INTERLOCKING DIRECTORSHIP AND
CORPORATE PERFORMANCE

by

NORHANIZA BINTI SAIDIN
(806088)

A Dissertation Submitted in Partial Fulfillment of the Requirements for
the Degree of
Master of Science (Finance) at the Graduate School of Management,
Universiti Utara Malaysia






DECLARATION

I hereby declare that the project paper is based on my original work except for
quotations and citations that have been duly acknowledge. I also declare it has not
been previously or concurrently submitted for any other Master’s programme at

Universiti Utara Malaysia or other institutions.

NORHANIZA BINTI SAIDIN

Date: 17 FEBRUARY 2011



PERMISSION TO USE

In presenting this dissertation as a partial fulfilment of the requirements for a
postgraduate degree from Universiti Utara Malaysia, I agree that the university’s
library may take it freely available for inspection. I further agree that permission for
copying of this dissertation in any manner, in whole or in part, for scholarly purposes
may be granted by my supervisor or in other absence by the Dean, Postgraduate
Studies, and College of Business. It is understood that any copying or publication or
use of this dissertation or parts thereof for financial gain shall not be allowed without
my written permission. It is also understood that due to recognition shall be given to
me and to Universiti Utara Malaysia for any scholarly use which may be made of

any material from my dissertation.

Request for permission to copy or to make other use of materials in this dissertation,

in whole or in parts should be addressed to:

Dean, Postgraduate Studies
College of Business
Universiti Utara Malaysia
06010 Sintok

Kedah Darul Aman



Abstract

The issues of corporate performance and interlocking directorships have received
considerable attention. Therefore, the objective of this study is to examine the effects
of interlocking directorships on corporate performance. Using data from listed
companies both on Main and Second board of Bursa Malaysia in 2007, the result
shows that interlocking directorships have a significant positive effect on corporate
performance. The finding supports the resource dependence theory and postulation
that multiple directorships enhance directors’ expertise and increased director’s

motivation in discharging their responsibility.



Abstrak

Isu mengenai prestasi korporat dan persilangan pengarah telah menerima perhatian
yang banyak. Dengan itu, objektif kajian ini adalah untuk memeriksa kesan
persilangan pengarah terhadap prestasi korporat. Menggunakan data daripada
syarikat yang tersenarai di Papan Utama dan Kedua di Bursa Malaysia pada tahun
2007, keputusan menunjukkan persilangan pengarah mempunyai kesan positif
kepada prestasi korporat. Dapatan ini menyokong teori persandaran sumber dan
andaian bahawa memegang jawatan pengarah di pelbagai syarikat meningkatkan

kepakaran dan motivasi pengarah untuk melaksanakan tanggungjawabnya.
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CHAPTER 1

INTRODUCTION

1.1 Introduction

The main goal of corporation is to enhance the shareholders’ wealth and this goal can be
achieved whether by making profit or through enhancing the value of company’s shares
or both. Therefore, the corporation involves in several strategic behavior and through
various mechanism in achieving this goal. However, due to the separation of
management and ownerships in the modern corporate structure, there are concerns that
the management actions and decision are not in the benefits of the shareholders but for

their own benefits.

One of the concerns is related to interlocking (multiple) directorships whereby a director
is also holding directorships in other companies. By holding several directorships is
doubtfully can affect the individual director’s time and commitment in performing their
roles but in contrast it could enhance the directors ability through the increased
knowledge and experience (Haniffa and Hudaib, 2006; Ibrahim, Raman and Saidin,
2009). At the same time, interlocking directorships may also be used as a mechanism for
the corporation to form an alliance with other corporation and thus enhance their
performance (Phan, Lee and Lau, 2003). Due to the government concerns, some
countries have made mandatory restriction on the multiple and interlocking

directorships. In Malaysia, the government concerns on this issue can be seen through
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