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Abstract

The positive correlation between CG data and company size means that the more transparent
the company is, the more volatile the stock price will be in the market. This shows that
companies’ increasing awareness about information transparency compared to the past has
created trust in investors, which increased the investment wave in potential companies by
domestic and foreign investors (due to limited stockholding volume) during the research
period. In addition, when the quality and quantity of information are improved, significant
changes in stock prices in the market can be achieved by investors who surf the market and
hold stocks for a short period. When a company publishes good information about growth
opportunities or future investment potential, this increases its attractiveness to other investors
and causes its share price to increase. At this point, wave investors will sell the stock. Therefore,
the transparent disclosure of information attracts investors, thereby causing stock price
fluctuations in the market. This study aims to investigate the relationship between corporate
governance (CG) and financial performance in the case of publicly listed companies. The topic
is crucial in understanding how effective governance practices can influence the financial
outcomes of companies. The study sheds light on the link between CG practice and firm
financial performance. It also provides insights for policymakers and practitioners to improve
CG practices. In addition, the study examines the relationship between changes in the CG index
and changes in financial performance.

Introduction

The paper’s main objective is to determine the relationship between CG performance scores
and firm financial performance. Moreover, the methods used to check for possible errors in the
regression model are also detailed. These tests are intended to increase the reliability of the
research results. Finally, an explanation of the research results is offered. Based on the extant
research, there is an argument in favor of more research that examines the impact of CG on
financial performance in different contexts and across different types of firms, especially as
there is a growing interest in understanding how CG affects financial performance in emerging
markets, small- and medium-sized enterprises and other organizations. This study presents data
and methods to examine the effect of CG on the financial performance of listed firms. However,
research has yet to examine the moderating role of CG in firm innovation capabilities in
postpandemic environments, particularly in emerging economies. Consequently, this study
aims to investigate the role of CG in enhancing the relationship between capital budgeting,
knowledge management, business strategy and innovation capabilities of post pandemic firm
innovation. However, these studies did not find evidence of a relationship between the board
of directors’ responsibilities and financial performance. Therefore, there is a need for a future
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study that compares the results of analysis from two different research data sources, including
secondary data collected manually and data collected from a direct survey or a qualitative case
study or studies. Also, research concerning which aspects of management should be examined
would likewise be welcome.

Objective of The Study

The study’s main objective is to determine the relationship between CG performance scores
and financial performance. The study found a positive relationship between transparency
disclosure and financial performance and a positive correlation between CG and company size.

Hypothesis

H1.Firms with more substantial shareholder rights have a positive relationship with firm value
and profit.

H?2.Optimal benefits can only be achieved by respecting the interests of stakeholders and their
contribution to the company’s long-term success.

To test the hypothesis, our study uses five explanatory variables, including:
1. The CG index variable determined by the four component governance indexes;
2. The corporate governance index variable related to shareholder rights;
3. The corporate governance index variable related to stakeholder roles;
4. The corporate governance index variable related to disclosure and information
transparency; and
5. The corporate governance index variable related to BOD responsibility.
Literature review

Numerous studies have been conducted to examine the effects of CG on firm financial
performance both formally and informally. Formal CG (Tachizawa and Wong, 2015; Gallego-
Alvarez and Pucheta-Martinez, 2020) refers to a firm’s organizational structure, including
command structure, incentive system, standard operating procedures and written dispute
resolution procedures. In contrast, informal CG is characterized by social control and trust
(Khatib and Ibrahim Nour, 2021; Chi, 2021). CG has been found to play a crucial role in
improving company performance, reducing agency costs and influencing corporate policies.
The COVID-19 crisis has highlighted the importance of the board’s supervisory role in
mitigating risk and postpandemic CG is also essential as companies face ongoing disruptions
(Gerged et al., 2021). The link between CG and firm performance has garnered attention from
researchers, businesses and policymakers. Several studies have investigated CG’s mediating
and moderating roles during the pandemic. Corporate governance (CG) refers to the rules,
practices and processes by which a company is executed and managed. Good CG ensures that
companies operate efficiently and effectively and maximize shareholder value (Alodat et al.,
2022). Critical economic arguments for good CG include increased investment and financial
performance and reduced agency costs and risks. One important channel through which CG
affects economic outcomes is the alignment of incentives between shareholders and managers.
This alignment can be achieved through mechanisms such as performance-based pay and
independent directors on boards. Another means is to provide reliable and transparent financial
reporting, which can reduce information asymmetries between managers and investors. Despite
the clear benefits associated with good CG, there are still challenges in implementing effective
governance practices. These challenges include issues such as the concentration of ownership,
conflicts of interest and the difficulty of measuring and monitoring governance practices
(Hunjra et al., 2021). In sum, good CG is critical for ensuring that companies operate in the
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best interests of shareholders and maximize their value. According to Faroog et
al._(2022), companies can achieve better financial performance and can reduce risk by aligning
incentives between managers and shareholders and by providing reliable and transparent
financial reporting. However, challenges remain in implementing effective governance
practices, and endless efforts are needed to ensure that companies are governed as effectively
and efficiently as possible. According to Colak and Oztekin’s (2021) study, the impact of
COVID-19 on a group of developing countries with poor economies, tight budgets, weak
policies and business environments is significant. The COVID-19 pandemic has brought about
the need for effective governance practices focusing on risk management, transparency,
accountability and ethical behavior. Companies prioritizing these practices will likely emerge
more successful and resilient in the post pandemic world.

Theoretical Underpinning

Several critical CG theories have been developed over the years. Here are brief overviews of
some of them:

e Agency theory suggests that a principal-agent relationship exists between shareholders
(the principal) and management (the agent) and that the agent’s interests may not
always align with those of the principals. As a result, mechanisms are needed to ensure
that managers act in the best interests of shareholders.

o Stewardship theory proposes that managers act as stewards of the company and,
therefore, have a sense of responsibility to act in the company’s and its stakeholders’
best interests. This theory emphasizes the importance of trust, cooperation and
collaboration between managers and shareholders.

e Resource dependence theory suggests that companies depend on external resources
(such as capital, labor and raw materials) to operate and that the ability to access these
resources is influenced by the company’s relationships with external stakeholders. As
a result, effective CG is needed to manage these relationships and to ensure that the
company has access to the resources it needs to succeed.

o Transaction cost theory proposes that companies engage in transactions (such as
contracting with suppliers or hiring employees) that incur costs beyond the monetary
value of the transaction itself (such as monitoring costs and negotiating costs). Effective
CG can minimize these costs by establishing clear transaction rules and procedures.

o Stakeholder theory suggests that companies are accountable to a wide range of
stakeholders (such as employees, customers, suppliers and the wider community) and
that effective CG should consider the interests of these stakeholders and those of
shareholders.

Implications of the Study

The empirical evidence of this study supports the view that companies with good CG systems
— especially in terms of information disclosure and transparency — will positively contribute to
companies’ financial performance. Therefore, a good understanding of current transparency is
critical for potential investors, stakeholders, policymakers and international organizations who
want to know about transparency and wish to derive more value from these dynamic and
receptive economies. However, this study only looked at three years, so there will be a
particular limitation regarding the research time frame of disclosure concerning the companies.
Nevertheless, this limitation will be overcome in the future because, for international
integration, transparent disclosure of company information needs to become a more common
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practice for listed companies and public companies in India and this is necessary for sustainable
development. Furthermore, good corporate transparency practices must be improved to build a
better business environment for attracting domestic and foreign investors and to build trust,
honesty and ethical values in the marketplace. Investors are the ones who can directly or
indirectly pressurize companies to strictly and voluntarily implement transparent information
disclosure through share price mechanisms. Accordingly, in addition to reviewing company
performance based on financial statements, investors need to base their scores on the quality
of CG practices concerning each listed company with a view to limiting investment risks.

Limitations

Finally, because the goal of the study only considers a one-way relationship of the impact of
the CG index on financial performance, the study — due to data limitations — does not
thoroughly address the two-way relationship as do previous overseas studies. Therefore, the
following research direction can use a more extended period to examine the spillover effect
between the CG index and financial performance. In addition, further research needs to review
the two-way relationship between the CG index and the CG, as well as the change in the CG
practice quality index and CG performance change. Finally, there is also space for a study to
compare analysis results from two different research data sources, including manually collected
secondary data and data collected from direct surveys.

Conclusions

Policymakers need to develop a set of criteria for assessing CG practices. They also need to
promulgate specific regulations for mandatory and voluntary information disclosure and
designate a competent authority to certify the transparency of company information. The study
also suggests that companies should develop CG regulations and focus on regulations relating
to the business culture or ethics, as well as implementing a system to ensure equal treatment
among shareholders. The study found that good CG practices can positively contribute to a
company’s financial performance, which is crucial for investors to evaluate the quality of CG
practices for each listed company so that investment risks can be limited. Research results also
show that companies with a good CG system, which are specifically responsible for
stakeholders such as employees, the environment and products and concurrently offer open and
transparent information, will help increase financial performance. Each company — not only
listed companies but also small- and medium-sized companies — must develop CG regulations
to suit its current situation and should harmonize interests between the company and its
stakeholders. In addition, companies need to make regulations on business culture and ethics.
In particular, companies need to make regulations concerning equal treatment of shareholders
(shown in the table) and should earnestly implement them. This should be so as the lack of
such regulations creates a potential source of conflict of interest and conflict of power between
major shareholders and minority groups of shareholders, as outlined by agency theory, and it
is also a fact that some joint stock companies in India went bankrupt because of this conflict.
Although this proposal is inconsistent with the research results because these results show that
there is equal treatment of shareholders of listed companies in India, the trend of governance —
as attested by international practices in developed countries — is to further improve the equal
treatment of shareholders.

1287
By : School of International Business and Entrepreneurship (SIBE)



E Leadership, Education, Personality: An Interdisciplinary Journal ISSN: 2524-6178
www.sibe.rpress.co.in, Vol. 19, Issue 01 January 2024, UGC CARE 1,IF: 7.621

References

e Akerlof, G.A. (1970), “The market for ‘lemons’: quality uncertainty and the market
mechanism”, The Quarterly Journal of Economics, Vol. 84 No. 3, pp. 488-500,
doi: 10.2307/1879431.

e Alabdullah, T.T.Y. and Ahmed, E.R. (2020), “A cross-sectional analysis of the
influence of corporate governance features on the organizational outcomes: an
assessment”, 1HUC Studies, pp. 9-26, doi: 10.3329/iiucs.v15i0.51423.

e Ali, W. and Frynas, J.G. (2021), “The relationship between corporate governance
practices and corporate performance: evidence from the UK”, Journal of Business
Ethics, pp. 1-17, doi: 10.1007/s10551-021-04977-4.

e Allen, F., Carletti, E. and Marquez, R. (2007), “Stakeholder capitalism, corporate
governance and firm value”, Corporate Governance and Firm Value, EFA, pp. 9-28,
doi: 10.2139/ssrn.944496.

e Al-Matari, E.M., Al-Swidi, A.K. and Fadzil, F.H.B. (2014), “The measurements of
firm performance’s dimensions”, Asian Journal of Finance and Accounting,
Vol. 6 No. 1, p. 24, doi: 10.5296/ajfa.v6i1.5015.

e Alodat, A.Y., Salleh, Z., Hashim, H.A. and Sulong, F. (2022), “Corporate governance
and firm performance: empirical evidence from Jordan”, Journal of Financial
Reporting and Accounting, Vol. 20 No. 5, pp. 866-896, doi: 10.1108/JFRA-12-2020-
0361.

e Ammari, A., Ayed, N.B. and Ellouze, A. (2016), “The interaction between board
independence and CEO entrenchment on Tobin’s Q”, International Journal of Business
and Economic Strategy, Vol. 4 No. 1, pp. 1-13, doi: 10.11648/j.ijbes.20160401.11.

e Ang,J.S, Cole, R.A. and Lin, JW. (2000), “Agency costs and  ownership
structure”, The Journal of Finance, Vol.55 No. 1, pp. 81-106, doi: 10.1111/0022-
1082.00179.

e Bamber, L.S. and Cheon, Y.S. (1998), “Discretionary management earnings forecast
disclosures: antecedents and outcomes associated with forecast venue and forecast
specificity choices”, Journal of Accounting Research, Vol. 36 No. 2, pp. 167-190,
doi: 10.2307/2491359.

e Basyith, A., Ho, P. and Fauzi, F. (2022), “do better-governed firms enhance
shareholders’ value? A study of corporate governance index firms”, Journal of
Governance and Regulation, Vol. 11 No. 2.

e Berman, S.L., Wicks, A.C., Kotha, S. and Jones, T.M. (1999), “Does stakeholder
orientation matter? The relationship between stakeholder management models and
firm financial performance”, Academy of Management Journal, Vol. 42 No. 5,
pp. 488-506, doi: 10.5465/2570009.

e Black, B.S., Jang, H. and Kim, W. (2006), “Does corporate governance predict firms’
market values? Evidence from Korea”, The Journal of Law, Economics, and
Organization, Vol. 22 No. 2, pp. 366-413, doi: 10.1093/jleo/ew;j016.

e Bruna, M.G., Dang, R., Scotto, M.J. and Ammari, A. (2019), “Does board gender
diversity affect firm risk-taking? Evidence from the French stock market”, Journal of
Management and Governance, Vol. 23 No. 4, pp. 915-938, doi: 10.1007/s10997-019-
09473-1.

e Cheung, Y.L, Jiang, P., Limpaphayom, P. and Lu, T. (2010), “Corporate governance
in China: a step forward”, European Financial Management, Vol. 16 No. 1, pp. 94-
123, doi: 10.1111/j.1468-036X.2009.00505.x.

1288
By : School of International Business and Entrepreneurship (SIBE)



Leadership, Education, Personality: An Interdisciplinary Journal ISSN: 2524-6178
www.sibe.rpress.co.in, Vol. 19, Issue 01 January 2024, UGC CARE 1,IF: 7.621

Chhaochharia, V. and Grinstein, Y. (2007), “Corporate governance and firm value:
the impact of the 2002 governance rules”, The Journal of Finance, Vol. 62 No. 4,
pp. 1789-1825, doi: 10.1111/j.1540-6261.2007.01235.x.

Chi, N.T.K. (2021), “Innovation capability: the impact of e-CRM and COVID-19 risk
perception”, Technology in Society, Vol. 67, p. 101725,
doi: 10.1016/j.techsoc.2021.101725.

Chung, K.H. and Pruitt, S.W. (1994), “4 simple approximation of Tobin’s
Q”, Financial Management, Vol. 23 No. 3, pp. 70-74, doi: 10.2307/3665600.
Clatworthy, M.A. and Jones, M.J. (2006),  “Differential  patterns  of textual
characteristics and company performance in the chairman’s statement”, Accounting,
Auditing and Accountability Journal, Vol. 19 No. 4, pp. 493-511,
doi: 10.1108/09513570610679555.

Colak, G. and Oztekin, O. (2021), “The impact of COVID-19 pandemic on bank
lending around the world”, Journal of Banking & Finance, Vol. 133, p. 106207,
doi: 10.1016/j.jbankfin.2021.106207.

Connelly, C.E., Zweig, D., Webster, J. and Trougakos, J.P. (2012), “Knowledge
hiding in organizations”, Journal of Organizational Behavior, VVol. 33 No. 1, pp. 64-88,
doi: 10.1002/job.737

Dao, B. and Hoang, G. (2014), “VN30 index: corporate governance and performance
analysis”, available at: SSRN 2543097.

Dauda, Y.A. and Shafii, Z. (2021), “Corporate governance and financial performance
in emerging markets: evidence from Nigeria”, Business and Economic Research,
doi: 10.1080/21649472.2021.1980965.

Demsetz, H. and Villalonga, B. (2001), “Ownership  structure and corporate
performance”, Journal of Corporate  Finance, Vol.7No.3, pp.209-233,
doi: 10.1016/S0929-1199(01)00014-2.

Durnev, A. and Kim, E.H. (2005), “To steal or not to steal: firm attributes, legal
environment, and valuation”, The Journal of Finance, Vol. 60 No. 3, pp. 1461-1493,
doi: 10.1111/j.1540-6261.2005.00768.X.

Eisenberg, T., Sundgren, S. and Wells, M.T. (1998), “Larger board size and
decreasing firm value in small firms”, Journal of Financial Economics, Vol. 48 No. 1,
pp. 35-54, doi: 10.1016/S0304-405X(97)00045-8.

Epps, R.W. and Cereola, S.J. (2008), “Do Institutional Shareholder Services (ISS)
corporate governance ratings reflect a company’s operating performance”,? Critical

Perspectives on Accounting, Vol. 19 No. 8, pp. 1135-1148,
doi: 10.1016/j.cpa.2007.07.003.
Euromoney Institutional Investor (2001), “OECD-LTI-project”, available

at: www.oecd.org/finance/OECD-L TI-project.pdf

Evans, J., Evans, R. and Loh, S. (2002), “Corporate governance and declining firm
performance”, International ~ Journal of Business  Studies, Vol. 10 No. 1,
doi: 10.1108/eb060676.

Faroog, M., Noor, A. and Ali, S. (2022), “Corporate  governance and firm
performance: empirical evidence from Pakistan”, Corporate Governance: The
International Journal of Business in Society, Vol.22 No.1, pp.42-66,
doi: 10.1108/CG-07-2020-0286.

1289
By : School of International Business and Entrepreneurship (SIBE)


http://www.oecd.org/finance/OECD-LTI-project.pdf

