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The board chairman’s characteristics and
financial stability of Malaysian-listed firms

Mujeeb Saif Mohsen Al-Absy*

Abstract: This study examines the association between the board chairman’s (BC’s)
characteristics (independence, age, ethnicity, tenure, family membership, dual chair
with nomination committee (NC), dual chair with remuneration committee (RC)) and
the firm’s financial stability. The Altman (1993) Z-Score indicator was used to
determine the financial stability of Malaysian suspect-listed firms, i.e., firms with
lowest positive earnings for the years 2013-2015. Ordinary Least Square regression
indicates that only the age and tenure of the BC are associated with high financial
stability. This means that the chairman’s age and tenure could protect the company
against financial distress. However, the results showed a negative effect of the BC’s
ethnicity, family membership and dual chair with the NC on the firm’s financial
stability. These results, in general, are similar to the Feasible Generalized Least
Squares regression and other robustness tests. This study is the first to investigate
the influence of the board chairman’s characteristics on the firm’s financial stability.
Thus, it alerts policymakers, firms and their stakeholders, as well as researchers, to
the importance of strengthening the board chairman’s characteristics to protect the

company against financial distress, especially in emerging countries such as
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The paper examines the influence of the board
chairman’s (BC’s) characteristics, e.g., chairman
independence, age, ethnicity, tenure, family rela-
tionship, dual chair with nomination or remu-
neration committee, on the firm’s financial
stability. To enhance his independence, most
regulators require that the BC should not be: an
executive director, the same person as CEO, the
chairman or a member of certain board commit-
tees. Lack of empirical studies on the influence of
these characteristics on financial stability, and
neglect of other characteristics by regulators and
researchers, e.g., BC's age, ethnicity, tenure, the
family relationship, have motivated conducting
this research. The study finds that greater age
and tenure of the board chairman significantly
protect the company against financial distress.
However, a BC who is of local ethnicity, a family
member and chair of the nomination committee
significantly causes the company financial dis-
tress. This study helps policymakers, firms and
their stakeholders to strengthen the role of

the BC.
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Malaysia, where it has been observed that the board chairman attempts to dom-
inate the entire firm’s decisions.

Subjects: Business & Company Law; Banking & Finance Law; Economics; Finance;; Business,
Management and Accounting

Keywords: board chairman; family membership; nomination committee; remuneration
committee; financial stability; Malaysia

1. Introduction

The series of financial scandals and fraud witnessed globally have significantly affected economies
worldwide. For example, the scandals of Enron Corporation and WorldCom in the US, as well as
many more cases of fraud, have made regulators, investors and financial communities more
aware of the need to pay more attention to the financial statements of companies. In the
Malaysian context, investors’ confidence was shaken by the acts of two former independent
directors of Transmile Group Bhd. who gave Bursa Malaysia a misleading statement (Hashim,
2009; Wan-Abdullah et al., 2012).

The primary reason for these scandals is usually the failure of management to fulfil their
obligations in increasing the firm’s value, as well as to protect the shareholders’ interest.
Therefore, management often attempts to hide the actual performance to mislead stakeholders
by claiming that the business performance is stable and predictable, while in actual fact it is not.
This encourages management to report inaccurate accounting information or commit fraud
(Abdul-Rahman & Ali, 2006; Kazemian & Sanusi, 2015) to show that the firm is financially stable.
Hence, financial scandals are a clear example of how failures in corporate governance (CG) destroy
companies (Rezaee, 2005). This is in line with the argument of Nam and Nam (2004), that the
failure of CG was the main cause of the Asian financial crisis of 1997.

Indeed, in the Malaysian context, the rapid onset of the economic crisis of mid-1997 showed the
consequences of weak CG (Abdul-Rahman & Ali, 2006). Consequently, attention has moved dra-
matically towards CG (Cheung & Chan, 2004; Shahwan, 2015). A significant effort has been made
by the Malaysian government to boost the efficiency of CG, beginning in 1999 with the formation of
a powerful Finance Committee on Corporate Governance (FCCG) to review and reform the
Malaysian Code of Corporate Governance (MCCG), and the amendment of the Code in 2000,
2007, 2012 and most recently 2017.

Previous studies have extensively investigated the influence of CG mechanisms on financial
reporting quality, such as earnings management (EM), financial reporting timeliness and perfor-
mance. Only a few have examined the influence on a firm’s financial distress of CG attributes: chief
executive officer (CEO) duality, board independence, and ownership structure (Abdullah, 2006);
CEO duality, board composition, existence of an audit committee (AC) and director and external
ownership (Miglani et al., 2015); board composition, e.g., size, independence and CEO duality, and
AC composition (Elloumi & Gueyie, 2001); and controlling shareholder directors and the deviation
in control away from the cash flow rights (Lee & Yeh, 2004).

Whether CG characteristics significantly influence a firm’s financial instability is still unclear (Lee &
Yeh, 2004). It is therefore essential to expand the body of knowledge regarding the impact on financial
distress of the composition and structure of the board (Elloumi & Gueyie, 2001), as the directors
significantly influence company outcomes. In particular, no study has been conducted on the influ-
ence of the board chairman (BC) on financial stability, to the best knowledge of this researcher. The
chairman is given greater responsibility for establishing good practices in governance, leadership and
board effectiveness. Hence, the role of the chairman in the CG process needs further study (Carcello
et al, 2011). Most regulators require firms to separate the position of chairman and CEO and/or
appoint a non-executive chair. However, the chairman’s characteristics have not been determined.
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Although the primary concern of regulators and researchers has been given to board indepen-
dence, there is no strict policy requiring firms to appoint an independent chairman. Likewise, there
is no empirical evidence for the influence of the BC’s independence on the firm’s financial stability.
A further characteristic of the BC is age; whether it protects the firm against financial distress has
not been determined by regulators or researchers. In terms of board ethnicity, very few studies
have been conducted (Marimuthu, 2008), especially the influence of the BC’s ethnicity on the firm’s
financial stability. Regarding tenure, most regulators have determined the period of the indepen-
dent directors’ tenure, but not the BC’s tenure; its influence on financial stability has not been
investigated. Concerning the issue of family chairman, Al-Absy et al. (2019a) found that CG
mechanisms can be affected, losing the monitoring role of overcoming unethical management
behaviour when family members chair the board. However, the influence of family chairman on
financial stability has not been covered in previous studies.

Concerning the impact of the BC chairing the nomination committee (NC), very little is known
about the social dynamics among the CEO, BC and NC and how they affect the appointment of
directors (Walther et al., 2017). Similarly, for the impact of a BC who chairs the remuneration
committee (RC), the effect of social dynamics among the CEO, BC and RC on remuneration policy is
unknown. Only one study, by Al-Absy et al. (2018b), has examined the influence of the BC chairing
the NC or RC on financial reporting quality, measured by EM. Its effect on the firm’s financial
stability has not been investigated.

This study contributes in different ways to the literature. First, it seeks to bridge the gap in the
literature by providing an empirical study on the influence of the BC’s characteristics on financial
stability. It extends the literature by applying agency theory as the underlying theory and resource
dependence theory as a supporting theory to explain the relationship between the BC’s character-
istics and financial stability. Specifically, the study examines the association between the BC’s
characteristics (independence, age, ethnicity, tenure, family membership, dual chair with NC, dual
chair with RC) and the firm’s financial stability. The results may help policymakers and the
regulatory bodies to understand the supervisory role of each of the BC’s characteristics in enhan-
cing the firm’s financial stability. This may help the policymakers and regulatory bodies to re-
evaluate the role of the BC’s characteristics. This study can also help policymakers to take action in
an attempt to improve the effectiveness of the BC’s characteristics in increasing the firm’s financial
stability. It also draws the attention of researchers in CG to further investigation of the BC’s
characteristics to provide a definite conclusion that may help policymakers, investors, creditors
as well as all shareholders.

Secondly, the study examines an emerging economy, Malaysia, where the business environment
has specific characteristics that can affect the implementation of CG. Two features distinguish the
ownership of Malaysian firms: concentrated shareholdings either by individuals or families, and the
high percentage of government equity (Abdullah, 2006). The Malaysian context is also of interest
for this study because of the diversity of its culture, i.e., religion, ethnicity and language (Muniandy
& Ali, 2012). Furthermore, several revisions have been made to the MCCG by regulators (in 2007,
2012 and 2017), in an attempt to strengthen the governance practices. This shows that the Code is
either still incomplete or is challenging to apply because of cultural differences between Malaysian
companies (Al-Absy et al., 2018a), supporting the need to improve CG (Mohammad et al., 2016).

All of these features could significantly influence the appointment of the BC and his/her role in
monitoring and supervising the firm’s activities. Importantly, it has been observed that company
directors in Malaysia face challenges in expressing views that may contradict those of the majority
shareholders, especially when their views are different from the CEOs or the
chairmans (Satkunasingam et al., 2012). Overall, the findings of the current study indicate that
only age and tenure of the BC are associated with high financial stability, while the BC’s ethnicity,
family membership and dual chair with NC are associated with low financial stability.
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2. Literature review

2.1. Corporate governance and financial stability

Companies with weak CG structures are considered to be exposed to downturns and the possibility
of financial instability (Lee & Yeh, 2004). The argument that the implementation of specific CG
structures is advantageous for firms, as expressed in the reduced risk of economic stress, was
endorsed by Miglani et al. (2015). Likewise, the study of Abdullah (2006) provides evidence of the
degree to which financial distress is linked to CG. Firms that face financial distress are expected to
have several issues related to governance, mainly the effectiveness of directors in carrying out
their monitoring functions (Abdullah, 2006).

Miglani et al. (2015) concluded that the probability of lower financial distress is associated with an
increased number of directors, blockholder ownership and the presence of an AC. In contrast, financial
distress is not significantly associated with CEO duality or the independence of the board. Abdullah
(2006) found that financial distress is negatively associated with the interests of management, non-
executive directors and outside blockholders. Hence, the study supports the claim that ownership held
by non-executive directors as well as outside blockholders significantly enhances their opportunities to
regulate management and ensure that their capital is maintained. In contrast, the study found that CEO
duality and board independence are not significantly associated with the likelihood of financial distress.

Elloumi and Gueyie (2001) concluded that the composition of the board helps explain financial
distress beyond the financial indicators. Nonetheless, in the context of financial distress, the distinction
between financially distressed companies based on CEO changes as a proxy for turnaround strategies
gives useful insights into the characteristics of CG. The study found that independent directors and
ownership are negatively associated with the risk of financial distress. Nonetheless, there is no
significant relationship between the existence of CEO duality and the risk of financial distress
(Elloumi & Gueyie, 2001). Lee and Yeh (2004) found that the ratio of directors affiliated with the
controlling shareholder and the divergence in control away from cash flow rights were strongly
associated with the probability of financial distress, even after monitoring the potential impact of
financial performance. CG was also found to have deteriorated in the year preceding financial distress.

2.2. Agency and resource development theories

Shareholders expect managers to adopt strategies that maximize the value of the firm. However, due
to the conflict of interest between managers and shareholders expressed in agency theory (Jensen &
Meckling, 1976), managers may become opportunistic in their behaviour at the expense of the share-
holders (Tabasum et al., 2018; Wu et al., 2016). Therefore, shareholders attempt to limit the differ-
ences of interest through implementing several mechanisms of CG, e.g., board of directors, AC, and
external auditors (Hajawiyah et al., 2020), that could effectively monitor and supervise the managers’
activities and decisions. Hence, these mechanisms can play an important role in enhancing the quality
of earnings reported by firms (Asogwa et al., 2019). Views on the role of CG mechanisms in monitoring
managers’ decisions have led to a shift towards a specific orientation of CG by regulators, which
generally requires higher external directors’ representation, experience, diversity in terms of gender
and other mechanisms. Regarding the BC, most regulators required that he/she should not be: an
executive director, the same person as the CEO, the chairman or a member of certain board commit-
tees. In the case of Malaysia, several revised CG codes were introduced (e.g., MCCG. 2000, 2007, 2012
and 2017) aimed to reduce the agency problem. Agency theory is relevant theory in explaining the
relationship between CG mechanisms, namely the BC’s characteristics and the firm’s financial stability.

Resource dependence theory also plays a vital role in strengthening the capacity of the board to
effectively enhance the firm’s governance and monitor the managers’ directions. It indicates that firms
have to obtain essential resources from their environment. The board is an integral component of an
efficient firm, i.e., it is used to access resources and information (Boyd, 1990); it links firms with their
stakeholders (Luckerath-Rovers, 2009); and it provides experience and knowledge (Hillman et al., 2000).

Page 4 of 26



Al-Absy, Cogent Business & Management (2020), 7: 1823586 O;K-: cogent P b us | Nness & mana ge me nt

https://doi.org/10.1080/23311975.2020.1823586

Consequently, the current study integrates the agency and resource dependence theories in
explaining the relationship between the BC’s characteristics and the firm’s financial stability.

3. Empirical literature review and hypotheses development

3.1. Board chairman’s independence

Board independence is the primary concern of worldwide CG codes, including the MCCG. In MCCG
2000 and 2007, the independence of at least one-third of board members was required; the 2012
revision demanded a majority of independent directors unless the BC was independent; and MCCG
2017 currently requires the independence of at least one-half of the board, or a majority in large
companies. Nevertheless, there is no strict policy requiring firms to appoint an independent chair-
man. Scholars have argued that the independence of a BC, who is neither a founder nor a CEO,
could improve the board’s monitoring role by effectively and independently examining the man-
agers’ decisions, especially those of the CEO. Further, it has been found that, among companies
with BC independence, the earnings statement quality is higher than in those companies without
an independent chairman (Al-dhamari & Ku Ismail, 2012). Likewise, Al-Zyoud (2012) and Al-Absy
et al. (2019c¢) found that the chairman’s independence is significantly associated with a low level of
discretionary accruals, which indicates that it results in a higher reporting quality.

In contrast, Filatotchev et al. (2005) found that an independent chairman in a firm does not
appear to affect its performance. Likewise, Al-Absy et al. (2019d) and Habbash (2011) found that
the BC’s independence is not significantly related to discretionary accruals or real earnings
management. However, Mohammad et al. (2016) found that the chairman’s independence is
significantly associated with a higher level of EM. Nevertheless, based on the agency and resource
dependence theories, the study expects that:

Hi: The board chairman’s independence positively influences the financial stability of a firm.

3.2. Board chairman’s age

Studies have documented that a person’s age is negatively associated with job performance and
that an older BC may mean poorer firm performance (Waelchli & Zeller, 2013). The Malaysian
Companies Act 1965, section 169(1), states that no person of 70 years of age or above shall be
elected or continue to serve as a director of a public company. Waelchli and Zeller (2013) argue
that the BC’s cognitive skills are declining and that his or her perception is greatly limited. The
same authors reported the following results: (i) an older BC has little chance of concentrating on
optimizing shareholder value; (ii) an older BC seems to be bureaucratically rather than strategically
inclined; and (iii) an older BC pays less attention to performance-sensitive incentives. Al-Absy et al.
(2019a) reported no significant influence on the financial reporting quality (measured by EM) of the
chairman’s age, in this case the AC chairman.

Conversely, Amran et al. (2014) found a significant positive association between the BC’s age and
firm performance, as an older BC has more experience and is, therefore, more risk averse.
Accordingly, he/she may reasonably be expected to apply more checks and balances on managers.
An older chairman may improve the quality of financial reporting, as the study of Xiong (2016)
revealed that the BC’s age is significantly associated with a low level of EM. Hence, the study expects
that an older chairman could add value to the firm from longer experience that a younger chairman.
Thus:

H,: The board chairman’s age positively influences the financial stability of the firm.
3.3. Board chairman’s ethnicity
Culture influences personal behaviour, organizational policies and ethics as well as organizational
governance (Haniffa & Cooke, 2002; Ow-Yong & Kooi-Guan, 2000). It plays an essential role in

national CG codes (Cornelius, 2005). Malaysia is a multi-ethnic community, consisting of the main
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group of Malays (known as Bumiputra), followed by Chinese, Indians and others. Consequently,
a BC who belongs to a specific group may significantly influence the firm’s activities and its value.
Previous studies have focused on the influence of the board’s ethnicity on the firm’s performance
and EM. However, there is no study of its effect on the financial distress of firms.

Marimuthu (2008) concluded that increasing the board’s ethnic diversity would boost the
financial performance of the firm. Likewise, positive relationships between the ethnicity of the BC
or CEO and firm performance have been reported by Amran et al. (2014). Haniffa and Cooke (2002)
found that a board with a high percentage of Malay directors is more likely to voluntarily disclosure
information. Al-Absy et al. (2019a) also provide evidence of a significant association between the
AC chairman’s ethnicity and a low level of EM. On the other hand, a study of Salleh et al. (2006)
revealed that ethnicity has no relationship with audit quality, neither for the BC nor for the
proportion of Malay directors. Several other studies also reported that board ethnicity has no
significant association with the quality of financial reporting, measured by EM (Abdul-Rahman &
Ali, 2006; Mohammad et al., 2016).

Nevertheless, according to Salleh et al. (2006), Malays appear to have less individuality, and
higher levels of uniformity, conservatism and disclosure than others. Hence, recruitment of a -
Malay BC who follows Islamic business ethics may effectively monitor the managers’ decisions and
activities as he/she has the greatest responsibility for future financial breakdown. Hence, the study
expects that a Malay chairman could add value to the firm and protect it against financial distress,
in line with the agency and resource dependence theories. Thus, the study expects that:

Hs: The board chairman’s ethnicity positively influences the financial stability of the firm.

3.4. Board chairman’s tenure

Most regulators determine the period of independent directors’ tenure, worldwide and in Malaysia.
For instance, MCCG 2012 introduced a new requirement limiting their tenure to a cumulative term
of 9 years; otherwise, the board should explain the position and obtain the shareholders’ approval.
Further, MCCG 2017 requests shareholders’ approval through a two-tier voting process, in the case
of retaining an independent director after 12 years. However, the issue of BC’s tenure has been
given less attention by regulators where BCs are not independent. The BC’s tenure plays an
essential role in board governance and independence, particularly in Malaysia, where the MCCG
has raised concern over the role of powerful BCs.

Long tenure for directors increases their experience and knowledge in monitoring management
decisions (Vafeas, 2005). For instance, a longer tenure of outside board directors significantly
protects the firm against the likelihood of fraudulent financial reporting (Beasley, 1996).
Likewise, a longer tenure of independent board directors is significantly associated with a low
level of EM (Chtourou et al., 2001). Longer tenure of AC members significantly improves financial
reporting quality (Dhaliwal et al., 2010). Likewise, Yang and Krishnan (2005) found that the longer
tenure of AC directors is significantly associated with a low level of EM. Al-Absy et al. (2019a) also
found that the tenure of the AC chairman is significantly associated with low EM. In terms of
the BC, Xiong (2016) found that tenure is significant in reducing discretionary accruals and real
earnings management. Equally, Al-Absy et al. (2019c¢) reported a significant relationship between
the BC’s tenure and the low level of discretionary accruals. Even linking discretionary accruals to
income increase and decrease, Al-Absy et al. (2019b) found that the BC’s tenure is significantly
associated with a low level of income-increasing and income-decreasing earnings management.

On the other hand, Vafeas (2003) argued that more seasoned directors may become personal
friends, and therefore less likely to control and monitor managers, particularly in firms controlled by
CEOs. Further, Xie et al. (2003) found that the length of external directors’ tenure is positively
associated with current discretionary accruals. Tanyi and Smith (2014), however, found no significant
relationship between the tenure of the AC chairman and the quality of financial reporting. In terms of
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the BC, previous studies have found that tenure is not associated with firm performance (Waelchli &
Zeller, 2013) or with the level of EM (Shu et al., 2015). A few studies have been conducted to investigate
the influence of the BC’s tenure on firm performance (Waelchli & Zeller, 2013) or EM (Shu et al., 2015;
Xiong, 2016). However, there is no study linking it to the financial stability of firms. Thus,

H,: The board chairman’s tenure positively influences the financial stability of the firm.

3.5. Board chairman as family membership

The position of the BC in a company is crucial. Previously the CEO, who in most cases was a founder
or a family member, took over the role of BC to be in the best position to protect the family’s
resources as well as to dominate the entire firm’s decisions. It has been argued that the dominant
position of a chairman who is a family member might reduce the type I agency problem. In other
words, the conflict of interest between the shareholders and manager would be minimized if the
chairman is a family member with ready access to the firm’s information. In contrast, other
scholars have argued that family owners may control the overall management decisions and
attempt to increase their interest against the minority shareholders, especially in developing
countries (Cheung & Chan, 2004; Claessens & Fan, 2002). Consequently, most regulators require
companies to separate the roles of BC and CEO. However, Al-Absy et al. (2018b) argued that
family-controlled firms might consider choosing a member of the family for the position of BC as
the CEO would still have a significant influence on the his/her views.

Sacristan-Navarro et al. (2011) found that a family chairman, measured by a dummy variable
equal to 1 if the family firm was chaired by a member of the ultimate family owner, and 0
otherwise, did not significantly affect firm profitability. Similarly, Chen et al. (2013) found that
a family chairman, dummy variable equal to one if a family member held the chairman’s position,
is not associated with firm performance. Likewise, Kowalewski et al. (2010) found no significant
relationship between the family BC and firm’s performance (ROE, ROA, and operating income to
total assets). According to Al-Absy et al. (2019a), the CG structures do not significantly reduce EM
practices in a firm where the family member is a chairman. Family BCs may seek goals other than
maximizing profit (Kowalewski et al., 2010). Therefore, Al-Absy et al. (2019a) claimed that it is
crucial to have a BC who has a relationship with neither directors nor the major shareholders, as
this relationship may hinder the effectiveness of CG in curbing practices related to EM, thereby
reducing the reporting quality of firms, especially in a country where it is difficult to reduce the
number of family directors on the board. Thus, the fifth hypothesis is stated as follows:

Hs: The board chairman’s family membership negatively influences the financial stability of the firm.

3.6. Board chairman’s dual chair with the nomination and remuneration committees

The BC is an essential member of a company, although he/she may be dominated by executive
directors who are family members. A powerful BC may try to control and monitor the board’s
committees using his/her status or political ties, or because he/she is the major shareholder or
founder of the firm (Satkunasingam et al., 2012). Therefore, the BC’s participation on the board’s
committees is not appropriate in a society where there is deference to dominant or well-connected
identities, leading to the committees’ compliance with the chairman’s directives, even if it trans-
gresses CG (Satkunasingam et al., 2012).

One of these committees is the nomination committee (NC). National CG codes may require
firms to set up the NC entirely comprising independent directors (such as in Thailand) or with
a majority of independent directors (as in Russia, the United Kingdom, Singapore and Malaysia).
Regarding the chairman, some CG codes request an independent director (e.g., in Australia,
Singapore, Malaysia and Bahrain), while others require the chairman of the NC to be a non-
executive director (e.g., Cyprus). Concerning the involvement of the BC in the NC, some CG codes
(Australia, the United Kingdom, Cyprus and Denmark) allow that he/she may also be chairman of
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the NC, while others (e.g., Singapore) allow the BC to become a member if he/she is an indepen-
dent director (Al-Absy et al., 2018b).

However, the NC should not be chaired by the BC when the committee deals with the
appointment of a successor to the chair, as regulated by the codes of the United Kingdom
and Australia. Equally, Russia’s code requires that if the NC chairman is the same person as
the BC, he or she must decline to chair any committee meeting that discusses issues related to
him/her, such as determining his/her successor or recommending his/her election. Importantly,
some CG codes stress the importance of having a BC who is not the same person as the NC’s
chairman (such as in Slovenia and Thailand) or a member of the NC (such as in the United Arab
Emirates and Thailand) (Al-Absy et al., 2018b).

This study suggests that the BC should not chair the NC. Otherwise, the efficiency of the NC
will be low, for the following reasons. First, the insider directors, particularly in family-owned
firms, may appoint a person controlled by them to serve as the BC and at the same time
appoint them to chair the NC. Second, the terms of reference of the NC which is chaired by
the BC should be reviewed by the whole board. Thus, it is difficult for the board to evaluate the
terms of reference of the NC since the BC chairs the NC. Finally, the recommendations reported
to the board by the NC, such as those related to the nomination of a new director to the board,
will be less efficiently evaluated and discussed by the board members since the BC is the
chairman of the NC. According to Al-Absy et al. (2018b), the BC’s involvement in the NC, e.g., as
a chairman or an ordinary member, is associated with a high level of EM practice in a firm.
Thus,

He: The board chairman’s duality as chair of the nomination committee negatively influences
the financial stability of the firm.

Another committee that may be dominated by BC is the remuneration committee (RC). Most
CG codes require that the RC should be composed entirely of non-executive directors. However,
other codes (as in Australia, Mauritius, Thailand, Singapore and Bahrain) require only a majority
of directors to be independent, while others (e.g., Ireland and Russia) require all the directors
to be independent. Regarding the RC chairman, several CG codes (e.g., Russia, the United
Kingdom, Australia, Singapore, Thailand and Bahrain) require the appointment of an indepen-
dent director. Concerning the BC’s involvement in the RC, several CG codes recommend that
the BC should not chair the RC (e.g., the United Kingdom, Russia, Ireland Slovenia, the
Netherlands and Thailand) or be a member of the RC (e.g., Thailand and the United Arab
Emirates) (Al-Absy et al., 2018b).

The primary role of the RC is to advise and support the board on issues related to remunera-
tion. Their remuneration may affect the attitude of directors, encouraging them to either
increase or reduce the firm value as well as the reporting quality. Hence, the remuneration
package must be adequate to attract, motivate and retain directors with the necessary skills
and qualifications (Al-Absy et al., 2018b). Further, the RC’s directors should continuously make
recommendations to the board for any particular action or decision regarding the directors’
remuneration (Kanapathippillai et al., 2016). Thus, the recommendations made by a RC chaired
by the BC may be adopted and implemented by the board without any discussion, if the BC
dominates the board’s decisions, especially in those firms with a higher percentage of insider
directors or family members (Al-Absy et al., 2018b). The results of previous studies are few and
inconsistent. Al-Absy et al. (2018b) found that a BC who chairs the RC is not significantly
associated with real earnings management. However, the association between a BC who chairs
the RC and discretionary accrual is found to be significant and negative. Nevertheless, based on
the agency and resource dependence theories, combining the two positions in a single person
may not effectively improve financial reporting. Thus,
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H;: The board chairman’s duality as chair of the remuneration committee negatively influ-
ences the financial stability of the firm.

4. Research design

4.1. Sample selection

This study covers three consecutive years, from 2013 to 2015. The selection of the sample is based
on firm performance, i.e., return on asset (ROA) (Roychowdhury, 2006; Ugrin et al., 2017; Yuliana
et al,, 2015), taken from DataStream, as the ROA figure gives investors an idea of how efficiently
a company’s management is generating earnings from its assets. In line with previous studies that
excluded suspect firms, i.e., ROA from zero to 0.005 (Roychowdhury, 2006; Yuliana et al., 2015) or
from zero to 0.01 (Ugrin et al., 2017), firms with a negative ROA for one or more years were
excluded here. Then, the firms’ average ROA (the sum of the ROA for 2013, 2014 and 2015, divided
by three) was calculated and arranged in ascending order to identify the 300 firms with the lowest
average ROA. However, 18 firms were removed from the sample due to lack of complete data. This
resulted in a final sample of 282 firms for the 3 years, that is 846 firm years.

4.2. Regression models

The following regression model was utilized to determine the degree of the effect of the BC’s
characteristics (independence, age, ethnicity, tenure, family membership, dual chair with NC, dual
chair with RC) on the firm’s financial stability. Several control variables were included in the model,
such as board size and meetings, audit committee size and meetings, ownership concentration,
Big4 audit firms, sales growth, return on assets, leverage, cash flow from operations and manu-
facturing industry, to control the relationship between the BC’s characteristics and the firm’s
financial stability. Details regarding the measurement of the variables are provided in Table 1.

Financial Stability (Z-Score) = g, + ,BCIND + $,BCAGE + 3BCETH + 3,BCTEN + fsBCFM + g5 BCD-
N + f3; BCD-R + f3gBSIZE + oBMEET + f3,,ACSIZE + f8;; ACMEET
+ f1,Bigh + p13C0NC5 + 1,5G + BrsLEV + f1sROA = f1;,NCFO
+ 1gINDUS + €.

To provide robust results, the study re-estimated the main model, first by including a dummy
variable for year (Cai et al, 2012; Sakawa & Watanabel, 2017, 2018) to control the differences
across the year (business cycle). It is argued that differences across the year can have a particular
effect on the regression result (see Baatwah et al,, 2015; Datta et al., 2013). Secondly, a dummy
variable is included for the company sector (construction, consumer, industrial products, planta-
tion, properties, technology, trade and services), instead of the INDUS used in the main model, in
addition to the year dummy variable. Specifying the sector and including it in the regression may
help in controlling differences across sectors.

4.3. Descriptive statistics

Table 2 shows that the mean value of the firm’s financial stability is 2.761, which is in line with the
result of Wan-Hussin and Bamahros (2013). The result indicates that the selected firms in general
fall within the grey zone (Z-Score mean is above 1.81 and below 2.99). This means that the firms
selected are not in deep financial distress. However, the selected firms are not likely to be
financially sound overall, as the mean of financial stability is below 2.99 (Altman, 1968). Table 2
also shows that the average age of the BC (BCAGE) is 64.280, which is consistent with Amran et al.
(2014) who found that the age of the majority of Malaysian BCs is 50-71 years. It also shows that
the average tenure of the BC (BCTEN) is 12.32 years, which is lower than the finding of Waelchli
and Zeller (2013) and Shu et al. (2015): respectively, 14 years in Switzerland and 14.71 years in
Taiwan. In terms of the BC’s characteristics measured by a dummy variable, Table 2 reveals that
311 (36.76%), 432 (51.06%) and 332 (39.24%) firm-year observations indicated an independent
chairman, Malay and family member, respectively. These results suggest that firms are more likely
to appoint an independent chairman than in 2009 (mean value 30%) (Mohammad et al., 2016) and
less likely to appoint a Malay chairman than in the period 2005-2009 (mean value was 74%)
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Table 1. Summary of variables’ measurements

Variables Acronym Measurement

Financial stability Z-Score “1.2 * (working capital to total assets) + 1.4 * (retained earnings to
total assets) + 3.3 * (earnings before taxes and interest to total

assets) + 0.6 * (market value of equity to total liabilities) + 1.0 * (net
sales to total assets)” (Gul, 2006; Wan-Hussin & Bamahros, 2013).

Chairman BCIND “1” if BC is independent, and “0”, otherwise.

independent

Chairman age BCAGE BC’s age.

Chairman ethnicity BCETH “1” if BC is Bumiputra director, and “0”, otherwise.

Chairman tenure BCTEN Number of years the BC has served as a director on the firm.

Chairman family BCFM “1” if BC has a family relationship with other directors or with

member a major shareholder, and “0”, otherwise.

Chairman dual chair BCD-N “1” if BC chair the nomination committee, and “0”, otherwise.

with NC

Chairman dual chair BCD-R “1” if BC chair the remuneration committee, and “0”, otherwise.

with RC

Board size BSIZE Number of board directors.

Board meeting BMEET Number of board meetings per year.

AC size ACSIZE Number of AC directors.

AC meeting ACMEET Number of AC meetings per year.

Ownership Conc5 Percentage of outstanding shares held by largest five shareholders.

concentration

Big4 audit firms Big4 “1” if firms were audited by Big4 firms, and “0”, otherwise.

Sales growth SG (current year’s sales—prior year’s sales)/prior year’s sales

Return on assets ROA Net income/total assets.

Leverage LEV Total debt to total assets.

Cash flow from NCFO “1” if cash flow from operations is negative, and “0”, otherwise

operations

Industry INDUS “1” for observation in the manufacturing industry, and “0”,
otherwise.

Note: the study uses the Altman Z-Score by following the equation of Gul (2006) and Wan-Hussin and Bamahros
(2013), to predict financial stability among Malaysian firms.

(Amran et al., 2014). It also shows a high percentage of firms who appointed a family member as
chairman, similar to many other countries, e.g., Spain where the percentage is 42%
(Sacristan-Navarro et al., 2011). Table 2 further shows that 152 (17.97%) firm-year observations
show appointment of a single person as chairman of the board and the NC (BCD-N), and 179
(21.16%) a single person as chairman of the board and the RC (BCD-R).

Regarding the control variables, the results show that the mean value of board size (BSIZE) and
meeting frequency (BMEET) is 7.413 members and 5.611 meetings per year, respectively. The mean
value of AC size (ACSIZE) and meeting frequency (ACMEET) is 3.236 members and 5.054 meetings
per year, respectively. Furthermore, the result in respect of ownership concentration (Conc5)
suggests that the ownership percentage of the largest five shareholders is 54.60%. Further, 444
(52.48%) firm-year observations showed auditing by Big-4 firms (Big4). Concerning the firm-
specific characteristics, the results indicate that the average value of leverage (LEV), return on
assets (ROA) and sales growth (SG) is 20.87%, 4.41% and 7.80%, respectively. Regarding firm type
(INDUS), 360 (42.55%) firm-year observations are for manufacturing firms. Lastly, the results show
that 196 (23.17%) firm-year observations reported a negative value for the cash flow from
operations.
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Table 2. Descriptive statistics of the continuous variables

Continuous Variables

Variable Mean Min Max Skewness Kurtosis
Z-Score 2.761 0.405 10.060 1.886 7.091
BCAGE 64.280 30.000 88.000 -0.408 3.314
BCTEN 12.323 0.330 45.330 . 1.186 4.306
BSIZE 7.413 4.000 17.000 0.991 4.811
BMEET 5.611 4,000 14.000 2.335 9.010
ACSIZE 3.236 3.000 6.000 . 2.233 8.597
ACMEET 5.054 3.000 10.000 1.823 7.706
Conc5 0.546 0.141 0.948 —-0.092 2.315
SG 0.078 -0.509 1.263 1.652 7.675
LEV 20.873 0.000 68.560 0.414 2.452
ROA 4411 0010 15160  0.654 3.562
Dummy Variables
Variable Yes (1) No (0)

Freq. Percent Freq. Percent
BCIND 311 36.76 535 63.24
BCETH 432 51.06 414 48.94
BCFM 332 39.24 514 ' 60.76
BCD-N 152 17.97 694 82.03
BCD-R 179 21.16 667 78.84
Big4 A 52.48 402 47.52
NCFO 196 23.17 650 76.83
INDUS 360 42.55 486 ' 57.45

Note: Z-Score = financial stability, BCAGE = BC’s age, BCTEN = BC’s tenure, BSIZE = board size, BMEET = board meeting,
ACSIZE = AC size, ACMEET = AC meeting, Conc5 = ownership concentration, SG = sales growth, LEV = leverage,
ROA = return on assets, BCIND = BC’s independence, BCETH = BC’s ethnicity, BCFM = BC’s family membership, BCD-N
= BC’s dual chair with NC, BCD-R = BC’s dual chair with RC, Big4 = big four audit firms, NCFO = cash flow from
operations, INDUS = Industry.

4.4. Diagnostic tests

The study winsorized the extreme observations of ACMEET by using 1% and Z-score, BMEET and SG
by using 2% for the top and bottom observations to resolve the outlier problem. Table 2 shows that
individual variables are normally distributed, i.e., in general, the skewness for all variables is within
the threshold of 3 and the kurtosis is within the threshold of +10. The correlation matrix (Table 3)
shows that there are no collinearity or multicollinearity problems in the dataset, confirmed by the
variance inflation factor test (data provided on request). However, the Breusch-Pagan/Cook-
Weisberg test provides evidence for the existence of heteroscedasticity. Wooldridge’s test shows
that the data in this study does not suffer from the autocorrelation problem.

5. Empirical results and discussion

Ordinary Least Square (OLS) regression with the robust functionality to solve the problem of
heteroscedasticity was applied to investigate the influence of the BC’s characteristics on firms’
financial stability. OLS regression was used because the period of the data in the study is only 3
years. All models presented in Table 4 are fit (at the level of 1%). All models have a high R? which
indicates that the variables are strongly related to and significantly affect the firm’s financial
stability. Furthermore, R? suggests that the variables comprehensively explain the issue of the
firm’s financial stability.
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Table 4 reveals that the BC’s independence is not significantly associated with the firm’s financial
stability. This result indicates that an independent chairman still faces difficulties in protecting all the
stakeholders, as he/she may still be dominated by insider directors who own a higher percentage of
shares and can also influence the board’s decisions and composition. The result of the current study is
consistent with previous studies which found that the BC’s independence does not significantly
influence the firm’s performance (Filatotchev et al., 2005) nor significantly constrain the practice of
discretionary accruals (Habbash, 2011) or real earnings management (Al-Absy et al., 2019d). However,
it is inconsistent with other studies that found the BC’s independence to be significantly associated
with reducing discretionary accruals (Al-Absy et al., 2019¢; Al-Zyoud, 2012).

In terms of BCAGE, age was found to be significantly associated with greater financial stability.
This finding is consistent with Amran et al. (2014), who found that the BC’s age is significantly
related to firm performance; and Xiong (2016), who found that it is significantly related to a high
level of financial reporting quality (measured by EM). The result suggests that the long life of the
chairman makes him more efficient in supervising managers, less willing to engage in risky
activities, and more likely to make wise decisions that maintain the firm’s financial stability.

Similarly, the study found that the BC’s tenure is significantly associated with greater financial
stability. The result is consistent with prior studies which found that: the tenure of the independent
directors significantly protects the firm against the likelihood of fraudulent financial reporting
(Beasley, 1996) and significantly mitigates EM (Chtourou et al., 2001); the longer tenure of AC
members significantly improves financial reporting quality (Dhaliwal et al., 2010) and mitigates EM
(Yang & Krishnan, 2005); the tenure of the AC chairman is significantly associated with low EM (Al-
Absy et al., 2019a); and the tenure of the BC significantly reduces EM (Al-Absy et al., 2019¢; Xiong,
2016). The findings indicate that a BC with a long history of working in a firm is more likely to
protect the firm from getting into difficulty. The long service of the chairman makes him/her aware
of all the details and information about the firm, making him more professional in dealing with the
firm’s activities and decision-making.

Concerning BCETH, Table 4 shows that a BC’s Malay ethnicity is significantly associated with low
financial stability. It seems that Malay chairmen have difficulty in exercising their authority, or may
not participate sufficiently in making decisions. The result is consistent with studies which found no
significant relationship between the ethnicity of the BC or the percentage of Malay directors and
the audit quality (Salleh et al., 2006); or the ethnic diversity of the board and mitigating EM (Abdul-
Rahman & Ali, 2006; Mohammad et al., 2016). Regarding BCFM, the result reveals that the BC’s
family membership is significantly associated with low financial stability. The result suggests that
family members may appoint a chairman who has family ties with other directors or shareholders,
rather than for their experience and knowledge. Thus, the family chairman may pursue goals other
than maximizing the firm’s profit (Kowalewski et al., 2010) or may pay insufficient attention to the
firm’s activities, as previous studies found no significant relationship between a family chairman
and firm performance (Chen et al.,, 2013; Kowalewski et al., 2010; Sacristdn-Navarro et al., 2011).

In terms of BCD-N, it was found that a BC who chairs the NC is significantly associated with low
financial stability. This suggests that under a single chairman, the board faces difficulties in evaluat-
ing the terms of reference of the NC. Further, the NC’s recommendations reported to the board
through the BC may mean that the selection of new directors will be less efficiently evaluated and
discussed by the board members. The result is consistent with Al-Absy et al. (2018b), who reported
that the involvement of the BC in the NC is significantly associated with a high level of EM practice.
Further, it is consistent with Al-Arussi and Shamkhi (2016), who found that the BC is significantly
related to the low level of financial disclosures when he/she chairs audit and nomination committees
together. It is also consistent with previous studies which found that the BC’s duality with CEO is
significantly associated with a high level of EM practice (Gull et al., 2018; Wu et al., 2016).
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Table 4. Regression using ordinary least squares (OLS)

Variable Model 1 Model 2 Model 3

Coef. t-value Coef. t-value Coef. t-value
BCIND —0.0489 -0.29 —0.0485 -0.29 -0.0241 -0.15
BCAGE 0.0184*** 3.03 0.0185*** 3.03 0.0187*** 3.15
BCETH —-0.529** -3.26 -0.530*** -3.26 . —0.395*** -2.73
BCTEN 0.0243*** 3.18 0.0244*** 3.19 0.0213*** 2.93
BCFM -0.451** -2.48 -0.453** -2.50 -0.420** -2.43
BCD-N -0.259* -1.93 -0.261* -1.94 . -0.242* -1.82
BCD-R 0.0644 0.56 0.0664 0.57 -0.00508 -0.04
BSIZE 0.0898*** 3.14 0.0897*** 3.13 0.107*** 4.10
BMEET —0.00326 —-0.10 -0.00337 -0.11 -0.00501 -0.16
ACSIZE —0.00690 —-0.05 —0.00584 —0.04 -0.182 -1.54
ACMEET -0.119** —2.45 -0.118** -2.43 . —0.124*** -2.69
Big4 0.0510 0.49 0.0507 0.49 -0.0381 —-0.40
Conc5 1.551** 5.23 1.553*** 5.23 1.495%** 5.13
SG -0.171 -0.85 -0.179 -0.90 L -0.207 -1.04
LEV —0.0673*** -17.07 -0.0673** -17.05 -0.0624*** -16.66
ROA 0.129*** 6.17 0.129*** 6.17 0.149*** 7.47
NCFO -0.108 -0.99 -0.105 -0.96 . 0.0535 0.48
INDUS 0.372*** 3.65 0.372*** 3.65 - -
Year dummy - - Included Included Included Included
Sector - - - - Included Included
dummy
Constant 1.590*** 2.76 1.585*** 2.77 . 1.901*** 3.46
F-value 30.54 28.00 25.36
Sig. 0.0000 0.0000 0.0000
R-squared 0.457 0.458 0.508
Observations 846 846 846

Note: *** p <0.01, ** p <0.05, * p <0.1. Model 2 = re-estimate the Model 1 by including the year dummy variable. Model
3 = re-estimate the Model 1 by including a dummy variable for a year and firm sector (construction, consumer,
industrial products, plantation, properties, technology, trade and services), instead of the only using INDUS.
Z-Score = financial stability, BCIND = BC’s independence, BCAGE = BC’s age, BCETH = BC’s ethnicity, BCTEN = BC’s
tenure, BCFM = BC’s family membership, BCD-N = BC’s dual chair with NC, BCD-R = BC’s dual chair with RC,
BSIZE = board size, BMEET = board meeting, ACSIZE = AC size, ACMEET = AC meeting, Big4 = big four audit firms,
Conc5 = ownership concentration, SG = sales growth, LEV = leverage, ROA = return on assets, NCFO = cash flow from
operations, INDUS = Industry.

Concerning BCD-R, it was found that a BC who chairs the RC is not significantly associated with
low financial stability. It seems that domination of the RC by the BC affects the firm’s activities less
strongly than for the NC. The reason is that in Malaysia, MCCG 2000 requires firms to disclose in the
annual report the remuneration paid to directors. Companies must also put in place a formal and
transparent procedure to develop an executive remuneration policy and define remuneration
packages for each director (other new revised policies are available in the revised MCCG 2017).
The result of the current study is inconsistent with Gupta and Mahakud (2020), who found that
the BC’s duality with the CEO is significantly associated with high performance; and Al-Absy et al.
(2018b), who found that the BC who chairs the RC is significantly associated with mitigating
discretionary accrual. However, it is consistent with the same study by Al-Absy et al. (2018b), in
which the authors used the other proxy for EM, namely real earnings management.
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Table 5. Regression using feasible generalized least squares (FGLS)

Variable Model 1 Model 2 Model 3

Coef. Z-value Coef. Z-value Coef. Z-value
BCIND -0.133*** -2.66 -0.131*** -2.66 —-0.0813 -1.30
BCAGE 0.0152*** 7.06 0.0151*** 6.92 0.0141*** 6.72
BCETH -0.461** -11.13 -0.461*** -11.16 —0.384*** -10.26
BCTEN 0.0189*** 7.14 0.0190*** 7.09 0.0192*** 7.13
BCFM —0.435%* -8.24 -0.438*** -8.52 —0.412%* -6.95
BCD-N -0.201*** -4.38 -0.210*** -4.58 -0.175*** -3.53
BCD-R 0.139*** 3.01 0.144%* 3.16 0.0698 1.48
BSIZE 0.0983*** 13.72 0.0993*** 13.79 0.109*** 12.12
BMEET -0.0225** -2.21 -0.0232** -2.22 —0.00708 -0.66
ACSIZE -0.0103 -0.29 -0.0133 -0.36 -0.175%** -4.50
ACMEET -0.0861*** -5.57 —0.0840*** -5.12 -0.102*** -7.12
Big4 0.0123 0.35 0.00865 0.25 —0.0655* -1.84
Conc5 1.047% 9.53 1.030%** 9.58 1.235%** 12.85
SG -0.0892 -1.40 -0.119* -1.87 -0.0993 -1.40
LEV —0.0590*** -44.62 —0.0591*** -45.32 —0.0541*** -39.34
ROA 0.128*** 18.20 0.128*** 18.23 0.139*** 20.02
NCFO -0.0252 -0.70 -0.0215 -0.59 0.0838** 2.15
INDUS 0.333*** 9.71 0.337*** 9.81 - -
Year dummy - - Included Included Included Included
Sector - - - - Included Included
dummy
Constant 1.705*** 9.13 1.729*** 8.99 2.016*** 9.51
Wald chi2 3611.23 3732.19 4583.33
Sig. 0.0000 0.0000 0.0000
Observations 846 846 846
Number of ID 282 282 282

Note: *** p <0.01, ** p <0.05, * p <0.1. Model 2 = re-estimate the Model 1 by including the year dummy variable. Model
3 = re-estimate the Model 1 by including a dummy variable for the year and firm sector (construction, consumer,
industrial products, plantation, properties, technology, trade and services), instead of the only using INDUS.
Z-Score = financial stability, BCIND = BC’s independence, BCAGE = BC’s age, BCETH = BC'’s ethnicity, BCTEN = BC’s
tenure, BCFM = BC’s family membership, BCD-N = BC’s dual chair with NC, BCD-R = BC’s dual chair with RC,
BSIZE = board size, BMEET = board meeting, ACSIZE = AC size, ACMEET = AC meeting, Big4 = big four audit firms,
Conc5 = ownership concentration, SG = sales growth, LEV = leverage, ROA = return on assets, NCFO = cash flow from
operations, INDUS = Industry.

In terms of control variables related to CG, the result shows that a larger board size results in
greater financial stability, which is in line with Al-Absy et al. (2019a), Geraldes-Alves (2011), and
Xie et al. (2003), who found a larger board is significantly related to a better quality of financial
reporting, using the EM proxy. The results also indicate that financial stability is higher within firms
with more concentrated ownership; Alves (2012) and Geraldes-Alves (2011) found the same result
with financial reporting quality measured by EM. In contrast, the results found that financial
stability is lower in a firm with more frequent AC meetings. This result is consistent with Al-
Rassas and Kamardin (2015) and Salleh et al. (2012), who found that a greater number of AC
meetings are significantly associated with low financial reporting quality, proxied by EM.

However, this study found that financial stability is not related to the frequency of board

meetings, consistent with Habbash (2011) in terms of financial reporting quality (measured by
EM); AC size, consistent with several authors (Abdullah & Ku Ismail, 2016; Salleh & Haat, 2013;
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Salleh et al,, 2012) in terms of financial reporting quality (measured by EM); and Big-4 audit firms
(Abdullah & Ku Ismail, 2016; Mohammad et al., 2016). Regarding the firm’s specific characteristics,
the results revealed that a higher ratio of leverage results in lower financial stability, that is firms
facing financial difficulties will be less stable. In contrast, the results show that a firm with a higher
ratio of return on assets could be more financially stable. Firms which belong to the manufacturing
sector are more likely to be financially stable. Finally, regarding sales growth and negative cash
from operations, the results show no significant influence on financial stability.

6. Robustness tests

6.1. Regression using feasible generalized least squares (FGLS)

In this section, panel data regression is used to test the robustness of the results. FGLS regression,
with the option panels (heteroscedastic), was used to solve the problem of heteroscedasticity
(Podesta, 2002; StataCorp, 2015), following previous studies (Cai et al., 2012; Sakawa & Watanabel,
2017, 2018). The results in Table 5 are the same as in Table 4 (using OLS regression), except for
the BC’s independence and the BC’s dual chair with NC only in models 1 and 2. This similarity
suggests that the results of the study are robust.

6.2. Regression using the lag of the independent variables

One of the methods used in the study to minimize the possibility of misspecification and endo-
geneity was to employ a wide range of variables (Prencipe & Bar-Yosef, 2011), either related to
governance or firm-specific characteristics. Other scholars have also suggested the need for an
endogeneity test, especially in accounting studies (Larcker & Rusticus, 2010), such as for the AC
and board composition (Hermalin & Weisbach, 2001) which could have an impact on the level of
financial quality or stability. Further, the potential reverse causality of the level of financial quality
or stability could also affect the next selection process of the AC and board members. Hence, this
study re-estimated the main regression model using lagged independent variables (Al-Jaifi et al.,
2017) to control for any potential reverse causality problem.

Table 6 shows that all the results of OLS regression, either for BC characteristics or control
variables, are consistent with the results in Table 4, except that a BC chairing the nomination
committee is insignificantly related to the firm’s financial stability, as opposed to the significant
result in Table 4. Regarding FGLS, Table 6 shows that all the results for the BC’s characteristics are
consistent with those in Table 5, although a few inconsistent results were found among the control
variables. Overall, the results indicate that reverse causality may not be relevant for the investi-
gated variables. Thus, there is no endogeneity issue in the findings.

6.3. Regression using different measurements of the firm’s financial stability

Previous studies have used several measurements of financial stability. To provide reliable results and
minimize bias towards a single measurement, this study uses different measures of financial stability.
Following a previous study (Fazio et al., 2018), the current study applied the following equation:

7 _ Score — (ROAit -+ Capital Rotio,-t>

"(ROA)i;t;u

where ROA is the return on assets, Capital Ratio is the capital-asset ratio and o(ROA),, 3 is the
standard deviation of ROA for each firm calculated by using information from the last 4 years
(current + previous 3 years).

The results of the re-estimated models are presented in Table 7. The results from OLS and FGLS
regression show the majority of the BC’s characteristics are similar to the results reported in Tables
5 and 6, excepted for the BC’s ethnicity and the BC chairing the nomination committee, which
become insignificant instead of significant. This suggests that there is no significant difference in
the results using a different measurement for the firm’s financial stability.
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7. Summary and conclusion

Successful directors must adequately control mangers, and ensure that the firm is not subjected to
undue financial risk which could lead to financial distress. The regulatory bodies and practitioners
should be interested in evidence of the degree to which financial instability is linked with govern-
ance in developed countries. One of the critical positions in governance is that of the BC. The
chairman links the stakeholders to the firm by leading the board of directors in promoting good CG
practice. To date, the focus has largely been on the separation of the chairman and CEO positions,
and other characteristics of the BC have been neglected by regulators. This gap may seriously
affect the effectiveness of the board in protecting the firm against financial distress, especially in
Malaysia, where the FCCG commented in the prelude to the MCCG on the role of powerful BCs who
attempt to dominate board composition.

Hence, this study examines the association between the BC’s characteristics (independence, age,
ethnicity, tenure, family membership, dual chair with NC, dual chair with RC) and the firm’s
financial stability. The results indicate that only the age and tenure of the BC are associated
with high financial stability. However, the BC’s ethnicity, family membership and dual chair with
the nomination committee are associated with low financial stability. The findings, in general, are
robust and consistent with different assumptions, such as using the FGLS regression, the lag of the
independent variables or using a different measurement for the firm’s financial stability.

These findings have important implications for CG policy as set by the Malaysian regulator, by
identifying the attributes of the BC that are associated with a reduced or increased level of the
likelihood of financial distress. Therefore, this study draws the attention of CG researchers in
Malaysia to further investigation of the issues explored in this study, to provide a definite conclusion
that may help policymakers, investors, creditors as well as all shareholders. Research on the extent to
which financial stability is associated with CG should be of interest to regulators and practitioners.
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