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Abstract

The purpose of this paper is to investigate whetiaiual fund governance has an effect on fund divitdpolicy

in the Egyptian Stock Market. Using a final sampfe27 mutual funds between 2004 and 2013, this pape
applies a Structural Equation Modelling technigoesdlve the potential endogeneity problem betwetgrial
governance measures and dividend policy. The ecapirevidence shows a positive correlation between
governance quality and dividend policy measuredlividend yield. The results are consistent with miodion
that shareholders of firms with better governanuality are able to force managers to disgorge nuaigh
through dividends, thereby reducing what is left éxpropriation by opportunistic manager. No sigaift
association was found between board independeratyizidend policy, because firms with higher numbér
independent directors are more restricted to pglyevidividends. This study provides additional ewick of the
applicability of the Outcome Model in the emergimgrket of Egypt. It was found that the payment ighbr
dividend was considered necessary to attract dahitang this transitional period.
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1. Introduction

A large body of previous literature investigate@ tielationship between corporate governance anidedid
policies in developed markets (e.g. Jensen and hhegckl976; Easterbrook, 1984). However, there igw
studies have addressed the potential relationskipvden corporate governance and dividends policy in
emerging markets (Adaoglu, 2000).

The quality of corporate governance should haveifiignt impact on dividend policy. Jiraporn et al
(2011) find that there is a positive relationshgivbeen dividend payouts and corporate governamnoes fvith
stronger corporate governance are more likely to gigidends (Chae, et al 2009). Corporate goveraar
dividend policies reduce agency problems, whichultesom the conflict of interest between managarsl
shareholders. Accordingly, two agency models weeatified by La Portat al. (2000): the outcome model and
the substitute model. The “outcome model” suggdistd dividends is an outcome of legal protection of
shareholders. Therefore, a positive correlationvbeh the investor protection and the firm dividgmdicy can
be suggested, and firms with better corporate gmrere pay higher dividends for alleviating the ngema
shareholder conflict.

Some previous studies document empirical evideonosistent with outcome hypothesis. Renneboog
and Szilagyi (2006) find that firms with strong ebaolders pay higher dividend in Dutch firms. Miehaand
Roberts (2006) suggest that strong governance esges! higher payouts using data on firms in the. W&
Portaet al. (2000) find that firms pay more dividends in coiggrwhere minority shareholder rights are better
protected.

On the contrary, “substitute model” asserts thatdlvidend is a substitute of legal protectionnisr
with weaker legal protections of minority shareleskl pay more dividends to establish their reputatiad
compensate minority shareholders. Thus, it is exqgea negative relationship between the investoteption
and dividend policy. In other words, larger dividersubstitutéor weaker governance.

Some recent studies provide evidence consistehttiv substitute hypothesis. Officer (2007) finds a
negative relationship between corporate governara# dividend payouts when the strength of corporate
governance is measured by the Governance Indeelaped by Gompers et al. (2003). John and Knyazeva
(2006), using a comprehensive index that takes aetmunt board structure, institutional block hotg, and
Gompers et al.” Index, also find a substitutioreeffbetween governance quality and dividend payouts

The purpose of this paper is to examine the roleasporate governance in Egyptian mutual fund
dividend policy. The central question addressetthénpaper is: To what extent the various dividdrabties can
be applicable in explaining dividend policy in anerging capital market, in a country in transition?

The rest of this paper is structured as followstiea 2 reviews the previous literature and emplric
hypothesis on the relationship between mutual ftowborate governance and dividends pay-out posiegfion
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3 discusses the econometric approach and datagtescrsection 4 lays out the structural equatioodelling
analysis. Finally, section 5 presents researchribaions and suggestions for future studies.

2 Literature Review and the Hypotheses

One of important rights for investors is dividedgénsen and Meckling (1976) find that there is aflmbrof
interests between the management and investorsevwin emerging markets, agency problem also érapp
between the majority and minority shareholders (Na&nal., 2004). Dividend and good corporate govecaa
mechanisms are important to protect minority shaldgrs’ rights. Kumar (2006) shows that corporate
governance mechanism influences dividend policyer&lis a controversy about the relationship of cafe
governance and dividend payout. Hwang et al, (2€ih8@)that corporate governance enhanced the ppaligy
ratio. Similarly, Bhatti (2013) find that the efteof size and profitability on dividend payout wpesitive
before, during, and after the financial crisis. drefand Walker (2005) find a significant relatioipslamong
corporate governance, dividend payout and firmgoaerance. Francis et al (2011) argue that managefsrmot

to pay dividends, and firms who pay high dividenavén the strong business level. Jiraporn et al (R011
illustrated in their study that there is a positi@esociation between the quality of corporate gumece
mechanisms and dividends, therefore they confirtnaue theory.

On the other hand, Jiraporn and Ning (2006), Renogland Szilagyi (2008) find that firms with poor
corporate governance give higher dividend. Poopa@@te governance compensates their weaknesses with
higher dividend in order to attract investors. Eh&r a negative relationship between corporate pavee and
dividend policy, therefore they confirm substitutitheory. Similarly, Chae et al (2009) illustratiwht firms
with more effective corporate governance pay lodieidends. Given the mixed evidence of prior reskathis
paper aims to reveal the nature of the relationsktpeen corporate governance and dividend payouts.

A key concern in this type of studies has to ddwlite potential endogeneity problem as discussed by
Klapper and Love (2003) and Black et al (2006) agnothers. It might be possible, however, that coag®
governance and dividend policy are endogenouslgraeted. In the context of this paper, the endoiggne
problem would arise, if firms with high performantended to adopt good governance practices in dader
further improve their dividends. There are manyhuods of overcoming this; including Maximum likelib
(ML) and Generalized Method of Moments (GMM).

Although, GMM and ML is a general framework for érg estimators, there is a difference between
the assumptions of the two methods. ML estimateesassumptions about the specific families of ithistions
for the random variables to derive an objectivecfiom. It selects the parameters that are probabale
generated the observed data, which can be procégdm@ximizing an objective function. GMM estimatarse
assumptions about the moments of the random vasdblderive an objective function. The assumed embsn
of the random variables present population momemtditions, which can be achieved by minimizing an
objective function. Accordingly, ML can be moreieiént than GMM, because ML uses the entire distidn
instead of uses specified moments only (Breiturdylaechner, 1995).

Therefore, this paper utilizes SEM which is a mwaltiate technique that allows us to estimate a
system of equations. Structural Equation Modelsadtien drawn as Path Diagrams. SEM is a Full Infaion
Maximum Likelihood (FIML), which estimates all thequations and all the unknown parameters jointly an
obtains robust findings, compared with GMM. Therefothis study uses different independent varialles
illustrated below:

Board size: as the most critical corporate govereanechanism, boards of directors play an important
role in setting the strategic direction of an oligation (Braun and Latham, 2007). There are twmpeting
views in the literature about the effect of boamksOne view is that large boards allow directorspecialize.
Greater specialization can lead to more effectivenitoring (Klein, 2002), and hence lower dividerai®
needed for the monitoring role. Similarly, Riaz at(2016) find that board size has a significansifie
influence on the firm pay-out policy. It means tlaatarge board size generated good profits thatltess in
higher pay-out ratio. Adjaoud (2010) find that lbapmposition is positively related to payout ratidhe other
view is that large boards are less effective thaalsboards due to the difficulties of coordinatilagge groups
(Jensen, 1993). Similarly, Guest (2009) suggestthigae is a significant inverse relationship betwéoard size
and profitability, because poor communication midgeid to difficulty in decision-making process wlhic
restricts the influence of large board of directelsch might resulted in lower pay-out ratio
H1: There is a negative significant relationshipwezn board size and dividend policy (dividend gjieind
dividend frequency).

Proportion of independent directors and insideatines: the two ways inside outside director classifon is
used to measure the proportion of inside direcboréhe board, and the proportion of outside dirsctn the
board. Belden et al (2005) argued that the outdidestors on the company board tend to reducedbacy cost
in the firm and also represent the shareholdeexctfely and ensure their rights in the company.aA®sult,
they concluded that the more outside members tivere on the board, the more dividends the compaay w
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willing to pay. On the other hand, Al-Najjar and 4dainey (2009) argue that outside directorshipboard has

a significant negative impact on the dividends paitibecause firms with higher number of outsideators on
the board are more restricted to pay higher divdden

H2: There is a positive significant relationshipviaeen the proportion of independent directors @nktbard and
dividend policy (dividend yield and dividend freoquey).

Corporate governance index: Similar to Erkens ef2afl2), the influence of corporate governance iom f
performance is explored. A governance index is ftooted — calculated as an average of six govemanc
indicators: (1) Effective Corporate Governance Franrk (2) The rights of shareholders (3) The edpléta
treatment of share-holders (4) The role of stakddrslin corporate governance (5) Disclosure antsprarency
(6) The responsibilities of the board — using thawal reports of the companies and the companielssSives,
based on the OECD Corporate Governance Principte$ 2004 (EFSA). Shleifer and Vishny (1997) illcese
that the goal of corporate governance is to prqtaatority) shareholders. A positive relationshifists between
corporate governance and dividend payout ratio ussea@ompanies with stronger governance mechanisgns a
better at monitoring their managers; therefore, agans are less likely to use the money for themsqeal
benefits, and as a result pay higher dividendsirfrar 2003). This paper is in favor of the “outcome
hypothesis’

H3: There is a positive significant relationshipvieeen the corporate governance index of the fundagament
company and dividend policy (dividend yield andidend frequency).

Mutual Fund Performance: for the analysis of theaot of mutual fund performance on dividend polibg
abnormal returns will be measured by Sharp ratis the most common risk adjusted performance mesasur
which measures the excess return over the riskrétteeper unit of total risk (Sharpe, 1966). Asigatied before,
firms with stronger governance mechanisms havesbéttn performance, which can result in higheridi&énd
payout ratio (Francis et al., 2011). Similarly, Abrand Gulamhussen (2013) argue that there is itivpos
relationship between profitability and dividend paybefore, during and after the crisis.

H4: There is a positive significant relationshipgviseen mutual fund performance and dividend poldiyiend
yield and dividend frequency).

Director’s tenure: similar to Villiers et al (201 1director’s tenure is measured as the average eunfoyears
the firm’s directors have served on the board eithe fund management company board or any othardisp
and similar to Chan et al (2013) and Lassoued anairE2012), the average board tenure of directers
included in the regression analysis. Del Guercialé2003) notes that directors who are long-seywan lose
their ability to remain independent and thereftlegome less effective as representatives for theebblder.

H5: There is a negative relationship between trexaye tenure of directors and corporate governiamuax of
the fund management company.

Board committee structure: to examine the role @drd committee structure on the performance of afutu
funds, this paper focuses on investment committ€esilar to Chan et al. (2013) and Lassoued andirEIm
(2012), the proportion of directors on the invesimeommittee is included in the regression analysis
Furthermore, Klein (1998) finds a positive corrielatbetween the percentage of inside directorsngastment
committees and stock returns. This result is coesiswith Fama and Jensen’s (1983) argument tsatlen
director presents prominent knowledge helping tharth of directors to make the right investment sieais in
the long term strategy and therefore leads to hdniggvel of CG Index.

H6: There is a positive relationship between thepprtion of directors on the investment committew a
corporate governance index of the fund managenwmpany

The following discussion contains a brief descoptof the control variables.

Time: the period of the study is the years betw2@®4 and 2013 that can affect the payout policy of
the fund. Jones (2007) suggests that investorswisio to maximize return should start their searghdoking
for younger funds. Similarly, Aggarwal and Jorid?010) find strong evidence of out-performance afdee
funds during the first two to three years of exise Based upon the previous discussion, therenisgative
relationship between the fund age — which increases time — and fund performance. Accordingly réhis a
negative relationship between the time and funéopeance which might lead to lower dividend yield.

Investment objective dummy variables: the type rofestment objective a fund adopts affects the
dividends pay out policy. Similar to Ferris and Y@007), a series of dummy variables is includedapture
the investment objectives represented in the satopkke a value of 1 if the fund belongs to thesaategory
under study and zero otherwise. The investmentctibbgs represented in the sample are: Fund :Giypen
End Islamic Fund, Fund Obj2: Open End Equity Furghd Obj3: Open End Balanced Fund, and Fund Obj4:
Open End Islamic Balanced Fund.

Number of funds overseen by the fund managemenpaoy similar to Ferris and Yan (2007), this
variable is included in the regression which isiraied by the busyness hypothesis of Ferris e2@0%). They
conclude that there is no significant evidence thaltiple board memberships harm firm value. Ondbetrary,
they find that fund Management Company with mu#tifinds to monitor possessing prominent expertisa a
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director. This paper finds that there is a positigkationship between number of funds over seethbyfund
Management Company and corporate governance indeéghws consistent with Ferris and Yan (2007)
argument.

Finally, the following Table 1 summarizes the kéydées in the previous literature that investighte
effect of corporate governance on dividend policy.
Table 1. Empirical Evidence of I mpact of Corporate Governancein Dividend Policy

Empirical Studies Governance Relationship Agency M odéel

La Porta et al. (2000) Investor protection Positiglationship  Outcome model

Gugler and Yurtoglu (2003)  Ownership and Perforreanc Positive relationship ~ Outcome model

Adjaoud and Ben- Amar Internal Governance variables Positive relationshigDutcome model

(2010)

Jiraporn et al (2011) Internal Governance variables  Positive relationship ~ Outcome model

Albuquerque et al. (2015) Firm level Corporate Goaace Positive relationship ~ Outcome model

Abreu and Gulam-husseninternal Governance variables Positive relationshipDutcome model

(2013)

Riaz et al (2016) Internal Governance variables ithegelationship  Outcome model

Gaoet al. (2013) Firm level Corporate Governance Negatdlationship  Substitute model

Officer (2007) Internal and External Governancllegative relationship  Substitute model
variables

Esqueda (2016) Investor protection Law Ownership gatige relationship  Substitute model

3 TheData

In this paper, the population is extracted fromugdated version of the Egyptian mutual fund databhashe
Egyptian Stock Market existing at the end of Decen2013 (EIMA). The original sample contains alltoal
funds that are active from 2004 to 2013 which ater@itual funds belong to 14 categories (EIMA). Fritva
initial sample, the researcher excludes fixed inedamds and money market funds because they pagarate
of dividends. The final random sample for the stigdsestricted to 27 mutual funds between 2004201B. The
sample is free from survivor-ship bias, since thimgle includes both surviving and dead funds.

This paper uses secondary data only which is dellefrom the most recent available data from the
Egyptian Stock Market, Central Bank of Egypt, EIM®&orld Bank, EFSA, Misr for Central Clearing,
Depository and Registry (MCDR), and National BahlEgypt. The data is a panel data that tracks thidehds
of several mutual funds at several points in tifd8422013.

The dividend policy is represented by two variablBise first is dividend yield, which is defined as
(annual dividends amount per share/ initial priee ghare) (Abdelsalam and El-Masry, 2008). The rs&de
dividend frequency defined as: the number of monthen a mutual fund pays dividends (from 0 to 12).
consider dividend distributions in the same morgloae time (Elton et al. 2011). See, Table 2 piiagic full
set of variables of the study (Huber & Mellace, 201
Table 2: Summary of Endogenous, Exogenous and Control Variables
Panel (A) Endogenous Variables

Variables M easur es Source
Dividend DivYield Annual Div Calculated from mutual
; i wrieldyy = ——————— '
Policy (DivP;,) it = Tnitial NAV fund's prosplectuse_s, _amd
. utual fund's financia

DivFreq;;= Number of months when a mutyal,..c ments
fund pays dividends '

Corporate governanceA constructed governance index calculated as @alculated from the annual

index (CGQ) average of six governance indicators: (1) Effectiveports  of the  fund
Corporate Governance Framework (2) The rightsanagement companies aphd
of shareholders (3) The equitable treatment| tife companies’ websites.
shareholders (4) The role of stakeholders| in
corporate governance (5) Disclosure and
transparency (6) The responsibilities of the board.
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Panel (B) Exogenous Variables
Variables M easur es Sour ce
The size of the board. Board of director's annual

Board size(Bg;ze)

reports of Egyptian mutug
funds.

Proportion of independentThe number of independent directors on thgoard of director's annual

directors(Ind p;) board divided by board size. reports of Egyptian mutual
funds.

Board committeg The number of directors on the investmeioard of director's annual

structure(INV comm) committee divided by board size. reports of Egyptian mutual
funds.

Director’s The average number of years the firm'Board of director's annual

tenure(Dir 1,,)

boards.

directors have served on the board either
fund management company board or any otheinds.

theports of Egyptian mutud

Mutual funds financial
performance(Perf;;)

Sl., =
it o;

_ (Rie = Rye)

Calculated from mutual fund’s
prospectuses, mutual fund's
financial statements, and
economic review of Central
Bank of Egypt.

Panel (C) Control Variables

Time (Time) The years (2004-2013) due to data availability.‘ glarReriod.
Investment objective This study uses dummy variables for thBlutual fund prospectuses.
dummy variables investment objectives represented in the sample to
(Fund ) take a value of 1 if the fund belongs to the same
Obj category under study and zero otherwise.

Number of funds overseg
by the fund managemer

company(Dir r,)

"management company

nThe number of funds overseen by the furBloard of director's annua

reports of Egyptian mutug
funds.

Source: Developed by the researcher
The results are based on a sample of 208 annuahwati®ns for 27 mutual funds from 2004 to 2013.

See, Table 3 which includes three panels.

Table 3: Descriptive Statistics of Corporate Gover nance and Dividend Policy
Panel A: Fund and Gover nance Descriptive Statistics

Model (A) Number of obs = 208 Model (B)  Number of obs = 208
Variable Mean Std.Dev. Min Max Mean Std.Dev. Min Ma
CGQ 0.6154 0.1680 0.1667 0.8333 0.6154 0.1680 0.1660.8333
DivYield  0.0528 0.0643 0 0.3125
DivFreq 1.3173 1.1858 0 4
Time 2009 2.7569 2004 2013
FundObjl  0.1635 0.3707 0 1 0.1635 0.3707 0 1
FundObj2 0.5529 0.4984 0 1 0.5529 0.4984 0 1
FundObj3  0.2692 0.4446 0 1 0.2692 0.4446 0 1
Perf 0.0378 0.2310 -0.4916 0.5106 0.0378 0.2310 491® 0.5106
BSize 9.4183 3.4603 4 16 9.4183 3.4603 4 16
IndDir 0.8245 0.2146 0.3125 1 0.8245 0.2146 0.31251
InvComm  0.1643 0.0981 0.0833 0.5455 0.1643 0.0981 .0833 0.5455
DirFn 10.625 5.1013 1 15 10.625 5.1013 1 15
DirTn 19.481 6.6941 6 29 19.481 6.6941 6 29
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Panel B: Pearson Correlations (Model A)

Variable Time Perf DivYield BSize IndDir InvComm DirFn DirTn CGQ FundObj1 FundObj2 FundObj3
Time 1

Perf -0.3681 1

DivYield -0.4132 0.4877 1

BSize -0.2486  0.0617 0.25 1

IndDir 0.2147 -0.0235 -0.0238 -0.1056 1

InvComm -0.1011  0.0479 0.1252 -0.1262  -0.5079 1

DirFn 0.0364 -0.0099 -0.0518 0.2112 0.4658 -0.7292 1

DirTn -0.2923  0.0775 0.2636 0.6851 -0.0326 -0.0921 0.34331

CGQ 0.0293 -0.0152 0.0679 0.4263 0.3412 -0.4888 0.65480.1094 1

FundObj1 0.1212 -0.0929  0.0022 -0.0046  0.1023 -0.186 0.22670.0344 0.1741 1

FundObj2 -0.1297 0.1088 0.026 0.2546 0.0074 -0.1461 0.1522 .0995 0.071 -0.4916 1

FundObj3 0.0114 -0.0282  -0.0254 -0.2588  -0.1202 0.326 -(2298 -0.094 -0.17 -0.2683 -0.675 1

Panel C: Pearson Correlations (Model B)

Variable Perf DivFreq BSize IndDir InvComm DirFn DirTn CGQ FundObj1 FundObj2 FundObj3
Perf 1

DivFreq 0.2572 1

BSize 0.0617 -0.0113 1

IndDir -0.0235 -0.1826 -0.1056 1

InvComm 0.0479 0.2500 -0.1262 -0.5079 1

DirFn -0.0099 -0.2334 0.2112 0.4658 -0.7292 1

DirTn 0.0775 0.2040 0.6851 -0.0326 -0.0921 0.3433 1

CGQ -0.0152 -0.2251 0.4263 0.3412 -0.4888 0.6548 0.1094 1

FundObj1 -0.0929 0.0243 -0.0046 0.1023 -0.186 0.2267 0.0344 0.1741 1

FundObj2 0.1088 -0.2819 0.2546 0.0074 -0.1461 0.1522 0.0995 0.0710 -0.4916 1

FundObj3 -0.0282 0.3045 -0.2588 -0.1202 0.3260 -0.2982 4009  -0.1700 -0.2683 -0.6750 1

Note: This table reports descriptive statisticstfa sample of 208 annual observations for 27 nhditunas from
2004 to 2013

Panel A provides main fund and governance stadigtic the overall sample. Included are the mean,
standard deviation, minimum, and maximum of thealdes used in the analysis for the two models @&y
(B). DivYield, and DivFreq, for the overall sampl®ve mean values of, 5%, and 1.32 months respéctivor
the overall sample, all variables used in the asiglgxcept (DivYield, and DivFreq) for the two mtsléA), and
(B) have similar mean, standard deviation, minimand maximum values.

For the overall sample, on average, the boardtsiiés comprised of 9 directors, and about 82% of
them are independent directors. The board compasitbn average, consists of 16% of directors on the
investment committee. The average tenure of direésol9 years. Furthermore, the corporate govemanex,
on average, is 62%. The number of funds overseghéfund management company, on average, is 1dainut
funds per company. Fund performance, on averadépis Furthermore, the major funds in the samplerizeto
open end equity fund.

Panel B provides the correlations between all éggmincluded in model (A). DivYield is positively
correlated with BSize, InvComm, DirTn, and CGQ ambatively correlated with IndDir, and DirFn. Perf
exhibits the same pattern and is positively coteelavith BSize, InvComm, and DirTn. BSize exhililie same
pattern and is positively correlated with DirTnda@®@GQ and negatively correlated with IndDir. IndBikhibits
the same pattern and is positively correlated V@tBQ. DirFn exhibits the same pattern and is padifiv
correlated with DirTn, and CGQ. Finally, DirTn eklis the same pattern and is positively correlatgld CGQ.
Interestingly, the correlations for BSize, and Dirdre positive for DivYield, and CGQ suggestingt tigilant
boards are associated with a higher dividend payamd a higher corporate governance index.

Panel C provides the correlations between all béeincluded in model (B). DivFreq is positively
correlated with InvComm, and DirTn, and negativedyrelated with IndDir, DirFn, and CGQ. Perf exksbihe
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same pattern and is positively correlated with lorn, and DirTn, and negatively correlated with lidD
BSize exhibits the same pattern and is positivelyetated with DirTn, and negatively correlatedhwibdDir.
Finally, DirFn exhibits the same pattern and isifpady correlated with DirTn. As indicated befoine model
(A), the correlation for DirTn is positive for Diveq, and CGQ suggesting that vigilant boards asedcated
with a higher dividend frequency, and a higher ooae governance index.

Overall, the results of the descriptive statistice consistent with agency theory (e.g., Jensen and
Murphy, 1990), and the law and finance (e.g., LogezSilanes et al., 1998) literatures suggestfiiratgood
governance characteristics and vigilant board evihance corporate value and dividends pay-outyp(issen
et al., 2013).

Similar to (Essen et al., 2013), it is suggesteat there is potential endogeneity between internal
governance measures and dividends policy measyrdividend yield, and dividend frequency. Therefdtes
potential endogeneity is examined in a structugal¢ion model below.

4. Structural Equation M odelling Analysis

SEM is adapted from (Erkens et al., 2012), and &gl and Knoeber, 1996). To test the effect of cafe
governance on mutual fund dividends policy, thisdgtuses the SEM technique through the followingéh
stages: model specification, model estimation, gmaddness of fit indices, which will be discussespeztively
in the ensuing sections.

4.1 Structural Model Specification

For the analysis of the effect of corporate goveceaon mutual fund dividends policy, this studylaages the
previous hypotheses. To test this assertion, alEimaous equation system is utilized, where fundddinds
policy, and corporate governance index are endagenariables by using the following structural gpra
model

DivP, = a,+ a (Bg, )+ a, (Indp;, )+ ay (Diry,) + a, (CEQj + a; (Dirg, ) +

gy (Perf,)+ a; (Time) + LIB[:meEGb}.l) + &g [:Fundobﬂ]—l-nxm [:Fundobﬂ) +

S

1)
CGy— fip + 6 (Bgize) + By (Fndpy,) + B3(Dirg,) + By (Invegpym) +

Bs (Dirg,) + Be(Fundpy;y ) + By (Fundyy s )+ B (Fundpy ) + = )

4.2 The Estimation Results
The results about the estimation of the structoradlel (A), (B) are presented in Table (4) whichludes two
panels for every model. The path diagram for the taodels (A), and (B) is presented in Figure (1d é2)
respectively. According to the previous, in testthg hypotheses, results reveal that there arbygintheses in
this study, and five hypotheses i.e. H1, H3, H4, &t H6 are statistically significant. Thus, thbégpotheses
are supported. While, one hypothesis i.e. H2 isdostatistically not significant. Hence, this hypegis is not
supported.

Although the hypothesis is not supported, the temulconsistent with Hussainey et al. (2011)
argument that firms with higher number of independtrectors are more restricted to pay higherd#inds.
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Table 4. Path Coefficients - Whole Sample (p value of thet testsin parentheses)

Model (A) Model (B)
Panel A: The Effect of Cor porate Governance on M utual Fund Dividend Policy
DivP
CGQ 0.1232** (0.003) 0.8753 (0.280)
Time -0.0051*** (0.000)
FundObj1 -0.0114 (0.731) 0.3096 (0.632)
FundObj2 -0.0236 (0.457) -0.1974 (0.750)
FundObj3 -0.0302 (0.350) 0.4217 (0.503)
Perf 0.1105*** (0.000) 1.3080*** (0.000)
BSize -0.0024 (0.273) -0.1041* (0.014)
IndDir 0.0292 (0.145) -0.3032 (0.433)
DirFn -0.0052*** (0.000) -0.0845*** (0.001)
DirTn 0.0035*** (0.001) 0.0924*** (0.000)
Constant 10.2900*** (0.000) 1.0026 (0.163)
Panel B: The Effect of Board Structure on Corporate Gover nance Index
CGQ
FundObj1 0.1279* (0.019) 0.1279* (0.019)
FundObj2 0.0892 (0.090) 0.0892 (0.090)
FundObj3 0.1644** (0.002) 0.1644** (0.002)
BSize 0.0396*** (0.000) 0.0396*** (0.000)
IndDir 0.1014** (0.002) 0.1014** (0.002)
InvComm 0.2429* (0.011) 0.2429* (0.011)
DirFn 0.02604*** (0.000) 0.02604*** (0.000)
DirTn -0.0175%*** (0.000) -0.0175%** (0.000)
Constant 0.0691 (0.277) 0.0691 (0.277)
var(e.DivYield) 0.0025
var(e.CGQ) 0.0068
var(e.DivFreq) 0.9567
var(e.CGQ) 0.0068
Observations 208 208

Note: This table provides results from SEM of tiffee of corporate governance on dividends politgésured
by dividend yield, and dividend frequency) for tbemple of 27 funds from (2004-2013). A robust tistizs
test is conducted, and p-values are in parenth€m®smns (2) and (4) provide p-values. Columnsaiid (3)
present the path coefficients for the two modelStatistical significance at 10% level. ** Statisti significance
at 5% level. *** Statistical significance at 1% kv
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Figure 1. Path Diagram - Whole Sample - for Structural Equation Modédl (A)
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Figure 2. Path Diagram - Whole Sample - for Structural Equation Model (B)
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The Direct, Indirect and Total Effects
Table (5)demonstrates direct, and indirect effects amongvaliables in the Structural Equation Model. It

includes two panels (A), and (B).
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Table 5. Summary of Direct and Indirect Effects of Structural Equation M odel

Direct Effects Indirect Effects
Model (A) Model (B) Model (A) Model (B)
1) 2 1) 2 1) 2 1) 2

Panel A: The Effect of Cor porate Governance on Dividend Policy

DivP DivP

CGQ 0.12320 0.003 0.8753 0.280 CGQ

Time -0.00513 0.000 Time

FundObjl -0.01137 0.731  0.3096 0.632 FundObjl ®015 0.066 0.1120 0.327
FundObj2 -0.02363 0.457 -0.1974 0.750 FundObj2 101 0.141 0.0781 0.363
FundObj3 -0.03017 0.350 0.4217 0.503 FundObj3 (020 0.032 0.1439 0.308
Perf 0.11050 0.000 1.3089 0.000 Perf

BSize -0.00238 0.273 -0.1041 0.014 BSize 0.0049 04€.00.0347 0.281
IndDir 0.02921 0.145 -0.3032 0.433 IndDir 0.0125 032 0.0888 0.308
InvComm InvComm 0.0299 0.053 0.2126 0.320
DirFn -0.00522 0.000 -0.0845 0.001 DirFn 0.0032 0@.00.0228 0.282
DirTn 0.00353 0.001 0.0924 0.000 DirTn -0.0022 @.000.0154 0.282
Panel B: The Effect of Board Structure on Corporate Gover nance Index

CGQ CGQ

FundObj1 0.1280 0.019 FundObjl

FundObj2 0.0892 0.090 FundObj2

FundObj3 0.1644 0.002 FundObj3

BSize 0.0396 0.000 BSize

IndDir 0.1015 0.002 IndDir

InvComm 0.2429 0.011 InvComm

DirFn 0.0260 0.000 DirFn

DirTn -0.0176  0.000 DirTn

Note: This table provides summary of direct, andirgct effects from SEM of the effect of corporate
governance on dividend policy of the Egyptian mufuad for the sample of 27 funds from (2004-2013).
Panel A: The Effect of Corporate Governance on MuEwund Dividend Policy

Panel (A) demonstrates several significant dinectirect, and total effects. Firstly Time, PerfdaDirFn have
significant direct influence on DivP. Secondly, Exir has significant indirect influence on DivP thgbuthe
mediating effect of CGQ (DirF¢ CGQ> DivP). Finally, Time, Perf, and DirFn have sigo#nt total influence
on DivP. The Structural Equation Model indicateattavaluation of total effects on the determinatdriDivP
arise from the combination of direct and indiref¢ets of the variables in the model.

Panel B: The Effect of Board Structure on Corpofateernance Index

Panel (B) demonstrates several significant diriectirect, and total effects. Firstly, BSize, IndDinvComm,
DirFn, and DirTn have a significant direct influenon CGQ. Secondly, BSize, IndDir, InvComm, Dirland
DirTn have a significant total influence on CGQheTStructural Equation Model indicates that evébmaof
total effects on the determination of CGQ arisesmfrthe direct effects of the variables in the modiely
because there are no indirect effects of the viasaib this model.

4.3 The Goodness of Fit

The fit indices shown in Table (6) indicate that thypothesized structural model provides a gootb fihe data.
In this study, the (R-squared) values of the endogs variables in Table (7) range from 0.39 an@ @d the
overall (R-squared) value is 0.85 for model (Ag (R-squared) values range from 0.32 and 0.76l@ndverall
(R-squared) value is 0.83 for model (B), these emléall within the acceptable range compared witieio
studies in the area of financial management rekearc
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Table 6. Structural Equation Model Fit M easur e Assessment

Model (A) Model (B)
Fit Statistics Value Value Description
Likelihood ratio
chi2_ms 1.577 0.792 model vs. saturated
p > chi2 0.665 0.673
chi2_bs 400.197 375.389 baseline vs. saturated
p > chi2 0.000 0.000
Population error
RMSEA 0.000 0.000 Root mean squared error of apmation
90% Cl, lower bound 0.000 0.000
upper bound 0.091 0.105
pclose 0.809 0.786 Probability RMSEA <= 0.05
Information criteria
AIC 2804.669 3090.020 Akaike's information criterio
BIC 2878.095 3160.108 Bayesian information criterio
Baseline comparison
CFlI 1.000 1.000 Comparative fit index
TLI 1.026 1.032 Tucker-Lewis index
Size of residuals
SRMR 0.004 0.004 Standardized root mean squasadiia
CD 0.852 0.826 Coefficient of determination

Note: This table provides summary ofdyjoess of fit index.

Table 7. Summary of (R-squared)

Model (A)
Dep vars fitted Variance predicted Residual R-sedar mc mc2
observed
DivYield 0.004096 0.0015928 0.0025036 0.3888358 28567 0.388836
CGQ 0.028086 0.0213018 0.0067841 0.758451 0.870890.758451
overall 0.8517892

mc = correlation between depvar and its prediction
mc2 = mc”2 is the Bentler-Raykov squared multigleeation coefficient

Model B
Dep vars fitted Variance predicted Residual R-sgdar mc mc2
observed
DivFreq 1.399102 0.4424169 0.956685 0.316215 0.3623 0.316215
CGQ 0.028086 0.0213018 0.006784 0.758451 0.870891.758851
overall 0.8259641

mc = correlation between depvar and its prediction
mc2 = mc”2 is the Bentler-Raykov squared multigle@ation coefficient

5 Conclusion
Achieving the aim of this study contributes to firence literature at three levels, theoreticalthudological
and empirical levels. At the theoretical levelstlsiudy uses agency theory to explain the reldtipnisetween
corporate governance and dividend policy. The doglievidence point out that firms with better goance
quality exhibit a stronger propensity to pay divids. This evidence is in agreement with the premtiodf the
outcome hypothesis, where shareholders of firmé witonger governance are able to force managers to
disgorge more cash. Furthermore, studying the effiecorporate governance on dividend payout pdicgugh
a constructed corporate governance index might abdd value to this area of investigation. This pape
additionally extend the current literature linkiggvernance mechanisms and dividend policies toifspmhy
address an emerging capital market in a countnergming a transitional period. Prior work in thiea has
primarily focused on developed capital markets.

At the methodological level, unlike previous stidiat have addressed that the relation between
corporate governance and firm dividend policy mayspurious because they are endogenously determaited
use OLS, 2SLS, 3SLS to overcome this problem (Adadein and El-Masry 2008; Uwuigbe et al., 2015 thi
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study has achieved the broad objective of devetppophisticated statistical techniques, i.e., stnat equation
model (SEM) using STATA MP v.13. SEM allows simuiémus evaluation of the sufficiency of the causal
model that is proposed to investigate the determténaf mutual fund dividend policy

At the empirical level, the study provides evidendea negative association between between board
size and dividend policy measured by dividend festuy. The study also provides evidence of a pasitiv
relationship between the corporate governance irdethe fund management company and dividend policy
measured by dividend yield. Additionally, the styahpvides evidence of a positive relationship befwenutual
fund performance and dividend policy measured ddind yield and dividend frequency. These findiags
consistent with the previous literature.

For future research, the model in this study cdidexpanded to include more factors such as directo
compensation, because there is no data availabt®foplex-level director compensation in the Egyptinutual
funds. Thus, this paper suggests that the Egyftiack Market should require funds to disclose thal director
compensation by the complex rather than per fuhe. dvailability of time series data on director pemsation
by the complex leads to higher quality compensadiata for research on the relationship between eosgtion
and dividend policy.

This paper conclude that most of the hypothesieétionships are supported (e.g. BSize is negativel
associated with DivFreq, CGQ is positively ass@aatvith DivYield, Perf is positively associated kit
DivYield and DivFreq, DirTn is negatively associateith CGQ, and InvComm is positively associatedhwi
CGQ) and one is not supported (e.g. IndDir is issbaiated with DivYield, and DivFreq).
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