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Can good boards lead to better firm’s performance: Evidence from public listed 
companies in main Board Bursa Malaysia 
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Abstract 
Corporate Governance (CG) has its own code of best practices that should 
be comply by every listed company in the world. This study will give 
more understanding of why company should comply with the code of CG 
where the finding reveal that exist an association between CG compliance 
on board of directors (BOD) facets with firm’s performance. For the 
purpose of collecting information on the BOD, this study used the 
companies’ annual reports in year 2004 until 2006 for 163 listed 
companies in main board Bursa Malaysia Securities Berhad. Annual 
reports are sufficient for gathering such data considering listed 
companies must abide to Securities Exchange Commission’s requirement 
of such disclosure whereas the data for the firm’s performance was 
gathered from Thompson DataStream. The individual facets of BOD that 
are of interest to us are as follows: (i) BOD communication; (ii) BOD 
education and training and (iii) composition of independent directors. 
Evidently, the company with good CG compliance can maximize the 
shareholders wealth by maximizing their market value.  
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INTRODUCTION 

Corporate governance has received increasing emphasis both in practice and in academic 
research (e.g., Blue Ribbon Committee Report 1999; Ramsay Report 2001; Sarbanes-Oxley 2002; 
Bebchuk and Cohen 2004). This emphasis is due, in part, to the prevalence of highly publicized and 
egregious financial reporting frauds such as Enron, Worldcom, Adelphia, and Parmalat, an 
unprecedented number of earnings restatements (Palmrose and Scholz 2002; Larcker et. al. 2004) and 
claims of blatant earnings manipulation by corporate management (Krugman 2002). The importance 
of the board of directors arises as a result of the dispersion of ownership in today’s modern 
corporations, which rely heavily on the external sources of capital. Hence, the owners of the firm are 
no longer the ones responsible for deciding the direction and the daily operation of the firm. Rather, 
the daily operations of the firm are in the hands of a team of professional managers who, at best, own 
a negligible amount of equity.  

This separation between ownership and control in today’s modern companies has resulted in 
a potential conflict of interest (Berle and Means, 1932). The creation of a board of directors is to 
monitor the performance of the firms so that the interests of the shareholders are protected (Kosnik, 
1987, 1990; American Law Institute, 1982). Therefore, it is predicted that if the board performs its 
duties effectively, the value of the firm is predicted to increase and the wealth of the shareholders will 
be enhanced accordingly. The question that remains to be answered is: Do boards of directors 
function effectively in monitoring the performance of the management? If the boards were effective, it 
would be predicted that the value of the firm would increase.  

The remainder of this paper is structured as follows. First, a literature review will be 
presented aiming at developing testable hypotheses, followed by a section outlining the methodology 
of the research. Subsequently, results will be presented followed by a section discussing the findings 
as well as the conclusions thereof. 
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LITERATURE REVIEW 
A large body of literature on corporate governance and corporate performance provides a 

basis for this study. This section attempts to present empirical studies in this field. From the studies 
made by Bauer, R., Guenster, N. & Otten, R. (2004), this paper analyzed the relationship between 
different governance standards and stock returns, firm value and operating performance for firms. 
When the evidence on the relationship between corporate governance and firm value as well as 
equity is combined, substantial differences are found between UK market and the Eurozone market. 
While economically large excess returns to a zero-investment corporate governance strategy in the 
UK were found, no evidence was found of the relationship between governance and firm valuation. 
This result indicates that the UK market is still adjusting. In the long-run, the excess return to 
corporate governance should translate into a higher firm valuation and better-governed firms. This 
results is in line with prior empirical research discussed above, which also demonstrated that the 
lower the governance standards, the stronger the relationship between governance and firm value. 

In a study conducted by Hermalin, E.B. & Weisbach, M.s.(2003), says that several key 
findings have been derived from the empirical literature on boards. Notable, board composition is not 
related to corporate governance performance, while board size is negatively related to corporate 
performance. In addition, both board composition and board size do appear to be related to the 
quality of the board’s decisions on CEO Replacement, acquisitions, poison pills, and executive 
compensation. Finally, boards appear to evolve over time as a function of the bargain position of the 
CEO relative to what of the existing directors. From the performance, CEO turnover and changes in 
ownership structure appear to be important factors affecting changes to boards. Two characteristics of 
board is their size and their composition is conceivably correlated with a board’s independence. A 
number of studies found that these characteristics are associated with boards that take better actions 
from the shareholders’ perspective. However, lacking on adequate interpretation of these results, they 
are reluctant to recommend policy changes on the basis of this studies. 

In the Malaysian scenario, Annuar and Shamser (1994) provided evidence that the change in 
membership of the board has no significant effect on the firms’ share price surrounding the 
announcement date. Abdul Rahman and Haniffa (2003) analyzed the relationship between board 
composition and corporate performance of 347 non-financial and non unit trusts Malaysian listed 
companies covering the period 1996-2000, based on market return (Tobin’s Q) and accounting returns 
(ROA and ROE). Their results show no significant relationship between board composition and both 
measures of firm performance. Similarly, the findings by Abdullah (2004), based on listed companies 
for the period 1994-1996, also found no association between board independence and firms 
performance. These studies found that the Malaysian companies board of were generally dominated 
by outside directors. In fact, the companies have complied with the one-third requirement well before 
the publication of the report by the Finance Committee on Corporate Governance (1999). However, 
the question remains as to whether the Malaysian companies’ boards are actually effective in their 
monitoring function. 

In explaining the importance of board education and training, a study by Molinari, C., 
Morlock, L., Alexender, J. & Lyles, C. Ac (1992) found the results from the multiple regressions 
indicate that board training is significant in explaining various hospital financing viability outcomes. 
Thus suggesting that trained boards may be more informed and better decision-making and 
governing bodies than untrained boards. However, the cross-sectional design of this study precludes 
ruling out an alternative explanation that hospitals better off financially have the resources to pay for 
external educational programs foe board members. Thus, this relationship between board training 
and financial ratios need longitude examination to identify the sequencing of these relationships. 
 Previous research done by Pearson, O. S. (2006), the result baser upon logit regression 
analysis indicate that both the independence and effectiveness of the BOD can help to reduce the 
likelihood of the non-financial reporting fraud. In particular, the likelihood of non-financial reporting 
fraud is lower if the BOD has larger proportion of outside independent directors, the CEO and BOD 
chairman are not the same person, BOD size are smaller and the profitability is higher. The result 
regarding outside directors supports the recent regulatory reform of corporate governance which 
requires majority if independent directors on the board. The BOD size result indicates that smaller 
board size is likely to be more effective in monitoring management. On the other hand, the ethical-
standard result implies that fraud do not necessarily implement or enforce ethical standards even 
when they so stated in writing. 
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DATA METHODOLOGY 
Data Sampling 
The sample of 163 companies from five different industries in the Main Board of Bursa Malaysia from 
2004 to 2006 was used. Details sample was reveal in table 1. 
Hypothesis 
The null hypothesis of the study is developed to cater for the pooling regression model.  The null 
hypothesis is:  
H0: There is no relationship between firm’s performance and all independent variables. 
H1: There is a relationship between firm’s performance and all  independent variables. 

Insert Table 1 Here 
Sources of Data 
All data that we use in this study are secondary data mainly extracted from the companies’ annual 
reports. Data on firms’ performance were obtained from the Thompson’s DataStream. There are two 
main variables in this study, dependent and independent, and the proxies that represent both 
variables are shown in table 2. 

Insert Table 2 Here 
Regression Equation 
The main objective of the present study is to examine the relationship between corporate governance 
compliance and firms’ performance. The relationship between the BOD facets and firms’ performance 
will be estimated using the following regression equations: 

iiiii CBBEBCMV   )()()( 321
   (1) 

iiiii CBBEBCPER   )()()( 321
   (2) 

iiiii CBBEBCDY   )()()( 321
   (3) 

iiiii CBBEBCCG   )()()( 321
   (4) 

iiiii CBBEBCROCE   )()()( 321
   (5) 

iiiii CBBEBCPR   )()()( 321
   (6) 

iiiii CBBEBCBR   )()()( 321
   (7) 

Where  = the constant term, 

  = the slope or coefficient estimates of the explanatory variables. 

 

RESULTS AND DISCUSSION 
Analysis of the Implementation of Corporate Governance among Board of Director Facets in Main 
Board Bursa Malaysia 

4.1.1 BOD Communication with Shareholders 
Insert Figure 1 Here 

The Code of Best Practices in Corporate Governance for Board of Directors spells out the 
principal responsibilities of the board. In order to effectively lead and control the company, the board 
should develop and implement an investor relations program or shareholder communications policy 
for the company; and to ensure that the company has in place a policy to enable the company to 
communicate effectively with  other stakeholders and the public generally.  

Figure 1 shows that, the compliance level is 98.77% for year 2004 and 2005, and 99.39% for 
year 2006 respectively. Only 1.23% for year 2004 and 2005, and 0.61% for year 2006 of the companies 
did not comply with the requirement of the code. We believed that the high degree of compliance 
among companies to this requirement is due to the requirement of the Companies Act 1965 to 
conduct the annual general meeting within a 60-day period from the financial year ends as well as the 
Bursa Malaysia Revamped Listing Requirements which requires all listed companies to comply with 
the code.  

Therefore, the active participation of shareholders in the general meeting will allow the Board 
of Directors to meet with their shareholders to explain the company’s corporate strategies, current 
performance, developments and future planning. The general meeting also enables the Board to 
receive feedback from their shareholders and together make decisions for the company. This is 
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supported by Hartzell and Starks (2001) which found some changes in real activities of the firm 
subsequent to the shareholders’ pressure. 

4.1.2 BOD Education Program (Training) 
Insert Figure 2 Here 

Companies have to ensure that it recruits to the company only individuals of sufficient 
caliber, knowledge and experience to fulfill the duties of a director appropriately. The caliber of the 
board members is of special importance in setting and maintaining standards of corporate 
governance. In order to comply with this requirement, all the directors of companies have to attend 
the Mandatory Accreditation Program (MAP) conducted by the Research Institute of Investment 
Analysts Malaysia (RIIAM). In addition, all directors will endeavor to fulfill the requirement of 
Continuing Education Program (CEP) within the stipulated time frame as set by the Bursa Malaysia 
Securities Berhad in order to enhance the effectiveness of the directors in discharging their duties.  
Figure 2 shows that 87.73% of the companies in Main Board of Bursa Malaysia have sent their 
directors to the training program in the year under study and 12.27% of the companies do not sent 
their directors to the training program. We are in the opinion that most of the companies are aware on 
the importance of directors training which is believed will contribute positively to the firms’ 
performance.  This is supported by Molinari, C., Morlock, L., Alexender, J. & Lyles, C. Ac. (1992), 
which specifies that the results from the multiple regressions indicate that board training is significant 
in explaining various hospital financing viability outcomes. 

4.1.3 BOD Composition (Independent Directors) 
Insert Figure 3 Here 

As stated in the Malaysian Code on Corporate Governance (the Code), every companies 
listed must have at least one-third number of independent non-executives in the Board of Directors 
(BOD). The Independent Directors bring to bear objective and independent judgment on various 
issues dealt with at the BOD. Figure 3 shows that the percentage of the companies which complies 
with the  one-third number of independent directors of the boards requirement in  2004 is 84.66% and 
the balance of 15.34% do not comply. The percentage of compliance increased up to 89.57% in 2005. 
However, the percentage was slightly decreased in 2006 to 88.34%. The result shows that those 
companies which comply with the one-third of independent directors have shown an impressive 
firms performance. They have improved the business operations and performance and corporate 
strategies. 

This finding is supported by the previous studies by Hermalin and Weisbach (2003) which 
found that the board composition has a positive and statistically significant effect on firm’s efficiency. 
In another study by Klein, et al.(2005) revealed that, the board composition, ownership and 
shareholdings have a significant impact on firms performance. 

Analysis of the Relationship between all the Dependent and Independent Variables. 

Result in the table 3 shows that there are significant relationships between BOD Education 
and Composition of BOD (independent variable) with the dependent variables. The BOD Education 
has positive relationship with dividend yield (DY) at 0.002*** significant level with T-Ratio at 3.094, 
return on capital employed (ROCE) at 0.009*** significant level with T-Ratio at 2.636, and payout ratio 
(PR) at 0.000*** significant level with T-Ratio at 3.719. On the other hand, the Composition of BOD has 
negative relationship with market value (MV) of the firms at 0.084* significant level with T-Ratio at 
0.079. 

If we look at the value of R-Square, these indicates that 0.7% for market value (MV), 0.3% for 
price earning ratio (PER), 2.1% for dividend yield (DY), 1.0% for capital gearing, 1.8% for return on 
capital employed (ROCE), 2.8% for payout ratio (PR) and 0.5% for borrowing ratio (BR). Hence, these 
small amounts of R-Square explained by Corporate Governance indicate variations to each variable. 
This is supported by the study by Che Haat (2006) which found that a significant negative 
relationship between board composition and market performance which indicates that investors do 
not rely on firm’s internal governance. 

Insert Table 3 Here 
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Pearson Correlation Analysis 
 Table 6 shows the correlation analysis for all variables involved in the study. The results 
suggest that dividend yield (DY), return on capital employed (ROCE) and payout ratio (PR) was 
significantly correlated at 0.0 levels (2-tailed) with BOD Education (independent variable). Estimated 
the Pearson product-moment correlation is 0.138**, implying a positively correlated relationship with a 
magnitude of 13.8% between the two variables of dividend yield (DY) and BOD Education. For the 
return on capital employed (ROCE), the correlation is 0.121** and it implies a positive correlated 
relationship with the magnitude of 12.1% with BOD Education.  
 Payout ratio (PR) has a positive correlated relationship with BOD Education at 0.167** and 
with the magnitude of 16.7% respectively. This means, the null hypothesis should be rejected at 
0.01(1%) levels of significant. It is also found that there is a strong positive relationship with 
independent and dependent variables. As for the correlation between BOD Communication and 
Composition of BOD with market return, it was found that both of the board independence was not 
associated with market return as indicated by its statistically insignificant correlation coefficient with 
all the dependent variables. Besides, there is a positive and significant correlation between BOD 
Education and dependent variables. It can be suggested that BOD Education is associated with the 
firm’s market value.  So, those companies who comply with the code of Corporate Governance tend to 
perform better rather than not.  

Insert Table 4 Here 

CONCLUSION AND RECOMMENDATION 
 The objective of this study is to identify the compliance level among public listed companies 
with the code of corporate governance and to scrutinize whether there is any relationship between 
corporate governance and firm’ performance. Based on the results for the past three years (2004, 2005 
and 2006), the studied has a positive relationship among BOD communication, negative relationship 
between dependent and BOD education and no relationship among composition of BOD. Majority of 
the company complied well with the code of corporate governance to get better performance include 
MV, PER, DY, CG, ROCE, PR and BR for their company. Most of the companies complied well with 
the MCCG because they have sent their board of directors to go to the training program before they 
take the board positions. The result shows that BOD education is the most important and gives 
benefits to the companies. Besides, BOD communication and composition of BOD are also important 
to the company because if there were not disclosed their level of communication with shareholders, 
board of directors cannot get feedback from their shareholders and unable to increase the confidence 
level among them. If there were no well structured of composition of BOD, how should the company 
been well organized. Supported evidence to this conclusion was saying that corporate governance has 
been identified in previous studies to influence the capital structure decisions of firms. The studies 
identified the main characteristic of corporate governance which include board size, board 
composition, CEO duality, tenure of the CEO and CEO compensation. The studies are from Berger at 
al., 1997; and Friend and Lang (1988). Lipton and Lorsch (1992) also find there is significant 
relationship between firm’s performance and board size.  
 From these overall studies, it can be recommended that all companies should comply with 
the code of corporate governance. It is because it was proven by this study that the code have a link 
with the firm’s performance. Companies should take those opportunities that have been given by 
Bursa Malaysia Securities Berhad (BMSB) for the purpose of helping directors organize and cooperate 
with their company. They should take this opportunity by sending or appoint two or more directors 
to go for training program so that they can easily update or gain more information about how to 
maintain or develop company’s performance and develop their own leadership skills. Companies 
that did not comply with the requirement of corporate governance by having one-third of 
independent directors should try to achieve the requirement. If not, this will give some effect to the 
company even though directors cannot recognize it. Lastly, by complying with to code of corporate 
governance they can attract more shareholders or investors to invest in their company and 
coincidently can gain market return. Besides, they can easily expose their company’s name in Bursa 
Malaysia.  
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Table 1: Number of Company within Industry 

                  Industry                No. of Company 
Sample Size 

(30% of the Companies) 

      Consumer Product                 86                26 

     Industrial Product              159               48 

          Trading and Services              158               48 

                Properties                94              28 

                Plantation               44              13 

                TOTAL              541            163 

 

 
Table 2: Dependent and Independent Variables 

Variables Proxies 

Dependent  - Market Value (MV)              - Borrowing Ratio (BR) 
- Price Earnings Ratio (PER)  - Payout Ratio (PR) 
- Dividend Yield (DY)            - Capital Gearing (CG) 
- Return on Capital Employed (ROCE) 

 

 

 

 

Independent 

- BOD Communication (BC) 
- BOD Education (BE) 
- Composition of BOD (CB) 

 

Figure 1: The Communication of BOD with the Shareholders. 

 

Figure 2: Education Program or Training of the Directors. 
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Figure 3: Composition of Independent Directors in the Company 

 

Table 3: Regression Analysis Results 
R Square: MV=0.007, PER=0.003, DY=0.021, CG=0.010,      ROCE=0.018, PR=0.028, BR=0.005; 

*Significant level at 0.1(10%), **Significant level at 0.05(5%) and  ***Significant level at 0.01(1%) 
 

Table 4: Results of Pearson Correlation Analysis among Variables 

 BC BE CB MV PER DY CG ROCE PR 

BC 1         

BE -0.038 1        

  0.402 .        

CB -0.039 -0.086 1       

  0.393 0.056 .       

MV -0.026 -0.024 -0.075 1      

 0.565 0.596 0.098 .      

  Independent Variables 

Dependent 
BOD 

Communication 
BOD Education 

Composition of 
BOD 

Variables T-Ratio P-Value T-Ratio P-Value T-Ratio P-Value 

MV -0.670 0.503 -0.703 0.482 -1.733 *0.084 

PER -0.431 0.667 0.297 0.767 -1.060 0.290 

DY -0.612 0.541 3.094 ***0.002 0.674 0.500 

CG -1.366 0.173 -1.639 0.102 0.404 0.686 

ROCE 0.735 0.463 2.636 ***0.009 -0.881 0.379 

PR -0.197 0.844 3.719 ***0.000 0.138 0.890 

BR -0.788 0.431 -1.308 0.191 0.427 0.669 
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PER -0.018 0.018 -0.049 0.048 1     

 0.688 0.684 0.283 0.294 .     

DY -0.034 **0.138 0.019 -0.055 
*-

0.106 1    

 0.453 0.002 0.668 0.228 0.019 .    

CG -0.060 -0.074 0.027 **0.197 0.032 **-0.218 1   

 0.187 0.104 0.549 0.000 0.482 0.000 .   

ROCE 0.030 **0.121 -0.051 *0.102 
**-

0.186 0.081 -0.089 1  

 0.506 0.007 0.257 0.024 0.000 0.073 0.050 .  

PR -0.015 **0.167 -0.008 0.100 0.056 **0.507 **-0.320 **0.236 1 

 0.733 0.000 0.862 0.027 0.215 0.000 0.000 0.000 . 

BR -0.034 -0.060 0.026 **0.127 0.030 **-0.148 **0.629 -0.073 
**-

0.184 

 0.450 0.186 0.567 0.005 0.505 0.001 0.000 0.106 0.000 
 
          

          

 


