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ABSTRACT

This thesis investigates some of corporate governance practices in Malaysian public
listed companies with a particular interest in selected government linked corporation
(GLCs), participating under the government transformation programme (GTP). Thus,
this study uses board characteristics, government ownership and performance as
independent variables that affect directors’ remuneration. The board characteristics
consists of board size, proportional of independent director, proportional independent
director in remuneration and audit committee and CEO tenure. The control variables
used are firm size, leverage and growth in this study. The study explains the
relationship between director remuneration and corporate governance structures in a
distinguished setting when the government has some influence in corporate decision
making. There are 20 GLCs (known as G20s) selected under implementation of
government transformation programmes starting from 2004. The study is conducted
based on balanced data under observation for 6 years (2010-2015). However, due to
sample selection criteria, there are only fifteen companies left for selection in this
study. The agency theory and steward theory are used in this study to determine
whether there is an implication in the corporate governance issues towards directors’
remuneration. Using pooled OLS and Panel data regression techniques, it is found that
board characteristics — independent directors and board meeting are negatively
significant to the directors’ remuneration. However, the government ownership and
performance is not significant. Thus, the steward theory is rejected due to difference
in political and policy applied by sample companies. Moreover, firm size, growth and
leverage show significant positively relationship to the director remuneration. Finally,
the agency theory is more relevant in explaining the corporate governance issues to
determined director remuneration in Malaysia.

Keywords: Directors remuneration, board characteristics, government ownership,
performance, agency theory and steward theory.



ABSTRAK

Kajian ini menyiasat sebahagian amalan takbir urus korporat di Malaysia dengan
tertumpu pada syarikat berkaitan kerajaan di bawah Program Transformasi Kerajaan.
Justeru itu, kajian ini menggunakan ciri-ciri lembaga pengarah, pemilikan kerajaan
dan prestasi sebagai pemboleh ubah yang mempengaruhi imbuhan pengarah. Ciri-ciri
lembaga pengarah mengandungi saiz lembaga pengarah, nisbah pengarah bebas,
nisbah pengarah bebas dalam jawatan kuasa imbuhan dan audit serta tempoh jawatan
ketua eksekutif. Pemboleh ubah dikawal digunakan adalah saiz syarikat, hutang dan
peluang pertumbuhan. Kajian ini dapat dibezakan apabila kerajaan mempunyai
pengaruh dalam membuat keputusan. Terdapat 20 Syarikat berkaitan kerajaan
(dikenali sebagai G20) yang telah dipilih di bawah pelaksanaan program transformasi
kerajaan bermula dari tahun 2004. Kajian yang dibuat adalah ke atas data seimbang
di bawah pemerhatian selama 6 tahun (2010-2015). Walau bagaimanapun,
berdasarkan kriteria pemilihan sampel, terdapat hanya lima belas syarikat sahaja yang
tinggal untuk kajian ini. Teori agensi dan steward digunakan bagi kajian ini untuk
menentukan sama ada terdapat kesan isu takbir urus korporat terhadap imbuhan .
Menggunakan teknik “Pool OLS” dan “Panel data regression”, kami menjumpai
bahawa ciri-ciri lembaga pengarah — pengarah bebas dan kekerapan mesyuarat
lembaga mempunyai hubungan negatif kepada imbuhan pengarah. Walau
bagaimanapun, pemilikan kerajaan dan prestasi tidak mempunyai hubungan. Jadi teori
steward di tolak disebabkan faktor politik dan undang-undang yang diguna pakai bagi
sampel syarikat. Tambahan lagi, saiz firma, pertumbuhan dan hutang menunjukkan
hubungan positif kepada imbuhan pengarah. Akhirnya, teori agensi adalah lebih
relevan dalam menerangkan isu takbir urus korporat dalam menentukan imbuhan
pengarah di Malaysia.

Keywords: Imbuhan pengarah, Ciri-ciri lembaga pengarah, pemilikan kerajaan,
prestasi, teori agensi dan steward.



ACKNOWLEDGEMENTS

First and foremost, praise to Allah for giving me the strength to complete this thesis.
Secondly, my humblest gratitude to the Holy prophet Muhammad (Peace Be Upon
Him) whose way of life has been a continuous guidance for me.

I would like to thank my thesis advisor Dr Hanita Binti Abdul Kadir @ Shahar, her
guidance; continuous encourages with her precious experience and expert | manage to
complete this research paper. She consistently steered me into the right direction
whenever she thought | needed it. A special thanks and dedication to my lecture,
friends and families who have been kind, motivates and share knowledge and always
give opinion if I lost. I learn a lot of things to complete this thesis.

To my four most precious people in this world- thanks you for providing me with
unfailing support and continuous encouragement throughout my years of study and
through the process of researching and writing this thesis. This accomplishment would
not have been possible without them. My dear loving mothers Mashita Binti Hasim
thank you for always understands, to give support advise to motivate. My father Saleh
Bin Ismail for always patient with me. Thank you for this journey

Vi



TABLE OF CONTENT

PERMISSION TO USE ...ttt iii
ABSTRACT .. et bbb iv
ACKNOWLEDGEMENTS ...ttt Vi
LIST OF TABLE ..ottt 1
CHAPTER ONE ...ttt bbbttt b ettt n et 2
INTRODUCGTION ..ottt bbb 2
1.1 Background of STUAY .......ccccoveiiiiiiiii et 2
1.2 Problem STAtEMENT.........cooiiiiiiiieiee e 6
1.3 RESEACN QUESTION ....eccviiitiicie ittt et ettt e e e ete e sbe e sbe e saeesaee s 9
1.4 ReSearch ODJECHIVE ..ottt 9
1.5  Significant Of STUAY ......ccooi i s 10
1.6 Scope and Limitation Of StUAY .........cccooveiiiiiiiieieeees s 11
1.7  Organisation of the DiSSErtation ...........cccccevviiieiiecieie e 11
CHAPTER TWO ...ttt 12
LITERATURE REVIEW .....ooiiiiiiiiiieii ettt 12
2.1 INTFOUUCTION ...ttt sb e nr b b ene e 12
2.2 AGENCY ThEOTY ..ottt sreere et e e n e be e e e sbeetaenrens 13
2.3 Stewardship thEOTY ..........ociiiiiiceie e 14
2.4  Review of executives’ remuneration in developed markets. ............ccccceevievieinenne 16
2.5  Literature review on executives remuneration in developing market...................... 18
2.6 Remuneration and corporate governance in Malaysia...........cc.ccoovereneneieinenenn 20
2.7  Empirical studies of determinants of director remuneration. .........c..cccoevevevviienns 20
2.8 SUIMIMAIY .....iiiiiiiiitieie ittt ettt e ke b e b b sb e e s sbeenenbeereenne s 29
CHAPTER THREE ...ttt 30
RESEARCH METHODOLOGY .....ooiiiiiie ettt st sbe e 30
3.1 Introduction and Overview of the Chapter..........ccccciveiiiiiiieiir e 30
3.2 Data and SAMPIE CrITEITA ......c.ciiiiriirieieieee e 30
3.3 Theoretical FrameWOrK ...........cooiiiiiiiieiecie e 31
3.3.1  Dependent Variable ..o e 32
3.3.1 Dependent variable.........cooo oo 32
3.3.2 Independent VariabIe. ..o e 33
3.3.3 CoNtrol VariabIes...........oouoiiiiiiic e 35
3.4 Hypothesis DeVEIOPMENT.........cciiiiiiiiieeiese e 37
3.5 Model SPECITICALION. ......ceiuieiiiiiiieie e 42
3.6 DA ANAIYSIS. . ettt ettt sreenee e 43
3.6.1  Preliminary ANAIYSIS .......ccovoiiiieiiii ettt 43
3.6.2  MUILIVAriate ANAIYSIS ......eoeiieiieeeeeeeee ettt see e 43



3.6.3  Panel data analySiS........cccciveiiiiiiiiiii e 45

3.7 SUMIMAEIY ..ottt et et r e er e b e e n e s R e e e r e st e nnesneennenreereenne s 46
CHAPTER FOUR ..ottt ettt sttt st sttt nn b e 47
F N A AN B ] 1 TSRS 47

4.1 OVErVIeW OF Chapler ..o s 47

4.2 Preliminary ANAIYSIS ......ccoi i 47

4.2.1 DeSCriPtiVe ANAIYSIS......civiiieiiiiiie ettt st sre e re e rs 48

4.2.2 Total direCtor reMUNEIALION .......ccoivirieieieesi sttt sreas 48

4.2.3 B0ard CharaCteriStiCS. ... .cuireierieiieieseeie ettt sttt ere et eeste e neas 51

4.2.3.1B0ard Size and ACHIVITY......c.coeiiiie e st 51

4.2.3.2B0ard INAEPENUENCE .......c.viuiiiiiiie e 52

4.2.3.3 CEO TBNUIE.....eiiitie ettt ettt sb e sae e st b e et e e b e e sbeesnbeenneeneens 52

4.2.4 GOVErNMENT OWNETISHIP ..ot 55

4.2.5  PeITOIMANCE. ......i i ettt et nre s 56

N I OFe T 01 (0 I oL - o] SRS 56

4.3 Multicollinearity Test between Independent Variable ..........c..cccooveviiiiicveinenene, 60

4.4 Pearson COrelation ........ccooioiiiiie et 61

I B T o | TS £ {o3l (= O S S TSP 63

4.5/ Naligd e '\, ... B ......... B B . BEE . EEE E. ... 63

4.5.2 HeteroSCedaStICITY TSt........ciiiriiie i et ste sttt re e et s re e sbe e enas 63

4.5.3  Serial COMTEIAtION .......ccoueiiiieieiieie ettt sreanee e 63

454 RODUSE STANAAIT EITOF .....oiiiiie ettt s 64

4.5.5 Panel-Carrected Standard Error ... . . s L S L L L e 65

4.5.6 OLS with Heteroskedasticity and Serial Correlation Robust Standard Errors....... 66

4.6 DisSCUSSION ON FINAINGS......cveiiiiiieiiceee ettt 66

4.7  Multivariate regresSions FESUILS ..........oiveieiiiiiriie e 68

4.8  Discussion on variables of corporate governance and ownership..........ccccceevevnenne. 72
CHAPTER FIVE ...ttt ettt aee e snte e s ntae e s nte e e e 79
CONCLUSION AND RECOMMENDATION .....coitiiieeiieieietesiessee e seeaseeessesassessssenessenens 79

5.1  OVEIVIEW OF ChapLer ......cviiiiciiie e 79

5.2 Discussion of main findings ..........cociieiiiiii i 79

5.3 Contribution and Limitation of StUAY ..........cccviiriiiiiniiiee e 80

5.4  Direction Of TULUIE FESEAICI ........ceiiiiiei et 82
LIST OF REFERENCES ........oo oottt ettt et tee e snre e e nane s 84
APPENDIX e a e e e nras 88

viii



Table
3.1
3.2
4.1

4.2

4.3
4.4

4.5

4.6

4.7
4.8

4.9

4.10

411
4.12

4.13
414

4.15
4.16
4.17

4.18

4.19
4.20

LIST OF TABLE

List of VVariable and Acronym

list of variables has been transformed

list of variables has been transformed

Summary Statistics of Directors Remuneration in GLC
for 6 years between 2010-2015 (n = 90)

Summary Statistics of Board Characteristics

Summary Statistics of Government ownership
Summary Statistics of Government Linked Investment
Companies (Mean)

Summary Statistics of Firms Performance

Summary Statistics of Firm Size, Growth and Leverage

Variance Inflation Factor (VIF) for Multicollinearity test

Correlation Matrix between Director Remuneration and
independent variables

Modified Wald test for group wise heteroskedasticity in
fixed effect regression model

Wooldridge test for autocorrelation in panel data
Regression Results (Fixed Effect Model with Robust
Standard Error)

Regression Results (Panel Corrected Standard Errors)
Regression Results (OLS with Corrected for
Heteroskedasticity and Serial Correlation)

Breusch and Pagan Lagrangian multiplier test
Hausman Test

Regression Results (Random Effect and Fixed Effect)
Panel Corrected Regression Analysis with Lagged
Performance (ROAT-1)

Summary Result of Pool OLS and Panel Regressions
Summary Result of Hypothesis Tested

Pages
35
44
48

50
53
55

62

63
64

64
65

66
67
67
68

69
70
72



CHAPTER ONE

INTRODUCTION

1.1  Background of Study

Director remuneration (compensation) is the payment made for services or
employment of directors on the board of a company or corporation. This includes their
basic salary and others monetary or non-monetary benefits; that an executive receives
during his or her tenure. Generally, boards of directors are categorized into two
different categories known as executive and non-executive directors. Executive
directors are regarded as non-independent directors since they are assigned to specific
operating roles within the entities such as finance, administration and operation.
Meanwhile, non-executive directors are regarded as independent directors who are not
directly involved in operating function. Instead, they are given tasks to monitor the
executive directors such as chairing remuneration committee, audit committee and
nomination committee within the board’s purview (Talha, Sallehhuddin & Masuod,

2009).

This study investigates whether the remuneration of directors is determined by board
characteristics, government ownership and firm performance of selected Government
Link Companies (GLCs). GLCs in Malaysia is defined as companies directly
controlled by the Malaysian Government (Putrajaya Committee on GLC High
Performance Transformation, 2006). In GLCs, government appoints board of
directors’ members and senior management t0 make major decisions regarding
contract awards, strategy, restructuring and financing, mergers and acquisition and

divestment for GLCs. In pursuing the objectives, Malaysian government had initiated
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APPENDIX

Appendix A

PUTRAJAYA COMMITTEE ON GLC HIGH PERFORMANCE

List of GLCs within immediate scope of GLC Transformation Programme (GLCT)
-28 February 2013

Affin Holdings Berhad

Axiata Group Berhad

BIMB Holdings Berhad

Boustead Holdings Berhad

Chemical Company of Malaysia Berhad
CIMB Group Berhad

Malayan Banking Berhad

Malaysia Airports Holdings Berhad
Malaysian Airline System Berhad
Malaysian Building Society Berhad
Malaysian Resources Corporation Berhad
Sime Darby Berhad

Telekom Malaysia Berhad

Tenaga Nasional Berhad

TH Plantations Berhad

*UEM Group Berhad

The G20 - currently consists of only 17 GLCs following mergers, demergers, divestments
and other corporate exercises.

* Unlisted Companies
(Sources by: www.pcg.com)
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Appendix B

Panel regression results with GLIC range of ownerships

Variable Model a Model b Model ¢ Model d

INDP_BRD  -1.337** -1.336**  -1.334** -1.370**

0.015 0.013 0.014 0.017
BMEET -0.061*** -0.061*** -0.066*** -0.065***
0.001 0.001 0.002 0.001
LNTA 0.417***  0.417***  0.439***  0.462***
0.000 0.000 0.001 0.001
MTB 0.420*%**  0.419***  0.446***  0.430***
0.001 0.001 0.000 0.001
LEV 0.150***  0.150***  (0.148***  (.155***
0.001 0.001 0.000 0.001
ROA 0.046** 0.047** 0.049** 0.052**
0.018 0.016 0.019 0.014
GLIC_OWN
5%-10% (omitted)
GLIC_OWN
10%-20% -0.052
(0.968)
GLIC_OWN
20%-50% -0.477
(0.1112)
GLIC_ OWN 0.319
>50% (0.118)
_cons 8.649 8.640 8.358 7.801
(0.000) (0.000) (0.000) (0.000)
R2 64.9 65.91% 65.48% 65.92%
N 90 90 90 90

* ** *** indicates significance level at 10%, 5% and 1% respectively
For each variable, the first row is the coefficient while the second row is
the p-value
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