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ABSTRACT (BAHASA MELAYU) 

 

Banyak kajian telah dijalankan bagi melihat implikasi struktur tadbir urus 

korporat terhadap prestasi syarikat. Walaupun penemuan hasil kajian terdahulu tidak 

sebulat suara dalam kesimpulan mereka, majoriti bersetuju bahawa terdapat 

hubungan yang signifikan antara struktur/mekanisme tadbir urus dan prestasi firma. 

Kajian ini dijalankan adalah bertujuan untuk mengkaji kesan, jika ada, terhadap 

mana-mana mekanisme tadbir urus korporat, terutamanya struktur pemilikan 

korporat, struktur ahli Lembaga Pengarah, dan pakej emolumen ke atas prestasi 

syarikat-syarikat dagangan awam yang besar di Malaysia. Tidak banyak kajian 

dilaksanakan di Malaysia mengenai hubung kait prestasi syarikat dan parameter 

tadbir urus syarikat yang multidimensi. Kajian ini menggunakan sampel syarikat-

syarikat yang tersenarai di Pasaran Utama Bursa Malaysia, khususnya dalam sektor 

hartanah dan perladangan, dengan meneliti impak pemantauan oleh pelabur institusi, 

saiz dan tahap kebercualian ahli Lembaga Pengarah, serta emolumen eksekutif, ke 

atas prestasi firma menggunakan mekanisme pengukuruan Tobin’s Q, pulangan ke 

atas aset (ROA) dan pulangan ke atas ekuiti (ROE). Hasil keputusan menunjukkan 

bahawa terdapat hubungan yang signifikan tetapi lemah antara mekanisme tadbir 

urus korporat, terutamanya struktur ahli Lembaga Pengarah dan emolumen eksekutif 

dengan prestasi syarikat. Keputusan tersebut juga menunjukkan bahawa terdapat 

faktor-faktor lain yang mempengaruhi kadar keuntungan dan prestasi syarikat. Walau 

bagaimanapun, tahap pematuhan Kod Tadbir Urus Korporat Malaysia adalah tinggi 

di kalangan syarikat-syarikat awam yang terlibat. 
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ABSTRACT (ENGLISH) 

 

Numerous studies have looked at the implications of corporate governance 

structures on company performance. Although the literature is not unanimous in its 

conclusions, the weight of opinion is that there is a significant relationship between 

governance mechanisms and structures and firm performance. The aim of this 

research is to study the effect, if any of corporate governance mechanisms, 

particularly corporate ownership structure, corporate board, and compensation 

packages, on the performance of Malaysian public listed companies. The literature 

on these multidimensional governance parameters on firm performance in the 

context of Malaysia is lacking. Using sample of large publicly traded Malaysian 

companies, in particular in the properties and plantations sectors, this research 

examine the effect of institutional investor monitoring, board size and independence, 

and executive compensation on firm performance as measured by Tobin’s Q, return 

on assets (ROA) and return on equity (ROE). Results show that there is significant 

but weak relationship between corporate governance mechanisms in particular 

corporate board structure and executive compensation, with company performance. 

These findings suggest that there are other factors which have larger influence on the 

profitability and performance of companies. Nevertheless, the level of compliance 

with the Malaysian Code of Corporate Governance is high among the public listed 

companies.    

 

 

 



vi 

ACKNOWLEDGEMENTS 

 

I am thankful to a number of people in completing the Master’s dissertation. 

First and foremost, I am sincerely grateful to my supervisor, Dr. Ari Warokka. His 

time, patience, encouragement, guidance and support are invaluable. I appreciate him 

not only as an experienced supervisor with great knowledge, but also as an esteemed 

professional with great integrity. The same goes to Mr. Shahril Shafie, my lecturer in 

the Research Methodology class for all the effort and knowledge he shared, for 

which I am deeply indebted, and to Professor Dr. Cristina G. Gallato the examiner, 

for her feedback and comments on my research.     

 

I would also like to thank Professor Dr. Mahamad Tayib, the Assistant Vice 

Chancellor of College of Business (COB), Professor Dr. Noor Azizi Ismail, the Dean 

of Othman Yeop Abdullah Graduate School of Business, Mr. Mohmad Amin Mad 

Idris and Mrs. Nor Hamidah Ali, the Director and the Assistant Registrar of 

Universiti Utara Malaysia Kuala Lumpur (UUMKL), and Mrs. Rodziyah Taib the 

Admin Assistant of COB, for providing the necessary facilities and administrative 

help to enable me to complete this dissertation. 

 

Lastly, I am also grateful to my wife and family, and my fellow friends in 

particular Leong Chee Hoong, for their support and understanding throughout my 

studies. Their encouragement has been invaluable and a source of continual strength. 



vii 

TABLE OF CONTENTS 

 

CERTIFICATION OF THESIS WORK  ii 

PERMISSION TO USE  iii 

ABSTRACT (BAHASA MELAYU)  iv 

ABSTRACT (ENGLISH)  v 

ACKNOWLEDGEMENT  vi 

TABLE OF CONTENTS  vii 

LIST OF TABLES  ix 

LIST OF FIGURES  x 

LIST OF ABBREVIATION  xi 

   

CHAPTER 1 INTRODUCTION  

      

1.1  Background of the Study 1 

1.2  Problem Statement 4 

1.3  Research Questions 6 

1.4  Research Objectives 7 

1.5  Significance of the Study 7 

1.6  Scope and Limitations of the Study 9 

1.7  Organization of the Thesis 10 

      

CHAPTER 2 LITERATURE REVIEW  

      

2.1  Introduction  12 

2.2  Government Concepts  12 

2.3  The Theory of Corporate Governance 16 

 2.3.1  The Agency Conflict and Incomplete Contracts 17 

 2.3.2  Corporate Governance in Malaysia 18 

 2.3.3  Financial Transparency and Disclosure 20 

 2.3.4  Malaysian Code on Corporate Governance 22 



viii 

2.4  Corporate Governance Mechanisms and Firm Performance 23 

 2.4.1  Structure of Ownership and Institutional Investor 

Monitoring 

25 

 2.4.2  Corporate Board Structure 29 

 2.4.3  Executive Compensation 34 

      

CHAPTER 3 METHODOLOGY  

      

3.1  Research Framework  38 

3.2  Hypotheses/Propositions Development 40 

3.3  Research Design 40 

3.4  Operational Definition 43 

3.5  Measurement of Variables/Instrumentation 44 

3.6  Data Collection: 47 

 3.6.1  Sampling 47 

 3.6.2  Data Collection Procedures 47 

3.7  Techniques of Data Analysis 49 

      

CHAPTER 4 RESULTS AND DISCUSSION  

      

4.1  Introduction 51 

4.2  Descriptive Statistics  51 

 4.2.1  Companies’ Performance Measures 52 

 4.2.2  Corporate Governance Measures 52 

4.3  Hypotheses Testing and Findings 54 

 4.3.1  Hypothesis 1: Institutional Investor Monitoring Has 

Influence on Firm Performance 

58 

 4.3.2  Hypothesis 2: Corporate Board Has Influence on Firm 

Performance 

59 

 4.3.3  Hypothesis 3: Executive Compensation Has Influence on 

Firm Performance 

59 

     



ix 

 4.3.4  Multiple Relationships between the Corporate Governance 

Mechanisms and Firm Performance 

60 

      

CHAPTER 5  CONCLUSION AND RECOMMENDATION  

      

5.1  Introduction  64 

5.2  Conclusion  65 

5.3  Recommendations  66 

      

REFERENCES  67 

   

Appendix A  78 

Appendix B  79 

Appendix C  80 

Appendix D  84 

Appendix E  85 

Appendix F  87 

 



x 

LIST OF TABLES 

 

Table 3.1 - Measures of Firm Performance 46 

Table 3.2 - Measures of Control Variables 47 

Table 4.1 - Descriptive Statistics for the Firms in Malaysia 51 

Table 4.2 - Ranking Based on the Average of Total Compensation Paid 

to the Board of Directors 

54 

Table 4.3 - t-Test with 95% Level of Confidence  55 

Table 4.4 - Summary of the Correlation Results of the Analyses 57 

Table 4.5 - Summary of the Multiple Regression Analysis Results  

 

61 

    

    

    

    

    

    

    

    

    

    

    

    

    



xi 

LIST OF FIGURES 

 

Figure 2.1 - The Enterprise Governance Framework 13 

Figure 3.1 - Conceptual Design of CG Mechanisms and Firm’s 

Performance 

39 

Figure 3.2 - Research Design and Framework 42 

    

    

    

    

    

    

 



xii 

LIST OF ABBREVIATIONS 

 

BOD  - Board of Director 

CEO  - Chief Executive Officer 

CG  - Corporate Governance 

EG  - Enterprise Governance 

EPF  - Employees Provident Fund 

ESOS  - Employees Share Options Scheme 

FCCG  - Finance Committee on Corporate Governance 

IASC  - International Accounting Standards Committee 

IFAC  - International Federation of Accountants 

LTAT  - Lembaga Tabung Angkatan Tentera 

LTH  - Lembaga Tabung Haji 

MAS  - Malaysian Accounting Standards 

MCCG - Malaysian Code on Corporate Governance 

MOF  - Ministry of Finance 

MSWG - Minority Shareholder Watchdog Group  

NEP  - New Economic Policy 

PLC  - Public Listed Company 

PNB  - Permodalan Nasional Berhad 

RIIAM  - Research Institute of Investment Analysis in Malaysia 

ROA  - Return on Assets 

ROE  - Return on Equity 

SOCSO - National Social Security Organization of Malaysia



 
 

CHAPTER 1 

INTRODUCTION 

 

1.1 Background of the Study 

 The governance of companies has been the subject of increasing interest in 

recent years. It has been one of heavily discussed topics in both the business and 

academic fields. The main focus of the debates concerns on how to appropriately 

structure the organization and put into place good governance mechanisms that will 

provide the most effective decision-making process as part of the top managers’ 

roles, particularly the Chief Executive Officers (CEOs), and effective monitoring 

system mainly by the Board of Directors (BODs), which in turn will boost the 

performance of the organizations (Coles, McWillimas, and Sen, 2001). 

 

The revelation of corporate misdoings, unethical procedures and management 

excesses which caused the demise of large corporations such as Enron, WorldCom, 

Global Crossing, Adelphia Communications, Tyco and Xerox (Porwal and Kumar, 

2003; Teng, Aun, and Fook, 2011), have further pressured the calls for greater 

corporate governance around the world, including Malaysia. A number of reports and 

journals have been published to improve the governance standards which called for 

greater transparency and accountability in areas such as executive contracts and 

compensation, boards structure and operations, and the establishment of board 

monitoring committees (Abdullah, 2006a and 2006b; Abdul Wahab, How, and 

Verhoeven, 2008; Grinstein and Chhaochharia, 2009; Ross, 2004). These calls were 
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