Research Journal of Finance and Accounting www.iiste.org
ISSN 2222-1697 (Paper) ISSN 2222-2847 (Online) H-,i,l
\ol.7, No.14, 2016 IIS E

Corporate Governance and Financial Performance: a literature
Review of Measurements and Econometric Methods of Data
Analysisin Research

Esther Wanjugu Gitundy Symon Kibet Kiprop, Lawrence Kangogo Kib&tSifunjo E. Kisaka
1. Department of Accounting, Finance and Managemeiein8e, Egerton University, P.O Box, 536-
20115, Egerton, Kenya
2. Department of Economics, Egerton University P.O Bs86-20115, Egerton, Kenya
3. Department of Finance and Accounting, UniversitiNafrobi, P.O Box, 30197-00100airobi, Kenya.

Abstract

One of the major challenges to policy makers isidleatification of standard framework to examine #ffects

of corporate governance on firm financial perforeanThis study examines the key corporate govemand
financial performance variables and the methods$atd analysis used in academic research. The sh&brves
that most studies use ownership structure and catgadboards as the key explanatory factors to firm
performance. Ownership structure is defined bypaeentage of shareholders who include: the goventm
foreign and institutional shareholders, large iidiials and dispersed owners. Financial performdrasebeen
measured using three different types of indicatBmne studies use accounting-based ratios sucletasnRon
Assets (ROA) and Return on Equity (ROE) while othese the Tobin's Q ratio. Some studies also use
efficiency indicators computed using the Data Eopeient Analysis (DEA) and Stochaistic Frontier Apgech
(SFA). It is also apparent that most studies ipooate governance research use panel data andatehslding,
corporate boards and financial information is ested from financial reports obtained from the stegkhanges.
Most of the studies use a combination of descrpsitatistics, correlation and regression analgsexamine the
relationships between ownership structure, corpdpatirds and firm performance. Due to problemscéestsal
with panel data, a unit root test is used to exarstationarity of data while a Hausman test detegmivhether

to use a Fixed Effects (FE) or Random effects siom model. A regression model with a robust stechérror
option is often used to control for heteroskedégtiand contemporaneous correlation which may lead
spurious results.

1.0 Introduction

Research in corporate governance stems from th#egmns associated with the wide separation of ovingiand
control in modern corporations leading to ineffiig and loss of firm value. According to Jensen iettkling
(1976) the existence of the agency relationshignénfirm leads to conflicts of interest between shareholders
and the managers. Agency theory identifies seagptoaches through which shareholders assure therass
getting returns on their investment. The theorynidies large block shareholders as a mechanismedoce
agency conflicts as the owners are more activednitoring managers due to the size of ownershigofding
to Shleifer and Vishny (1997), large shareholddataio power over their investment by matching ocointvith
cash flow rights. Agency theory also identifies pmmate boards as a mechanism to protection of sblakers
interests and ensures maximization of shareholdkrev Jensen and Meckling (1976) indicates thaiparate
boards can effectively play their role its sizemsall, has diverse of skills, and with majorityceftside directors
and the position of Chairman and CEO are sepaf&ese systems continue to evolve by encouragingtere
diversity accountability, discipline, fairness, @mkndence, responsibility, transparency and dismosn
governance.

One of the major challenges in research howeverbbas the development of standard model to andahee
influence of corporate governance mechanisms am financial performance. The traditional standard
framework to analyze corporate governance practiseprovided by the OECD principles of corporate
governance. These principles have been adoptedaity mountries and coded as good corporate goveznanc
practices for listed firms and focus on sharehad@ghts, board responsibilities and disclosurénédrmation
among others (CMA, 2002; OECD, 2005). The conoémolicy makers however, is to attach measurablaes

to the concept of governance and consequently iygrieal approaches towards establishing its infaeon
financial performance. This study reviews the kegporate governance variables used as the keyndietamt of
financial performance and the theoretical justifma for the predicted relationships. The studypdtoks at the
modern econometric methods of data analysis hparate in corporate governance studies. The p&per
divided into five sections. Section one presengsitiiroduction, section two discusses the methapolesed in
this study while section three discusses the cdneeporporate governance and the measurementrablas
derived from the concept. Section four discusseskidly methods of data analysis in corporate govesa
research while section five is the conclusion efstudy.

116



Research Journal of Finance and Accounting www.iiste.org
ISSN 2222-1697 (Paper) ISSN 2222-2847 (Online) H-,i,l
\ol.7, No.14, 2016 IIS E

2.0 M ethodology

The methodology adopted in this study involvesvéeng and discussion of the concept of corporateegmance
and the operational meaning attached to varial#eset from the concept. The review also includetetical
prediction of expected relationships between cat@ogovernance variables and firm financial perfoioe.
The study further discusses the methods of datigsisdargely used in corporate governance research

3.0 The Concept of Corporate Gover nance and its M easur ements

Corporate governance has been defined as the wmayghich suppliers of finance to corporations assure
themselves of getting returns on their investm@&itldifer and Vishny, 1997). It has also been defias a
system by which companies are directed and coattdib ensure maximum return to shareholders (Mallin
2007). The OECD (2005) indicates that corporateegmance specifies the distribution of rights tooime, rules
and procedures for making decisions in corpordtgrafand responsibilities among different partiits in the
corporation, such as the shareholders, corporaelb@nd managers. Given these definitions, modiest use
ownership structure and corporate board as theapafdry variables to financial performance. Theables
and their measurements are discussed in the foitpaibsections.

31 Ownership Structure

Ownership structure defines the distribution of evahip rights which enable shareholders to havinslaf
income from and also empower them to exercise wecimaking through voting rights (Grossman and Hart
1988). This description includes the dimensionsiné of ownership and the identity of owners. Tilze sefines
the rights to profits, extent of liability and inBnce in decision making in a firm, through votingr key issues.
The identity of the shareholder is important asythemprise of individuals and institutions whoseeiests,
goals, resources and capabilities to influencenfire performance vary (OECD, 2005). A listed compéas
five types of shareholders who include: the gowernt, foreign institutional, large individuals, adipersed
owners.

Government ownership has been measured by therpageeof shares held by the state and also byutistis
wholly owned by government. The relationship betwgevernment shareholding ownership and performance
considered detrimental to firm performance and ihisupported by several theories. The propertytsigheory
predicts that the state as an owner will not penfas efficiently as private firms. According to Han(1987),
firms with general public as a collective owner drhce have no direct claim on their residual ineamhich
reduces incentives to monitor firm managers. Laf®rand Tirole (1991) also indicate that State Givne
Enterprises (SOEs) have multiple objectives thadterthem less focused on profit making. Shleifer ¥ighny
(1997) also assert that firms with large state owlmip are inefficient as they serve political ietgs. According
the Agency theory, the wide separation between ostiiie and control makes it difficult for the stéemonitor
managers.

Institutional ownership has been measured by threepgage of shares held by private institutionseseh
institutions are defined as organizations, rathantan individual that invests funds on behalfhafit members
and include: financial institutions, collective astment scheme, insurance companies, pension amather
body corporate whose ordinary business includesnidi@agement or investment of funds (La Porta,.e2800;
OECD, 2010). The relationship between local instins shareholders and performance remains ambsgu@mu
one hand, their role is also deemed to be crucialtd their ability to raise capital, monitor maaegj interest in
profits and expertise in managerial and marketikijss(OECD, 2010). They are expected to improvenfi
performance by exercising their oversight functiamsl influence decision making in firms where tleyest
(Kose and Senbert, 1998; OECD, 2010). They arecassidered crucial in provision of resources m fibrm of
access to private capital, networks, managerial fimahcial expertise to enable firms to exploit que
entrepreneurial opportunities (Hu and 1zumida, 2008

These arguments suggest that institutional invesgpasitively influence firm performance. Contrapy these
views their presence may impact negatively to fam@nperformance. According to Wei et al. (200%me of
institutional shareholders are largely owned by stede. Consequently, such institutions are cheaiaed by
large separation of ownership and control which esatke government have little control and superxisiver
managers leaving them to pursue their interd$tey are also perceived to be less focused ontpnafking due
to multiplicity of the objectives they pursue (Lafféenand Tirole, 1991). Given the contrasting perspes, the
relationship between institutional shareholders find performance is of empirical concern.

Foreign institutional investors constitute a disticategory of ownership with governance implicasiovhich

could ultimately affect the performance of firmdie€ly consist of entities incorporated by the lawtside the
country under study. In the Kenya context, theydefned as entities incorporated by the laws detshe East
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African states. The relationship between foreigmestors and firm performance is largely expectede
positive. According to Thomsen and Pedersen (200@)s with large foreign shareholders gain froneit
financial resources, expertise in technical andaganal skills, and access to new markets. Forgigfitutional
shareholders are deemed to be more effective initanony of managers and endowed with expertise and
technologies to stimulate performance (Chibber siajumdar, 1999). However, foreign institutional @stors
could also impact on performance negatively if orshig is motivated by private benefits of control.

Dispersed shareholderare defined as the individuals and institutionst tharchasessmall amounts of
shareholdingLa Porta, et al., 2000). Dispersed shareholdagylieen measured by the percentage of ownership
held by this category. Theoretical work on the tiefsship between dispersed shareholders and peafarenis
inconclusive. From the perspective of portfolio dhg investing in a very large number of sharehade
maximizes the benefits of diversified investmentotigh elimination of individual firmfinancial risk.
Shareholders are also expected to put pressureaoagers to perform as they demand dividend andeinde
decision making through the annual general meetihigis view contradicts the agency theory whichjeoctures
that individual shareholders are diffused and maly have incentives and mechanisms to effectivelyitoo
management (Jensen and Meckling, 1976). The owiperstiiables identified in this sub section haveibe
widely used as independent variables in studiemaxag the relationship between the ownership stmecand
financial performance (Mei, 2013; Mishari et al.120 Wei, et al.,2005; Tian and Estrin, 2008; Trien and
Chizema, 2011; Uwuigbe and Olusanmi 2012).

3.2 Corporate Boards

Corporate boards are an important governance mirhadue to their roles which involves monitoring
managers, protecting shareholders interests atidgsetrategies in a firm (Fama and Jensen, 1988).agency
theory specifies the attributes necessary to magdoard effective and include: a small and diveissrd with
at least a third of the members being non execudive separation of roles for the Chief Executivdic®f
(CEO) and the chairman of board (Jensen and MeagKlifi76). The optimal size of the board is not Bmetbut
some authors argue that a small board to inclugeréximum of seven to nine members to functioactifiely
(Lipton and Lorsch, 1992; Yermack, 1996). A smableard is considered more effective in coordinatiod in
decision making. However, some studies indicateaHarger board monitor is more effective in monitg and
advising managers as organizations exist in complgsiness environments (Pfeffer, 1972). Board &ize
previous studies has been measured by the totdbewof directors (Adusei, 2011; Chaghadari, 201drnyack,
1996).

Diversity in corporate boards often refers to tkecpntage of outside directors serving on the badiisei,
2011; Chaghadari, 2011). From an Agency Theorypeetsze the Non Executive Directors (NEDS) are @iuc
due to their role in monitoring and preventing dimhbf interest between managers and shareholderording

to Fama and Jensen (1983) they are more effecsitbey are concerned with maintaining their intygaind
reputation in the labor market. From a resourcedtdbkeoretical perspective, the NEDs have acceasitpe
expertise thereby enriching corporate strategie$ @decision making (Rashid, et al., 2010). Diversalgo
involves reflecting the structure of the societynder balance, ethnicity and diverse professiommnédble a firm
respond effectively to the dynamic of business mmwnent. From an Agency Theory perspective, women
directors bring new perspectives and are usefigtiategy formulation and understanding of certaarkats.
Srindhi et al. (2011) also argues that boards with more womere hgreater public disclosure and better
oversight of managers. From a Resource Based tiwadrperspective, women directors bring in additib
expertise, market networks and ethical views cituoiadecision making (Lettinget al., 2012). The corporate
governance guidelines also emphasize separatidheoposition of the CEO and that of the chairmarihef
board (OECD, 2005; CMA, 2002). According to Jenaed Meckling (1976) separation of the two postion
ensures that no individual dominate in corporateisien-making. The governance variables identifiedhis
subsection are used as independent variables imhidstigating the relationship between corporateegaance
and financial performance of privatized companikdams and Mehran, 2011; Chaghadari (2011) Latiefl.et
2014; Maria and Sanchez, 2010; Rashid et al., 2010)

33 Financial Performance

Financial performance has been measured usingeftféndicators. Some authors use accounting-besers

such as Return on Assets (ROA) and Return on EqROE) (Afeikhena, 2008; Omran, 2004). The ROA
measures the percentage of profit that a firm efom its total assets and therefore measures lificieatly
managers use company assets to generate profit.iR@f indicator of profit raised using shareholtlerds
(Megginson et al.,, 1994). The accounting basedsatire however considered inadequate as they are an
indicator of short-term performance. They also eatd past performance and hence lag the actiohdtima
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about the results (Letting et al., 2012). Thitaigely used in studies comparing the pre and pogatization
performance.

Performance is also measured by the Tobin’s Q ddfas the ratio of thearket valueo thereplacement cost
of the firm's physical asset¢Carter et al., 2010; Trien and Chizema (2011; \Wtal., 2005). Unlike the
accounting ratios, the Tobin’s Q reflects the in@es opinion and growth prospects of a firm basedyast and
current performance. Mulet al. (2013) also indicates that the Tobin's Q ratioggeuthe investors’ confidence
in a firm's business prospects and how closelyniamagers and shareholders’ interests are alignecbrding
to Morck, (1988), it is a measure of growth progpex assets, defined by the future profitabilifyttee assets in
relation to their replacement valu€onsequently, a ratio of less than 1.0 implies tha market value is lower
than the assets of the firm and hence it would cwse to replace a firm's assets than it's wortlis tonsidered
that the higher the value of Q, the more effective the governance mechanisms and the better imaheet's
perception of the company’s performance. This iamtic of performance has been widely used in studies
examining the causal relationships between owngrstiucture and firm performance (Mei, 2013; Mraul a
Hallara, 2012; Ongore et al., 2011;Wei, et al.,200wei et al., 2011; Mishari et al.,2012).

Some authors measure performance using efficierdigators such as total sales, the ratio of salesrployees
and total asset turnover (Sun and Tong, 2002; @ghéed Ahmed, 2014 Omran, 2004). The accountingdas
ratios are however inadequate as they are an bodicd short-term performance. They also evaluadst p
performance and hence lag the actions that briogtaihe results (Letting et al., 2012). Howevégre is an
increased trend in measuring efficiency of corporantities using cost and technical efficiency éatihrs
(Kamaruddin and Abokaresh, 2012; Sifunjo et al1£0riwei et al., 2011). The concept of cost eéfficy was
introduced by Leibenstein’s (1966) and estimatew biwse a firm’'s actual costs are to the costs biest-
practice firm producing the same outputs. Costficiehcy may therefore arise where manager's useemo
inputs than would a best practice firm or employirgsut mix that does not minimize costs for a giveput
price (Sifunjo et al., 2014). According to Leibeziats (1966) inefficiency may be attributed to mgeaal
deficiencies, lack of external and internal pressom managers, lack of competition and inefficigrtduction
techniques. The concept of technical efficiency wmaé®duced by Farrell (1957) and measures thecti¥ieness
by which a given set of inputs is used to produt@atput. A firm is technically efficient if it iproducing the
maximum output from the minimum quantity of inpussich as labor, capital and technology (Sifunjalet
2014). The technical efficiency can therefore bgliag to gauge productivity loss which may not betared in
the accounting based ratios.

There are two approaches mainly used to computeftiegency values. The Data Envelopment AnalyBIEA)
developed by measures the amounts of inputs usptiuce outputs in a decision making unit (Chaetes.,
1978). This is a linear programming approach fomsueing the efficiency of a multiple input and nplé
output of an individual decision making unit (DMUT.he measures of efficiency are based on eittentiput
or the input set. The output-oriented approachffi€iency determines the extent to which output Idobe
increased given inputs. On the other hand, thetinpanted approach measures the extent to whiofsfcould
proportionally reduce inputs to produce a givenmiitva of output. The use of DEA as a measure datigfficy
has been used in several corporate governanceest@ébdullahi, et al. 2012; Kamaruddin and Abokhares
2012; Kang, 2009). However, it is considered inp@dde in measuring efficiency as it does not tal@ant of
the measurement errors.

The Stochastic Frontier Analysis (SFA) is considesaperior as it allows the estimation of costoédficy by
decomposing the stochastic term into an inefficyecmmponent and random error. According Coelli (20he
SFA captures deviations values from the maximuairable output for a given level of input in a fiand also
allow controlling firm level and industry charadstics that could influence firm efficiency. Cade(R007)
indicates that under the SFA, the estimated inefficy for any firm is taken as the conditional mearof the
distribution of the inefficiency term, given thesavvation of the composed error term and can timated for
both and cost and technical efficiency functiorSeveral authors the SFA approach to measure effigien
corporate governance research (Destefanis and 866&; Ochi and Yosra, 2012; Ayadi, 2014; Tannalgt
2009; Ravi and Hovey, 2013).

4.0 Methods of Data Acquisition and Analysisin Cor por ate Gover nance Resear ch
41 Data Sour ces

According to Saunders et §2009) most organizations collect and store datsufgport their operations which
can be utilized in research. The information almain shareholders, board members, financial anduating
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information is provided in the annual reports aftdd companies. The capital markets and stock egeha
regulations require all listed companies to diselwstheir annual reports, the names of the mdjareholders in

a company and board composition. The annual reprtisted companies are usually stored by thetalap
markets authority and the stock exchanges. Theadmaports can also be downloaded from company weshs
Some historical market information for listed comigs is also kept by stock exchanges and docun®nt a
handbooks. In some cases it may be necessanhty eiintact firms directly or use other public mr@soin order

to complete missing information.

4.2 Use of panel data

Most studies in corporate governance research asel mlata and the companies are the unit of sisaly
(Ongore et al., 2011; Mei, 2013; Mishari et al. 20Wei et al, 2005). Panel data also known as tadgial or
cross-sectional time-series is a dataset in whiehbiehavior of entities is observed across timengitadinal
data is important as it enables the researchetutty shange and development in variables underysidle
cross sectional data provides current informatibouad a phenomenon (Saunders, et al., 2009). Tha mai
strength of using panel data in corporate govematiedies is that it allows researchers to coritnolariables
that cannot be observed such differences in firaradteristics which could influence firm performan@here
are several soft wares of data analysis which leapdhel data. For instance, the Stata soft wandlés panel
data by using thetset commands. Ideally use of panel data requireegly balanced panels which imply that
in corporate governance research, all companieslégt@ve data for all years. While using statavearfe, all
data must be declared as panel data to allowsbdime series commands.

43 M ethods of Data Analysis

Data extracted from financial reports requires éorbduced to manageable size, developing summanies
extracting usable information (Cooper and Schind2@06). Most corporate governance studies exartfie
relationships  between ownership structure, catgoboards and firm performance and to achieve this
combination of descriptive statistics; correlatregression analysis is used. These methods anesdid in the
following sub sections.

431 Descriptive Statisticsand Correlation Analysis

The descriptive statistics are essential in cotgagavernance research as they summatizervationsin order

to communicate the largest amount of informatiosiagply as possible.

Descriptive statistics provide statistical measwégentral tendency and dispersion. The main oreasof
central tendencgommonly used in research are thean median andmodewhile common measures of
statistical dispersioare thestandard deviatigrvarianceand range(Cooper and Schindler, 200Mugenda and
Mugenda, 2003). Most of the studies in corporateegnance research use quantitative data and heweethe
capacity to quantify the correlation between theependent and dependent variables or between two
independent variables. The correlation analysissores the strength and direction of the lineartigeahip
between the two variables.

The correlation analysis yields two important measwf the strength. The degree to which two oren¥
variables are related to the Y variable is exprssethe coefficient of correlation The measure of strength
can also be expressed as the coefficient of detationr? an indicator of the proportion of variation in Nat

is explained by the regression equation (CooperSufdndler, 2004; Weirs, 2002)The Cooper and Schindler
(2004) indicate that the value of Pearson’s coieffic of correlation falls between 0.00 (no corriela} and
+1.00 (perfect correlation). Consequently, a pesitialue ofr indicates a positive correlation while a negative
value indicates a negative correlation: A relatiopss considered strong when0.5 and above, moderater ifs
between 0.3 and 0.49 and weak iis below 0.29 (Field, 2000). According to Mugeratad Mugenda (2003)
determining the strength of the association betwienvariables does not imply any causal relatigm&ut
forms the basis for selecting variables for furttegression.

4.3.2 Pand Data Validity Tests

There are basic assumptions which justify the dgmanel regression models for prediction of relagioips and

if they are not met, then the results may be biasedficient or invalid (Field, 2000). Most statisal methods
using the time series are based on the assumiadritte variables and the panels are stationamarfable is
said to be stationary its mean remains constant over time (Hlouska Wraner, 2005). Regression models
also assume non existence of autocorrelation aterdskedasticity among the data values. Autocdiogla
occurs when the error terms of two different timeripds are correlated while heteroskedasticity iespthat
variances of errors are not the same (Field, 200@3.rare dataset meets all of the assumptiowisfaifure to
meet assumptions lead to biased estimates. Thiketids the development of several econometristast use
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of robust regression methods to ensure validitpaofel regression models. Some of these modern ewirio
methods largely used in corporate governance refs@ae discussed in the following subsections.

Panel Unit Root Test

One of the assumptions while using panel dagression models is that the variables andgheels are
stationary. Any regression with non stationary afblés is invalid and hence, any time-series apdicanust
start with testing stationarity of the data. That& softwarénas a series of unit root tests to examine statiigna
of data. These include the Levin-Lin-Chu (LLC),rH&Tzavalis (HT), Im-Pesaran-Shin (IPS), Fishgret and
Breitung test. The null hypothesis under thesestissthat all the panel data contain a unit roatré€a and Ek,
2012). Consequently, if the null hypothesis i®cégd then the variable can be used in regressitheir level
form (Charito, 2010). A panel may also have uoittrwhich mean that there is more than one trenthén
series. A stationary series implies its statistfmalperties such as mean and variances are allacirsver time
will be the same in the future as they have beeheénpast. The Hadri (2000) and Lagrange multigligd) is
used in testing for unit roots collectively for ssesectional units included in a certain panel. itlehypothesis
under the test is that all the panels (trend) &#osary. Consequently, if the null hypothesisggected then the
panels can be used in regression the way they are.

However, where the panel data is not stationargait convert into a stationary form through the ofe
mathematical transformationdifferencing (Charito, 2010; Mule et al., 2013)ffBiencing involves making the
series stationary by transform it into a seriepariod-to-period differences. The first differerafea time series

is the series of changes from one period to thé nEsr instance if Ydenotes the value of the time series Y at
period t, then the first difference of Y at peribds equal to ¥-Y.;.( Magee, 2013) . Where a unit root is
established, the researcher should investigate hehahere is a relationship between the variabkagua
cointegration test. Stock and Watson, (1988) irtdithat cointegration refers to the fact that tworre series
share a common trend. According to Charito (20@®)en non-stationary variables are not cointegratey
can be differenced to achieve stationarity and ttiéfierenced values be used in the regression mode

Hausman Test

A common occurrence in panel data is that eacliydmis its own individual characteristics that neaynay not
influence the independent variables. There arerdgoession models designed analyze the effectsdbfidual
effects. These are the Fixed Effects (FE) and thadBm Effects (RE) regression models (Park, 20Al).
regression model with an FE option examingke relationship between predictor and outcomélbes with
the assumption that something within the companighvis the unit of analysis may impact or bias phedictor
or outcome variables and we need to control fos.thihis is the rationale behind the assumptionhef t
correlation between entity’'s error term and preatictariables. The FE model controls for all timedriant
differences between the individuals, so the esghabefficients of the FE models cannot be biassdlse of
omitted time-invariant characteristics. FE remotles effect of those time-invariant characterisgoswe can
assess the net effect of the predictors on theoméovariable. Another important assumption of thenfodel is
that those time-invariant characteristics are umitm the individual and should not be correlatethvather
individual characteristics.

On the other hand the RE model assumes that thativar across entities is assumed to be random and
uncorrelated with the predictor or independentaldds included in the model. The main distincti@tween
fixed and random effects is whether the unobsemeitidual effect embodies elements that are cateel with

the regressors in the model (Green, 2008). Givertwlo options of regression models applicable ialyaing
panel data a researcher has to choose which meBedr( RE) is more relevant and significant. Therappate
approach of choosing between FE and RE is runnindgasman specification test to determine the more
efficient model (Borensteina et al., 2010; Koskingd12). The procedure involves running both theaRH the

RE regression models, saving the estimates anthdesthether the unique errors are correlated with t
independent variables. Under the test, the nulbthgsis is that there is no significant correlati@miween the
individual effects and the independent variablesiefection of the null hypothesis confirms the angut in
favor of the FE against the RE model.

3.74 Regression Modeswith Robust Standad Error Option

Panel dataset rarely meets all of the assumptioderlying use of regression models which could keabiased
estimates. It is recognized that panel data widelgd in corporate governance research is extreooead
companies which can be categorized by indusirygrouped into years implying that there are riéipet
measuring of values. It is likely that the errofglifferent observations can be highly correlatadt§correlation
of errors) with the adjacent time. This betweendgreariation could be the sources of differencegarnances
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or heteroscedasticity (Schmidheiny, 2013). Accaydio Saunders et al. (2009) heteroskedasticity gniba
data values, leads to biased, inconsistent andaleasrate or invalid results. Contemporaneous iioa also
described as cross-sectional dependence of eisalso in panel data with long time series andlead to bias
in regression results (Srivastava and Dwivedi, J928cording to Baltagi (2001) cross-sectional degence is
a problem in macro panels with long time seriee(@0-30 years).

To ensure validity of the statistical results, mostent studies in corporate governance which dela
regression on panel data therefore adjust the atdretrors of the coefficient estimates for possieépendence
in the residuals (Candida, et al., 2015; Dimitiisak 2016; Kim and Rasheed, 2013). The Stata gesvihe
option to estimate standard errors that are raiousgrtain violations of the underlying econometriodel. This
involves the selection of Stata commands and opttbat produce robust standard error estimatesirfear
panel model

The regression analysis generates several oufphésE-ratio tests whether the overall regression mosled i
good fit for the data. The output shows whethee ittdependent variables significantly predict tlepehdent
variable In corporate governance research, it issmes whether the joint ownership or corporaterd
variables included in the regression model infaee the firm financial performance significanthe R value
also called the coefficient of determination whislthe proportion of variance in the dependentalde that can
be explained by the independent variables. Fi@@0Q) indicates the proportion of variation accednfor by
the regression model. The regression model alsergts t value which test for the statistical digance of
each of the independent variables. In stata praegthet-value and correspondingvalue are located in the"
and 'P>[t|" columns. If a p-value is less than 0.05 it cancbacluded that the coefficients are statistically
significantly different from O (zero) at that levéd researcher can also choose a significance lefv8l10 or
0.01. In these cases, the lower the p-value thigehithe relevance of the variable.

5.0 Conclusions

This paper examines the measurements and the nsetfiata analysis in corporate governance reseatis
study observes that ownership and corporate bcaelshe key independent variables used to expleim f
financial performance. Ownership structure isirdef by the percentage of shareholders who incltiue:
government, foreign and institutional shareholdéasge individuals and dispersed owners. Corpobaigrd
variables include board size measured by the totatber of board members, percentage of non executiv
directors and women directors. Financial performamas been measured using three different types of
indicators. Some studies use accounting-basedsratioh as Return on Assets (ROA) and Return ontyEqui
(ROE) while others use the Tobin’s Q ratio. Sonueligts also use efficiency indicators computed utfiegData
Envelopment Analysis (DEA) and Stochaistic Fronf@proach (SFA). It is also apparent that mostlistsiin
corporate governance research use panel data textréom financial reports. Most of the studies wse
combination of descriptive statistics, correlateamd regression analysis to examine the relatioashgtween
ownership structure, corporate boards and firmguerdnce Due to assumptions associated with of panel data, a
unit root test is used to examine stationarity afadwhile a Hausman test determines whether toausixed
Effects (FE) or Random effects regression modekgxession model with a robust standard error api@ften
used to control for heteroskedasticity and contemaapeous correlation which may lead to spuriousltgsu
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