and Poor’s (S&P) and Corporate Governance and Financial 

Reporting Centre (CGFRC) (2004: 1-15) also assessed disclosure of corporate 

governance practices among SET50 firms in Thailand using annual reports as of 

2002.  The maximum, minimum, and mean scores are about 75.0, 4.0 and 37.56 from 

140.0, respectively. Most of the scores cluster between 20.0 and 40.0. The findings 

suggest that Thai firms must improve disclosure of their corporate governance 

practices.   

This study intends to test the effects of corporate governance on firm 

performance by using transparency and disclosure as a measure of corporate 

governance. I expect a relationship between transparency and disclosure, and firm 
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performance for two reasons. First, the higher transparency and disclosure of the 

company’s business can reduce the asymmetry of information between shareholders 

and managers. Second, transparency and disclosure serve to keep management in 

check. When firms make a commitment to transparency and disclosure, they are 

helping to discipline managers and thus improve performance.   

In order to test whether transparency and disclosure affects firm performance, 

I measure transparency and disclosure by using S&P:T&D criteria. S&P:T&D are 

developed in three levels: total, three categories and twelve subcategories (see figure 

3.1).   At the first level of transparency and disclosure, I set the hypothesis as follow: 

 

H1: There is a relationship between total transparency and disclosure 

(TOTAL) and firm performance. 

 

Total transparency and disclosure of S&P:T&D can be disaggregated into 

three categories: transparency and disclosure in ownership structure and investor 

relationships (T_OWN); financial transparency and information disclosure (T_FIN); 

transparency and disclosure in board and management structure and process 

(T_BOARD). In addition to total transparency and disclosure, this study examines 

whether three categories of S&P:T&D are related to firm performance. At the second 

level of transparency and disclosure, I set hypotheses as follows.  

 

H2: There are relationships between three categories of transparency and 

disclosure and firm performance. 

 

H2.1: Transparency and disclosure in ownership structure and investor 

rights (T_OWN) is related to firm performance.  

H2.2: Financial transparency and information disclosure (T_FIN) is 

related to firm performance.   

H2.3: Transparency and disclosure in board and management structure 

and process (T_BOARD) is related to firm performance. 
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1.Transparency of ownership  
    (OWN_TRAN) 

2. Concentration of ownership    
    (OWN_CONC) 

3. Voting and shareholder meeting  

    procedures (OWN_VOTE) 

 

1. Business focus (FIN_BUSF) 

2. Accounting policy review  
    (FIN_ACPR) 

3. Accounting policy details  
   (FIN_ACPD) 

4. Related party structure and  

    transactions (FIN_RELAT) 

5. Information on audit  
   (FIN_AUDIT) 

 

1. Board structure and composition  
    (BOARD_STRUC) 

2. Role of the board 
   (BOARD_ROLE) 

3.Director training & compensation  
   (BOARD_TRAIN) 

4. Executive compensation and  

    evaluation (EXE_EVAL) 

 

Figure 3.1  Three Levels of S&P:T&D Criteria: Total, Three Categories, and Twelve 

Subcategories of Transparency and Disclosure 

Source:  Patel and Dallas, 2002: 19-21. 

 

Third level  

• Transparency and 
disclosure in 
ownership structure 
and investor rights 
(T_OWN) 

• Financial transparency 
and information 
disclosure (T_FIN) 

 

• Transparency and 
disclosure in board 
and management 
structure and process 
(T_BOARD) 

 

Second Level  

Total 
S&P:T&D 
(TOTAL) 

 

First Level 
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At the third level, S&P:T&D criteria has twelve subcategories. In this study,     

I test which subcategories of S&P:T&D are related to firm performance. My 

hypotheses are set as follow: 

 

H3: There are relationships between twelve subcategories of transparency and 

disclosure and firm performance. 

 

1. Transparency and disclosure in ownership structure and investor rights 

H3.1: Transparency and disclosure in the transparency of ownership 

(OWN_TRAN) is related to firm performance.   

H3.2:  Transparency and disclosure in the concentration of ownership 

(OWN_CONC) is related to firm performance.   

H3.3: Transparency and disclosure in the voting and shareholder meeting 

procedures (OWN_VOTE) is related to firm performance. 

 

2. Financial transparency and information disclosure 

H3.4:  Transparency and disclosure in the business focus (FIN_BUSF) 

is related to firm performance.   

H3.5:  Transparency and disclosure in accounting policy review 

(FIN_ACPR) is related to firm performance.   

H3.6:  Transparency and disclosure in accounting policy details 

(FIN_ACPD) is related to firm performance. 

H3.7:  Transparency and disclosure in related party structure and 

transactions (FIN_RELAT) is related to firm performance.   

H3.8:  Transparency and disclosure in information on auditors 

(FIN_AUDIT) is related to firm performance. 

  

3. Transparency and disclosure in board and management structure and 

process  

 

H3.9:  Transparency and disclosure in board structure and composition 

(BOARD_STRUC) is related to firm performance. 
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H3.10:  Transparency and disclosure in the role of board of 

 directors(BOARD_ ROLE) is related to firm performance.   

H3.11:  Transparency and disclosure in director training and composition 

 (BOARD_TRAIN) is related to firm performance.   

H3.12:  Transparency and disclosure in compensation and evaluation of 

 executive (EXE_EVAL) is related to firm performance. 

 

3.2  Board of Directors 

 

 The board of directors is widely accepted as the vital component of corporate 

governance. This study intends to test the performance effects of seven characteristics 

of boards on firm performance. These characteristics include the composition of the 

board of directors; leadership structure; board size; board meetings; the directorships 

of independent directors; audit committee meetings; and the existence of nominating 

and/or compensation committees. 

 

3.2.1  The Composition of the Board of Directors 

The board of directors is one of the major monitoring mechanisms. The 

greater the number of outside directors should allow the board of directors to fulfill its 

monitoring duties more effectively (Metrick and Ishii, 2002: 1). This is because 

outside directors have an incentive to develop the reputation as governance experts. In 

contrast inside directors do not monitor effectively since they have a high incentive to 

protect their remuneration and CEOs have an influence over their careers. However, 

Hart (1995: 682) argues that outsider directors may not work well in monitoring since 

they may owe their position to management who proposed them as directors in the 

first place. As well, they may want to stay in management’s good graces in order to be 

re-elected and continue to collect their fees.    

Empirical studies are also inconclusive on the effectiveness of board 

composition for monitoring managers and protecting the interests of shareholders. 

Beasley (1996: 443-465) provides evidence that outside board members are effective 

in constraining earnings frauds. A higher percentage of outside members on a board 
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of directors significantly decrease the likelihood of financial statement fraud. 

However, some studies do not find such a relationship, moreover several find that the 

presence of outside directors may actually harm performance. Hermalin and 

Weisbach (1991: 101-112) did not find evidence that the proportion of independent 

directors predicts better performance. Klein (1998: 275-303) found no significant 

relationship between firm performance and the percentage of insiders on the board as 

a whole, however, the author did find significantly positive cross-sectional association 

between the percentage of insiders on finance and investment committees and firm 

performance metrics. Agrawal and Knoeber (1996: 377-397) found a negative 

relationship between the proportion of independent directors and performance. Klein 

et al. (2005: 769-784) also report that board composition has a negative impact on a 

firm’s value in family-owned firms.  

 

3.2.2  Board Leadership  

Duality exists when the same person undertakes both the role of chief 

executive officer (CEO) and chairman. The function of the chairman is to run board 

of directors meetings and oversee the process of hiring, firing, evaluating, and 

compensating the CEO. Based on agency theory, the CEO and chairman should be 

separate since the chairman can not accomplish these functions without conflicts of 

personal interests (Jensen, 1993: 866).  However, Boyd (1995: 301) argues that a 

chairman with a CEO position offers the clear direction of a single leadership who 

will be concomitantly faster to respond to external events. A chairman/CEO should be 

expected to have greater knowledge and commitment to the firm than an outside 

chairman.  

There is mixed evidence on the effects of duality. Molz (1988: 235-250) 

indicates that firms with one individual who serves as both chairman and CEO are 

considered to be more management dominated. The person who occupies both roles 

would tend to withhold unfavorable information to outsiders. Dechow, Sloan and 

Sweeney (1996: 1-36) report that firms tend to have CEO duality when they are 

subject to SEC accounting enforcement actions for alleged violations of GAAP. In 

contrast, Boyd (1995: 301-312) reports that duality has a positive effect on subsequent 

performance after controlling for interaction with environmental uncertainty. This 
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implies that under conditions of resource scarcity or complexity, firms with dual 

CEO/Chairman perform better than those with separate leadership. In contrast, Baliga, 

Moyer and Rao, (1996: 41-53) indicate that markets do not respond to changes in a 

firm’s duality status. Also there is only weak evidence that duality affects long-term 

performance after controlling for other factors that might impact the performance. 

 

3.2.3  Board Size 

A larger board may provide wider criticisms of manger’s actions; however, it 

may be less effective because it experiences more communication and coordination 

problems. Jensen (1993: 865) indicates that boards are less likely to do a good job and 

are more easily controlled by the CEO when board size is bigger than seven or eight 

people. Core, Holthausen and Larcker (1999: 371-406) present results indicating CEO 

compensation is an increased function of board size. In addition, empirical evidence 

from Yermack (1996: 185-211) supports smaller boards of directors are more 

effective. The author finds an inverse association between board size and firm value 

using a sample of 452 large US firms. Eisenberge, Sundgren and Wells (1998: 35-54) 

also find a similar result which holds for a sample of 900 small and midsize Finnish 

firms. However, empirical evidence is still inconclusive about the effects of board size 

on firm performance. Yermack (1996: 185-211); Beiner, Drobetz, Schmid and 

Zimmermann (2006: 249-283) show evidence on a positive relationship between 

board size and firm performance. For Thai listed life insurance firms, Connelly and 

Piman Limpaphayom (2004: 101-124) do not find a significant relationship between 

board size and firm performance. 

 

3.2.4  Board Meetings 

Directors should work together to prepare information, ask questions, and 

pursue answers when dealing with management and other stakeholders. The 

frequency of the meetings, the timeliness and the quality of information exchange 

between management and directors affect the board’s ability to make decisions as 

well as its contribution to firm performance (Zahra and Pearce, 1989: 324). Boards 

that meet more often should produce more efficient work. A board that seldom meets 

may not focus on the issues and perhaps only rubber-stamp management plans. In 
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contrast, some opponents argue that boards that meet too often may produce less 

efficient work, and not get work done. Vafeas (1999: 113-142) examined whether the 

frequency of board meetings is a remedy to the problems of limited director 

interaction. With many tests on both independently estimated equations and 

simultaneously determined systems, the results show the negative association between 

the frequency of board meetings and firm performance defined as market to book 

value. The author suggests that boards that meet more frequently are valued less by 

the market. 

 

3.2.5  Board Directorships  

The market for outside directors serves as an important source of incentive for 

outside directors to develop reputations as monitoring specialist. Vafeas (1999: 117) 

argues that the awareness of their reputation will protect outside directors from 

colluding with managers.  As well, serving on multiple boards can provide a director 

with a greater diversity of experience. Hart (1995: 682), however, indicates that 

outside directors who sit on many boards are busy people and probably have little 

time to think about the company’s affairs, or to collect additional information about 

the company.  

There is still mixed evidence on the performance effects of the number of 

directorships held by each director.  Core et al. (1999: 371- 406) report that the 

presence of directors holding multiple appointments correlates with excess CEO 

compensation. Moreover, their findings indicate that busy directors set excessively 

high levels of CEO compensation, leading to poor firm performance. They suggest 

that limiting the number of boards on which a board member may serve (no more than 

3) to improve board effectiveness and firm performance. In contrast, Ferris, 

Jagannathan and Pritchard (2003, 1087-1111) report no evidence that serving on 

multiple boards can harm subsequent firm performance. However, most additional 

tests show inconsistency.  They find that firms which announce the appointment of a 

multiple director for the first time have significantly positive abnormal return. Also 

multiple directors attend more committee meetings than do non-multiple directors.  
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3.2.6  Audit Committee Meetings 

The board of directors delegates some of its monitoring functions to an audit 

committee. The audit committee has a particular role to ensure that the interests of 

shareholders are properly protected in financial reporting, internal controls and 

auditor activities.  Several studies show the effectiveness of audit committees depends 

on the frequency of their meetings. For example, Xie, Davidson and DaDalt (2003: 

295-316) found that the greater the number of meetings of an audit committee, the 

less the level of discretion of management. Abbott, Park and Parker (2000: 55-67) 

indicate that firms with audit committees that met less than twice per year were more 

likely to be sanctioned by the SEC for fraudulent or misleading financial reporting. 

 

3.2.7  The Existence of Nominating and/ or Compensation Committees  

The existence of compensation and nomination committees is recommended 

by most stock exchanges. The compensation committee provides transparency for the 

setting of executive remuneration levels. As well, the nomination committee takes 

care of procedures for the appointment of new directors and management. Thus these 

committees provide a clear picture that management and directors do not set their own 

remuneration levels, also there is a balance of skills, knowledge and experience on the 

board and management team. In contrast, Callahan et al. (2003: 169-181) provide 

evidence that the existence of a separate nominating committee and lack of 

involvement by the CEO adversely impact firm performance. The delegation of the 

nominating responsibility to an existing board committee improves firm performance. 

The number of outside directors and the percentage of outside CEOs in the 

nominating committees are negatively related to the performance. 

In sum, shareholders are granted the right to elect the board of directors to 

work as their representatives. However, directors may not act in the interests of 

shareholders. The questions of characteristics of board of directors leading to their 

effectiveness are still debated.  Empirical evidence of the relationships between board 

characteristics and firm performance are also mixed.  

Thus, I set my second group of hypotheses as follows: 
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H4:  There are relationships between seven characteristics of board of 

directors and firm performance.  

H4.1:   The percentage of independent directors on the board (B_COMP) 

is related to firm performance.  

H4.2:   The separation of chairman of the board and CEO (B_LEAD) is 

related to firm performance. 

H4.3:  The size of the board of directors (B_SIZE) is related to firm 

performance.  

H4.4: The number of board meetings (B_MEET) is related to firm 

performance. 

H4.5: The number of directorships of independent directors (B_DIRS) 

is related to firm performance.  

H4.6: The frequency of audit committee meetings (AC_MEET) is 

related to firm performance. 

H4.7: The existence of nominating and/or compensation committees  

            (NC_COM) is related to firm performance.  

 

Research methodology is described in the next chapter. The methodological 

design consists of data and data sources, research models and methods, and 

measurement of each variable.    



CHAPTER 4 

 

RESEARCH METHODOLOGY 

 

4.1  Data and Data Sources 

 

The data used in this study are listed companies in the Stock Exchange of 

Thailand (SET) which were used to calculate the SET100 index in 2005. Being part of 

the index, these companies are likely to be of the greatest interests to individual and 

institutional investors, particularly international investors. Furthermore, these 

companies are expected to practice relatively higher standards of corporate 

governance compared to other listed Thai companies and so can be role models of 

corporate governance for others. 

The Stock Exchange of Thailand (SET) sets criteria for selecting all listed 

stocks to SET100 as follows: 

1. start with all stocks trading on the Stock Exchange of Thailand during the 

evaluation period, except for suspended or delisted stocks, and stocks which might be 

delisted or suspended in the near future,  

2. screen for 200 stocks having the largest average daily market capitalization 

for the last 12 months, however, these stocks must have a trading period for a 

minimum of 6 months, 

3. select only stocks which have a monthly turnover value of the stock on the 

main board more than 50 % of the total average monthly turnover per stock, and they 

must be continuous for at least 9 of 12 month, 

4. choose stocks which maintain their share distribution or a percentage of 

free float not less than 20 percent of the paid-up capital of the listed companies, and 

5. finally, identify the 100 largest stocks ranked by average daily market 

capitalization. 
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Data of this study include both financial firms and non-financial firms which 

are reported by either one of two announcements of SET100 index of year 20058. Due 

to imperfectly overlapping of SET100 firms, I have 108 observations. After that, 

excluding REHABCO firms and firms not in the fiscal year ending December 31, 

2005, I finally collect 103 observations which represent nearly eighty percent of the 

market capitalization of Thai listed firms. The data consists of firms in seven 

industries (see Table 4.1): 

 

Table 4.1  Data Classification by Industries  

 

Name of industry Number of firms 

Agro &Food Industry 4 

Property and Construction Industry 34 

Industrials Industry 5 

Resource Industry 11 

Service Industry 11 

Technology Industry 14 

Financial Industry 24 

 

Source:  SET, 2005a. 

 

The data in Table 4.1 are from the SET. More detailed data are from 

SETSMART database, the annual registration statements9 (Form56-1), annual 

corporate reports, and the database of DATASTREAM INTERNATIONAL. The data 

regarding transparency and disclosure; and ownership structure are from Form 56-1. 

The characteristics of board of directors are from Form 56-1 and SETSMART. 

                                                 
 
8 SET100 index is reviewed and adjusted in June and December of the year. 
9 The Office of the Securities and Exchange Commission (SEC) requires all companies listed on the 

Stock Exchange of Thailand to fill in the annual registration statement (Form 56-1). They need to 

provide accurate and clear information for investors to understand the operation, significant change of 

the corporation and possible risks. 
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Annual corporate reports provide additional data where there are gaps in data from 

SETSMART and Form 56-1. Finally, financial data are from the databases of 

SETSMART and DATASTREAM INTERNATIONAL. 

 

4.2  Research Methods and Models 

 

As noted in Brown and Caylor (2004: 24), all performance measures are 

imperfect. Since measurement errors in performance indicators are not perfectly 

correlated, researchers should examine several performance measures rather than 

drawing conclusions from only one of them. In this paper, I collect data on three 

measures of firm performance as dependent variable, based on both accounting and 

market measures similar to other accounting and finance studies (e.g. Klein, 1998: 

275-303; Yupana Wiwattanakantang, 2001: 323-362; Ees, Postma and Sterken, 2003: 

41-58). At the start, I apply a well known accounting measure, return on assets 

(ROA). Then, I use two market-based performance measures: Tobin’ Q (Q) and stock 

return (SR).   

For two reasons, I prefer to use future performance rather than contemporary 

performance as dependent variable. First, corporate governance requires more time 

before its effects on firm performance is reflected. Many of the corporate governance 

papers link corporate governance variables to future firm performance (e.g. Core et 

al., 1999: 371-406; Bhagat and Black, 2002: 231-273; Ertugrul and Hegde, 2005: 1-

55). Second, in order to address the endogeneity problem10,11 which is a typical 

                                                 
 
10  The endogeneity problem occurs when corporate governance not only affects performance but also 

when the firm’s performance causes the firm to change its governance structure. In other words, 

corporate governance may help firms to improve performance; however, it is possible that higher 

performance firms may have more incentive to adopt better corporate governance (Klapper and Love, 

2004: 706) 
11 Ertugrul and Hegde (2005: 22) use future performance to partially address an endogeneity problem 

of corporate governance. Corporate governance may affect future firm performance, but future 

performance does not affect corporate governance. There are two options to address an endogeneity 

problem: 1) to regress changes in performance on changes in governance, 2) to run instrumental 
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problem in estimating the relationships between performance and corporate 

governance, a lag variable will be used. 

In order to understand the population, I run descriptive statistics on the 

performance measures, transparency and disclosure scores, characteristics of boards 

and control variables. To test the relationships between transparency and disclosure or 

the characteristics of board and firm performance, I use multiple regression analyses. 

The following assumptions of Ordinary Least Squares (OLS) must be tested prior to 

conduct the hypotheses. 

1. The mean of the residual is zero. This is not a problem since the estimating 

regression equation with constant term can guarantee that the mean is zero.12 

2. The variance of residuals is constant (homoscedasticity). The residuals are 

plotted against the predicted values. If plots of residuals appear to be randomly 

scattered around a horizontal line, then the assumption of constant variance is met.  

3. Multicollinearity problem does not exist. When there is a high correlation 

among predictors, the estimation of weighted coefficients is instable. To assess 

multicollinearity among variables, variance inflation factors (VIF) and tolerances 

(TOL) are examined.  

4. The residual is normally distributed. This assumption is the least crucial of 

the regression assumption.13 In this study, a histogram of unstandardized residual and 

normal probability plot is run to check the normality assumption.  

                                                                                                                                            
 
variable regression. One is constrained by information. The other is also limited since valid instruments 

for governance-performance have not yet been developed in the literature.   
12 When the mean of the error term is not equal to zero, this nonzero amount is implicitly subtracted 

from each error term and added instead to the constant term. This leaves the equation unchanged. 

(Studenmund, 1997:95-96) 
13 The normality assumption may not be necessary if the objective is estimation only. In addition, the 

Ordinary Least Squares(OLS) estimators are Best Linear Unbiased Estimator (BLUE) regardless of 

whether they are normally distributed or not. However, with the normality assumption, one could use 

the t-test and F-test to test various statistical hypotheses regardless of the sample size. Without the 

normality assumption, one relies on the central limit theorem. Central limit theorem is the justification 

theorem of normality. Thus, in a large sample, the t and F test are still valid asymptotically (Gujarati, 

2003:338). 
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The following models are used for hypothesis testing. Model 1 is used to test 

for the relationship between total transparency and disclosure, and firm performance 

(Hypothesis 1). Model 2 is used to test for the performance effects of three categories 

of transparency and disclosure, and the performance effects of board of directors 

(Hypothesis 2.1 to 2.3 and Hypothesis 4.1 to 4.7). Then Model 3 is used to test the 

relationships between twelve subcategories of transparency and disclosure and firm 

performance (Hypothesis 3.1, to 3.12).   

 

Model 1: 

 

Performance it+1 =   β0+ β1 TOTAL it + β2 B_COMP it + β3 B_LEAD it + β4 B_SIZE it  

                            + β5 B_MEET it + β6 B_DIRS it + β7 AC_MEET it + β8 NC_COM it    

                            + β9 C_BLOCK it + β10 C_DOWN it + β11 C_LEV it  

                            + β12 C_RISK it   + β13 FD it +ε it  

 

Where:  

Performance measures consist of ROA it+1, Q it+1, and SR it+1 

t = year 2004, t+1 = year 2005.  

 

 

Model 2: 

 

Performance it+1 =   β0+ β1 T_OWN it+ β2 T_FIN it + β3 T_BOARD it + β4 B_COMP it 

                            + β5 B_LEAD it +β6 B_SIZE it + β7 B_MEET it + β8 B_DIRS it                                                  

                            + β9 AC_MEET it + β10 NC_COM it + β11 C_BLOCK it   

                            + β12 C_DOWN it + β13 C_LEV it + β14 C_RISK it + β15 FD it +ε it 

  

Where:  

Performance measures consist of ROA it+1, Q it+1, and SR it+1 

t = year 2004, t+1 = year 2005. 
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Model 3: 

Performance it+1 =   β0+ β1 OWN_TRAN it + β2 OWN_CONC it + β3 OWN_VOTE it                                           

                            + β4 FIN_BUSF it + β5 FIN_ACPR it + β6 FIN_ACPD it  

                            + β7 FIN_RELAT it + β8 FIN_AUDIT it + β9 BOARD_STRUC it 

                            + β10 BOARD_ROLE it + β11BOARD_TRAIN it + β12 EXE_EVAL it 

                                          + β13 C_BLOCK it + β14 C_DOWN it + β15 C_LEV it + β16 C_RISK it  

 + β17 FD it +ε it  

 

Where:  

Performance measures consist of ROA it+1, Q it+1, and SR it+1 

t = year 2004, t+1 = year 2005. 

  

ROA it+1 

Q it+1 

SR it+1 

TOTAL it 

T_OWN it 

 

T_FIN it 

 

T_BOARD it 

 

B_COMP it 

 

B_LEAD it 

 

B_SIZE it 

B_MEET it 

B_DIRS it 

 

 

= 

= 

= 

= 

= 

 

= 

 

= 

 

= 

 

= 

 

= 

= 

= 

 

 

The Return on Assets of firm i in year t+1. 

The Tobin’s Q of firm i in year t+1. 

The return of common stocks of firm i in year t+1. 

The total transparency and disclosure of firm i in year t. 

The transparency and disclosure in ownership structure 

and investor rights of firm i in year t. 

The financial transparency and information disclosure 

of firm i in year t. 

The transparency and disclosure in board and 

management structure and process of firm i in year t. 

The board composition of firm i in year t.  

(The percentage of independent directors on the board.) 

The board leadership of firm i in year t 

(1= Separated CEO and Chairman, 0 = otherwise). 

The size of board of directors of firm i in year t. 

The number of board meetings of firm i in year t. 

The number of directorships of independent directors 

of firm i in year t. 
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AC_MEET it 

 

NC_COM it 

 

OWN_TRAN it 

OWN_CONC it 

OWN_VOTE it 

 

FIN_BUSF it 

FIN_ACPR it 

FIN_ACPD it 

FIN_RELAT it 

 

FIN_AUDIT it 

BOARD_STRUC it  

BOARD_ROLE it 

BOARD_TRAIN it 

 

EXE_EVAL it 

 

C_BLOCK it 

 

C_DOWN it 

 

C_LEV it 

C_RISK it 

 

FD it 

= 

 

= 

 

= 

= 

= 

 

= 

= 

= 

= 

 

= 

= 

= 

= 

 

= 

 

= 

 

= 

 

= 

= 

 

= 

The frequency of audit committee meetings of firm i in 

year t. 

The existence of nominating and/or compensation 

committees of firm i in year t. 

The transparency of ownership of firm i in year t. 

The concentration of ownership of firm i in year t. 

The voting and shareholder meeting procedures of firm 

i in year t. 

The business focus of firm i in year t. 

The accounting policy review of firm i in year t. 

The accounting policy details of firm i in year t. 

The related party structure and transactions of firm i in 

year t. 

The information on auditors of firm i in year t. 

The board structure and composition of firm i in year t. 

The role of board of firm i in year t. 

The director training and compensation of firm i in 

year t. 

The compensation and evaluation of executive of firm i

in year t. 

The sum of shares held by large shareholders who own 

at least 5% of firm’s stocks of firm i in year t. 

The percentage of shares owned by directors of firm i 

in year t. 

The debt to equity ratio of firm i in year t. 

The standard deviation of 5 year monthly stock returns 

or as long as possible of firm i in year t. 

The financial industry dummy variable of firm i in year 

t (1= financial industry, 0 = non-financial industry). 
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I use two additional tests to confirm the hypotheses testing.  The first test has 

two models: model one considers transparency and disclosure; model two considers 

characteristics of the board of directors. The second test uses the backward 

elimination method to confirm the enter method which is used for hypothesis testing. 

The backward elimination method14 starts with all predictors in the equation. Then I 

remove a predictor with the highest p-value. With the same criterion, I continually 

remove predictors until the coefficients of the rest of the variables in the model are 

statistically significant at the level of 0.10.  

 

Model: Only transparency and disclosure:  

 

Performance it+1 =   β0+ β1 T_OWN it + β2 T_FIN it + β3 T_BOARD it + β4 C_BLOCK it 

                                          + β5 C_DOWN it + β6 C_LEV it + β7 C_RISK it + β8 FD it +ε it  

 

Where:  

Performance measures consist of ROA it+1, Q it+1, and SR it+1 

t = year 2004, t+1 = year 2005. 

 

Model: Only board of directors 

 

Performance it =   β0+ β1 B_COMP it + β2 B_LEAD it +β3 B_SIZE it + β4 B_MEET it  

                         + β5 B_DIRS it + β6 AC_MEET it + β7 NC_COM it + β8 C_BLOCK it 

                                       + β9 C_DOWN it + β10 C_LEV it + β11C_RISK it + β12 FD it +ε it  

 

Where:  Performance measures consist of ROA it+1, Q it+1, and SR it+1  

  t = year 2004, t+1 = year 2005. 

                                                 
 
14 Backward elimination is preferred to forward selection when the predictor variables are far from 

statistically independent. The latter does not allow adding two predictor variables that together can 

explain the variation in the observation variable if individually the predictor variables are not helpful in 

explaining the variation.  On other hand, backward elimination will include both of these variables and 

will realize that it is a bad idea to delete either one.   



 

 

44 
 

4.3  Measurement of Performance Variables 

 

4.3.1  Return on Assets (ROA) 

Return on Assets (ROA) is based on earnings before interest and tax expenses 

divided by book value of total assets. Return on assets (ROA) measures firm 

performance in terms of its profitability prior to the effects of financing. By separating 

the financing effects from the operating effects, the ROA provides a cleaner measure 

of the true profitability of these assets.  

 

For firms in non-financial industry15: 

  ROA2005 =           EBIT2005 

        (TA2005+TA2004)/2  

 

 For firms in financial industry16:  

ROA2005 =         EBT2005 

           (TA2005+TA2004)/2  

Where:   

EBIT 

 

EBT 

TA 

= 

 

= 

= 

Earnings before interest expenses and tax expenses as 

of December 31, 2005. 

Earnings before tax expenses as of December 31, 2005. 

Total assets as of December 31, 2005 and 2004.               

 

Using ROA as a performance measure has advantages. First, ROA is a concept 

that measures return to the firm rather than just to equity investors. ROA gives 

information on how well a firm uses its assets to generate income. Second, agency 

costs such as perquisites, stealing of investment opportunity, or inefficient 

                                                 
 
15In case of non-financial firms, I use earnings before interest expenses and tax expenses as a 

numerator of ROA, since I intend to measure the performance with the viewpoint of operating 

decisions rather than financing decisions. 
16 In case of financial businesses in which interest revenues and expenses are the main parts of 

business, I use earnings after interest expenses but before tax expenses as a numerator of ROA.  
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investments reflect on both balance sheet and income statement. Thus ROA which is 

calculated from the numbers on the balance sheet and the income statements is also 

suitable for the analysis (Yupana Wiwattanakantang, 2001: 333).   

However, ROA has several drawbacks as a performance measure. The figure 

for total assets of the company depends on the book value of the assets. Thus some 

caution is required for companies whose book value may not correspond to the actual 

market value. Moreover, earnings reported can be easily manipulated by management. 

Thus ROA might not be absolutely accurate in measuring a firm’s performance. 

  

 4.3.2  Tobin’s Q (Q) 

Tobin’s Q is one of the widely used performance measures. Tobin’s Q is the 

ratio of the market value of a firm’s assets to the replacement value of its assets.  

Tobin’s Q is also a comparison of the marginal efficiency of capital and the required 

rate of return of capital.17   

Usually, Tobin’s Q is a performance measure in terms of investment 

opportunity. Tobin’s Q is greater than one when the market value of a firm’s assets 

exceeds its replacement cost or the marginal efficiency of capital surpasses the 

required rate of return of capital. This implies that investors are willing to pay a 

premium over the value of the firm’s assets. There is an anticipation of good future 

prospects under the present management.  

Chung and Pruitt (1994: 70-74) indicate that available book values provide 

sufficiently accurate approximations of Tobin’s Q. In addition, Erickson and Whited 

(2006: 5-33) indicate that complex ways to estimate the replacement values of assets 

                                                 
 
17 According to Juttner and Hawtrey (1997: 422-425), Tobin’s Q is a comparison of the marginal 

efficiency of capital and the required rate of return of capital. From the view of financial investors, the 

required rate of return on capital (r k) is calculated by the earnings stream expected by shareholders     

(X k) divided by the market value of capital at time 0, as evaluated by shareholders, (V); (r k = X k / V). 

From the view of entrepreneurs, the marginal efficiency of capital (R) or the internal rate of return is 

calculated by the expected permanent earnings streams of the capital goods (XR) divided by the 

replacement costs of capital(P); (R= XR / P). Based on the assumption that the markets are efficient, 

shareholders and entrepreneurs have the same earnings expectations (X k = X R). Thus V/P = R/ r k;        

Q = V/P or R/ r k.   
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or the market value of debts add little in the way of measurement quality beyond the 

use of simple balance sheet figures.  

In this study, Tobin’s Q is calculated as below.  

 

 Tobin’s Q2005          =     (MVE + PS+ DEBT) 2005 

                 (TA2005+TA2004)/2  

 Where:   

MVE 

 

 

PS 

 

 

 

DEBT 

TA 

= 

 

 

= 

 

 

 

= 

= 

Market value of equity as of December 31, 2005. It is 

calculated from the fiscal year-end closing price of 

stock multiplied by the common shares outstanding. 

Preferred stock as of December 31, 2005. It is the net 

number of preferred shares at year-end multiplied by 

the stated value per share as presented in the balance 

sheet; 

Total liabilities as of December 31, 2005 

Total assets as of December 31, 2005 and 2004 

  

There are several advantages of using Tobin’s Q as a performance measure. 

One is that Tobin’s Q is less subject to management manipulation since it does not 

come from earnings numbers. Moreover, Tobin’s Q is a forward looking measure of a 

firm’s value by looking at market value and replacement cost of firms. Also, the 

difficult problems of estimating either rates of return or marginal cost are avoided.  

 However, the problem of using Tobin’s Q is that, for it to be meaningful, 

accurate measures of both the market value and replacement cost of a firm’s assets are 

required. Typically, the market value of firms in emerging markets might not reflect 

their true value because of market sentiment, reflecting, for example, analysts’ view 

of the prospects for the company, or speculation such as bid rumors. Moreover, such 

difficulties to measure intangible assets such as intellectual property, managerial skills 

or the ability to satisfy consumer demand can overwhelm book value, even when 

adjusted for changing replacement costs. 

 

 



 

 

47 
 

 4.3.3  Stock Return (SR) 

In this study, stock return is a performance measure in terms of a return rate of 

common stocks. The relationships between stock return and corporate governance can 

identify how investors perceive the usefulness of corporate governance.  

This paper does not use an abnormal return which is more appropriated for 

event study. I prefer to use raw return because it is more suitable if the study focuses 

on the association between corporate governance variables and future performance. 

Also a prior study indicates that many common methods used to calculate long run 

abnormal stock return are conceptually flawed and/or lead to biased test statistics 

(Barber and Lyon, 1997: 342). 

I use the monthly return index18 (RI) from the database of DATASTREAM 

INTERNATIONAL in computing stock return. 

  

SR2005
19

  =        (RI 2005 – RI 2004)    

             RI 2004 

Where:   

RI  =  monthly returns indexed as of December 31, 2005 and 2004. 

 

                                                 
 
18 The RI demonstrates a theoretical growth in value of a share held over a specific period, assuming 

that dividends are reinvested to purchase additional units of equity at the closing price applicable on the 

ex-dividend date. The calculation ignores tax and reinvestment charges. 
19 According to Kittima Acaranupong (2003: 88), stock return is calculated by: 

           RI t  = RI t-1*((Pt+ D t)/P t-1)                                

     Then, RI t / RI t-1 = (Pt+ D t) /P t-1 

                Add (-1) into both sides of equations                                       

      (RI t / RI t-1) -1         = ((Pt+ D t) /P t-1 ) -1 

 (RI t - RI t-1) / RI t-1 = (Pt+ D t -P t-1)/ P t-1 

(RI t - RI t-1) / RI t-1 = Stock Return t 

 
Where:   
                 Pt      =   price on ex-date     
                 Pt-1    =   price on previous date  
                 D t     =   dividend payment associated with ex-date t                                                                                              
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Having stock return as a performance measure is interesting since the rate of 

return on common stock is a major factor associated with investors evaluating and 

selecting an investment. Moreover, stock return directly presents how corporate 

governance affects on investors’ decisions. It is believed that stock return reflects 

investors’ expectation about a firm’s value and expected agency costs.   

 However, stock return must be used with the caution that while stock 

valuation certainly relies on dividend and earnings, a large number of qualitative and 

quantitative factors also drive the rate of return. In addition, shifts in sentiment and 

psychology can sometimes cause substantial change in the valuation of the stock 

market. Moreover, stock price will reflect the true value of the firm only in the 

liquidity market with timely information disclosure (Yupana Wiwattanakantang, 

2001: 334). 

 

4.4  Measurement of Transparency and Disclosure Variables 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 4.1  Measurement of Transparency and Disclosure Variables  

Source:  Patel and Dallas, 2002: 19-21. 

TOTAL:  
(98 questions) 

T_OWN 
(28 questions) 

T_FIN 
(35 Questions) 

T_BOARD 
(35 Questions) 

• OWN_TRAN 
(11 Questions) 
• OWN_CONC 

(8 Questions) 
• OWN_VOTE 
(9 Questions) 
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I measure transparency and disclosure variables as the proxy of corporate 

governance by following Standard & Poor’ s corporate governance scoring process 

(S&P:T&D).20 Transparency and disclosure scores are constructed at three levels: 

total transparency and disclosure, three categories of transparency and disclosure, and 

twelve subcategories of transparency and disclosure as shown in figure 4.1  

Total transparency and disclosure (TOTAL) is measured with 98 binary 

(yes/no) questions. 

1.  Transparency and disclosure in ownership structure and investor rights 

(T_OWN) is measured with 28 questions: 

1.1  transparency of ownership (OWN_TRAN) has 11 questions dealing 

with disclosure of share class, shareholder types, shares issued/authorized/unissued, 

par values and voting rights; 

1.2  concentration of ownership (OWN_CONC) involves 8 questions 

dealing with disclosure of top or large shareholders and percentage of cross-

ownership; and 

1.3  voting and shareholder meeting procedures (OWN_VOTE) consists of 

9 questions focusing on issues regarding annual meeting of shareholders, shareholder 

proposals, shareholder nominations, and corporate governance charters/codes. 

2.  Financial transparency and information disclosure (T_FIN) is measured 

with 35 questions: 

2.1  business focus (FIN_BUSF) involves 15 questions dealing with firm 

strategy, market analysis, efficiency indicators, and forward-looking information; 

2.2  accounting policy review (FIN_ACPR) consists of 9 questions relating 

to frequency of financial reports and discussion of accounting policies and 

procedures; 

                                                 
 
20 S&P: T&D is one of the most popular indices which investors use for evaluating a firm’s corporate 

governance. Its unweighted score is more appropriate than the weighted score in terms of less 

subjective and easier way for a user’s interpretation. The unweighted score assumes that each question 

is equally important. This can obviate the necessity of making judgment as to the relative importance of 

each question. Prior study indicates that the equal weighting system is superior to the different 

weighting systems (Einhorn and Hogarth, 1975).  
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2.3  accounting policy details (FIN_ACPD) has 3 questions focusing on 

issues regarding assets valuation, depreciation and consolidation policies; 

2.4  related-party structure and transactions (FIN_RELAT) consists of   4 

questions dealing with the related party structure and the related party transactions; 

and 

2.5  information on auditors (FIN_AUDIT) consists of 4 questions 

including questions regarding audit and non-audit fees paid. 

3.  Transparency and disclosure in board and management structure and 

process (T_BOARD) is measured with 35 questions: 

3.1  board structure and composition (BOARD_STRUC) has 8 questions 

dealing with the identity, tenure, and other affiliations of members of the board of 

directors; 

3.2  role of the board (BOARD_ROLE) has 12 questions focusing on 

decision rights of the board, and details regarding the make-up of the audit, 

compensation and other committees; 

3.3  director training and compensation (BOARD_TRAIN) has 6 questions 

dealing with issues regarding the training, ownership interests, and compensation 

levels and policy of the directors; and  

3.4  the executive compensation and evaluation (EXE_EVAL) has 9 

questions relating to background, ownership interests, and compensation levels and 

policy of non-director senior managers.   

 

4.5  Measurement of Characteristics of Board Variables 

 

 The board of directors plays an important role in corporate governance. To 

analyze the effects of board characteristics on firm performance, I use seven 

characteristics of boards including: board composition; leadership structure; board 

size; board meetings; directorships of independent directors; audit committee 

meetings; and the existence of nomination and/or compensation committees. I do not 

provide the expected sign of each characteristics of board of directors since there are 

two viewpoints. Boards exist to protect the interests of stakeholders. However, some 

boards fail to do this. 
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4.5.1  Board Composition (B_COMP) 

 Independent director is defined by the Stock Exchange of Thailand.21 I 

measure board composition as the percentage of independent directors on the board.  

 

 4.5.2  Board Leadership (B_LEAD)  

When a person does not occupy both board chairman and CEO positions, I 

define the variable as 1. Otherwise I define the variables as 0. 

 

4.5.3  Board Size (B_SIZE) 

Board size is calculated by the total number of directors on the board in a 

fiscal year.  

 

4.5.4  Board Meetings (B_MEET) 

I measure board meetings by the frequency of the meetings of the board of 

directors in a fiscal year. 

 

4.5.5  Directorships of Independent Directors (B_DIRS)  

This is defined by the average number of directorships in other companies 

held by independent directors. 

                                                 
 
21 An independent director is a director 1) who holds shares no more than 5 per cent of paid-up capital 

of the company, affiliated company or related company, 2) who does not take part in the management 

of company, associated company, related company or majority of shareholder of the company, and is 

not an employee, staff member or advisor who receives a regular salary, 3) who has no direct or 

indirect benefits or interests in finance and management of the company, affiliated company, associated 

company, or majority shareholder of the company, including the benefits or interests of the said nature 

during the period of 1 year before that appointment, 4) who is not a related person or close relative of 

any management member or majority shareholder of the company, 5) who is not appointed as a 

representative to safeguard interests of the company’s directors, majority shareholders or shareholders 

who are related to the company’s majority shareholders; and 6) who is capable of performing duties, 

giving opinions or reporting the results of performance of  work with free and clear of control of the 

management or the majority shareholders of the company including related persons or close relatives of 

the said persons (SET, 1998; SET, 1999). 
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4.5.6  Audit Committee Meetings (AC_MEET) 

I measure audit committee meetings by the frequency of audit committee 

meetings in a fiscal year.  

 

4.5.7  The Existence of Nomination and/or Compensation Committees 

 (NC_COM) 

The dummy variable is 1 if there is the existence of a nominating committee 

and/ or a compensation committee. Otherwise it is defined as 0. 

 

4.6  Control Variables 

 

 Previous studies indicate that control variables are necessary to avoid spurious 

correlations.  For example, Klapper and Love (2004:706) add several control 

variables to ensure that the association between corporate governance and firm 

performance measured as Tobin’s Q are not spuriously caused by omitted variable 

bias.  In this study, control variables consist of block ownership, director ownership, 

financial leverage, and firm risk. 

 

4.6.1  Block Ownership (C_BLOCK)  

Blockholders can be seen as controllers of agency problems. Because of their 

large shareholdings, they have a strong incentive to monitor managerial behavior. 

This can help to circumvent the free rider-problem associated with ownership 

dispersion. However, blockholders may pursue their own interests and make a firm 

lose value. McConnell and Servaes (1990: 595-612) find evidence that a higher 

percent of shares owned by block holders is positively associated with Tobin’s Q. 

However, Shleifer and Vishney (1997: 737-783) suggest that concentration of 

ownership may produce an incentive for such people or organizations to pursue their 

own interests at the expenses of other shareholders. 

The variable of block ownership is defined as shareholders holding more than 

5% of the shares. However, block ownership does not include shares held by Thai 

NVDR Co., Ltd.; Stock Exchange of Thailand; Thai Trust Fund Management Co., 

Ltd.; and Thailand Securities Depository Co., Ltd.  
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4.6.2  Director Ownership (C_DOWN) 

In this study, director ownership is defined as the percentage of common 

shares held by directors on the board of directors. The greater the percentage of share 

equity owned by insiders, the more likely they will make decisions consistent with 

maximizing shareholder wealth, since that will maximize their own wealth. This 

means that insider ownership serves as an important means of controlling agency 

problems. However, holding a substantial portion of a firm’s equity, insiders may 

have enough power to ensure their position in the company. They may make decisions 

based on their own benefits.  

Morck, Shleifer and Vishny (1988: 293-315) provide evidence that as director 

ownership increases from 0 to 5 per cent or increase beyond 25 per cent, Tobin’s Q 

increases. However, when ownership increases from 5 to 25 percent, Tobin’s Q falls. 

McConnell and Servaes (1990: 595-612) find a positive relationship between Tobin’s 

Q and insider ownership for ownership of up to 50 percent, and after that the 

relationship is found to be negative.  

 

4.6.3  Financial Leverage (C_LEV) 

Financial leverage is measured by total debt to total equity. Financial leverage 

can increase a firm value by curbing agency problems. Debt can influence managers’ 

behavior through the threat of liquidation which constrain managers from exerting 

insufficient work effort, indulging in perquisites, or choosing inputs or output that suit 

their own preferences. Harris and Raviv (1991: 297-355) indicate that debt forces 

managers to look for efficiencies by reducing the size of the firm through liquidation 

of inefficient operations. Based on agency theory, leverage should have a positive 

association with firm performance. However debt may not be a good monitor since 

managers prefer less leverage than optimal in order to avoid pressure from debt 

financing. Rachada Dhanadirek and Tang (2003: 121-138) show a negative 

relationships between debt and firm performance. Debt serves to add cost to the firm’s 

cost of capital rather than as a tool to force management to be more efficient. They 

suggest that debt financing tends to be a device for insiders to increase their personal 

wealth at the expense of outsiders. 
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4.6.4  Firm Risk (C_RISK) 

Following earlier studies such as Anderson and Reeb (2004: 209-237); 

Ertugrul and Hegde (2005: 1-56) and Beiner et al. (2006: 249-283), standard deviation 

of stock returns is used to control for firm risk. It captures the overall risks. In this 

study, standard deviation of stock returns is measured by the monthly standard 

deviation of returns on the common stocks for five years or as long as possible.  

Higher risk firms may be expected to generate greater returns (Baliga et al., 

2006: 49). It means that potential returns come with an increase in risk.  However, 

some firms are characterized as low risk with high returns. For example firms that 

invest in customer satisfaction lead to higher returns at lower risk. Also large firms 

deliver higher return for less risk than small or medium sized firms. Large firms are 

well-placed to build for the future as their risk profile continues to fall because firms 

increasingly have more diversified overseas interests, they can afford to invest in 

technological advances, and find it easier to obtain funds for longer term investments. 

In chapter 5, descriptive statistics will be presented. Then hypotheses will be 

tested by statistic inferential and the analysis results will be reported. 
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Table 4.2  Summary of Variable Measurement 
 

Variables Abbr. Measurement 

Firm Performance 

Return on Assets ROA Earnings before tax and interest expenses divided 

by average total assets.1  

Tobin’ s Q Q Market value of ordinary shares and book value of 

preferred stocks plus total liabilities divided by 

book value of average total assets. 

Stock Return SR Raw return which is calculated from return index 

from DATASTREAM DATABASE. 

Total Transparency and Disclosure 

Total transparency 

and disclosure 

TOTAL Sum of T_OWN, T_FIN, and T_BOARD (S&P: 

T&D questions relating to information of ownership 

structure and rights, financial information, and 

board and management).  

Three Categories of Transparency and Disclosure 

Transparency and 

disclosure in 

ownership structure 

and investors rights 

T_OWN Sum of OWN_TRAN, OWN_CONC, and OWN_ 

VOTE (S&P:T&D questions focusing on 

transparency of ownership structure, concentration, 

and shareholder meetings).  

Financial 

transparency and 

information  

disclosure 

T_FIN Sum of FIN_BUSF, FIN_ACPR, FIN_ACPD, 

FIN_RELAT, and FIN_AUDIT (S&P:T&D 

questions about business focus, accounting policy 

review and details, related party transactions, and 

auditors).  
Transparency and 

disclosure in board 

and  management 

structure and process 

T_BOARD Sum of BOARD_STRUC, BOARD_ROLE, 

BOARD_TRAIN, and EXE_EVAL (S&P:T&D 

questions relating to board structure, board role, 

board training and compensation, and executive 

compensation and evaluation).  

 

 



 

 

56 
 

Table 4.2  (Continued) 
 

Variables Abbr. Measurement 

Twelve Subcategories of Transparency and Disclosure  

Transparency of 

ownership 

OWN_ 

TRAN 

S&P:T&D questions relating to share classes, 

shareholder types, and voting rights. 

Concentration of 

ownership 

OWN_ 

CONC 

S&P:T&D questions focusing on top or large 

shareholders and cross-ownership. 

Voting & shareholder 

meeting procedures 

OWN_ 

VOTE 

S&P:T&D questions focusing on issues regarding 

meetings of shareholders and so on. 

Business focus FIN_ 

BUSF 

S&P:T&D questions dealing with strategy, market 

analysis, efficiency indicators, and forward-looking 

information. 

Accounting policy 

review 

FIN_ 

ACPR 

S&P:T&D questions relating to frequency of 

financial reports, discussion of accounting policies 

and procedures, and so on. 

Accounting policy 

details 

FIN_ 

ACPD 

S&P:T&D questions focusing on issues regarding 

assets valuation, depreciation, and consolidation 

policies. 

Related party  structure 

& transactions 

FIN_ 

RELAT 

S&P:T&D questions dealing with the related party 

structure and transactions. 

Information on auditors  FIN_ 

AUDIT 

S&P:T&D questions regarding name of audit firm, 

duplication of audit reports, as well as audit and non-

audit fees paid. 

Board structure and 

composition 

BOARD_

STRUC 

S&P:T&D questions dealing with the identity, tenure, 

and other backgrounds of directors.  

Role of the board BOARD_

ROLE 

S&P:T&D questions regarding the decision rights of 

the board, the make-up of committees, and so on. 

Director training & 

compensations 

BOARD_

TRAIN 

S&P:T&D questions regarding the training, 

ownership interests, and compensation of directors.  

Compensation & 

evaluation of  

executive 

EXE_ 

EVAL 

S&P:T&D questions about background, ownership 

interests, and compensation of non-director senior 

managers.    
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Table 4.2  (Continued) 
 

Variables Abbr. Measurement 

Board of Directors 

Board composition B_COMP Percentage of independent directors on the 

board of directors. 

Board leadership  B_LEAD 1= CEO is not chairman of the board, 0 

otherwise. 

Board size B_SIZE The number of directors on board of directors. 

Board meetings B_MEET The number of board meetings. 

Board directorships  B_DIRS Average number of directorships in other 

firms held by independent directors. 

Audit committee 

meetings 

AC_MEET The frequency of audit committee meetings. 

The existence of 

nominating and/or 

compensation 

committees 

NC_COM 1= if there is a nominating committee and/or a 

compensation committee, 0 otherwise. 

Control Variables 

Block ownership C_BLOCK Sum of stock ownership of large shareholders 

who own 5% or more of firm’s stocks.2  

Director ownership C_DOWN Percentage of shares held by directors. 

Financial leverage C_LEV Ratio of total debt to total equity. 

Firm risk C_RISK Standard deviation of 5 year monthly stock 

returns or as long as possible. 

Financial industry  

Dummy 

FD 1= if firm is in financial industry, 0 otherwise. 

 

Note:   1For financial firms, return on assets is calculated by earnings before tax expenses 

divided by average total assets. 
2Large shareholder does not include Thai NVDR Co., Ltd.; Stock Exchange of  

Thailand; Thai Trust Fund Management Co., Ltd.; and Thailand Securities 

Depository Co., Ltd.     

 

 



 

CHAPTER 5 

 

EMPIRICAL RESULTS 

 
This study aims to test the relationships between corporate governance and 

firm performance by using two measures of corporate governance and three measures 

of firm performance. The two measures of corporate governance are transparency and 

disclosure scores, and characteristics of board of directors. The three measures of firm 

performance are return on assets (ROA), Tobin’s Q (Q), and stock return (SR). This 

chapter presents the details of empirical results from the SPSS program. The 

descriptive statistics of the data are displayed first, followed by the partial 

correlations. Finally, regression models are assessed to present the hypothesis testing 

results.    

 

5.1  Descriptive Statistics  

 

 Descriptive statistics for the entire sample of all firms are presented in Table 

5.1. The sample22 consists of 100 observations under the SET100 criteria. Panel A of 

the table shows that the average ROA, Tobin’s Q and Stock return are 8.676, 1.422 

and -0.048 respectively. Concerning the transparency and disclosure scores on panel 

B, I first extract 98 questions of S&P: transparency and disclosure scoring. Then I 

exclude 22 questions23 which have zero variation between firms. After that, the mean 

                                                 
 
22 At first, I collect 108 listed firms under the SET100 Indices of June and/or December, 2005. Then I 

exclude 5 firms which are REHABCO and not fiscal year-end December firms. Finally, I exclude 3 

firms which have higher firm performance but lower transparency and disclosure scores. 
23 Question numbers of 11, 20, 21, 28, 35, 36, 45, 49, 52, 75, 89, 97, and 98 are excluded since all firms 

get zero from these questions. Question number of 12, 30, 32, 47, 64, 65, 66, 74, and 76 are excluded 

since all firms get one point from each question (see more detail in appendix A). 
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score of the total transparency and disclosure score is 43.38 from 76 questions. The 

three categories of transparency and disclosure have 23, 27, and 26 questions 

respectively. Each of twelve subcategories of transparency and disclosure has a 

number of questions. They are respectively 10, 7, 6, 11, 5, 3, 4, 4, 5, 9, 5, and 7.  The 

average scores of T_OWN, T_FIN and T_BOARD are 13.83, 13.46 and 16.09. It is 

interesting to note that SET100 firms have low financial transparency and information 

disclosure scores and low dispersion. It is probable that most companies only disclose 

financial information required by Thai regulators.  

Panel C of Table 5.1 focuses on characteristics of board of directors. Board 

composition (B_COMP) shows that the average proportion of independent directors is 

higher than 33.33% but lower than 50%. The average number of members on a board 

of directors (B_SIZE) is 11. The average number of board meetings (B_MEET) and 

audit committee meetings (AC_MEET) is 9 and 7 meetings per year. Also, on 

average, the number of directorships of an independent director (B_DIRS) is two 

firms.  Un-tabulated results show that of a hundred firms in the sample only nine have 

CEO-chairpersons, and the proportion of companies which have nominating and/or 

compensation committees is 62%. 

 With respect to control variables on panel D, there is a large difference in the 

sample. The proportion of block holding (C_BLOCK) ranges from 0% to 98.9%. Also 

the maximum and average of the proportion of shares held by directors (C_DOWN) 

are 63.5% and 10.9%.  In addition, the debt to equity ratio (C_LEV) ranges from 0.02 

to 29.42. Also, the average and maximum standard deviation of stock returns 

(C_RISK) are 0.192 and 2.193.   

To get more detail from subcategories of the transparency and disclosure, I 

find that the subcategory of transparency of ownership (OWN_TRAN), subcategory 

of voting and shareholder meeting procedures (OWN_VOTE), subcategory of 

accounting policy review (FIN_ACPR), and subcategory of accounting policy details 

(FIN_ACPD) have positive signs and skew to the right. This suggests that most firms 

in SET100 are less transparent on transparency of ownership, voting and shareholder 

meeting procedures, accounting policy review and accounting policy details.    
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Table 5.2 shows the descriptive statistics for 76 non-financial firms and 24 

financial firms. This table shows the coefficient of variation24 (CV) to measure the 

dispersion of non-financial firms and those of financial firms. Distributions with CV 

less than one are considered low variance, while those with CV greater than one are 

considered high variance. Overall, I find that the dispersion numbers of financial 

firms and non-financial firms are not much different. Also, the mean values of 

transparency and disclosure, or board characteristics are quite close between the two 

groups. However the mean value of ROA of financial firms (3.436) is lower than that 

of non-financial firms (10.331). Also, financial firms have much higher debt to equity 

ratios than non-financial firms (6.679 and 2.552). 

 

5.2  Partial Correlations 

 

Partial correlation is the correlation of two variables while controlling for 

other variables. In other words, partial correlation is a method used to describe the 

relationship between two variables whilst taking away the effects of other variables.  

This study uses the analyses of partial correlations to detect a multicollinearity 

problem in regression analysis models. Multicollinearity is a problem of the high 

degree of linear correlation among explanatory variables in a regression model. When 

the multicollinearity problem exists, the estimated coefficient tends to be less precise. 

Also, it is difficult to separate the effects of predictors on the dependent variable. 

There are several ways to detect multicollinearity problems. The analysis of 

correlation is the easiest detection diagnostic available. 

Transparency and disclosure is measured at three levels of analysis: total 

transparency and disclosure, three categories of transparency and disclosure, and 

twelve subcategories of transparency and disclosure. Un-tabulated bivariate 

correlations show that the variables at three levels are highly related. Thus their 

analysis of partial correlations should be separately analyzed with three tables: one 
                                                 
 
24 The coefficient of variation (CV) is a measure of dispersion of a probability distribution. CV is 

defined as the ratio of the standard deviation to the mean. CV is limited if the mean value is near zero. 

The coefficient of variation is sensitive to change in the standard deviation.    

http://en.wikipedia.org/wiki/Regression_model
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table for each level. It should be noted that each correlation coefficient shows the 

correlation of two variables after controlling the other variables in the same table. 

1. Table 5.3 reports partial correlations of total transparency and disclosure, 

board of directors, and control variables.  

2. Table 5.4 shows partial correlations of three categories of transparency and 

disclosure, board or directors, and control variables.  

3. Table 5.5 demonstrates partial correlations of twelve subcategories of 

transparency and disclosure, and control variables.   

In sum, the results in Table 5.3 and Table 5.4 show eight pairs of significant 

partial correlations as follow:  

(T_OWN and T_FIN), (T_FIN and T_BOARD), (TOTAL and B_SIZE), 

(B_SIZE and B_COMP), (B_SIZE and B_DIRS), (B_MEET and C_LEV),  

(AC_MEET and C_LEV), and (C_LEV and C_DOWN).            

In addition, Table 5.5 shows seven pairs of partial correlations that have 

significant associations as following:  

(OWN_TRAN and OWN_CONC), (FIN_ACPR and FIN_ACPD),  

(FIN_AUDIT and BORD_STRUC),   

(BOARD_STRUC and BOARD_TRAIN),   

(BOARD_ROLE and BOARD_TRAIN), 

(BOARD_ROLE and C_LEV), and (EXE_EVAL and C_DOWN). 

The analyses of correlations indicate that three categories of transparency and 

disclosure scores are significantly positively related to each other. However their 

correlation coefficients are less than 0.5. Adding these variables in the same equation 

does not cause a serious multicollinearity problem. Overall, the analyses of 

correlations show that there should be no serious multicollinearity on the following 

analysis of regressions.25      

                                                 
 
25 In addition to partial correlations, this study also uses tolerance (TOL) and variance inflation factor 

(VIF) as indicators of multicollinearity. As a rule of thumb, if the VIF of a variable exceeds 5, that 

variable is said have high collinearity. The closer TOL is to one, the greater the evidence that the 

variable does not have collinearity with the other regressors. Seen from regression results, VIF of all 

variables in the models do not exceed 3, TOL is not far from one. 
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5.3  Regression Analysis 

 

The purpose of this study is to test whether there are relationships between 

firm performance and transparency and disclosure or whether there are associations 

between firm performance and board of directors. Prior to conducting the hypothesis 

testing, the assumptions of linear regression are tested. The results show that the 

models of ROA, Log Tobin’s Q (Log Q),26 and SR are performed under the ordinary 

least squares assumptions: the zero mean of the residual, the constant variance of 

residuals, disappearance of serious multicollinearity, and normality distribution of 

residual.   

At the steps of hypothesis testing, the analyses start by testing the hypotheses 

of all three levels of transparency and disclosure. Then, the hypotheses of board of 

directors on firm performance are analyzed.  

 

5.3.1  The Performance Effects of Total Transparency and Disclosure 

The models of performance effects of total transparency and disclosure are 

performed and shown in Table 5.6. The models of ROA, Log Q and SR have the 

degree of fit between postulated models and collected data at 32.6%, 8.9% and 16.1%. 

Their significant levels are at 0.01 for ROA and SR, but at 0.10 for Log Q. All three 

models show that the coefficients of total transparency and disclosure (TOTAL) are 

not significantly related to any performance measures at the significant level of 0.10.  

As a consequence, Hypothesis One is not supported by any performance 

measures. The performance effects of total transparency and disclosure do not exist. 

This should raise a question about how appropriated is the evaluation of transparency 

                                                 
 
26 To stabilize the variance of the residual and to make a normal distribution of the residual, Tobin’s Q 

(Q) must be transformed to Log Tobin’s Q (Log Q). After that, plots of residuals and White’s 

Heteroscedasticity Tests are performed to confirm that heteroscedasticity problems do not exist.  Also, 

with Kolmogorov-Smirnov statistics, the tests of normality for the unstandardized residuals indicate 

that normality assumption is not violated at the significant level of 0.05. 
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and disclosure by using only the aggregated numbers. The analysis now is further 

discussed in the three categories of transparency and disclosure. 

 

5.3.2  The Performance Effects of Three Categories of Transparency and   

 Disclosure 

The regression results of three aspects of transparency and disclosure are 

shown in Table 5.7. The adjusted R2 values of ROA, Log Q, and SR models equals 

32.6%, 12.9% and 18.0%.  Their significant levels are at 0.01 for ROA and SR, but at 

0.05 for Log Q. Furthermore, the results show that the coefficient of financial 

transparency and information disclosure (T_FIN) has a positive relationship with Log 

Q at the level of 0.05. However, no evidence exists on the relationship between 

T_FIN and ROA or SR. As a consequence, Hypothesis 2.2 is only supported with Log 

Q. This suggests that firms with higher financial transparency and information 

disclosure have higher firm performance in terms of firm value.  

In addition, there is no significant relationship between any performance 

measures and transparency and disclosure of ownership structure and investor rights 

(T_OWN) or transparency and disclosure of board and management structure and 

process (T_BOARD). As a consequence, there is no evidence to support Hypothesis 

2.1 and Hypothesis 2.3. The performance effects of transparency and disclosure in 

ownership structure and investor rights and those of transparency and disclosure in 

board and management structure and process do not exist.  

 

5.3.3  The Performance Effects of Twelve Subcategories of Transparency 

 and Disclosure  

The models in Table 5.8 are used to assess Hypothesis 3.1 to Hypothesis 3.12.  

These hypotheses are expected to shows that any of the twelve subcategories of 

transparency and disclosures are related to firm performance. In Table 5.8, the models 

of ROA, Log Q, and SR provide good of fit with adjusted R2 value of 33.5%, 15.8%, 

and 24.8%.  Their significant levels are at 0.01 for ROA and SR, but at 0.05 for Log 

Q. According to Hypothesis 3.5, the study shows that the coefficients of FIN_ACPR 

are positively significantly related with all three performance measures (ROA, Log Q 

and SR) at significant level of 0.10. In addition, for Hypothesis 3.6, the coefficients of 
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FIN_ACPD are positively significantly related to ROA and SR at a significant level 

of 0.05. The coefficient of FIN_ACPD is also positively related to Log Q at a 

significant level of 0.10.  This shows that firms with higher transparency and 

disclosure on accounting policy review and accounting policy details have higher firm 

performance in all three aspects of firm performance: operating performance, firm 

value, and return of common stocks.  

However, for Hypothesis 3.8, the coefficient of FIN_AUDIT is significantly 

negatively associated with stock return at the significant level of 0.10. This shows that 

the more transparency and disclosure on auditors’ information, the less the value of 

stock return. This does not meet the expectation that firms with higher transparency 

and disclosure have higher firm performance. In addition, the coefficients of 

FIN_AUDIT are not significant related to ROA and Log Q.  

Furthermore, other hypotheses of subcategories of transparency and disclosure 

including Hypotheses: 3.1, 3.2, 3.3, 3.4, 3.7, 3.9, 3.10, 3.11, and 3.12 are not 

supported in this study. These show that there are no relationships between firm 

performance and the following subcategories of transparency and disclosure:  

1. transparency of ownership (OWN_TRAN), 

2. concentration of ownership (OWN_CONC),  

3. voting and shareholder meeting procedures (OWN_VOTE), 

4. business focus (FIN_BUSF),  

5. related party structure and transactions (FIN_RELAT), 

6. board structure and composition (BOARD_STRUC),  

7. the role of the board (BOARD_ROLE),  

8. director training and compensation (BOARD_TRAIN), and 

9. compensation and evaluation of executive (EXE_EVAL).   

According to the above results, the performance effects of three levels of 

transparency and disclosure are analyzed based on two-tailed tests.  

 

5.3.4  The Performance Effects of Board of Directors  

The hypotheses about boards of directors are assessed with the models in 

Table 5.7 rather than those in Table 5.6 since the models in Table 5.7 provide higher 

degrees of fit between postulated model and collected data (higher AdjustedR2). 
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According to Hypothesis 4.1, the result reports that the coefficients of board 

composition (B_COMP) are positively related to return on assets and stock return at 

the significant level of 0.05. This means that firms with larger board composition 

have higher operating performance and higher value of stocks than other firms. Based 

on Hypothesis 4.4, the result reports that coefficient of board meetings (B_MEET) is 

negatively associated with Log Q at the significant level of 0.05. Firms with higher 

frequency of board of directors meetings have lower firm value than other firms. For 

Hypothesis 4.7, the result demonstrates that the existence of nominating and/or 

compensation committees (NC_COM) is positively associated with return on assets at 

the significant level of 0.10. This suggests that firms having a nominating committee 

and/or a compensation committee have higher operating performance. 

 Based on Hypotheses of 4.2, 4.3, 4.5, and 4.6, the coefficients of board 

leadership (B_LEAD), board size (B_SIZE), board directorships (B_DIRS), and audit 

committee meetings (AC_MEET) are not significantly related to any firm 

performance at the significant level of 0.10. In sum, rather than board composition, 

board meetings, and the existence of nominating and/or compensation committees, the 

analyses do not support the performance effects of the other characteristics of board 

of directors.  

 

 5.3.5  The Performance Effects of Control Variables  

The four control variables27 are block ownership (C_BLOCK), director 

ownership (C_DOWN), financial leverage (C_LEV), and firm risk (C_RISK).       

Also the dummy variable for the financial industry (FD) is also included to control for 

the difference between financial and non-financial firms which cannot be explained 

by the other control variables.28 According to models in Table 5.7, the results show 

                                                 
 
27 With 33 observations of SET100, I pretest some potential control variables including a firm’s total 

assets, age, capital intensity, sales growth, financial leverage, risk, block ownership and director 

ownership. By running simple regressions, I pick only control variables which show significant results 

with ROA, Tobin’s Q, or Stock Returns. 
28 Some Thai researchers exclude financial firms from their study since financial firms are uniquely 

controlled by the Bank of Thailand (BOT). In contrast, with the dummy variable of financial industry 
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that coefficient of financial dummy variable (FD) is negatively related to ROA at the 

significant level of 0.10. However, the coefficients of financial dummy variable (FD) 

are not significantly related to Log Q and SR. This suggests that only the return on 

assets varies across firms in financial and non-financial industries. Financial industry 

affects operating performance, but does not affect firm value and the return of 

common stocks.  

Also, the coefficients of block ownership (C_BLOCK) and director ownership 

(C_DOWN) are positively related to Log Q at the significant level of 0.05. This 

suggests that firms with high concentration of ownership either block ownership or 

director ownership have a higher firm value.  In addition, financial leverage (C_LEV) 

is negatively related to ROA at the significant level of 0.10, but positively related to 

SR at the significant level of 0.05. This means firms with higher debt to equity ratio 

have a lower return on assets but higher return of common stocks.  Finally, there are 

negative relationships between firm risk (C_RISK), and ROA and SR at the 

significant level of 0.01. This means that firms with lower risk have a higher return on 

assets and return of common stocks. 

 In sum, the overall analyses of five control variables suggest that these control 

variables affect firm performance. The control variables can make a better estimate of 

the performance effects of corporate governance. Adding control variables is 

necessary for the study of performance effects of corporate governance.29  

 

5.3.6  Additional Tests 

There are two types of corporate governance variables in this study: 

transparency and disclosure, and board of directors. In Table 5.9, I provide the results 

of only transparency and disclosure models (only T&D models) and the results of 

                                                                                                                                            
 
(FD), this study can explain the firm performance effects of corporate governance in both financial and 

non-financial firms.   
29 Statistical control is opposed to control via an experiment design. However, if one can not use a 

design to randomly assign subjects to different treatment, the next best alternative is to estimate the 

interesting effects while controlling for other variables in the models. If one omits control variables, 

one may introduce bias into the estimates for the variable one is interested in. 
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only board of director models (only Board models). Overall, the results from Table 

5.9 are the same as those from Table 5.7. But there is a significant relationship 

between financial transparency and information disclosure and stock return in Table 

5.9. 

For ROA and stock return models in Table 5.9, the adjusted R2 values of the 

Board models are higher than those of the T&D models. This could indicate that 

board of directors plays a more important role than transparency and disclosure when 

evaluating the performance effects in terms of operating performance and rate of 

return of common stocks. For Log Q models, the adjusted R2 value of the T&D model 

is higher than that of the Board model. This could mean that transparency and 

disclosure plays a more important role than board of directors when evaluating the 

effects of corporate governance on firm value  

Furthermore, Table 5.10 shows the regression results from the backward 

elimination method. I compare the results in Table 5.10 with the results in Table 5.7. 

Overall, the results in Table 5.10 are quite compatible with those in Table 5.7. But, 

the results in Table 5.10 show two additional relationships. A board directorship is 

related to return on assets at the significant level of 0.10. Also, board size is 

associated with stock return at the significant level at significant level of 0.05.     

In sum, based on two additional tests in Table 5.9 and 5.10, the overall results 

are quite consistent with the results of model 2 in Table 5.7 which is used for the 

hypotheses testing purpose.  

The next chapter presents overview of the study, discussions, some 

implications, limitations, and future research.  
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Table 5.1  Descriptive Statistics (All Firms) 

 

 

Variables1 

 

N 

 

Min 

 

Max 

 

Mean 

 

SD 

 

Skew 

Panel A: Firm Performance  

Return on assets (ROA) 100 -21.910 32.700 8.676 9.296 -0.066

Tobin ‘s Q (Q) 100 0.513 4.477 1.422 0.707 1.954

Stock return (SR) 100 -0.923 0.704 -0.048 0.325 0.135

Panel B: Three Categories of Transparency and Disclosure 

T_OWN  100 2.000 20.000 13.830 2.913 -0.241

T_FIN  100 5.000 19.000 13.460 2.285 -0.606

T_BOARD  100 7.000 22.000 16.090 3.373 -0.518

TOTAL 100 25.000 56.000 43.380 6.300 -0.280

Panel C: Board of directors 

B_COMP 100 0.105 0.733 0.372 0.114 0.486

B_SIZE 100 6.000 20.000 11.150 2.973 0.828

B_MEET 100 3.000 30.000 9.390 4.911 1.392

B_DIRS 100 0.000 4.333 1.481 1.018 0.815

AC_MEET 100 1.000 29.000 7.000 4.429 2.721

Panel D: Control Variables 

C_BLOCK 100 0.000 0.989 0.444 0.214 -0.380

C_DOWN 100 0.000 0.635 0.109 0.170 1.700

C_LEV 100 0.020 29.420 2.780 4.637 3.531

C_RISK 99 0.051 2.193 0.192 0.217 8.298
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Table 5.1  (Continued) 

 

Variables1 

 

N 

 

Min 

 

Max 

 

Mean 

 

SD 

 

Skew 

Panel E: Twelve Subcategories of Transparency and Disclosure 

Ownership structure and investor rights 

OWN_TRAN 100 0.000 9.000 5.210 2.345 0.341 

OWN_CONC 100 0.000 7.000 5.900 0.704 -6.252 

OWN_VOTE 100 0.000 6.000 2.720 0.965 0.041 

Financial transparency and information disclosure 

FIN_BUSF 100 2.000 10.000 7.020 1.435 -0.391 

FIN_ACPR 100 0.000 5.000 0.170 0.604 5.806 

FIN_ACPD 100 0.000 3.000 1.030 0.658 1.269 

FIN_RELAT 100 0.000 4.000 2.600 0.791 -1.647 

FIN_AUDIT 100 0.000 4.000 2.640 0.859 -1.081 

Board and management structure and process 

BOARD_STRUC 100 1.000 4.000 3.850 0.458 -3.794 

BOARD_ROLE 100 1.000 9.000 5.410 2.151 -0.126 

BOARD_TRAIN 100 1.000 5.000 3.440 1.234 -0.568 

EXE_EVAL 100 0.000 6.000 3.390 1.043 -1.497 

 

Note:  1See Appendix C for full explanation. 
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Table 5.2  Descriptive Statistics (Non-Financial and Financial Firms) 

 

Non-Financial Firms Financial Firms Variables1 

N Mean SD CV N Mean SD CV 

Panel A: Firm Performance  

Return on assets (ROA) 76 10.331 9.872 0.956 24 3.436 4.061 1.182

Tobin ‘s Q (Q) 76 1.493 0.773 0.518 24 1.199 0.366 0.305

Stock return (SR) 76 -0.053 0.344 -6.491 24 -0.032 0.264 -8.250

Panel B: Three Categories of Transparency and Disclosure 

T_OWN 76 13.842 3.007 0.217 24 13.792 2.654 0.192

T_FIN 76 13.382 2.416 0.181 24 13.708 1.829 0.133

T_BOARD 76 15.671 3.594 0.229 24 17.417 2.104 0.121

TOTAL 76 42.895 6.746 0.157 24 44.917 4.383 0.098

Panel C: Board of directors 

B_COMP 76 0.369 0.117 0.317 24 0.381 0.105 0.276

B_SIZE 76 11.092 2.908 0.262 24 11.333 3.226 0.285

B_MEET 76 8.566 4.428 0.517 24 12.000 5.525 0.460

B_DIRS 76 1.474 1.047 0.710 24 1.506 0.944 0.627

AC_MEET 76 6.382 3.738 0.586 24 8.958 5.797 0.647

Panel D: Control Variables 

C_BLOCK 

C_DOWN 

C_LEV 

C_RISK 

76 

76 

76 

75

0.470 

0.138 

1.549 

0.196

0.190 

0.185 

2.552 

0.247 

0.404 

1.341 

1.648 

1.260

24 

24 

24 

24

0.362 

0.018 

6.679 

0.177 

0.266 

0.038 

7.101 

0.065 

0.735 

2.111 

1.063 

0.367
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Table 5.2  (Continued) 

 

Non-Financial Firms Financial Firms Variables1 

N Mean SD CV N Mean SD CV 

Panel E: Twelve Subcategories of Transparency and Disclosure 

• Ownership structure and investor rights 

OWN_TRAN 76 5.329 2.413 0.453 24 4.833 2.120 0.439

OWN_CONC 76 5.908 0.769 0.130 24 5.875 0.448 0.076

OWN_VOTE 76 2.605 0.967 0.371 24 3.083 0.881 0.286

• Financial transparency and information disclosure  

FIN_BUSF 76 6.882 1.404 0.204 24 7.458 1.474 0.197

FIN_ACPR 76 0.171 0.661 3.865 24 0.167 0.381 2.281

FIN_ACPD 76 1.039 0.720 0.693 24 1.000 0.417 0.417

FIN_RELAT 76 2.684 0.787 0.293 24 2.333 0.761 0.326

FIN_AUDIT 76 2.605 0.865 0.332 24 2.750 0.847 0.308

• Board and management structure process. 

BOARD_STRUC 76 3.803 0.517 0.136 24 4.000 0.000 0.000

BOARD_ROLE 76 5.132 2.150 0.419 24 6.292 1.944 0.309

BOARD_TRAIN 76 3.382 1.296 0.383 24 3.625 1.013 0.279

EXE_EVAL 76 3.355 1.042 0.311 24 3.500 1.063 0.304

 

Note:  1See Appendix C for full explanation. 
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Table 5.3  Partial Correlations of Total Transparency and Disclosure, Board of Directors, and Control Variables1 

 
  

TOTAL 

 

B_COMP 

 

B_SIZE 

 

B_MEET 

 

B_DIRS 

 

AC_MEET 

 

C_BLOCK 

 

C_DOWN 

 

C_LEV 

 

C_RISK 

TOTAL 1          

B_COMP 0.164 1         

B_SIZE 0.289** -0.429** 
 

1        

B_MEET 0.009 0.143 -0.012 1       

B_DIRS 0.099 0.040 0.218* 0.061 1      

AC_MEET 0.049 0.005 0.135 0.113 -0.072 1     

C_BLOCK 0.095 -0.167 -0.137 -0.020 0.093 0.148 
 

1    

C_DOWN -0.150 -0.022 0.035 -0.006 -0.058 0.124 -0.044 1   

C_LEV 0.125 -0.082 0.085 0.277** -0.124 0.406** -0.121 -0.217* 1  

C_RISK -0.184 0.011 -0.089 -0.061 0.025 -0.062 -0.052 -0.086 0.051 1 

 
Note:  1See Appendix C for full explanation; * the level of significance at the 0.05; ** the level of significance at the 0.0l.  
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Table 5.4  Partial Correlations of Three Categories of Transparency and Disclosure, Board of Directors, and Control Variables1 

 
  

T_OWN 

 

T_FIN 

 

T_BOARD 

 

B_COMP 

 

B_SIZE 

 

B_MEET 

 

B_DIRS 

 

AC_MEET 

 

C_BLOCK 

 

C_DOWN 

 

C_LEV 

 

C_RISK 

T_OWN 1            

T_FIN 0.239* 1           

T_BOARD 0.102 0.253* 1          

B_COMP -0.027 0.147 0.098 1         

B_SIZE 0.187 0.044 0.156 -0.416** 1        

B_MEET -0.088 0.101 0.000 0.126 -0.004 1       

B_DIRS -0.010 0.111 0.033 0.030 0.222* 0.050 1      

AC_MEET 0.001 -0.070 0.129 0.006 0.130 0.115 -0.066 1     

C_BLOCK -0.032 0.083 0.075 -0.176 -0.131 -0.029 0.086 0.145 1    

C_DOWN 0.010 -0.002 -0.201 -0.015 0.034 -0.003 -0.057 0.139 -0.036 1   

C_LEV 0.130 -0.073 0.108 -0.067 0.075 0.287** -0.112 0.390** -0.112 -0.209* 1  

C_RISK 0.091 -0.163 -0.167 0.035 -0.098 -0.037 0.037 -0.055 -0.033 -0.101 0.033 1 

 

Note:  1See Appendix C for full explanation; * the level of significance at the 0.05; ** the level of significance at the 0.0l. 
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Table 5.5  Partial Correlations of Twelve Subcategories of Transparency and Disclosure, and Control Variables1 
 

 
 
 

 
OWN_ 
TRAN 

 
OWN_ 
CONC 

 
OWN_ 
VOTE 

 
FIN_ 
BUSF 

 
FIN_ 
ACPR 

 
FIN_ 
ACPD 

 
FIN_ 
RELAT 

 
FIN_ 
AUDIT 

 
BOARD 
_STRUC 

 
BOARD 
_ROLE 

 
BOARD 
_TRAIN 

 
EXE_ 
EVAL 

 
C_ 
BLOCK 

 
C_ 
DOWN 

 
C_ 
LEV 

 
C_ 
RISK 

OWN_ 
TRAN 

1                

OWN_ 
CONC 

0.237* 1               

OWN_ 
VOTE 

0.081 0.054 1              

FIN_ 
BUSF 

-0.017 -0.053 0.149 1             

FIN_ 
ACPR 

0.144 -0.056 0.006 -0.004 1            

FIN_ 
ACPD 

0.150 0.179 -0.147 0.189 0.300** 1           

FIN_ 
RELAT 

0.057 0.063 0.046 0.206 -0.049 -0.150 1          

FIN_ 
AUDIT 

0.195 0.025 -0.002 0.080 -0.209 0.010 -0.055 1         

BOARD 
_STRU 

-0.128 -0.086 0.165 -0.011 0.074 0.015 -0.180 0.292** 1        

BOARD 
_ROLE 

0.110 0.069 0.086 0.195 0.126 -0.101 -0.027 0.028 0.070 1       

BOARD 
_TRAIN 

-0.020 0.076 0.118 -0.046 -0.069 0.038 0.146 0.015 0.280** 0.317** 1      

EXE_ 
EVAL 

-0.034 -0.160 0.102 0.151 -0.062 0.179 0.021 0.140 -0.122 -0.022 0.134 1     

C_ 
BLOCK 

0.054 -0.084 -0.089 0.147 0.110 -0.140 -0.066 -0.012 -0.029 0.157 -0.048 -0.011 1    

C_ 
DOWN 

-0.070 0.056 0.047 -0.191 -0.057 0.096 0.204 0.163 0.053 -0.179 0.055 -0.226* 0.067 1   

C_ 
LEV 

0.128 -0.026 0.064 -0.100 -0.091 0.001 0.033 0.010 0.019 0.229* 0.008 -0.038 -0.088 -0.174 1  

C_ 
RISK 

0.081 0.056 -0.051 -0.069 -0.074 -0.115 0.021 -0.124 0.007 -0.039 -0.176 0.022 -0.060 0.074 -0.035 1 

 
Note:  1See Appendix C for full explanation; * the level of significance at the 0.05; ** the level of significance at the 0.0l. 
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Table 5.6  Regression Results of the Performance Effects of Total Transparency and 

Disclosure 1 

Model 1:  
Performance it+1 =   β0+ β1 TOTAL it + β2 B_COMP it + β3 B_LEAD it + β4 B_SIZE it + β5 B_MEET it    
                            + β6 B_DIRS it + β7 AC_MEET it + β8 NC_COM it   + β9 C_BLOCK i t 

                                           + β10 C_DOWN it + β11 C_LEV it + β12 C_RISK it + β13 FD it +ε it  
 

Dependent  Variables  / Performance measures  

Independent 

Variables 

 

ROA 

  

Log Q 

  

SR 

Constant 
 

1.661 
(0.829) 

 -0.222 
(0.195) 

 -0.507* 
(0.094) 

TOTAL 0.015 
(0.921) 

 0.005 
(0.146) 

 -0.001 
(0.803) 

B_COMP 
 

16.975** 
(0.030) 

 0.187 
(0.277) 

 0.745** 
(0.015) 

B_LEAD -2.246 
(0.436) 

 
 

-0.004 
(0.955) 

 0.078 
(0.487) 

B_SIZE 
 

0.124 
(0.712) 

 0.000 
(0.946) 

 0.020 
(0.122) 

B_MEET 
 

-0.157 
(0.371) 

 -0.008* 
(0.053) 

 -0.002 
(0.755) 

B_DIRS 
 

1.301 
(0.107) 

 0.004 
(0.800) 

 0.034 
(0.285) 

AC_MEET 
 

0.237 
(0.266) 

 0.002 
(0.742) 

 0.008 
(0.358) 

NC_COM 
 

2.836 
(0.126) 

 0.022 
(0.581) 

 -0.039 
(0.585) 

C_BLOCK 
 

3.294 
(0.400) 

 0.179** 
(0.041) 

 -0.062 
(0.683) 

C_DOWN 
 

6.605 
(0.197) 

 0.258** 
(0.024) 

 -0.086 
(0.666) 

C_LEV 
 

-0.437* 
(0.053) 

 -0.003 
(0.580) 

 0.016* 
(0.077) 

C_RISK 
 

-16.096*** 
(0.000) 

 -0.071 
(0.396) 

 -0.506*** 
(0.001) 

FD 
 

-4.526** 
(0.046) 

 0.008 
(0.876) 

 -0.105 
(0.233) 

Adjusted R2 0.326  0.089  0.161 
F-test 
(p-value) 

4.645*** 
(0.000) 

 1.739* 
(0.067) 

 2.450*** 
(0.007) 

 

Note:  The levels of significance (p-value) are in the parenthesis,  

1See Appendix C for full explanation; * the level of significance at the 0.10;  

** the level of significance at the 0.05; *** the level of significance at the 0.01.  
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Table 5.7  Regression Results of the Performance Effects of Three Categories of  

Transparency and Disclosure, Board of Directors, and Control Varaibles1  

Model 2: 
Performance it+1 =   β0+ β1 T_OWN it + β2 T_FIN it + β3 T_BOARD it + β4 B_COMP it +β5 B_LEAD it   
                            + β6 B_SIZE it + β7 B_MEET it + β8 B_DIRS it + β9 AC_MEET it +β10 NC_COM it  
                            + β11 C_BLOCK it + β12 C_DOWN it + β13 C_LEV it + β14 C_RISK i   + β15 FD i +ε i  
 

Dependent  Variables  / Performance measures Independent 

Variables ROA  Log Q  SR 

Constant 
 

1.865 
(0.810) 

 -0.216 
(0.201) 

 -0.562* 
(0.063) 

T_OWN 
 

0.052 
(0.865) 

 0.006 
(0.380) 

 -0.017 
(0.142) 

T_FIN 
 

0.427 
(0.276) 

 0.020** 
(0.018) 

 0.024 
(0.110) 

T_BOARD 
 

-0.397 
(0.253) 

 -0.010 
(0.185) 

 -0.006 
(0.676) 

B_COMP 
 

16.592** 
(0.035) 

 0.171 
(0.311) 

 0.675** 
(0.027) 

B_LEAD -2.776 
(0.349) 

 -0.022 
(0.730) 

 0.099 
(0.385) 

B_SIZE 
 

0.122 
(0.715) 

 0.000 
(0.949) 

 0.021 
(0.104) 

B_MEET 
 

-0.167 
(0.342) 

 -0.008** 
(0.038) 

 -0.003 
(0.613) 

B_DIRS 
 

1.271 
(0.116) 

 0.003 
(0.849) 

 0.029 
(0.354) 

AC_MEET 
 

0.277 
(0.199) 

 0.003 
(0.521) 

 0.009 
(0.296) 

NC_COM 
 

4.259* 
(0.050) 

 0.074 
(0.116) 

 -0.031 
(0.709) 

C_BLOCK 3.288 
(0.403) 

 0.178** 
(0.039) 

 -0.090 
(0.555) 

C_DOWN 
 

5.927 
(0.248) 

 0.234** 
(0.037) 

 -0.092 
(0.642) 

C_LEV 
 

-0.408* 
(0.073) 

 -0.002 
(0.735) 

 0.018** 
(0.038) 

C_RISK 
 

-16.078*** 
(0.000) 

 -0.069 
(0.406) 

 -0.462*** 
(0.002) 

FD 
 

-4.504* 
(0.050) 

 0.008 
(0.870) 

 -0.126 
(0.153) 

Adjusted R2 0.326  0.129  0.180 
F-test 
(p-value) 

4.167*** 
(0.000) 

 1.969** 
(0.027) 

 2.434*** 
(0.005) 

 

Note:  The levels of significance (p-value) are in the parenthesis,  

1See Appendix C for full explanation; * the level of significance at the 0.10;  

** the level of significance at the 0.05; *** the level of significance at the 0.01.  
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Table 5.8  Regression Results of the Performance Effects of Twelve Subcategories of 

Transparency and Disclosure 1 

Model 3: 
Performance it+1 =   β0+β1OWN_TRANit + β2OWN_CONCit + β3OWN_VOTEit + β4FIN_BUSFit +β5FIN_ACPRit     
                             +β6FIN_ACPDif+β7FIN_RELATit+β8FIN_AUDITit+β9BOARD_STRUCit+ β10BOARD_ROLEit                
                             +β11BOARD_TRAINit + β12EXE_EVALit + β13C_BLOCK it+β14C_DOWN it +β15C_LEV it  
                                 +β16 C_RISK it   + β17 FD it +ε it  
 

Dependent  Variables / Performance Measures Independent 

Variables ROA  Log Q  SR 

Constant 
 

9.077 
(0.427) 

 -0.203 
(0.407) 

 -0.116 
(0.784) 

OWN_TRAN 
 

-0.148 
(0.698) 

 0.000 
(0.955) 

 -0.016 
(0.249) 

OWN_CONC 
 

0.575 
(0.630) 

 0.030 
(0.244) 

 0.028 
(0.524) 

OWN_VOTE 
 

-0.879 
(0.329) 

 0.005 
(0.782) 

 -0.023 
(0.497) 

FIN_BUSF 
 

-0.723 
(0.259) 

 0.015 
(0.280) 

 0.027 
(0.261) 

FIN_ACPR 2.411* 
(0.094) 

 0.052* 
(0.091) 

 0.099* 
(0.065) 

FIN_ACPD 3.125** 
(0.023) 

 0.048* 
(0.100) 

 0.101** 
(0.048) 

FIN_RELAT 1.260 
(0.245) 

 0.021 
(0.364) 

 0.018 
(0.654) 

FIN_AUDIT 0.068 
(0.948) 

 -0.203 
(0.306) 

 -0.067* 
(0.084) 

BOARD_STRUC -1.833 
(0.370) 

 -0.048 
(0.273) 

 -0.054 
(0.476) 

BOARD_ROLE 0.147 
(0.747) 

 -0.004 
(0.715) 

 -0.017 
(0.332) 

BOARD_TRAIN 0.995 
(0.210) 

 0.017 
(0.305) 

 0.046 
(0.123) 

EXE_EVAL 
 

0.532 
(0.518) 

 0.003 
(0.875) 

 0.023 
(0.445) 

C_BLOCK 
 

5.450 
(0.173) 

 0.191** 
(0.028) 

 -0.078 
(0.597) 

C_DOWN 
 

6.331 
(0.248) 

 0.274** 
(0.021) 

 0.035 
(0.862) 

C_LEV 
 

-0.481** 
(0.020) 

 -0.003 
(0.434) 

 0.023*** 
(0.004) 

C_RISK 
 

-15.326*** 
(0.000) 

 -0.059 
(0.470) 

 -0.456*** 
(0.002) 

FD -2.076 
(0.383) 

 0.021 
(0.682) 

 -0.078 
(0.381) 

Adjusted R2 0.335  0.158  0.248 
F-test 
(p-value) 

3.905*** 
(0.000) 

 2.083** 
(0.015) 

 2.897*** 
(0.001) 

 

Note:  The levels of significance (p-value) are in the parenthesis, 

 1See Appendix C for full explanation; * the level of significance at the 0.10;  

 ** the level of significance at the 0.05; *** the level of significance at the 0.01.  
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Table 5.9  Test of Performance Effects of Only Transparency and Disclosure, and 

Only Board of Directors Models1 

Only transparency and disclosure model:  
Performance it+1   = β0+ β1 T_OWN it + β2 T_FIN it + β3 T_BOARD it + β4 C_BLOCK it 

                                              +β5 C_DOWN it + β6 C_LEV it + β7 C_RISK it + β8 FD it +ε it  

 

Only board of directors model: 
Performance it+1 = β0+ β1 B_COMP it + β2 B_LEAD it +β3 B_SIZE it + β4 B_MEET it  
                            +β5 B_DIRS it + β6 AC_MEET it + β7NC_COM it + β8 C_BLOCK it 

                                         +β9 C_DOWN it + β10 C_LEV it + β11C_RISK it + β12 FD it +ε it  
 

Dependent  Variables/Performance Measures 

ROA Log Q  SR 

Independent 

Variables 
Only 
T&D 

Only 
Board 

Only 
T&D 

Only 
Board 

 
 

Only 
T&D 

Only 
Board 

Constant 
 

3.701 
(0.567) 

2.107 
(0.734) 

-0.256* 
(0.062) 

-0.076 
(0.584) 

 -0.124 
(0.615) 

-0.551** 
(0.025) 

T_OWN 
 

-0.043 
(0.886) 

 0.005 
(0.390) 

  -0.012 
(0.289) 

 

T_FIN 
 

0.488 
(0.214) 

 0.018** 
(0.029) 

  0.030** 
(0.045) 

 

T_BOARD 
 

0.131 
(0.637) 

 -0.002 
(0.728) 

  -0.003 
(0.804) 

 

B_COMP 
 

 17.089** 
(0.027) 

 0.224 
(0.191) 

  0.734** 
(0.015) 

B_LEAD 
 

 -2.219 
(0.437) 

 0.005 
(0.936) 

  0.076 
(0.497) 

B_SIZE 
 

 0.130 
(0.690) 

 0.003 
(0.719) 

  0.020 
(0.124) 

B_MEET 
 

 -0.156 
(0.369) 

 -0.007* 
(0.059) 

  -0.002 
(0.748) 

B_DIRS 
 

 1.309 
(0.101) 

 0.007 
(0.683) 

  0.033 
(0.291) 

AC_MEET 
 

 0.238 
(0.262) 

 0.002 
(0.710) 

  0.008 
(0.359) 

NC_COM 
 

 2.901* 
(0.092) 

 0.044 
(0.253) 

  -0.046 
(0.493) 

C_BLOCK 
 

3.213 
(0.412) 

3.326 
(0.391) 

0.173** 
(0.038) 

0.190** 
(0.031) 

 -0.126 
(0.398) 

-0.065 
(0.665) 

C_DOWN 
 

6.322 
(0.224) 

6.557 
(0.195) 

0.231** 
(0.037) 

0.243** 
(0.034) 

 -0.080 
(0.684) 

-0.081 
(0.680) 

C_LEV 
 

-0.437** 
(0.035) 

-0.434* 
(0.051) 

-0.004 
(0.367) 

-0.002 
(0.714) 

 0.020*** 
(0.010) 

0.015* 
(0.078) 

C_RISK 
 

-15.913*** 
(0.000) 

-16.156*** 
(0.000) 

-0.063 
(0.445) 

-0.090 
(0.277) 

 -0.473*** 
(0.002) 

-0.501*** 
(0.001) 

FD 
 

-4.185* 
(0.066) 

-4.539** 
(0.044) 

0.002 
(0.958) 

0.004 
(0.942) 

 -0.117 
(0.176) 

-0.104 
(0.235) 

Adjusted R2 0.282 0.334 0.120 0.077  0.153 0.170 
F-test 
(p-value) 

5.818*** 
(0.000) 

5.090*** 
(0.000) 

2.676** 
(0.011) 

1.682* 
(0.085) 

 3.204*** 
(0.003) 

2.678*** 
(0.004) 

 

Note:  The levels of significance (p-value) are in the parenthesis,  

 1See Appendix C for full explanation; * the level of significance at the 0.10;  

 ** the level of significance at the 0.05; *** the level of significance at the 0.01.  
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Table 5.10  Reduced models of the Regression Results of the Performance Effects of  

 Transparency and Disclosure and Board of Directors1 
Performance it+1 =   β0+ β1 T_OWN it + β2 T_FIN it + β3 T_BOARD it + β4 B_COMP it +β5 B_LEAD it   
                             +β6 B_SIZE it + β7 B_MEET it + β8 B_DIRS it + β9 AC_MEET it  
                             +β10 NC_COM it + β11 C_BLOCK it + β12 C_DOWN it + β13 C_LEV it  
                             +β14 C_RISK i   + β15 FD i +ε i  

Full Model  Reduced Model 
 Dependent  Variables/Performance Measures 

 ROA Log Q SR 

 

Independent 

Variables  Reduced 

Model 

 Reduced 

Model 

 Reduced 

Model 

Constant 
 

5.543* 
(0.087) 

-0.220** 
(0.035) 

-0.549*** 
(0.007) 

T_OWN 
 

   

T_FIN 
 

 0.022*** 
(0.002) 

 

T_BOARD 
 

   

B_COMP 
 

14.122** 
(0.040) 

 0.719** 
(0.012) 

B_LEAD 
 

   

B_SIZE 
 

  0.026** 
(0.024) 

B_MEET 
 

 -0.008** 
(0.025) 

 

B_DIRS 
 

1.275* 
(0.095) 

  

AC_MEET 
 

   

NC_COM 
 

2.814* 
(0.087) 

  

C_BLOCK 
 

 0.168** 
(0.031) 

 

C_DOWN 
 

 0.246** 
(.014) 

 

C_LEV 
 

-0.385** 
(0.046) 

 0.012* 
(0.057) 

C_RISK 
 

-17.390*** 
(0.000) 

 -0.477*** 
(0.001) 

FD 
 

-5.995*** 
(0.004) 

  

Adjusted R2 0.336 0.183 0.206 
F-test 
(p-value) 

 

9.257*** 
(0.000) 

 

6.501*** 
(0.000) 

 

7.338*** 
(0.000) 

 

Note:  The levels of significance (p-value) are in the parenthesis,  

 1See Appendix C for full explanation; * the level of significance at the 0.10;  

 ** the level of significance at the 0.05; *** the level of significance at the 0.01.  



  

CHAPTER 6 

 

CONCLUSIONS AND IMPLICATIONS 

 

This chapter begins with an overview of the study. This is followed by 

interpretations of the performance effects of transparency and disclosure, board of 

directors, and control variables. After that the implications are presented. Finally, the 

chapter will end with limitations and suggestions for future research. 

 

6.1  Overview of the Study 

 

Corporate governance principles have been actively promoted in Thailand. 

However, there is limited evidence to support the effects of corporate governance on 

firm performance in Thailand. Moreover, many participants in the stock markets also 

cast doubt on the ways to evaluate corporate governance. This study aims to identify 

the variables of S&P:T&D which are related to firm performance and to find out the 

characteristics of board of directors leading to good governance of SET100 firms.   

The main purpose of this study is to test whether transparency and disclosure, 

and board of directors affect performance of SET100 firms after controlling for block 

and director ownerships, financial leverage, firm risk, and financial industry dummy. 

The performance variables are constructed by one accounting based measure (Return 

on Assets) and two market based measures (Tobin’s Q, and Stock Return). Each of 

them has advantages and disadvantages.  My test cannot indicate which one of the 

three measures is the best. I explain why in the next paragraph. 

Return on Assets is an indicator of the effectiveness of business in generating 

a profit. Tobin’s Q provides a view of the market value of a firm. It compares the 

market value of a firm given by financial markets with the recorded value of its total 

assets. Stock Return presents only the market value of equity, reflecting the return rate 

of common stocks. If governance variables are priced by investors, then the stock 

return will be affected by the governance structure. Also if governance variables can  
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reduce asymmetry and/or mitigate agency problems, they can affect operating 

performance and firm value. Transparency and disclosure variables, following the 

S&P:T&D scoring system, are measured at three levels: total transparency and 

disclosure; three categories of transparency and disclosure; and twelve subcategories 

of transparency and disclosure. Board of directors is composed of seven 

characteristics of a board: board composition, board leadership, board size, board 

meetings, board directorships, audit committee meetings, and the existence of 

nominating and/or compensation committees.  

The sample consists of 100 financial and non-financial firms of SET100 index 

announced in year 2005. SET100 firms are chosen since they are expected to practice 

relatively higher standards of corporate governance relative to other listed firms. They 

can also be role models of corporate governance for other firms. Moreover, their total 

market value of equity is about eighty percent of SET. 

According to my findings, at the first level, total transparency and disclosure is 

not related to any performance measures. For the second level, financial transparency 

and information disclosure affects firm value. At the third level, accounting policy 

review and accounting policy details are positively related to operating performance, 

firm value, and return of common stocks. However, there is a negative relationship 

between information on auditors and return of common stocks.         

For characteristics of board, I find that a high proportion of independent 

directors positively affect operating firm performance and return of common stocks. 

The existence of the nominating and/or compensation committees positively affects 

operating firm performance. Furthermore, a large number of board meetings 

negatively impact on firm value.   

Regarding control variables, I find that control variables are significantly 

related to three performance measures. Financial leverage, firm risk, and dummy 

variable of financial industry are significantly related to return on assets.  Block 

ownership and director ownership are significantly related to Log Q. Financial 

leverage and firm risk are significantly related to the return of common stocks.  

The next section presents some discussions of the results: three levels of 

transparency and disclosure, board of directors, and control variables.  
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6.2  Interpretation of Performance Effects 

 

6.2.1  Transparency and Disclosure  

Transparency and disclosure are discussed at three levels: total transparency 

and disclosure; three categories of transparency and disclosure; and twelve 

subcategories of transparency and disclosure.  

At the first level, the results show that neither performance measures are 

significantly related to total transparency and disclosure (TOTAL) at the significant 

level of 10%. This is because firms observed with low or high TOTAL scores have 

similar levels of performance. Thus it is hard to find a relationship between TOTAL 

and firm performance.  

However, TOTAL is a sum of three categories of transparency and disclosure 

which present three different aspects of transparency and disclosure. They are the 

transparency and disclosure in ownership structure and investor rights (T_OWN); the 

financial transparency and information disclosure (T_FIN); and the transparency and 

disclosure in board and management structure and process (T_BOARD). It possibly 

shows relationships between three categories of transparency and disclosure, and firm 

performance if firms with different scores on T_OWN, T_FIN and T_BOARD have 

different levels of firm performance. I further explain the relationships in the next 

paragraph. 

At the second level of transparency and disclosure, the results show there is a 

significant relationship between Log Q and the score of financial transparency and 

information disclosure at the significant level of 5%. This implies that financial 

transparency and information disclosure affect firm value in terms of investment 

opportunity. This may be because the higher the transparency and disclosure in 

financial information, the lower the asymmetry of information between management 

and shareholder, and the lower cost of capital. When firms have a lower cost of 

capital, their values are higher.  

The evidence on financial transparency and information disclosure is 

consistent with Chiang (2005: 95-101) which found that for high tech companies 

listed in Taiwan, financial transparency and information disclosure is the only part of 

transparency and disclosure which significantly affects firm performance. This may 
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be because higher financial transparency and information disclosure is important for 

fund-raising in Taiwan and Thailand.  

At the third level, financial transparency and information disclosures are also 

disaggregated into five parts: transparency and disclosure in business focus; 

accounting policy review; accounting policy details; related party structure and 

transactions; and information on auditors. The results show that accounting policy 

review and accounting policy details are significantly positively related to ROA, Log 

Q and SR. However, information on auditors is negatively related to stock return.  

Transparency and disclosure on accounting policy review deals with 

information on the frequency of financial reports as well as the discussion of 

accounting policies and procedures. Also, transparency and disclosure on accounting 

policy details focuses on three issues regarding asset valuation, depreciation and 

consolidation policies.  I believe that the reliability and timeliness of this information 

should improve the ability to make decisions both inside and outside the organization. 

Unsurprisingly, firms having transparency and disclosure in accounting policy review 

and details have higher operating performance, firm value, and return of common 

stocks.  

According to evidence on a negative relationship between stock return and 

information on auditors, it can be implied that investors perceive this information in 

the negative effects to return rate of common stocks. The information on auditors is 

about identification of audit firms, reproduction of the auditor’s reports, as well as 

audit and non-audit fees paid to auditors. The negative reactions might be because 

investors believe that non-audit services might compromise an auditor’s independence 

and resulted in reduced quality of financial statements. Auditors might be willing to 

sacrifice their independence in exchange for keeping clients who pay large non-audit 

fees.30      

     

                                                 
 
30 This perception might ignore the fact that auditors face expected costs of compromising their 

independence. These include loss of reputation and litigation costs. 
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Transparency and disclosure in ownership structure and investor rights, as 

well as those in board and management structure and process are not significantly 

related to any performance measures. This could be explained because transparency 

and disclosure of ownership structure and investor rights or those of board and 

management structure and process consist of both positive and negative impacts on 

firm performance.   

 

6.2.2  Board of Directors 

With regards to significant characteristics of board of directors affecting firm 

performance, the results show that a higher proportion of independent directors create 

a higher return on assets and higher return of common stocks. The existence of 

nominating committees and/or compensation committees affects return on assets. 

However, the fewer the board meetings produces a higher firm value.  

From the above evidence, it can be implied that firms having a higher 

proportion of independent directors have higher profits than other firms. This is 

consistent with Connelly and Piman Limpaphayom (2004: 101-124) which also found 

that for firms in the life insurance industry in Thailand, board composition has a 

positive association on overall profitability, as measured by return on assets. The 

reason might be that independent directors are effective in monitoring the conflict of 

interests between management and shareholders, leading to lower agency costs. 

Independent directors more efficiently prevent the excessive perquisite consumption, 

empire-building problems, or the pursuits of negative net present-value projects than 

inside directors do.  

Furthermore, investors in the Thai capital market perceive that the higher 

fraction of independent directors on board of directors of firms in SET100 affect the 

return of common stocks. This may be because shareholders and investors feel more 

confidence about the ability of independent directors to protect their interests. It 

would hardly be reasonable to expect the executive directors to monitors themselves. 

Thus a higher proportion of independent directors might make for more efficient 

operations, leading to a higher expected future cash-flow stream. This is consistent 

with Sorasart Sukcharoensin’s findings (2003: 105). He argues that the stock market 
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reacts negatively when firms release the news of outside director departures. Firms 

face costs associated with the departure of outside directors.     

The evidence on board of directors also shows that the existence of 

nominating and/or compensation committees creates value on firm profitability. The 

reason is that having these committees creates efficient operations. The responsibility 

of nominating committees is to nominate qualified individuals to the board. The 

separation of this committee from the board can reduce the involvement of the CEO 

and management and increase the likelihood that firms can get individuals who will 

be more willing to act as advocates for shareholders. In addition, the compensation 

committee has the responsibility to ensure that the management is compensated fairly. 

The compensation committee can adopt compensation arrangement that can help 

achieve the firms’ long-term performance objectives and can ensure that firms are not 

subordinated to management short-term interests. The existence of nominating and 

compensation committees is recommended by both the Stock Exchange of Thailand 

and Bank of Thailand. 

According to the evidence on board meetings, the results show that the lower 

the frequency of board meetings, the higher the value of firms in SET100. This is 

because too many meetings reduce opportunities for outside directors to exercise 

meaningful monitoring and controls over management. This can increase agency costs 

and lead to lower firm value.  This is consistent with Vafeas (1999: 114) who argues 

that higher frequency of board meetings can lower value. The descriptive numbers 

show that board of directors meets annually 9 times. Particularly, firms in the 

financial industry had an average of 12 meetings in 2004. Firms in non-financial 

industry had an average of 8 meetings in the same year.  

 Board of directors’ characteristics including leadership, size, directorships, 

and audit committee meetings do not show effects on any performance measure. 

Hence, the conclusion is that the characteristics are not related to performance of 

firms in SET100. However, this does not mean that these characteristics are 

unimportant. These characteristics of board may influence other dimension of firm 

performance.  
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 6.2.3  Control Variables 

 Control variables are used to ensure the relationships between corporate 

governance and firm performance. This study aims to test the performance effects of 

transparency and disclosure, and board of directors after controlling for alternative 

governance mechanisms, financial leverage, firm risks, and financial industry dummy.  

The evidence shows that a higher concentration of blockholders positively 

affects a firm’s value. With better capability to monitor their investments, 

blockholders can improve firm performance. The threat to sell a large number of 

shares if the firm fails to provide an acceptable rate of return become a significant 

factor for controlling managements’ behavior. The finding is consistent to Sunti 

Tirapat’s finding (2000: 1-52). He argues that large concentration of shareholding 

appears to be one of the effective governance mechanisms of firms in Thailand.  

Further evidence also indicates that firms with higher director ownership have 

higher firm value. The reason is that the greater the percentage of shares held by 

insiders, the more likely they will make decisions based on the benefit of 

shareholders. In this study, the average director ownership is about 10.90 %. The 

finding is consistent with Kim et al. (2004: 355-381). They find that managerial 

ownership is positively associated with change in performance within 0-31% range of 

ownership. They conclude that there is alignment of interests between management 

and shareholders at that level.    

According to financial leverage, the results show that there is a positive 

association between debt to equity ratio and stock return. This can be explained 

because investors perceive that firms can earn a greater rate of return than the cost of 

interests. Whenever, the firm’s return on assets is higher than the interests on the loan, 

the return on equity will be higher than if the firm did not borrow. This is consistent 

with Bhandari (1988: 507-528) who found that firms with high debt to equity ratio 

have higher average stock return than firms with low leverage. However, debt to 

equity is negatively related to return on assets. This might be because financial firms 

are included in the sample. Debt to equity of financial firms is quite high (6.679), thus 

interests on principal seem to add cost to firms.  

For risks related to firms in SET100, the evidence indicates that there are 

negative relationships between standard deviation of stock returns and two 
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performance measures: return on assets and return of common stocks. Firms in the 

SET100 index have lower risks, but higher operating performance and higher return 

of common stocks. This could be explained by characteristics of SET100 firms. These 

firms are widely accepted as well governed firms compared to other firms. Usually, 

investors perceive these firms as having lower agency costs and more highly efficient 

operations.   

With regard to the significant financial dummy variable, the results show that 

there is a negative relationship between the financial dummy variable and return on 

assets. This suggests that non-financial firms perform better than financial firms in 

terms of profit performance. This might be because ROA of non-financial firms 

ignore the financing effects, while ROA of financial firms include interest from 

operating profits. This makes ROA values of financial firms lower than those of non-

financial firms.    

In conclusion, according to this study, it is hard to suggest which of the 

measurements alone can be relied upon to conclusively confirm the good performance 

of firms. ROA reflect past performance rather than future. However, ROA is not 

affected by psychology of investors. Tobin’s Q is a forward looking measure. 

However, it depends on the accurate measures of both the market value and the 

replacement cost of firms’ assets. Stock return directly tells how investors perceive 

the usefulness of corporate governance. However, shifts in sentiment and psychology 

can sometimes cause substantial change in the value of the stock market. Nor might I 

add, taken together these measures do not seem to offer much help to the users of this 

thesis. 

 

6.3  Implications 

 
6.3.1  Listed Firms 

My findings provide some implications for listed firms about the importance 

of transparency and disclosure. First, financial transparency and information 

disclosure can reduce asymmetry of information between shareholders and 

management. Improving the level of financial transparency and information 
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disclosure, firms can lower the asymmetry of information. This leads to higher firm 

value. This study suggests that firms disclose more financial information than which 

is minimally required by the regulators.  

Second, financial transparency and information disclosure can be used as a 

tool to differentiate well governed firms from those who do not practice good 

corporate governance. Investors perceive that the higher level of transparency and 

disclosure, the less risk and the lower the cost of capital that firms get. This leads to 

higher firm value. This study suggests firms to devote resources to improve their 

transparency and disclosure in order to improve their performance. 

 

6.3.2  Investors and Shareholders 

The evidence on characteristics of board of directors provides some 

implications for investors’ decisions. The results inform investors that firms with a 

higher proportion of independent directors have a more efficient operating 

performance and higher return of common stocks. Also, firms with the existence of a 

nominating committees and/or compensation committee also have higher operating 

performance. This study suggests investors use this information in their investment’s 

decisions. 

In addition, the results of this study suggest shareholders to pay more attention 

on the characteristics of board of directors when exercising their voting powers when 

selecting directors. This study informs them that a high proportion of independent 

directors and the existence of a nominating committee and/or a compensation 

committee can protect shareholders’ interests. These two characteristics of board of 

directors can reduce the chance that manager engages in opportunistic behavior and 

can increase the operating performance.  

 

6.3.3  Corporate Governance Setters 

This study provides evidence for corporate governance setters for properly 

setting principles of corporate governance. First, I found that two characteristics of 

board of directors are significantly related to good performance. They are board 

composition which is measured by the percentage of independent directors on a board 

of directors; and the existence of a nominating committee and/or a compensation 
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committee. This study also provides a policy implication that these two characteristics 

of board of directors can be thought of as a useful mechanism which can increase firm 

performance of listed firms. Corporate governance setters may consider encouraging 

firms to have a majority of independent directors on the board of directors, and the 

existence of a nominating committee and/or a compensation committee.  

Second, I found that firms pay little attention to transparency and disclosure. 

The average score of total transparency and disclosure is only 52.38 from 98       

(53.44 %). That the score for transparency and disclosure is slightly above fifty 

percent could be related to how firms disclose their data. Some firms might report 

what they do, but not provide enough details for investors to make decisions. This 

study recommends corporate governance setters to strongly promote the importance 

of high levels of transparency and disclosure in order to achieve more transparency. 

 

6.4  Limitations  

 

My findings are under some constraints. First of all, my study assesses 

corporate governance variables of only firms in SET100 and for only one year. This 

limits generalizing the findings to other firms beyond SET100 and other years. 

However, firms in SET100 can cover many sectors of the economy. The overall 

sample also represents approximately eighty percent of the market capitalization of 

the Stock Exchange of Thailand as of the end of 2004. The single year of data covers 

the recent data of firm performance measures. 

Second, the scores in this study are based on yes/no questions of S&P: 

transparency and disclosure scoring system. Firms get one point if they disclose the 

information related to the question; and get zero if they do not disclose the 

information related to the question. However, some questions can be raised about the 

applicability for Thai firms. For example, most Thai firms do not have preferred 

stock, so they choose not to disclose this information. According to only yes/no 

answer, these firms get zero. In fact, SET and other regulators do not require firms to 

disclose the information that firms do not have. This could be the reason that Thai 

firms get low score of transparency and disclosure. 
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 Third, most corporate governance data must be read from the annual 

registration statement (Form 56-1) to justify the score. The data might be subject to a 

collector’s decisions. However, to ensure the consistency of data, the collector must 

read each section of the annual registration statement for all firms and recheck data 

two times.   

Finally, six firms do not provide information about the number of audit 

committees meetings. Since companies need to prepare quarterly financial reports,      

I assume these firms hold four audit committee meetings for the year being studies. 

 

6.5  Future Research 

 

Future research might be extended to other types of firms beyond SET100, 

and different time periods. Also, it might include other different types of firm 

disclosure such as company websites. Other types of reports may provide additional 

information.  

In addition, the extension of this research might consider using not applicable 

(n/a.) for some questions of S&P: transparency and disclosure scoring system. 

Furthermore, future research using S&P scores could consider the implications of 

some scores measuring positive effects and some scores measuring negative effects. 

Also future research might stream to other sets of measurement of disclosure 

quantity such as the Globe and Mail, Report on Business (ROB) or the disclosure 

and transparency scores developed by the Institute of Directors Association of 

Thailand (IOD).  

Finally, future research should examine corporate governance in other 

dimension of firm performance such as corporate social performance or firm survival. 



  

BIBLIOGRAPHY 

 
Abbott, Lawrence J.; Park, Young and Parker, Susan.  2000.  The Effects of Audit 

Committee Activity and Independence on Corporate Fraud.  Managerial 

Finance.  26 (11): 55-67.  

Aekkachai Nittayagasetwat and Wiyada Nittayagasetwat.  2006.  An Analysis of the   

Stock Price Reaction to Corporate Governance Rating Announcements: 

The Case of Thai Listed Companies.  NIDA Business Journal.  

1 (November): 99-111. 

Agrawal, Anup and Knoeber, Charles R.  1996.  Firm Performance and Mechanisms 

to Control Agency Problems between Managers and Shareholders.  

Journal of Financial and Quantitative Analysis.  31 (September):  

377-397.  

Alba, Pedro; Claessens, Stijn and Djankov, Simeon.  1998.  Thailand’s Corporate 

Financing and Governance Structures: Impact on Firms’ Competitiveness.  

The World Bank.  In Conference on Thailand’s Dynamic Economic 

Recovery and Competitiveness.  20-21 May UNCC.  Bangkok.  

Retrieved January 27, 2006 from http://wbcu.car.chula.ac.th/papers/ 

corpgov/wps 2003.pdf 

Anderson, Ronald C. and Reeb, David M.  2004.  Board Composition Balancing 

Family Influence in S&P 500 firms.  Administrative Science Quarterly.  

49 (June): 209-237. 

Angkarat Priebjrivat.  1991.  Corporate Disclosure a Case of Securities Exchange 

of Thailand.  Doctoral dissertation, New York University.    

Baliga, Ram B.; Moyer, Charles R. and Rao, Ramesh S.  1996.  CEO Duality and 

Firm Performance: What’s the Fuss?  Strategic Management Journal.  

17 (January): 41-53. 

Bangkok Post.  2002 (March 15).  PM Urges Transparency.  Retrieved April 28,  

2006 from NEWSCenter.  

 



 

 

92

Barber, Brad M. and Lyon, John D.  1997.  Detecting Long-Run Abnormal Stock 

Returns: The Empirical Power and Specification of Test Statistics.  

Journal of Financial Economics.  43 (March): 341-372. 

Beasley, Mark S.  1996.  An Empirical Analysis of the Relation between the Board of 

Director Composition and Financial Statement Fraud.  The Accounting 

Review.  71 (October): 443-465. 

Beekes, Wendy and Brown, Philip.  2005.  Do Better-Governed Australian Firms 

Make More Informative Disclosures?  Retrieved February 24, 2006 

from http://papers.ssrn.com/sol3/papers.cfm?abstract_id=650062 

Beiner, Stefan; Drobetz, Wolfgang; Schmid, Markus M. and Zimmermann, Heinz.  

2006.  An Integrated Framework of Corporate Governance and Firm 

Valuation.  European Financial Management.  12 (March): 249-283. 

Bhagat, Sanjai and Black, Bernard.  2002.  The Non-Correlation Between Board 

Independence and Long-Term Firm Performance.  Journal of 

Corporation Law.  27 (2): 231-273. 

Bhandari, Laxmi Chand.  1988.  Debt/Equity Ratio and Expected Common stock 

Returns: Empirical Evidence.  The Journal of Finance.  43 (June):  

507-528. 

Black, Bernard S.; Jang, Hasung and Kim, Woochan.  2005.  Does Corporate 

Governance Predict Firms’ Market Values? Evidence from Korea.  

Retrieved February 23, 2006 from http://papers.ssrn.com/sol3/papers.cfm? 

abstract_id=311275 

Boyd, Brian K.  1995.  CEO Duality and Firm Performance:  A Contingency Model.  

Strategic Management Journal.  16 (May): 301-312.  

Brown, Lawrence D. and Caylor, Marcus L.  2004.  Corporate Governance and 

Firm Performance.  Retrieved April 24, 2006 from http://www.issproxy. 

com/pdf/Corporate%20Governance%20Study%201.04.pdf 

Brown, Lawrence D. and Caylor, Marcus L.  2006.  Corporate Governance and Firm 

Valuation.  Journal of Accounting and Public Policy.  25 (4): 409-434. 

 

   



 

 

93

Callahan, William T.; Millar, James A. and Schulman, Craig.  2003.  An Analysis of 

the Effect of Management Participation in Director Selection on the Long-

Term Performance of the Firm.  Journal of Corporate Finance.   

9 (March):169-181.  

CGFRC e-newsletter.  2004 (March).  CalPERS Takes Thailand and India off its  

 Investment List.  Retrieved April 24, 2006 from www.cgfrc.nus.edu.sg/ 

publications/e-news/2004_mar.htm#2     

Chen, Wei-Peng; Chung, Huimin; Lee, Cheng-few and Liao, Wei-Li.  2005.  

Corporate Governance and Equity Liquidity: Analysis of S&P 

Transparency and Disclosure Rankings. Retrieved February 23, 2006 

from http://papers.ssrn.com /sol3/papers.cfm?abstract_id=998142  

Cheng, C. S. Agnes; Collins, Denton and Huang, He Henry.  2003.  Disclosure and 

the Implied Cost of Equity Capital: The Case of the S&P 

Transparency & Disclosure Rankings.  A Working Paper.  USA, Texas: 

University of Houston.  

Cheng, C. S. Agnes; Collins, Denton and Huang, He Henry.  2006.  Investors’ 

Interpretations of the October 15, 2002 Standard & Poors 

Transparency & Disclosure Rankings.  Retrieved February 23, 2006 

from http://papers.ssrn.com/sol3/ papers.cfm?abstract_id=369561 

Chiang, Hsiang-Tsai.  2005.  An Empirical Study of Corporate Governance and 

Corporate Performance.  Journal of American Academy of Business.   

6 (March): 95-101. 

Chung, Kee H. and Pruitt, Stephen W.  1994.  A Simple Approximation of Tobin’s Q.  

Financial Management.  23 (3): 70-74. 

Connelly, Thomas J. and Piman Limpaphayom.  2004.  Board Characteristics and 

Firm performance: Evidence from the Life Insurance Industry in Thailand.  

Chulalongkorn Journal of Economics.  16 (May): 101-124. 

Core, John E.; Holthausen, Robert W. and Larcker, David F.  1999.  Corporate 

Governance, Chief Executive Officer Compensation, and Firm 

Performance.  Journal of Financial Economics.  51 (March): 371-406. 

 

http://www.cgfrc.nus.edu.sg/ publications/e-news/2004_mar.htm#2
http://www.cgfrc.nus.edu.sg/ publications/e-news/2004_mar.htm#2
http://papers.ssrn.com/sol3/


 

 

94

Dechow, Patricia M.; Sloan, Richard G. and Sweeney, Amy P.  1996.  Causes and 

Consequences of Earnings Manipulation: An Analysis of Firms Subject to 

Enforcement Actions by the SEC.  Contemporary Accounting Research.  

13 (1): 1-36. 

Dehaene, Alexander; Vuyst, Veerle D. and Ooghe, Hubert.  2001.  Corporate 

Performance and Board Structure in Belgian Companies.  Long Range 

Planning.  34 (June): 383-398. 

Drobetz, Wolfgang; Schillhofer, Andreas and Zimmermann, Heinz.  2004.  Corporate 

Governance and Expected Stock Returns: Evidence from Germany.  

European Financial Management.  10 (June): 267-293.  

Ees, Hans V.; Postma, Theo J.B.M. and Sterken, Elmer.  2003.  Board Characteristics 

and Corporate Performance in the Netherlands.  Eastern Economic 

Journal.  29 (1): 41-58.   

Einhorn, Hillel J. and Hogarth, Robin M.  1975.  Unit Weighting Schemes for 

Decision Making.  Organizaional Behavior and Human Performance.  

13 (April): 171-192. 

Eisenberg, Theodore; Sundgren, Stefan and Wells, Martin T.  1998.  Larger Board 

Size and Decreasing Firm Value in Small Firms.  Journal of Financial 

Economics.  48 (April): 35-54. 

Erickson, Timothy and Whited, Toni M.  2006.  On the Accuracy of Different 

Measures of Q.  Financial Management.  35 (3): 5-33. 

Ertugrul, Mine and Hegde, Shantaram.  2005.  Corporate Governance Scores and 

Firm Performance.  Retrieved April 23, 2006 from http://papers.ssrn.com 

/sol3/papers.cfm? abstract_id=686001 

Farinha, Jorge.  2003.  Corporate Governance: A Review of the Literature.  

Retrieved April 28, 2006 from http://www.fep.up.pt/investigacao/cete/ 

papers/index.html.  

Fernandez-Rodriguez, Enrique; Gomez-Anson, Silvia and Cuervo-Garcia, Alvaro.  

2004.  The Stock Market Reaction to the Introduction of Best Practices 

Codes by Spanish Firms.  Corporate Governance: An International 

Review.  12 (January): 29-46. 

 

http://www.fep.up.pt/investigacao/cete/ papers/index.html
http://www.fep.up.pt/investigacao/cete/ papers/index.html


 

 

95

Ferris, Stephen P.; Jagannathan, Murali and Pritchard, A.C.  2003.  Too Busy to Mind 

the Business? Monitoring by Directors with Multiple Board Appointments.  

The Journal of Finance.  58 (June): 1087-1111. 

Gompers, Paul; Ishill, Joy and Metrick, Andrew.  2003.  Corporate Governance and 

Equity Prices.  The Quarterly Journal of Economics.  118 (February): 

107-155. 

Gujarati, Damodar N.  2003.  Basic Econometrics.  4th ed.  New York: McGraw-Hill. 

Harris, Milton and Raviv, Artur.  1991.  The Theory of Capital Structure.   

 The Journal of Finance.  46 (March): 297-355. 

Hart, Oliver.  1995.  Corporate Governance: Some Theory and Implications.   

The Economic Journal.  105 (May): 678-689. 

Healy, Paul M. and Palepu, Krishna G.  2001.  Information Asymmetry, Corporate 

Disclosure, and the Capital Markets:  A Review of the Empirical 

Disclosure Literature.  Journal of Accounting and Economics.   

31 (September): 405-440. 

Hermalin, Benjamin E. and Weisbach, Michael S.  1991.  The Effects of Board 

Composition and Direct Incentives on Firm Performance.  Financial 

Management.  20 (4): 101-112. 

Jensen, Michael C.  1993.  The Modern Industrial Revolution, Exit and the Failure of 

Internal Control Systems.  The Journal of Finance.  48 (July): 831-880. 

Jensen, Michael C. and Meckling, William H.  1976.  Theory of the Firm: Managerial 

Behavior, Agency Cost and Ownership Structure.  Journal of Financial 

Economics.  3 (October): 305-360. 

Juttner, Johannes D. and Hawtrey, Kim M.  1997.  Financial Markets, Money and 

Risk.  4th ed.  South Melbourne: Addison Wesley Longman.   

Kim, Kenneth A.; Pattanaporn Kitsabunnarat and Nofsinger, John R.  2004.  

Ownership and Operating Performance in an Emerging Market: Evidence 

from Thai IPO Firms.  Journal of Corporate Finance.  10 (June):  

355-381. 

Kittima Acaranupong.  2003.  The Effects of year 1999 change in Thai Accounting 

Standards on Value Relevance of Accounting Information.  Doctoral 

dissertation, Chulalongkorn University. 



 

 

96

Klapper, Leora F. and Love, Inessa.  2004.  Corporate Governance, Investor 

Protection, and Performance in Emerging Markets.  Journal of Corporate 

Finance.  10 (June): 703-728. 

Klein, April.  1998.  Firm Performance and Board Committee Structure.  Journal of 

Law and Economics.  41 (April): 275-303. 

Klein, April.  2003.  Likely Effects of Stock Exchange Governance Proposals and 

Sarbanes-Oxley on Corporate Boards and Financial Reporting.  

Accounting Horizons.  17 (December): 343-355. 

Klein, Peter; Shapiro, Daniel and Young, Jeffrey.  2005.  Corporate Governance, 

Family Ownership and Firm Value: the Canadian Evidence.  Corporate 

Governance.  13 (November): 769-784. 

La Porta, Rafael; Lopez-de-Silanes, Florencio; Shleifer, Andrei and Vishny, Robert 

W.  1998.  Law and Finance.  Journal of Political Economy.   

106 (December): 1113-1155.   

Larcker, David F.; Richardson, Scott A. and Tuna, Irem.  2004.  Does Corporate 

Governance Really Matter?  A Working Paper.  Philadelphia: University 

of Pennsylvania.   

Lowenstein, Louis.  1996.  Financial Transparency and Corporate Governance: you 

Manage what you Measure.  Columbia Law Review.  96 (June):   

1335-1362. 

McColgan, Partrick.  2001.  Agency Theory and Corporate Governance: A Review 

of the Literature from a UK Perspective. Retrieved April 28, 2006 from 

http://accfinweb.account.strath.ac.uk/wps/journal.pdf 

McConnell, John J. and Servaes, Henri.  1990.  Additional Evidence on Equity 

Ownership and Corporate Value.  Journal of Financial Economics.   

27 (October): 595-612.  

Metrick, Andrew and Ishii, Joy.  2002.  Firm-Level Corporate Governance.  In Global 

Corporate Governance Forum Research Network Meeting, 5 April, 

Washington, D.C. 

Mitton, Todd.  2002.  A Cross-Firm Analysis of the Impact of Corporate Governance 

on the East Asian Financial Crisis.  Journal of Financial Economics.   

64 (May): 215-241. 



 

 

97

Miyajima, Hideaki.  2005.  The Performance Effects and Determinants of 

Corporate Governance Reform in Japan.  Retrieved January 3, 2006 

from http://papers.ssrn.com /sol3/papers.cfm?abstract_id=818347 

Molz, Rick.  1988.  Managerial Domination of Boards of Directors and Financial 

Performance.  Journal of Business Research.  16 (May): 235-249. 

Morck, Randall; Shleifer, Andrei and Vishny, Robert W.  1988.  Management 

Ownership and Market Valuation: An Empirical Analysis.  Journal of 

Financial Economics.  20 (January/March): 293-315. 

Organization for Economic Co-operation and Development (OECD).  1999.  OECD 

Principles of Corporate Governance.  Ad Hoc Task Force on Corporate 

Governance.  SG/CG(99)5.  Retrieved April 24, 2006 from http://papers. 

ssrn.com/sol3/papers.cfm?abstract_id=174229 

Parum, Eva.  2005.  Does Disclosure on Corporate Governance Lead to Openness and 

Transparency in How Companies Are Managed? Corporate Governance: 

An International Review.  13 (September): 702-709. 

Patel, Sandeep A. and Dallas, George.  2002.  Transparency and Disclosure: 

Overview of Methodology and Study Results-United States.  Retrieved 

April 24, 2006 from http://www.theiia.org/chapters/pubdocs/86/S&P.pdf 

Patel, Sandeep A.; Balic, Amra and Bwakira, Liliane.  2002.  Measuring 

Transparency and Disclosure at Firm-Level in Emerging Markets.  

Emerging Market Review.  3 (December): 325-337. 

Piman Limpaphayom and Sirapat Polwitoon.  2004.  Bank Relationship and Firm 

Performance: Evidence from Thailand before the Asian Financial Crisis.  

Journal of Business Finance and Accounting.  31 (November):  

1577-1600.   

Rachada Dhnadirek and Tang, John.  2003.  Corporate Governance Problems in 

Thailand: Is Ownership Concentration the Cause?  Asia Pacific Business 

Review.  10 (2): 121-138. 

Rajan, Raghuram G. and Zingales, Luigi.  1998.  Which Capitalism? Lessons from the  

 East Asian Crisis.  Journal of Applied Corporate Finance.  11 (3):  

40-49. 

 

http://papers.ssrn/


 

 

98

Rosenstein, S. and Wyatt, J.  1990.  Outside Directors, Board Independence and 

Shareholder Wealth.  Journal of Financial Economics.  26 (August): 

175-191. 

Standard and Poor’s (S&P) and Corporate Governance Financial Reporting Centre 

(CGFRC).  2004.  Corporate Governance Disclosure in Thailand: A 

Study of SET50 Companies.  Retrieved April 24, 2006 from 

http://www.cgfrc.nus.edu.sg/download/Thai_CG /Thai_CG_2004.pdf  

Shleifer, Andrei and Vishney, Robert W.  1997.  A Survey of Corporate Governance.  

The Journal of Finance.  52 (June): 737-783. 

Sorasart Sukcharoensin.  2003.  Essays on Corporate Governance, Outside 

Directors and Firm Performance.  Doctoral dissertation, Thammasat 

University. 

The Stock Exchange of Thailand (SET).  1998.  Policy Statement on Code of Best 

Practices of Directors of Listed Companies.  Retrieve January 27, 2006 

from http://www.set.or.th/en/regulations/ corporate/files/Ror.26_00.pdf 

The Stock Exchange of Thailand (SET).  1999.  Notification of the Stock Exchange 

of Thailand, Re: Qualifications and Scope of Work of the Audit 

Committees.  Retrieved January 27, 2006 from http://www.set.or.th/en/ 

regulations/corporate/files/Ror.01_04.pdf 

The Stock Exchange of Thailand (SET).  2002.  The Principles of Good Corporate 

Governance.  Retrieve January 27, 2006.  from http://www.set.or.th/en/ 

regulations/corporate/download/CG15-ENG.pdf 

The Stock Exchange of Thailand (SET).  2004.  CG and Viewpoints of Thai 

Institutional Investors: A Summary of Conference on June 3, 2004 at 

the Stock Exchange of Thailand.  Retrieved April 31, 2006 from 

http://www.set.or.th/th /regulations/ corporate/download/CG-

Institutional.pdf 

The Stock Exchange of Thailand (SET).  2005a.  List of Stocks in SET50 

Index/SET100 Index.  Retrieved April 30, 2006 from 

http://www.set.or.th/en/listed/download/list_p1.html 

 

http://www.set.or.th/en/regulations/ corporate/files/Ror.26_00.pdf
http://www.set.or.th/en/ regulations/corporate/files/Ror.01_04.pdf
http://www.set.or.th/en/ regulations/corporate/files/Ror.01_04.pdf
http://www.set.or.th/en/ regulations/corporate/download/CG15-ENG.pdf
http://www.set.or.th/en/ regulations/corporate/download/CG15-ENG.pdf
http://www.set.or.th/th /regulations/ corporate/download/CG-Institutional.pdf
http://www.set.or.th/th /regulations/ corporate/download/CG-Institutional.pdf
http://www.set.or.th/en/listed/download/list_p1.html


 

 

99

The Stock Exchange of Thailand (SET).  2005b.  Selection Criteria for Companies 

to be in the SET50 Index and SET100 Index.  Retrieved April 30, 2006 

from http://www.set.or.th/ en/products/ index/ files/SET50100_ 

Selection_Criteria_EN.pdf   

The Stock Exchange of Thailand (SET).  2005c.  Summary of SET100 Index and 

SET50 Index on March 9, 2005.  Retrieved April 30, 2006 from 

www.set.or.th/th/products/index/ files/documentSET100_SET50.pdf  

Studendenmund, A.H.  1997.  Using Econometrics: A Practical Guide.  3rd  ed.  

New York: HarperCollins.  

Sunti Tirapat.  2000.  An Investigation of Control Mechanisms and Corporate 

Governance in Thailand.  A Working Paper.  Bangkok: Chulalongkorn 

University 

Vafeas, Nikos.  1999.  Board Meeting Frequency and Firm Performance.  Journal of 

Financial Economics.  53 (July): 113-142. 

Xie, Biao; Davidson, Wallace N. III and DaDalt, Peter J.  2003.  Earnings 

Management and Corporate Governance: The Role of the Board and the 

Audit Committee.  Journal of Corporate Finance.  9 (June): 295-316. 

Weir, Charlie and Laing, David.  2001.  Governance Structures, Director 

Independence and Corporate Performance in the UK.  European Business 

Review.  13 (2): 86-94.  

Yermack, David.  1996.  Higher Market Valuation of Companies with a Small Board 

of Directors.  Journal of Financial Economics.  40 (February): 185-211. 

Yupana Wiwattanakantang.  2001.  Controlling Shareholders and Corporate Value:  

Evidence from Thailand.  Pacific-Basin Finance Journal.  9 (August): 

323-362. 

Zahra, Shaker A. and Pearce, John A.II.  1989.  Board of Directors and Corporate 

Financial Performance: A Review and Integrative Model.  Journal of 

Management.  15 (June): 291-334.  

Zimmermann, Jochen; Goncharov, Igor and Werner, Joerg-Richard.  2004.  Does 

Compliance with the German Corporate Governance Code have an 

Impact on Stock Valuation? An Empirical Analysis.  A Working Paper.  

Germany: University of Bremen.  

http://www.set.or.th/th/products/index/ files/documentSET100_SET50.pdf


  

 

 

 

 

 

 

 

 

 

APPENDICES



 
 

APPENDIX A 

 

S&P: Transparency and Disclosure Scoring 

 

Part I:  Ownership Structure and Investor Rights (28 Points) 

 

A. Transparency of Ownership 

1. Provide a description of share classes? (1) 

2. Provide a review of shareholders by type? (1) 

3. Provide the number of issued and authorized ordinary shares? (1) 

4. Provide the number of authorized but non-issued ordinary shares? (1) 

5. Provide the par value of issued and authorized ordinary shares? (1) 

6. Provide the par value of authorized but non-issued ordinary shares? (1) 

7. Provide the number of issued and authorized of preferred, nonvoting, and 

other classes? (1) 

8. Provide the number of authorized but non-issued shares of preferred, 

nonvoting, and other classes? (1) 

9. Provide the par value of issued and authorized of preferred, nonvoting, and 

other classes? (1) 

10. Provide the par value of authorized but non-issued shares of preferred, 

nonvoting, and other classes? (1) 

11. Does the company disclose the voting rights for each class of shares? (1) 

 

B.   Concentration of Ownership  

12. Top 1 shareholder(s) disclosed? (1) 

13. Top 3 shareholders disclosed? (1) 

14. Top 5 shareholders disclosed? (1) 

15. Top 10 shareholders disclosed? (1) 

16. Shareholders owning more than 10 percent are disclosed? (1) 
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17. Shareholders owning more than 5 percent are disclosed? (1) 

18. Shareholders owning more than 3 percent are disclosed? (1) 

19. Does the company disclose percentage of cross-ownership? (1) 

 

C.   Voting and Shareholder Meeting Procedures 

 20.  Is there a calendar of important shareholder dates? (1) 

 21.  Review of shareholder meetings (could be minutes)? (1) 

 22.  Describe procedure for proposals at shareholder meetings? (1) 

 23.  How shareholders convene an extraordinary general meeting? (1) 

 24.  How shareholders nominate directors to board? (1) 

 25.  Describe the process of putting inquiry to board? (1) 

26.  Does the annual report refer to or publish Corporate Governance Charter?  

      (1)  

27.  Does the annual report refer to or publish Code of Best Practice? (1) 

28. Are the Articles of Association or Charter Articles of Incorporation    

     published? (1) 

 

Part II:  Financial Transparency and Information Disclosure (35 Points) 

 

A. Business Focus 

 29.  Is there a discussion of corporate strategy? (1) 

 30.  Report details of the kind of business it is in? (1) 

 31.  Does the company give an overview of trends in its industry? (1) 

 32.  Report details of the products or services produced/provided? (1) 

 33.  Provide a segment analysis, broken down by business line? (1) 

34.  Does the company disclose its market share for any or all of its    

       businesses? (1)     

 35.  Does the company report basic earnings forecast of any kind? (1) 

 36.  Does the company report basic earnings forecast of any kind in detail? (1) 

 37.  Disclose output in physical terms? (1) 

 38.  Does the company give an output forecast of any kind? (1) 

 39.  Does the company give characteristics of assets employed? (1) 
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 40.  Does the company provide efficiency indicators (ROA, ROE, etc.)? (1) 

 41.  Does the company provide any industry-specific ratios? (1) 

 42.  Does the company disclose its plans for investment in the coming years?  

  (1)   

43.  Does the company disclose details of its investment plans in the coming 

years?  (1) 

 

B.   Accounting Policy Review 

 44.  Provide financial information on a quarterly basis? (1) 

 45.  Does the company discuss its accounting policy? (1) 

 46.  Does the company disclose accounting standards it uses for its accounts?  

                   (1) 

47.  Does the company provide accounts according to the local accounting 

standards? (1) 

48.  Does the company provide accounts in alternate internationally recognized 

accounting methods? (1) 

49.  Does the company provide each of the balance sheets by internationally      

recognized methods? (1) 

50.  Does the company provide each of the income statements by internationally 

recognized methods? (1) 

51.  Does the company provide each of the cash-flow statements by internationally 

recognized methods? (1) 

52.  Does the company provide a reconciliation of its domestic accounts to 

internationally recognized methods? (1) 

 

C. Accounting Policy Details 

53.  Does the company disclose methods of asset valuation? (1) 

54.  Does the company disclose information on method of fixed assets  

      depreciation? (1) 

55.  Does the company produce consolidated financial statements? (1) 
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D. Related Party Structure and Transactions 

56.  Provide a list of affiliates in which it holds a minority stake? (1) 

57.  Does the company disclose the ownership structure of affiliates? (1) 

58.  Is there a list/register of related party transactions? (1) 

59.  Is there a list/register of group transactions? (1) 

 

E. Information on Auditors 

 60.  Does the company disclose the name of its auditing firm? (1) 

 61.  Does the company reproduce the auditors’ report? (1) 

 62.  Disclose how much it pays in audit fees to the auditor? (1) 

 63.  Disclose any non-audit fees paid to auditor? (1) 

 

Part III: Board and Management Structure and Process 

 

A. Board Structure and Composition 

 64.  Is there a chairman listed? (1) 

 65.  Detail about the chairman (other than name/title)? (1) 

 66.  Is there a list of board members (names)? (1) 

 67.  Are there details about directors (other than name/title)? (1) 

 68.  Details about current employment/position of directors provided? (1) 

 69.  Are details about previous employment/positions provided? (1) 

 70.  Disclose when each of the directors joined the board? (1) 

 71.  Classifies directors as an executive or an outside director? (1) 

 

B. Role of the Board 

72.  Details about role of the board of directors at the company? (1) 

73.  Is there disclosed a list of matters reserved for the board? (1) 

74.  Is there a list of board committees? (1) 

75.  Review last board meeting (could be minutes)? (1) 

76.  Is there an audit committee? (1) 

77.  Disclosure of names on audit committee? (1) 

78.  Is there a remuneration/compensation committee? (1) 
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79.  Names on remuneration/compensation committee? (1) 

80.  Is there a nomination committee? (1) 

81.  Disclosure of names on nomination committee? (1) 

82.  Other internal audit-function besides audit committee? (1) 

83.  Is there a strategy/investment/finance committee? (1) 

 

C. Director Training and Compensation 

84.  Disclose whether they provide director training? (1) 

85.  Disclose the number of shares in the company held by directors? (1) 

86.  Discuss decision-making process of directors’ pay? (1) 

87.  Are specifics of directors’ salaries disclosed (numbers)? (1) 

88.  Form of directors’ salaries disclosed (cash, shares, etc.)? (1) 

89.  Specifics disclosed on performance-related pay for directors? (1) 

 

D. Executive Compensation and Evaluation 

90.  List of the senior managers (not on the board of directors)? (1) 

91.  Backgrounds of senior managers disclosed? (1) 

92.  Number of shares held by the senior managers disclosed? (1) 

93.  Disclose the number of shares held in other affiliated companies by 

managers? (1) 

94.  Discuss the decision-making of managers’ (not board) pay? (1) 

95.  Numbers of managers’ (not on board) salaries disclosed? (1) 

96.  Form of managers’ (not on board) salaries disclosed? (1) 

97.  Specifics disclosed on performance-related pay for managers? (1) 

98.  Details of the CEO’s contract disclosed? (1) 

****************************************  

  

 

 

 



 
 

APPENDIX B 

 

The 15 Principles of Good Corporate Governance  

 

Principle 1:   Policy of Corporate Governance 

- The board of directors should identify and approve a written corporate 

governance policy. The board should disclose that policy for acknowledgement of 

shareholders and other stakeholders.  

 

Principle 2:   Shareholders: Rights and Equitable Treatment 

- The board of directors should facilitate shareholders’ meetings in such a way 

that they encourage equal treatments for all shareholders.  There should not be any 

difficulty for shareholders to attend the meetings. Information should be provided for 

shareholders to consider before making decisions. 

 

Principle 3:   Rights of Various Groups of Stakeholders 

- The board of directors should perceive and ensure that the legal rights of 

stakeholders are protected and treated with care.  The board should support 

cooperation between the company and the various groups of stakeholders in order to 

secure the business’s wealth and stability. 

 

Principle 4:   Shareholders’ Meetings 

- The chairman of the meeting should encourage shareholders to express 

opinions and ask questions. All directors should attend the shareholders’ meeting to 

respond to questions.    
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Principle 5:  Leadership and Vision 

- The board of directors should have leadership, vision, and decision-making 

for the best interests of shareholders.  The roles and responsibilities are clearly 

separated between the board and management, as well as between the board and the 

shareholders. 

 

Principle 6:  Conflict of Interests 

- Information on how the board and management supervise the use of inside 

information, conflict of interests and related transactions are disclosed. 

 

Principle7:  Business Ethics 

- There is a written code of ethics or a written statement of business conduct. 

 

Principle 8:  Balance of the Power in the Board 

- One-third of the total directors on the board should be independent with three 

as the minimum. 

 

Principle 9:  Aggregation or Segregation of Position 

- There should be a clear segregation of power and authority between the 

board’s chairman and head of management team. The chairman of the Board should 

be independent. 

 

Principle 10:  Remuneration for Directors and the Management 

-  Directors and management remuneration should be disclosed according to 

the requirement of the Security Exchange and Commission (SEC). Directors should 

not be involved in the decision-making concerning their own remuneration. 

 

Principle 11:  Board of Directors’ Meetings 

-  The board of directors should disclose the total attendance of each director. 
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Principle 12:  Committees 

-  An audit committee and remuneration committee should be established. All 

or most members of the committee should be non-executive directors and 

committee’s chairman should be independent. 

 

Principle 13:  Controlling System and Internal Control 

-  Financial, operation and compliance internal audit should be in place. 

Systems of control and risk management should exist. Internal audit activities should 

be set up as a separate unit within the company. 

 

Principle 14:  Directors’ Reporting 

-  The board should provide a report indicating its responsibility on financial 

information. The report is exhibited alongside the auditor’s report.  

 

Principle 15:  Relations with investors   

-  The board should ensure that company discloses important information 

correctly, timely, and transparently. There should be an investor relations unit/staff.  

 

Source:  SET, 2002: 1-12.  



 
 

APPENDIX C 

 

Summary of Variable Measurement 
 

Variables Abbr. Measurement 

Firm Performance 

Return on Assets ROA Earnings before tax and interest expenses divided by 

average total assets.1  

Tobin’ s Q Q Market value of ordinary shares and book value of 

preferred stocks plus total liabilities divided by book 

value of average total assets. 

Stock Return SR Raw return which is calculated from return index from 

DATASTREAM DATABASE. 

Total Transparency and Disclosure 

Total transparency and 

disclosure 

TOTAL Sum of T_OWN, T_FIN, and T_BOARD (S&P: T&D 

questions relating to information of ownership structure 

and rights, financial information, and board and 

management).  

Three Categories of Transparency and Disclosure 

Transparency and 

disclosure in ownership 

structure and investors 

rights 

T_OWN Sum of OWN_TRAN, OWN_CONC, and OWN_ 

VOTE (S&P:T&D questions focusing on transparency 

of ownership structure, concentration, and shareholder 

meetings).  
Financial transparency 

and information  

disclosure 

T_FIN Sum of FIN_BUSF, FIN_ACPR, FIN_ACPD, 

FIN_RELAT, and FIN_AUDIT (S&P:T&D questions 

about business focus, accounting policy review and 

details, related party transactions, and auditors).  
Transparency and 

disclosure in board and  

management structure 

and process 

T_BOARD Sum of BOARD_STRUC, BOARD_ROLE, 

BOARD_TRAIN, and EXE_EVAL (S&P:T&D 

questions about board structure, board role, board 

training,, and executive compensation and evaluation).  
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Variables Abbr. Measurement 

Twelve Subcategories of Transparency and Disclosure  

Transparency of 

ownership 

OWN_ 

TRAN 

S&P:T&D questions relating to share classes, 

shareholder types, and voting rights. 

Concentration of 

ownership 

OWN_ 

CONC 

S&P:T&D questions focusing on top or large 

shareholders and cross-ownership. 

Voting & shareholder 

meeting procedures 

OWN_ 

VOTE 

S&P:T&D questions focusing on issues regarding 

meetings of shareholders and so on. 

Business focus FIN_ 

BUSF 

S&P:T&D questions dealing with strategy, market 

analysis, efficiency indicators, and forward-looking 

information. 

Accounting policy 

review 

FIN_ 

ACPR 

S&P:T&D questions relating to frequency of 

financial reports, discussion of accounting policies 

and procedures, and so on. 

Accounting policy 

details 

FIN_ 

ACPD 

S&P:T&D questions focusing on issues regarding 

assets valuation, depreciation, and consolidation 

policies. 

Related party  structure 

&transactions 

FIN_ 

RELAT 

S&P:T&D questions dealing with the related party 

structure and transactions. 

Information on auditors  FIN_ 

AUDIT 

S&P:T&D questions regarding name of audit firm, 

duplication of audit reports, as well as audit and non-

audit fees paid. 

Board structure and 

composition 

BOARD_ 

STRUC 

S&P:T&D questions dealing with the identity, 

tenure, and other backgrounds of directors.  

Role of the board BOARD_ 

ROLE 

S&P:T&D questions regarding the decision rights of 

the board, the make-up of committees, and so on. 

Director training & 

compensations 

BOARD_ 

TRAIN 

S&P:T&D questions regarding the training, 

ownership interests, and compensation of directors.  

Compensation & 

evaluation of  executive 

EXE_ 

EVAL 

S&P:T&D questions about background, ownership 

interests, and compensation of non-director senior 

managers.    
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Variables Abbr. Measurement 

Board of Directors 

Board composition B_COMP Percentage of independent directors on the board 

of directors. 

Board leadership  B_LEAD 1= CEO is not chairman of the board, 0 otherwise. 

Board size B_SIZE The number of directors on board of directors. 

Board meetings B_MEET The number of board meetings. 

Board directorships  B_DIRS Average number of directorships in other firms 

held by independent directors. 

Audit committee 

meetings 

AC_MEET The frequency of audit committee meetings. 

The existence of 

nominating and/or 

compensation 

committees 

NC_COM 1= if there is a nominating committee and/or a 

compensation committee, 0 otherwise. 

Control Variables 

Block ownership C_BLOCK Sum of stock ownership of large shareholders who 

own 5% or more of firm’s stocks.2  

Director ownership C_DOWN Percentage of shares held by directors. 

Financial leverage C_LEV Ratio of total debt to total equity. 

Firm risk C_RISK Standard deviation of 5 year monthly stock returns 

or as long as possible. 

Financial industry  

Dummy 

FD 1= if firm is in financial industry, 0 otherwise. 

 

Note:  1 For financial firms, return on assets is calculated by earnings before tax expenses 

divided by average total assets. 
2 Large shareholders do not include Thai NVDR Co., Ltd.; Stock Exchange of 

Thailand; Thai Trust Fund Management Co., Ltd.; and Thailand Securities 

Depository Co., Ltd.     
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