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Re-examining the corporate governance - Firm
performance nexus: Fresh evidence from
a causal mediation analysis

Michael Amoh Asiedu®™ and Emmanuel Mensah?

Abstract: The role that corporate governance (CG) plays in contributing to firm
performance enhancements has been widely acknowledged. However, the
conduit through which CG is able to affect firm performance is an emergent
theme. This paper re-examines the relationship between corporate governance
(CG) and firm performance via means of causal mediation analysis using
financial reporting quality (FRQ) as a mediator. The study samples 104 com-
panies listed on the respective stock markets of nine sub-Saharan African
countries, and collects annual reports data spanning over a period of 2007 to
2019 for analysis using causal mediation. The study finds that a causal rela-
tionship exists between CG and firm performance, albeit through the trans-
mission mechanism of FRQ. Again, the study finds that CG positively affects
firm performance both directly and indirectly through the mediation of FRQ. The
study is useful in highlighting for mangers and CG practitioners attention, an
important channel through which CG would favourably affect firm performance,
being FRQ. The current study is unique, in that it is the first panel multi-cross-
country investigation within Africa to introduce FRQ in the study of the rela-
tionship between CG and firm performance. It therefore extends the agency
theory by employing FRQ as a mediating variable in the CG—firm performance
nexus within the African context.

Subjects: Economics; Finance; Business, Management and Accounting

Keywords: Corporate Governance; Financial Reporting Quality; Firm-performance; Causal
Mediation Analysis; Sub-Saharan Africa

JEL Classification: C33; C38; G30; G34; M41

1. Introduction

Corporate governance plays a crucial role in shaping a firm as well as making it competitive
with global firms (Ehikioya, 2009; Iwasaki, 2008). Many corporate scandals in recent times
have been attributed to weak corporate governance, which has led to fragile institutions that
have opened them up to severe challenges (Khatib et al., 2022). Corporate governance
legislation and guidelines issued by government agencies and international bodies, when
implemented, have been argued to boost the performance of firms, and also attract foreign
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investments to the host countries. These corporate governance codes ensure investors’
safety, protecting them from corporate scandals. Empirical research on the linkage between
corporate governance and firm performance has been concentrated in developed countries
(Fan et al.,, 2011; Rajagopalan & Zhang, 2008). The literature evidence, however, is incon-
clusive on the role that corporate governance plays in relation to firm performance (Bhatt &
Bhattacharya, 2015; Leng, 2004; Mohd Ghazali, 2010; Nicholson & Kiel, 2007). With globaliza-
tion and the rise of economic importance of emerging and developing markets, there has
been an escalation in the interests of researchers studying corporate governance in these
developing countries. Additionally, the impact of corporate governance (CG) on firm perfor-
mance in emerging markets has not been well established (Che Haat et al., 2008; Ponnu,
2008). Again, although CG has been observed to have an effect on firm performance, “the
how,” or the conduit through which CG is able to influence firm performance is largely
unknown. This paper attempts to provide insights into the CG—firm performance nexus
from an emerging market context, by re-examining this nexus through the lens of an indirect
channel through which CG is able to affect the performance of firms. This study is a follow-up
on that of Siagian et al. (2013) which presented conflicting findings regarding the relationship
between CG and firm value being positive while the relationship between financial reporting
quality (FRQ) and firm value was found to be negative. The authors therefore called for future
studies to re-investigate these relationships to validate their findings and proffer possible
reasons for this, or present contrary evidence that supports the theoretical and general
contention of a positive association between these variables. This current study demonstrates
that the mechanisms via which CG affects the performance of firms in a definite way involve
complex internal systems and external out-workings to enhance the quality of financial
reporting which send signals to investors and other stakeholders of a business’ present
circumstances and future and prospects, thereby eliciting favourable investor responses,
and result in favourable performance outcomes. We hypothesize that, financial reporting
quality, which we proxy by efficient earnings management (see also, A. Hasan et al., 2022)
is a key internal mechanism through which the performance effect of CG may be determined
in a definite way. Therefore, the current study seeks to re-examine the association between
corporate governance and firm performance through the mediating role of financial reporting
quality using firm samples from an African context.

The present study is novel in several ways. 1) This is the first multicross-country investigation
within Africa to introduce and demonstrate the potential of financial reporting quality in serving as
a transmission mechanism through which CG may affect firm performance in a definite way. 2)
Cross-country panel investigations of the association between CG and firm performance have
largely been non-existent within the African context, hence our contribution in this regard. 3) It
is first study up to our knowledge, to examine FRQ as a mediation mechanism for realizing the
favourable performance effects of CG systems, structures and practices. Through this, we support
the agency's theoretical position regarding the CG - performance relationship by demonstrating
how CG systems may translate to performance enhancements in firms, that is through FRQ. We
envisage that; this will ignite further discourse on the possible transmission mechanisms needed to
transmit the beneficial effect of CG systems including performance enhancements in firms.

The structure of the remainder of this paper is as follows. A discussion of the study context and
a review of the literature and hypothesis development are presented in the next section, followed
by details of the research design. Section 3 presents the study’s empirical results and discussion of
the findings. The final section (Section 4) presents the summary and conclusions indicating the
study’s limitations with some suggestions for future research.

1.1. The context of the study

Unlike the majority of prior investigations which focus on developed economies, the current study
focuses its investigation on developing countries sampled from Anglophone sub-Saharan Africa.
Developing countries are defined as those in the mid-stream of development and refer to an
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amorphous and heterogeneous group of countries primarily found in Africa, Asia, Latin America,
the Middle East and Oceania. Economic, political and cultural differences exist between developed
and developing countries (Bokpin and Ishaq, 2009; Adegbite, 2010; Baydoun et al., 2013). Rabelo
and Vasconcelos (2002) argue that factors such as economic trends toward globalisation and
structural characteristics of developing countries (under-developed capital markets and govern-
ment interventionism) will make the CG model different from that found in European or North
American contexts. The lack of skilled human resources suggests that companies in developing
economies may experience difficulties attracting those with accounting or finance backgrounds to
their audit and other governance committees. Cultural differences between developed and devel-
oping countries may also require different CG arrangements (Waweru, 2014); hence, a study such
as this is needful.

As earlier noted, the current study focuses its investigation on the unique context of Anglophone
sub-Saharan African countries. These countries have largely been absent from cross-country panel
investigations concerning corporate governance, financial reporting quality and firm performance
(Callao et al., 2014). Developing countries within sub-Saharan Africa which are predominantly
Anglophone share similar characteristics. All of them have their corporate governance codes
patterned after South Africa’s King Report I, II or III (Mangena and Chamisa, 2008; Waweru and
Prot, 2018). In addition, all of them being former British colonies belong to the British
Commonwealth of States, and have their legal systems originated from British common law.
These countries usually uphold certain common values and have ties that bind them together,
for example, adhering to Uniform Corporate Governance Principles such as those promulgated by
the Commonwealth Association for Corporate Governance (CACG). They have unitary board struc-
tures, and all follow CACG’s 15 principles on CG which set out for corporate boards to:

Exercise leadership enterprise, integrity and judgment in directing their corporations;
+ Ensure board appointments provide a mix of proficient directors;

» Determine the corporation’s purpose and values and determine the strategy to achieve its purpose
and to implement its values;

* Monitor and evaluate the implementation of strategies, policies, management performance criteria
and business plans;

» Ensure compliance with relevant laws, regulations and codes of best business practice;

* Ensure effective communication with shareholders and other stakeholders;

+ Serve the legitimate interest of shareholders;

+ Identify other stakeholders and formulate appropriate policies on how to relate with them;
* Ensure an appropriate balance of power and authority on the board;

+ Conduct regular and effective review of internal controls;

* Regularly conduct board performance assessments as well as performance assessment of individual
directors;

Appoint CEO, participate in senior management appointments, and also ensure the motivation and
protection of corporate intellectual capital, having adequate training for management and employ-
ees and a succession plan for senior management;

» Ensure that appropriate technology and proper systems are in place to run the corporation’s
business;

Identify key performance indicators and risk areas in the business and monitor these;

* Ensure that the corporation will continue as a going concern for its fiscal year.

Furthermore, many rich and diverse cultures are to be found throughout the Commonwealth
countries. However, all have standard features, which means that consensus on a global scale is
more easily achieved than among equally diverse countries which do not enjoy such commonal-
ities. It is in this regard that the CACG is better-placed to harness the unique characteristic of
“commonwealthness” to facilitate the communication and promotion of transparent CG disclosure
principles amongst various nations across the globe, and particularly within Anglophone sub-
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Saharan African countries whose cultural history regarding disclosure and transparency in corpo-
rate governance practices have been shrouded in secrecy. A study, such as the current one which
focuses on developing countries from Africa would thus serve to give more impetus for best-
practice corporate governance advocate institutions, such as the CACG to advance their advocacy
and policy conversations on the topic of the transmission and adoption of best-practice govern-
ance models on corporate boards of African firms. This role of the Commonwealth is especially
significant in the current process of globalization. Besides, the findings of the current study would
also point to areas that need strengthening in terms of CG reform efforts aimed at creating
a culture of transparency in corporate governance within sub-Saharan Africa.

1.2. Literature review and hypotheses development

The traditional agency theory intimates a positive association between CG and firm perfor-
mance, with some empirical studies confirming this intimated relationship (Heo, 2018; Khatib,
Abdullah, Al Amosh, et al., 2022; Kyereboah-Coleman et al.,, 2007; Osman & Samontaray,
2022; Tornyeva & Wereko, 2012). However, some other studies including the recent findings
of Ali et al. (2022) contradict the traditional agency theory and reveal adverse or insignificant
effects of CG on firm performance or value (see also, Abdullah & Page, 2009). Long ago,
Shleifer and Vishny (1997), Claessens and Fan (2002), Denis and McConnell (2003), Gillan
(2006) have given detailed surveys on the relationship between corporate governance and
firm performance. As already alluded to, the evidences have always been mixed with positive
(Goel et al., 2022), negative (Farhan et al,, 2017), and insignificant (Coskun & Sayilir, 2012;
P. K. Pham et al., 2011) results from several studies. Largely, the importance of context which
cannot really be captured effectively in the metrics of quantitative studies have been cited to
explain these contrasting findings. Heracleous (2001) had long argued that the accepted
“Best Practices’” on corporate governance has generally failed to find a convincing link
between these practices and organisational performance. Heracleous (2001) noted the pos-
sibility of systemic factors that influence or account for the conflicting evidences from CG
studies, and as such, there is a need for research models and paradigms that can explain the
systemic and multi-directional influences. The present study, recognising the conflicting
findings of prior studies regarding the effect of CG on firm performance with plausible
reasons adduced for each study’s findings, nonetheless argues from the agency's theoretical
position and hypothesizes that CG is positively related to firm performance through the
intervention of certain transmission mechanisms. The agency theory which underscores the
inherent agency problem of conflict of interest, which arises as a result of the separation
between ownership and control, also recognises the effectiveness of sound CG systems in
disciplining management, constraining managerial opportunism, and aligning managerial
interest with those of shareholders. With CG aligning the interests of managers with share-
holders, there is a goal congruence regarding efforts to improve corporate outcomes, which
also insures the benefit of both managers and shareholders. Thus, we specify our first
hypothesis as:

H1: CG has a positive relationship with firm performance

As earlier explained, effective governance practices stem from the agency theory perspec-
tive, where the primary responsibility of a board is to monitor the management and protect
the shareholders from any conflict of interest that arises due to the separation of ownership
and control (Jensen and Meckling, 1976). The divergence of the objective of managers and
shareholders leads to agency cost. Agency costs become acute at the time of poor firm
performance (Bebchuk & Fried, 2003). Effective monitoring can bring down these agency
costs, thereby improving firm performance. The monitoring functions of the board may
include ratification of major decisions, the threat of management entrenchment, planning
CEO succession and rewarding the management (Conyon & Peck, 1998; Eisenhardt, 1989;
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Figure 1. The interlinkages
among CGQ, FRQ and firm
performance.

Source: Authors’ depiction of
the inter-linkages among CG,
FRQ and firm performance
(2023).

Pitcher et al., 2000; Strebel, 2004). Another prominent board monitoring function is to check
managerial excesses relating to earnings management behaviour such that efficiency out-
comes of earnings management are elicited instead of opportunistic outcomes. When earn-
ings management is opportunistic, FRQ exhibits a negative relationship with firm performance
(Elkalla, 2017; Rezaei & Roshani, 2012). However, when earnings management is efficient,
FRQ exhibits a positive relationship with firm performance (Boachie & Mensah, 2022; Deegan,
2009). We therefore present FRQ as an important transmission mechanism or channel
through which CG may favourably affect firm performance. The quality of financial reporting
within a firm is reminiscent of the quality and effectiveness of the firm’s CG systems. Robust
and effective corporate governance systems also strengthen the quality of financial reporting
which invariably elicits efficient and favourable performance outcomes. We therefore
hypothesize that:

H2: CG has a direct relationship with FRQ

The current study further conceptualizes and hypothesizes that the CG - performance
relationship may be mediated by financial reporting quality (FRQ), and an appreciable level
of FRQ may be a necessary condition to realise any favourable performance effects of CG
practices in firms. Again, the conduits through which CG might affect firm performance
involve, the effective interplay of diverse CG mechanisms working together to monitor man-
agerial behaviour to achieve convergence of interests, such that, efforts by managers to
enhance profitability would be undertaken by increasing the operational activities of the
firm (Mahrani & Soewarno, 2018), as well as taking prudent steps in, for example, smoothing
or postponing real earnings recognition to influence the total corporate tax burden. These
efficient earnings management actions also enhance financial reporting quality.
Consequently, these actions would send positive signals to market participants of
a healthier management of the financial affairs of the firm; investors and creditors would
respond by extending more investible funds to the firm, thus allowing the firm to exploit real
opportunities for growth and enhancement of its financial performance (see also, Kim et al.,
2021). Thus, FRQ seems to serve as a transmission mechanism or mediator for the realization
of favourable performance effects of CG practices of firms. In light of the foregoing, the study
endeavoured to test its third hypothesis as follows:

H3: FRQ favourably mediates the relationship between CG and firm performance

1.3. Conceptual framework of hypothesized relationships

Both theoretical and empirical literature demonstrate the inter-linkages between CG and FRQ (see
e.gs., Bhuiyan et al,, 2010; M. T. Hasan, 2020; Proimos, 2005), FRQ and firm performance (see e.gs.,
Afrizal et al,, 2021; Dechow et al, 1995; Mangala & Dhanda, 2019), as well as CG and firm
performance (see e.gs., Ali et al., 2022; Farhan et al,, 2017; Goel et al.,, 2022). Recognising these
inter-linkages, the diagram below demonstrates inter-linkages among CG, FRQ and firm

Firm

Performance

(measured by
ROA)

Financial
Reporting
Quality (FRQ)

Corporate
Governance
Quality (CGQ)
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Figure 2. The mediating role of
FRQ in the CGQ and firm per-
formance relationship.

Source: Authors’ conceptual
framework of the mediating
role of FRQ in the CGQ - firm
performance nexus (2023).

performance (see, Figure 1), coupled with an analytical framework depicting the mediating role
FRQ plays in the CG—firm performance relationship (see, Figure 2).

Figure 2 presents the frame of reference for the study’s analytical models, wherein, the direct
relationship between CG and firm performance is examined with attendant controls on the one
hand, and the controlled direct and natural indirect effects of CG on firm performance with an
identified mediator is assessed, on the other hand,

The following section presents a description of the methods for data gathering, and analysis of
data via means of econometric models towards addressing the study’s objectives and hypotheses.

2. Data and method

A sample is drawn from listed non-financial firms in nine Stock Exchanges within sub-Saharan
Africa. Following previous studies (Dittmar & Mahrt-Smith, 2007; Schultz et al, 2010), we
exclude insurance companies and banks from our sample because financial firms are very
different in many respects from non-financial firms, and as well, the choice of a suitable FRQ
model adopted for non-financial firms may not be appropriate for financial firms. The choice
of the study’s final sample was guided by the availability and adequacy of firms audited
annual reports and corresponding financial data sourced from the databases of
Africanfinancials and Machameratios covering a period of thirteen years from 2007 to 2019.
The study focuses its examination of CGQ of firms within its sample sub-Saharan African
countries from 2007 because the timeline for the development of CG codes among the
sampled countries indicates that many of the surveyed countries introduced or revised their
CG codes around 2006.' Hence, 2007 and afterwards were deemed appropriate for CG quality
assessments across sampled countries. Table 1 presents how the final sample selection was
arrived at.

The audited annual reports data on listed firms sourced from AfricanFinancials and
MachameRatios databases were converted into a panel dataset for analysis. Data on firm-
level CG mechanisms were hand-collected from firms’ annual reports using respective country
codes as well as the CACG CG principles as guides because all the countries from which the
sampled firms were sourced happen to be Anglophone and belong to the British
Commonwealth of States. As such, they share common characteristics that allow them to
be targeted for a study such as this. The variables used in the study’s analysis have been

FRQ <-®

ROA @

CGQ .

SIZE GRWTH AGE LEV IFRS ASSTANG
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Table 1. Sample selection

Number of non-
financial firms
whose annual

reports data
were sourced
from

Africanfinancials

and

Machameratios

Number of firms
with missing
annual reports

Number of firms
whose missing
annual reports

data were
deemed

inadequate (i.e.,

having less than

half of the
annual reports
data covering

the study
period), hence

Number of firms
with annual
reports data

deemed
adequate (i.e,,
covering more
than half of the
study period)
and therefore

Country of databases for data over the excluded from retained in the
sampled firms the study period study period the sample study sample
Ghana 5 0 0 5

Kenya 11 3 0 11
Malawi 2 2 0 2
Mauritius 5 3 0 5
Nigeria v 40 8 3 37
Namibia 2 2 0 2

South Africa 35 13 0 35
Tanzania » 3 0 0 3
Zambia 4 2 0 4

Total 107 33 3 104

Source: Authors’ compilation of annual reports from Africanfinancials and Machameratios websites.

explained under the sub-section 3.1 and also summarised in Table 2. The variables and how
there were measures are further explained in Appendix Panel A to C.

2.1. Description of study variables

2.1.1. Dependent variable: firm performance

Performance may be conceived and measured in several ways for different organisations such as
ROA, ROE and Tobin’s Q. Performance, however, refers to how well a firm has generated returns or
value for its finance providers and other stakeholders. This research uses ROA instead of ROE as its
measure of performance because it reflects the returns generated for all corporate finance
providers which includes equity providers of finance, whereas ROE reflects returns generated for
only equity providers of finance which is a bit restrictive and does not recognise the contributions
of other corporate stakeholders. Tobin’s Q as a measure of market performance is also used for
robustness checks of the study’s results. ROA measures the competitiveness of the company and
the efficiency of management, whereas Tobin’s Q measures the market performance of a firm.
ROA was computed as follows:

ROA,; = EBIT;;/A;;

where EBIT; ;refers to profit before interest and tax for firm (i) in year (t), and A;;also refers to total
assets for firm (i) in year (t).

2.1.2. Mediating variable: financial reporting quality proxied by discretionary accruals

Several proxies for FRQ exist in the literature including value-relevance, accruals models and
qualitative characteristics of financial statements. However, for purposes of relevance and
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convenience, the current study utilises discretionary accruals as its proxy for FRQ (see also,
M. T. Hasan, 2020). Discretionary accrual (DA) is a non-mandatory expense or asset recorded
within the accounting system that has yet to be realised. An anticipated bonus for management
is an example of a discretionary accrual. Using the raw accruals amounts as a proxy for FRQ is
a simple method to evaluate FRQ because firms can have high accruals for legitimate business
reasons such as sales growth. A more complicated proxy can be created by attempting to
categorize total accruals (TA) into nondiscretionary (NDA) and discretionary (DA) accruals. The
nondiscretionary component reflects business conditions such as growth and length of the oper-
ating cycle that naturally destroy accruals, while the discretionary part identifies management
choices (Keefe, 2013). The result of pulling discretionary accrual amounts from the total accrual
amounts is a metric that reflects accruals due to management’s choice alone. Thus, there appears
to be no business reason for these accruals; hence, discretionary accrual is a better proxy for FRQ.
Of the several aggregate accruals proxies advanced in the literature for measuring FRQ, the
current study settles on the Pae (2005) model of discretionary accrual as suitable for the char-
acteristics of the study’s sample data. The following Pae (2005) model for total accruals was
specified for the present study:

TA; = (lll/At,l + azARth/At,l + (l3PPEt/At,1 -+ (l4CFOt/At71 -+ a'g;CFOt,l/At,l + et (1)

Whereas the non-discretionary accruals component is specified by the following model:

NDA: = a11/Ai-1 + aARevi/Ai_1 + a3PPE;/Ai_1 + a4CFO:/At_1 + asCFO:_1/At-1 (2)

where;TA; is total accruals calculated as net operating income (NOPI) minus cash flows from
operations for each year t (i.e. TA=NOPI, - CFO); NDA; is the non-discretionary accruals for
each year t; CFOy;_1) is cashflows from operations for each year t, or (t-1); ARev; is the changes
in the revenue (from credit sales) for each year t; PPE; is the Property, Plant and Equipment for
each year t; A;_; is the total assets at the end of period (t—1); & is the random error, which is used
as the estimate for DA (i.e. discretionary accruals which is ordinarily calculated as total accruals
minus non-discretionary accruals). The coefficients: a;a,a3 are estimates of firm-specific para-
meters 1, 7, 3 respectively, through OLS regression from Equation 1. Hence, the proxy for FRQ is the
absolute value of residuals multiplied by _1, (i.e., -|e: |) and a higher value represents higher FRQ.

2.1.3. Independent variable: corporate governance quality

The environment in which companies operate has rapidly changed and become more competitive
in recent decades (Revilla et al., 2005; Vuola & Hameri, 2006). If companies are to seize these
opportunities and stand up to the accompanying risks, then developing effective and efficient
control systems is required. Corporate governance (CG) forms an essential part of this control
system, with prior studies suggesting a direct correlation between the strength of a firm’s CG with
its internal control quality (Elbannan, 2009) and performance (Goel et al., 2022; Osman &
Samontaray, 2022). Conceptually, there is no universally held or single definition of CG (Mayes
et al,, 2001). As a result, CG can be defined and practised in different ways globally, depending
upon the relative power of owners, managers, and capital providers (Craig, 2004). Generally, CG
can be defined as a procedure, customs, laws, policies, and institutions that affect how
a corporation is directed, administered or controlled. It can also be the relationships between
stakeholders and the goals already laid down for the corporation to follow. In essence, corpora-
tions are expected to have and comply with laid-down rules, systems and policies regarding
relationships among their varied stakeholders towards achievement of their objectives.

Corporate Governance Quality (CGQ) therefore refers to compliance with codified laws, best-
practice ethics, systems, internal and external mechanisms, and factors that control operations
at an organisation and to which the organisation remains accountable. Corporate governance
may be severally measured, often based on its mechanisms such as board size, board
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meetings, board independence, board committees, etc. However, an index measure of corpo-
rate governance may be constructed based on the aggregation of individual mechanisms.
Brown et al. (2011) stated that the quality of a firm’s corporate governance is best seen as
its score according to some index constructed from a set of governance indicators or char-
acteristics. The current study constructs its CGQ indices in similitude with governance indices
used by other authors (Azeem et al., 2013; Larcker et al., 2007; P. K. Biswas, 2013; Prommin
et al, 2012, 2014, 2016; S. Biswas et al., 2022; Sawicki, 2009) in measuring corporate govern-
ance quality. Overall, 25 corporate governance mechanisms were used to construct the study’s
CGQ indices via means of rotated principal component analysis for firms based on firm-level
disclosures (see Appendix). These CGQ indices for firms range from approximately —1.5 to + 2.6,
with larger values indicating better corporate governance quality. We justify our choice of CGQ
composite indices on two grounds: (1) Considering that so little work has been done on
governance in general in emerging economies, we sought to cast our net widely in our search
for components that may shed light on our research questions (see also, P. K. Biswas, 2013;
S. Biswas et al., 2022); (2) As reported earlier on by Tang and Chang (2015), appraising a firm’s
governance quality based on individual mechanisms or isolated dimensions might be inade-
quate. CG is a complex system consisting of numerous monitoring mechanisms from various
dimensions, such as board characteristics and ownership structure. To achieve optimal super-
vision, the mechanisms must work closely together. Moreover, as earlier indicated by Chen
et al. (2007), most previous studies have investigated the effect of CG by using specific
governance characteristics, ignoring the possibility that other governance mechanisms serve
as a complement or that, one characteristic is a proxy of another characteristic (see also,
Wang et al., 2022). Again, Yeh et al. (2012), who used a governance index covering variables of
ownership structure and board structure, argued that the benefit of incorporating governance
mechanisms from various dimensions avoids the confounding effects in which different per-
spectives yield different predictions on CGQ. Therefore, given the lack of theory on corporate
governance structure, we argue that governance quality jointly measured according to various
governance facets accurately represents a firm’s overall governance quality instead of indivi-
dual CG mechanisms used in some studies such Ben Salah and Jarboui (2021). Moreover, given
the inherent limitations with all constructs of CGQ indices,” the authors believe that CGQ
indices constructed by an efficient data reduction technique known as the rotated principal
component analysis (RPCA) are appropriate for the study.> RPCA seems to be a more appro-
priate process of constructing a measure of CG since it identifies the governance indicators
which are highly correlated (Dey (2008). In addition, the study’s CGQ index sought to represent
something like picking subsets of the original CG items that “goes together” in terms of being
about a common theme; hence -rotate- was deemed a useful tool since our goal was not
simply to reduce the number of variables we are working with.

2.1.4. Other control variables

Aside CGQ, several other variables have been controlled in the study’s estimation including firm
size (Zhou et al., 2017), growth opportunities (Kothari et al., 2002), leverage (N. Pham et al., 2015),
firm age (Lin & Fu, 2017), IFRS adoption and asset tangibility (Key & Kim, 2020; Liu et al,, 2011,
Mensah, 2021; Singh, 2017) have also been controlled for in the study’s estimations in line with
recommendations from the literature. The measures for these variables have been summarized in
Table 2.

2.2. Model specification and estimation

The study initially specified a static model for analysing the CG and firm performance relationship.
Thereafter, a dynamic model with an AR(1) structure which recognizes the dynamic nature of the
CG—firm performance relationship is formulated by including a one-year lagged ROA variable as
an additional explanatory variable to capture the influence of the past on the current realisations
of performance (see also, Munisi & Randgy, 2013; Ndu et al., 2019).
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Static Model Specification:
ROA;t = ap + a1CGQit + a; DAy + a3SIZEj + ayLEV; + asGRWTH;; + agAGE;; + a7IFRS;
+ agASSTANG; + v + i + ny + €t (3)
Dynamic Model Specification:
ROA;; = ag + a1ROAj:_1 + a2 CGQjt + azDAjt + asSIZE; + asLEVi + agGRWTH;: + a7AGEj;
+ agIFRS: + agASSTANG;: + vi + s + e + € )

Where ROA; refers to the dependent variable for firm i in year t/(t-1). The independent variables
comprise: SIZE; which refers to Firm-Size; GRWTH;;, which refers to Growth Opportunities; AGE;
which refers to Firm-Age from its date of incorporation; LEV;; which refers to Leverage; IFRS;: which
refers to IFRS Adoption; ASSTANG; which refers to Asset Tangibility; DA; which refers to
Discretionary Accruals (the proxy for FRQ); and CGQ; which refers to Corporate Governance
Quality. v;, yjandvy are, respectively, additional controls for firm-specific effects, country hetero-
genous effects that are time invariant and year-fixed effects that are time variant and common to
all companies, whereas ¢;; refers to the stochastic disturbance term.

Upon the evidence of a weak direct association between CG and firm performance ascertained
from the study’s previous static and dynamic model estimations, the study further endeavoured to
re-examine the effect of CG on firm performance via means of mediation analysis where FRQ is
used as a mediating variable. The study specifies its mediation models for analysis by following the
standard approach of Baron and Kenny (1986) as follows:

Model for the Outcome (with Mediator)
EYja,m=ay +p1a+0 (5)
Model for the mediator
EM|a] =a +ya (6)
Where, p; is the direct effect, 0y is the indirect effect (product method).

The controlled direct effect that compares outcomes under treatment level A=1vs. A=0,
fixing M=m:

CDE(m) = E(Y(1,m)) — E(Y(0,m)) (7)

Where CDE(m) depends on M level m.

The natural direct effect that compares outcome under treatment level A=1vs. A=0, fixing M=M

(0), is:

NDEo = E(Y1,M(0)) — E(Y(0,M(0)) (8)
Moreover, the natural indirect effect that compares outcomes under M=M(1) vs. M=M(0), fixing A=
1, is:

NIE; = E(y(1,M(1)) — E(Y(1,M(0)) (9)

Finally, the total causal effect can be decomposed as:
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TCE = E(Y(1)) — E(Y(0)) = NDE + NIE (10)

In line with Baron and Kenny (1986), the present study therefore formulates its models for out-
come (i.e., ROA) and mediator (i.e., DA) with CGQ as the exposure variable for analysis as follows:

E[ROA|CGQ, DA] = a1 + $,CGQ + 6DA + Y CONTROLS (11)

E[DA|CGQ] = a, + yCGQ + ¥ CONTROLS (12)

Where g, is the controlled direct effect (which is the treatment effect neither due to mediation nor
interaction), 0y (i.e., the product) represents the natural indirect effect (which is the treatment
effect only due to mediation), and CONTROLS are used in the model to capture the effects of
confounding variables.

2.3. Estimation approach

The study estimates its static models using the fixed effect (FE) estimation strategy which was
suggested by the Hausman specification test as the ideal estimation strategy for analysing
Equation 1. The pooled OLS with cluster robust standard errors estimator was also employed
for robustness test. Furthermore, the endogenous determination as well as the dynamic
correlation between current DA cum CGQ with past performance has been documented by
previous research (e.g., Wintoki et al., 2012); thus, a regression of performance variable on CGQ
variable in which other firm-specific variable(s) including DA are controlled for, could be
examined in a dynamic framework as displayed in Equation 2. With a dynamic model formula-
tion, it is necessary to consider a suitable estimation strategy which is capable of dealing with
biases which stems from the presence of the AR(1) structure and possible endogenous expla-
natory variable(s) in Equation 2. Consequently, the current study employs the system general-
ized method of moments by Blundell and Bond (1998) which is acclaimed to be capable of
dealing with most of the endogeneity issues that arise from estimations of models such as the
one displayed in Equation 2.

Finally, recognising the insignificant association between CGQ and firm performance in
almost all of the study’s model estimations, we sought to re-examine whether the significant
effects of CG on firm performance may be transmitted through certain transmission channels.
We observe how efficient earnings management (a proxy for FRQ) is practiced within the
implicit bounds of corporate governance systems and structures. Therefore, we introduced
efficient earnings management measured via the inverse of absolute discretionary accruals
as the study’s proxy for FRQ, and used this as a possible mediator in a causal mediation
analysis of the effects of CG on firm performance in equations (7) and (8). This mediation
analysis was carried out using the Stata community contributed command “paramed,” by
Emsley and Liu (2013) where several other confounding variables were controlled in the
analysis similar to previous estimations. The study performed this re-examination so as to
identify the “how,” or the possible channel(s), or pathways through which CG may affect firm
performance in a definite way. This causal mediation approach defines direct and indirect
effects in terms of the counterfactual intervention [i.e. fixing exposure and mediator to
a predefined value (controlled), or fixing the exposure to a predefined value and the mediator
to the value that naturally follows (natural)l. The total effect decomposes into the natural
direct and indirect effect, where natural effect provides information on mechanisms, while
controlled effect can be interpreted in terms of interventions. The causal mediation framework
proposed by Emsley and Liu was favored above other approaches of conducting mediation
analysis such as the traditional Baron and Kenny (1986) method and also the structural
equation modelling (SEM) method mainly because it addresses the three important limitations
shared by the traditional and SEM approaches; being: the 1) inability to control for mediator-
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outcome confounders, 2) the inability to incorporate exposure-mediator interaction, and 3) the
inability to incorporate non-linearities in these two approaches. The results and analysis of our
findings are presented under Section 3.

3. Empirical results and discussion of findings

3.1. Descriptive statistics

Table 3 summarises the descriptive statistics for the study’s sample firms. The mean of ROA is
6.03%, suggesting that the returns generated for all providers of finance of firms in sub-Saharan
Africa during the sample period are, on average, low relative to returns on government securities in
these countries (www.investor.com). This reflects the poor capability of firms in exploiting their
resources to generate decent returns for investors. The average level of discretionary accruals or
the proportion of managed earnings for sampled firms was about 2.00%, suggesting that EM
practices of firms are relatively high within sub-Saharan Africa compared to those reported by
other developing economies (Tang & Chang, 2015; Zimon et al., 2021). The average size of sampled
firms was 5.13 with a standard deviation of 0.80, whereas leverage was 3.75 with a standard
deviation of 0.78. The sampled firms showed high growth opportunities represented by a mean
price-to-book ratio of 3.13 with a standard deviation of 6.09. The mean CGQ statistic for sampled
firms is 8.96e—09 along the continuum of —1.544 and + 2.562 showing minimal gains in the effort
to strengthen CG practices of firm in sub-Saharan Africa. About 86% of the sampled firms have
adopted IFRS as their financial reporting standard and hold about 40% of the assets in tangible
form.

The correlation diagnostics as presented in Table 4 show that almost all the independent
variables included in the study’s models have a statistically significant correlation with the
dependent variable, which is likely to offer at least, some evidence for the proposition that
these independent variables interact with the performance variable. This evidence, together
with the VIF coefficients, which are all below the acceptable threshold of 10 (Chatterjee &
Hadi, 2012) confirms the absence of multicollinearity and the necessity of including these
independent variables in our empirical models to alleviate the potential bias caused by variable
omission.

Table 3. Descriptive statistics

(1) (2) (3) (&) (5)
Variables N Mean SD Min Max
SIZE 1,295 ' 5.125 0.802 2.754 7.183
GRWTH 1,288 3.134 6.085 -36.47 96.98
IFRS 1,295 0.859 0348 0 1
ASSTANG 1254 0.400 0.237 0.00140 0.995
FRQ 1,295 0.0200 0.755 -2.268 26.10
cGQ 1,276 8.96e-09 1.000 ~1.544 2.562
AGE 1,295 3.669 0.743 0 5.136
LEV 1,264 3.755 0.779 -1.926 4.604
ROA 1,295 ' 6.031 15.52 -179.9 295.7
Number of 104 104 104 104 104
groups

Notes: This table reports descriptive statistics based on aggregate samples of which the sizes may be various because of
missing values. The variables are as defined in Table 2. For interpretation purposes, the descriptive statistics are calculated
on the basis of levels with the exception of IFRS Adoption which was computed from a dummy scale, CGQ which was
calculated as an index from normalized rotated principal component analysis, and Size, Age and Leverage were calculated
on the basis of logarithmic form. The ROA, being the dependent variable in our model, was not transformed but allowed to
retain its original form for 1) ease of interpretations, 2) because its histogram distribution appears normal.
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Table 5. Baseline static and dynamic regression results of firm performance (i.e., ROA)

determinants

Static Models Dynamic Models Estimations
(1) (2) (3) (4) (5)
OoLS OoLS System GMM
Variables Estimator FE Estimator Estimator Estimator FE Estimator
cGQ 0.882 0.948 0.580 0.428 1.209
(0.593) (1.380) (0.384) (0.469) (1.136)
FRQ 2.746 2.336 2.399 1.283 2.333
(2.833) (2.802) (2.714) (3.651) (2.811)
SIZE 1.999* -4.978 1.155 1.963* -6.977
(1.048) (7.121) (0.839) (1.100) (8.185)
GRWTH 0.384* 0.178 0.242 0.117 0.177
(0.201) (0.140) (0.192) (0.195) (0.164)
AGE 0.924 7.046 0.603 —0.0342 9.036*
(0.713) (4.802) (0.486) (0.622) (4.948)
LEV -2.193 -7.677** -1.925 —2.852 —7.955***
(1.745) (1.910) (1.369) (2.272) (1.963)
IFRS 2.710 2.659** 1.453 -2.153** 2.157
(1.738) (1.306) (1.487) (0.992) (1.428)
ASSTANG 4.096 -0.810 2.890 2.658 -0.626
(3.176) (3.257) (2.810) (2.446) (3.293)
L.ROA 0.358** 0.315*** 0.0607
(0.154) (0.105) (0.0988)
Constant 1,930 2,137*** 1,411 2,240%**
(334.2) (422.6) (498.0) (602.8)
Country fixed- Yes Yes Yes Yes Yes
effects
Year fixed- Yes Yes Yes Yes Yes
effects
Firm fixed- Yes No Yes Yes No
effects
Observations 1,210 1,210 1,115 1,115 1,115
R-squared 0.139 0.129 0.232 0.138
Number of 104 104 104 104 104
groups
F-statistic 6.80*** 7.34%* 28.86*** 10.20***
Wald chi-square 392.71%*

statistic

Robust standard errors in parentheses

% p<0.01, ™ p<0.05, * p<0.1

3.2. Multiple regression analysis

3.2.1. The effect of CG on performance
The results of the study’s static and dynamic models estimated, respectively, via the baseline fixed
effect and two-step system generalized method of moments with the Windmeijer (2005) finite-
sample correction estimators indicate that CGQ seems an insignificant determinant of firm per-
formance. These results appear robust even when we used alternative performance indicators (see
Tables 5, 6, and 9).
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Table 6. Static and dynamic regression results of firm performance (i.e., Tobin’s Q) determi-

nants for robustness checks

Static Models Dynamic Model Estimations
(1) (2) (3) (4) (5)
OoLS OoLS System GMM
Variables Estimator FE Estimator Estimator Estimator FE Estimator
cGQ 0.0730 —0.000721 0.0835* 0.0409 0.0395
(0.0483) (0.0929) (0.0460) (0.0492) (0.0949)
FRQ 0.0762 0.0622 0.0659 0.0253 0.0592
(0.0886) (0.0737) (0.0799) (0.0959) (0.0679)
SIZE 0.146* -0.667 0.166** 0.174 -0.690
(0.0827) (0.442) (0.0828) (0.109) (0.530)
GRWTH 0.154** 0.0922** 0.143** 0.151** 0.0850**
(0.0496) (0.0383) (0.0512) (0.0744) (0.0397)
AGE 0.0368 0.122 0.0450 0.0309 0.547*
(0.104) (0.296) (0.0938) (0.0661) (0.279)
LEV -0.0464 -0.000349 -0.0384 0.0140 -0.106
(0.130) (0.162) (0.124) (0.110) (0.162)
IFRS 0.000207 0.0472 -0.0153 -0.222* 0.0683
(0.166) (0.158) (0.150) (0.128) (0.170)
ASSTANG 0.506 0.191 0.557 0.661 0.220
(0.353) (0.229) (0.350) (0.404) (0.236)
L.TobinsQ 0.0433 0.0205 0.0140
(0.0427) (0.0201) (0.0155)
Constant 106.2*** 103.9*** 85.25%** 113.7%*+
(28.25) (31.22) (25.54) (33.26)
Country fixed- Yes Yes Yes Yes Yes
effects
Year fixed- Yes Yes Yes Yes Yes
effects
Firm fixed- Yes No Yes Yes No
effects
Observations 1,210 1,210 1,115 1,115 1,115
R-squared 0.400 0.260 0.407 0.226
Number of 104 104 104 104 104
groups
F-statistic 15.73%*+ 5.01%+* 11.98**+ 3.00***
Wald chi-square 929.76***
statistic

Robust standard errors in parentheses.
*** p<0.01, ** p<0.05, * p<0.1

Upon the evidence of this apparent weak relationship between CGQ and firm performance
against our expectations, we sought further to re-examine the CG—firm performance relationship
from the perspective of causal mediation analysis. This analysis was carried out so as to identify
the “how,” or the possible channel(s), or pathways through which CG may affect firm performance
in a definite way. The results of our mediation analysis are presented in Table 7 which comprises of
an outcome model, a mediator model, and an estimate for controlled direct effect (CDE), natural
indirect effect (NIE), and the total effect (TE) for causal inference. The results of our mediation
analysis are also robust across alternative performance indicators (see, Table 8).
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Table 7. Causal mediation analysis output for the study’s outcome model with mediator

Robustness Test Model with
Baseline Model with ROA as Tobins’s Q as outcome
outcome variable variable
(1) (2)
Variables
cGQ 0.882** 0.0730*
(0.401) (0.375)
FRQ 2.746%* 0.0762*
(0.481) (0.0450)
SIZE 1.999*** 1.461**
(0.509) (0.0476)
GRWTH 0.384*** 0.154***
(0.064) (0.00601)
AGE 0.924* 0.0368
(0.536) (0.0502)
LEV —2.193*** -0.464
(0.563) (0.0527)
IFRS 2.710** 0.000207
(1.267) (0.119)
ASSTANG 4.096** 0.506***
(1.640) (0.154)
Constant 1,930*** 106.176**
(234.81) (21.990)
Country fixed-effects Yes Yes
Year fixed-effects Yes Yes
Firm fixed-effects Yes No
Observations 1,210 1,210
R-squared 0.139 0.400
Adj. R-squared 0.131 0.396
F-statistic 17.53%* 72.60%**

Robust standard errors in parentheses.
** p<0.01, * p<0.05, * p<0.1

From our results (see Table 7), we find that CGQ has a significantly positive effect on firm
performance, as evidenced by the CDE coefficient (i.e., §; =.8817736, p-value =0.028). In addition,
we find CGQ to have a positive effect on FRQ as shown by y in the subsequent mediator model (i.e.,
y=.0459822, p-value =0.056), and also FRQ having a positive effect on firm performance (i.e. 6=
2.745845, p-value =0.000). There also exists a natural indirect effect where CGQ influences firm
performance through the mediation of FRQ. This is evidenced by the NIE coefficient (i.e., 0y
=.12626011, p-value=0.070). Overall, our findings from our causal mediation framework do
confirm the existence of a causal relationship between CG and firm performance in consonance
with those of other prior studies (see e.gs., Goel et al., 2022; Heo, 2018; Kyereboah-Coleman et al.,
2007; Osman & Samontaray, 2022; Tornyeva & Wereko, 2012).

For a more understandable depiction, the study shows the direct and indirect effects of CG on
firm performance through mediation of FRQ via Figure 3.
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Table 8. Causal mediation analysis output for the study’s mediator model

Baseline Model with FRQ as
outcome variable

Robustness Test Model with
FRQ as outcome variable

(1) (2)
Variables
cGQ 0.046* 0.0460*
(0.024) (0.024)
SIZE 0.006 0.00575
(0.031) (0.0306)
GRWTH -0.003 -0.00339
(0.004) (0.00385)
AGE -0.018 0.0177
(0.032) (0.0322)
LEV 0.005 0.00461
(0.034) (0.0338)
IFRS 0.032 0.0321
(0.076) (0.0761)
ASSTANG -0.184* -0.184*
(0.098) (0.0984)
Constant 2.820%** 2.820
(14.104) (14.104)
Country fixed-effects Yes Yes
Year fixed-effects Yes Yes
Firm fixed-effects Yes No
Observations 1,210 1,210
R-squared 0.010 0.010
Adj. R-squared 0.002 0.002
F-statistic 1.24 1.24

Robust standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1

Table 9. The estimates of causal effect of CG on firm performance mediated by FRQ

Baseline Causal Mediation-

Robustness Test Model of

Model Causal Mediation

Variables (1) (2)

CDE 0.882** 0.0730*
(0.401) (0.0375)

NIE 0.126* 0.00350
(0.0696) (0.00276)

TE 1.008** 0.0765**
(0.405) (0.0375)

Observations 1,210 1,210

Notes: This table reports the empirical results of controlled effect of CG on firm performance as mediated by EM via
means of a causal mediation analysis, where cde=controlled direct effect, nie=natural indirect effect, te=total effect.
Asterisks indicate significance at 10% (*), 5% (**) and 1% (***).

Source: Stata output of causal mediation analysis to demonstrate the direct and indirect effects of CG on perfor-
mance through EM as mediator using the “paramed” command by Emsley and Liu (2013).
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Figure 3. Path analysis:
Corporate governance, earnings
management, and firm
performance.

Source: Authors’ framework of
mediation analysis involving
CG, EM and ROA (2023).

CGQ ROA
d; =1.008%*
R -7 T T T~ N

FRQ P / a; x by \

" N ( represents \

§° 2y \\ indirect effect //

N3 % ~ s
Vi ¥ ~— _ - -~
> * -
CGQ > ROA
¢; =0.126%

Figure 3 shows a positive and significant association between CGQ and ROA [(1.008, p < 0.05); total
effect] that is consistent with the study’s expectations. In addition, CGQ is positively related to FRQ
(0.046, p <0.1) and FRQ is also positively associated with ROA (2.746, p <0.01) which are all
consistent with our expectations. Finally, to compute the indirect effect of CGQ on ROA through
FRQ, we multiply two coefficients of (0.046) and (2.746) [i.e., (0.046) x (2.746) = 0.126]. The results of
the Emsley and Liu test (i.e., p <0.1) (Emsley & Liu, 2013) suggest that the indirect influence of CGQ
on ROA through FRQ is significantly different from zero. Our findings show that 12.5% (0.126 is
divided by 1.008) of the effect of CGQ on ROA originates from the mediating function of FRQ, which
shows that FRQ serves as an intermediary in the relationship between CGQ and ROA. Overall, our
findings indicate that CGQ enhances FRQ, which by implication, sends positive signals to investors of
a healthier management of the financial affairs of the firm and thereby elicit positive investor
response in parting with investible capital to the firm which allows the firm to exploit real opportu-
nities for growth and enhancement in their profitability.

4. Conclusions and recommendations

On the basis of the evidence from our empirical findings from our causal mediation framework, which
are robust across different performance indicators, we submit that causal mediation frameworks offer
suitable alternatives within which the CG—performance nexus may be investigated for firms. Again,
flowing from our findings, we conclude that a positive causal relationship exists between corporate
governance and firm performance. Moreover, we conclude that CGQ directly influences FRQ. We
further conclude that CGQ positively affects the performance of firms through the mediation of FRQ.
All three hypotheses of our study (H1, H2 and H3)) are therefore supported or accepted.

The evidence from the current study’s mediation results which consistently shows a significantly
positive effect of CGQ on firm performance for all three-dimensional effects (i.e., controlled direct effect,
natural indirect effect, and total effect) seems to suggest that the beneficial effects of CG systems and
structures in firms may be realised through certain transmission mechanisms such as FRQ. In the case
of this study, FRQ tends to serve as the channel which acts as a partial mediator via which CG may
affect firm performance. By demonstrating the mediating role of FRQ in the CG—firm performance
relationship, the current study extends the agency theoretical proposition of sound CG systems being
effective in enhancing firm performance through the quality of financial reporting. The recent findings
by Liao et al. (2021) seem to corroborate the current study’s findings and offers additional explanation
regarding the channel via which the strengthening and implementation of CG reforms which invariably
reflects in FRQ contribute towards firm performance enhancements, being the boost in cross-listing
activities and the integration of international capital markets. Furthermore, the study’s findings regard-
ing the mediating role of FRQ in the CG—firm performance nexus also confirms the assertion that
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efficient earnings management (a proxy for FRQ) seems to be practiced within the implicit bounds of
sound CG systems and regulations in order to affect a firm’s “bottom-line.”

Policy makers in African capital markets and other emerging economies will learn that institut-
ing sound CG measures, which assure the integrity of financial reporting, would invariably translate
to favourable performance outcomes for firms in their respective capital markets. Theoretically,
the study’s findings support the prediction of agency theory regarding the role of CG in enhancing
the quality of financial reporting, which ultimately translates into favourable performance out-
comes for firms. Besides, investors, business managers and corporate governance practitioners
would also be guided to direct their firm’s CG systems and policies towards improvements in their
FRQ and thereby reap the favourable performance effects.

Similar to other studies, this study suffers from some limitations. Unlike developed countries,
there is neither a formal CG database nor any data on external monitoring by analysts in sub-
Saharan Africa. Because of the unavailability of reliable, extensive data on corporate governance
covering a wide range of governance indices, our study relied on disclosures in publicly available
annual reports in constructing its CGQ index. We ignored the potential of segregating CG elements
into smaller sub-indices (e.g., that of the RiskMetrics Group Inc.) for a severed and more compre-
hensive analysis of the effects of these sub-indices on the CG—firm performance relationship to
ascertain the contribution of each sub-index to this nexus. With new data, it would be desirable for
further research to understand how other CGQ indices from other perspectives such as the
Worldwide Governance Indicators, G-Index, the E-Index, to mention a few, are related to perfor-
mance, as well as their effectiveness in contributing towards the quality of financial reporting of
firms within emerging economies, especially the African sub-region. Finally, future research is
invited to validate the current study’s findings in other contexts.
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Notes

1. KPMG and ACCA (2014). Balancing Rules and Flexibility
for Growth: A Study of Corporate Governance
Requirements across Global Markets. Phase 2 - Africa.
KPMG and ACCA.

2. Several studies have long recognised that there is no
single approach in structuring governance mechan-
isms to optimise firm performance (see e.gs, Beekes
et al, 2008, 2009; Bhagat et al., 2007).

3. This approach was first used by Larcker et al. (2007),
who demonstrated the effectiveness of PCA as
a measure of corporate governance.
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Appendix

Corporate Governance Mechanisms used for measuring CGQ Index
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Name of Variable
Corporate Governance
Mechanisms

Type of Variable

Criteria

Panel A: Board of Directors
Board Size
Board Independence

)
)
) Board Gender Diversity
) Board Remuneration

)

Board Meetings

Panel B: Audit

(1) Audit Committee Size

(2) Audit Committee
Independence

Audit Committee Meeting
Audit Committee Diversity

Auditor Fee

)
)
) Big4 Auditor Engagement
)
) Audit Report Timeliness

Panel C: Other Board Committees

(1) Remuneration Committee
(RC) Size

(2) Remuneration Committee
Meetings

(3) Remuneration Committee
Independence

(4) Remuneration Committee
Gender Diversity

(5) Nomination Committee (NC)
Size

(6) Nomination Committee
Meetings

(7) Nomination Committee
Independence

(8) Nomination Committee
Gender Diversity

(9) Risk/Gov. Committee (RC/GC)
Size

(10) Risk/Gov. Committee
Meetings

(11) Risk/Gov. Committee
Independence

—
N

Risk/Gov. Committee Gender
Diversity

_
w

Total Number of Board
Committees (including audit
committee)

Source: Authors’ Compilation, 2023.

Continuous
Ratio
Ratio
Ratio
Continuous

Continuous
Ratio
Continuous
Ratio
Dummy
Ratio
Continuous

Continuous
Continuous
Ratio
Ratio
Continuous
Continuous
Ratio
Ratio
Continuous
Continuous
Ratio
Ratio
Continuous

Number of members on the board

Ratio of non-executive directors to
board size

Ratio of females to board size
Ratio of board wages to total sales

Number of board meetings in
a year

Number of members on Audit
Committee (AC)

Ratio of outside directors on AC to
AC size

Number of AC meetings in a year

Ratio of female members on AC to
AC size

If Big4 is engaged 1, otherwise 0
If Big4 is engaged 1, otherwise 0

Days it takes for audit report to be
signed and made available to
management

Number of members on RC
Number of RC meetings in a year

Ratio of outside directors on RC to
RC size

Ratio of female members on RC to
RC size

Number of members on NC
Number of NC meetings in a year

Ratio of outside directors on NC to
NC size

Ratio of female members on NC to
NC size

Number of members on RC/GC

Number of RC/GC meetings in
a year

Ratio of outside directors on RC/GC
to its size

Ratio of female members on RC/
GC to its size

Number of board committees
functioning on behalf of the
board of directors
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