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CHAPTER1
INTRODUCTION

that benefit to

management beh.

cannot observe th ' | -\"“n:, ld be note that agency
problem may. a firmys stock, Sficst #Ray lead to lower stock
price since inves ' h fl iveried'a _d second, a firm’s cost

.

of capital ma : i it ses she 1de ‘ & and auditing cost.
g 5 ance' s dar as) . g a regular campaign in
; [} = \ "" )

recent year. .y“: lor \ und (IMF) requires that

dd in it b felief program. The OECD

Principles of Corporgte e Organization of Economic

governance improyemem#s shoﬁ incl
o

Cooperation and Developime )98, aims to assist all countries to

evaluate and improve goulatory framework for higher

govemanc@w

irm within a single

country, have

jen as if it is one of the
1l
determination @f*the firms’ performance, in the sense that fims with better corporate

governance stand‘ i/l have lower costs @ #apital and higher share values, for

ﬂiﬁm nENINeInT -

ﬁnan 1 market development and ?m valuation; Durnev and Kim (2002) c1te at in

AWIBNTIM ARIINGT &

practices. They also document that better-governed firm are valued higher in the stock

markets and the relation is stronger in less governance-developed countries.



Even most of the empirical evidences claim that higher level of governance
standard resulting in better firms’ performance, some of them still have a limitation
and inconclusive since they concern mostly on one particular aspect of governance.
For example, board characteristics (Millstein and MacAvoy, 1998, and Bhagat and
Black, 1999), shareholders’ actiyi
Carleton, Nelson, and Weis

off, Malatesta, and Walking, 1996, and
’ , cighat } at1on to outside directors (Bhagat,
Carey, and Elson, 199Q)s undaramurthy, Mahoney, and

Mahoney, 1997), in ,u pro eti t .,_7 and ignore other potential

eblematic since the result of

markets because of an

imperfect monit fic ng, oaf dital markets are often
incompetent of#Ctin ctive Mo ing \ \\ iplMing company managers.
Consequently, maj ‘ ‘ 15¢ for t prlyate benefits, invest in too

risky activities and ? ‘ hded +  " b, Base Wasically on this supposition,
; e financial crisis and the difference
in level of governance s ,ﬂ'*} pl ’ng, goss-country differences in firms’
performan t al igs algo:

Th Jieoncoiihomiershnmoounmoiomuosian ) ¢ level of corporate
ﬁ : néla Thailand still has a

ernance standard as mdicated by no ch

governance

low level of 1 for shareholders to

monitor manager?nt behavior and concent tipn of ownershlp by individual or

financial
crifis m SSO aﬂn ors losses
t10n Oﬁ ﬂ
133521
anagement. Journal o

Morck, R.; A. Shleifer; and R. W., Vishny (1988). Management Ownership and Market Valuation: An
Empirical Analysis. Journal of Finance Economics 20: 293-315.

Bhagat, S., and B. S., Black (1999). The Uncertain Relationship between Board Composition and Firm
Performance. Business Lawyer 54: 921-963.

Accounting and Economics 33: 375-400.




and last, it is also important since it would shade the light on how to improve capital

market straight in Thailand.

Objective of the Study

The primary objective in this 1§ to investigate and provide evidence for a

Contribution e -

While the exisgi ' iermagiee,in Thailand concern mostly
on one partic oVern o L ) 1S absolutely inappropriate
since corporat | ‘ and those components
must be combin gfthgt for the, ay 1 » governance) such as
ownership co agion J(W; (an "‘\_‘- o directors structure
(Peng, Au and Wa _ 200 D) fstruct -”_ ersh \ . ol (Dhnadirek and Tang,
2003) and stakefloldeg s Ic ’ -4 action, frame \"\I‘ ’l* ‘ite, 2004), 1 follow the

h is originally created by
Anachotikul (2006) ige. ‘The index can capture all
‘are board structure, board

responsibility, conflict -ig':;”-_a‘ right, and disclosure and
e

1’1’13.] ors’ aspects 0

transparen¢y ¥ he s0 expan hi‘ﬁrould provide more
thorough affti:fipdated-picture-ot-Fhai-firms~corporate-govethafice. My results not
only addres '» o€ (I)E ance can pay off in

greater firm Vzu , they are importat rthe debate Withinjﬁj\ailand on the need of

corporate governa?e reform.

ﬂl&ﬂ@ﬂﬂﬂﬁmﬂﬂ‘i

Flrstly I analyze the correlation between the levels of firms’ corporate

’U

vernance and_performance. Tobﬁ is used to re_for market erfoMce
;I‘ Iﬁd t@‘q r I !ii is lsl for per 1n¥l ﬂ ’EI
q is regressed directly on and” other control variables while A 1S regresse

directly on the past level of governance standard and other control variables to better

serve the clear picture of the direction of its correlation.



Secondly, I analyze the impact of governance standard on investor’s abnormal
return. Four portfolios are constructed and rebalanced every beginning of the year

base on CGI score. Fama-French model (1993) is applied to capture the abnormal
bgtween governance standard and another
} regress dividend yield directly on

@ates that firms with better

pde@fid=higher firms’ performance,

return for each portfolio.

Lastly, I analyze the ass |
measurement of invertors’ n \

CGI and other control

The evidenc agengy th

governance stand

which can be meas luation. Moreover; investors’
s ", -‘-E_L‘

can receive hi _ el 1\the v cStgim, beticr-governed firms also.

This result is 1 ' of ugk ¢ i Si ®lariables and choice of

This pa’r is @fcamized as jollow ptet i jewof literature, Chapter 111

L %

describes the data gf ethc ) sedlin this E‘xl' . hapter IV the regression
analysis and Chapter i |

ﬂuEJ’JVlEWﬁWEJ'mi
'QW’]MT]?QJSJWYM&I’]&EI



CHAPTER IT
REVIEW OF THE LITERATURE

Most empirical studiesyan mpact of different corporate governance
practices in a cross-secti . develc ' ' ing market countries and claim
that it is one of the impOw it faclor: : /gd evelopment, for example, La
Porta, Lopez-de-Sila eSs-and-Shici o @her legal environment, as

described by le ities markets relative to

3 . '.,-'\- %
Gross Domestic_g0ducs# (GDYY 1 : 01 iidhy public offerings, less
concentrated shareg#fvne 4 fahd al higher), vah #0hy, minority shares increase
substantially os@TtimeggSingtlas tg l» Aimgales (200 1)"amd Nenova (2003), they

study the relationgetwgen priy 'te Bene s and, controlli ocks vote and state that
the level of cé rollj 15 bl cks :&te yarie ‘ ' Bher private benefits of
control are assog@fatedlf widh less deve dpitalh markets, more concentrated

ownership, and moregpriv; ey\ tiatec afizatiens M he developing country may
¥ fa \

offer more groun-i Or stidy. Asi ‘ .-' uthev and Kin2002) that larger effects of

corporate governance , t" : g beBund in developing countries,
because these countries o es and larger variations in corporate

governance practices,

valued higfellin

ace and better transparency are

@1 less governance-
-

Ay '.\J
—
. | i : M
Evidence fro eveloped Countries

In develo‘dmmtrles higher level@@ffstock market development can be

Qﬁﬁ ANHNTH mﬂﬁ?::::

the fdl present value of their clalrai on corporations, effectlve enforce contra

W BN INEIRY

governance. Millstein and MacAvoy (1998) state a positive association between a

professional board, a board that is active and independent of management, and returns

to investors, as measure by economic profit. There are also the positive correlation



between firm performance and compensation to outside directors (Bhagat, Carey and
Elson, 1999). Gompers, Ishii, and Metrick (2003) report for a broad sample of US
firms that firms with stronger shareholder rights receive higher valuations and have
higher profits, higher sales growth, and lower capital expenditures. Lombardo and
e rate of return should compensate for
W fite costs associated with different

nger protection of minority

equity to the extent that it

ct strength in developed
) tests the correlation
’s audit committee and
e shows a negative
of private negotiations
panies that they try to
£

influence; most ofithe asCs 'afgqSu ..g’n Wit areholders voting on the

proposal. Using the /i f‘ll": boards % covemlhance standard measurement,
Morck, Shleifer and . ack (1999) and Gillan, Hartzell and
Starks (2006) find no 1ts »1 F“; ,.; ith the firm value. Core, Guay and
Rusticus ( CE) de etfs of companies with

strong sha Glder-righis—do-not=outperformm=those=withmweal sharcholder rights.

Moreover = ; Lat ] : g!?' rnance measures are
correlated Witl‘l,i ture stock market performance. There is aldi)'JP significantly negative

relation between ? GIM index and next yea s obin's Q. After taking into account

A YUINEVSNE AT

1nco usive in Germany, since for both listed and non-listed firms, ownership

concentration affects profitability ?nlﬁcantli ne aﬁl on_the other hanMnk

A RRNRRERTINY e Y

Evidence from Developing Countries
In emerging market, a positive association between corporate governance and

operating performance is also stated. Moreover, firm-level corporate governance



provisions are mattered more in countries with weak legal environments (Klapper and
Love, 2004). Black, Jang, and Kim (2006) find that corporate governance is important
for explaining the market value of a complete set of Korean public companies. Their

results also shed some light on endogeneity testing. They show that even a moderate

previous studies havr 7-Hm ion | 32002) use CLSA corporate

governance index.andthe=S€T di ) asure, the corporate governance

v ‘ i d. Black (2001) finds
that overall corporg t cs i ety ku value of Russian firms;
however, the réSult, ' ¢} tolksma b ples size of 21 firms.
Millton (2002) sk®ws sign' ‘antly. DOS {ve assbciaflon between stock price
performance and>diS,c __ and audifors from BigSix accounting
firms), with firms that hadfigh outsid hip Concentration, and with firms
that were focused rather .:_:_';" iversified er, the result may not be reliable

since the a %1 i A S e;@ and he study is an

Evidence fronM hailand ' M

A lot of stfles of corporate governa e Thailand have been done base on

Y SINININEINT

xchange of Thailand are family-owned. Peng et al. (2001) compare whether

Out_of_equl TP PO PO TSl S [ ——

1 d1V1dual board of directors in rﬁrltmatlonal ente erformance dlffe”

ose I>f nallle e u%q 1nti}10 cqa ﬂ
- explanatory descrrptlon or corporafe governance, they find that multinationa

enterprises in Thailand have more densely connected interlocks, occupy more central
locations in the interlocks network, have more ethic Chinese directors and appoint

more military. White (2004) uses the stakeholder structure interaction frame work as



the analytic tool to structure the analysis of the outcomes of corporate governance
reform in Thailand in post-crisis. He finds that there is no change in the system of
corporate governance dominant in Thailand.

Some papers consider the concentration of the board of director as the

indicator for bad governance andyJigk ft #vith other characteristics of the firm such as
firm valuation or the formg & /) aboard. Wiwattanakantang (2001)
investigates the effectsydfscontrolitg "firms’ performance measured

by return on assets, ang - sa ol '@ial sector. She finds that
e — b -

the quality of corpfrateffo 20 \
corporate governance n .- P

investment matters,

see the linkage between

ds that form of foreign

ﬂNEJ’JVlEWﬁWEJ‘]ﬂi
ammnmummmaﬂ



CHAPTER III
DATA AND METHODOLOGY

Sample and Data
This study uses figal lev i€edy firms on the Stock Exchange of

Thailand (SET) during*2009:2007. #'SET, all firms can be divided
into 9 main indusiiessssAg :7 dner Products, Financials,
Industrial, Prop : , nology, and Investment

i ' ' ‘ Mg which is the group that
did not follow Seg ind FAchange Co b SEC) regulation and as a

.,

, . AS O -
consequence . greghalted o d g, ftansagtionSekare excluded from the

sample. T use onl ' Sxistduri 18, ».“ :0 ‘the sample. Firms that
were listed buf rffcc e. géte J,";-’;"' nggdh "1\. .1‘_‘-.,%'. ‘~ Rarc dropped from my
sample. All finang afa are coll fro a8 tredim. Lo construct CGI, I collect
only the publicly F, lab * ‘ i ' 2 datory Annual Disclosure
Report (From 56- ¥, ang@ihal re ,-,"1;:5 -‘”"_i;‘. eSEC, cofporate websites, the web-based

SET Market and Analgis
Database.

Bk TS WRT), and the SET’s Director

G

\ L)
\J

Hypotr:ﬁirsn . andﬂ as measured by CGI
have better pe ance. |

Since the er has an 1ncent1 expropriate a firm’s assets by

ﬂi&ﬁ@tﬁﬂﬂﬁ’ﬂ el ﬂ‘"i
adwer c@r abilityd ofd mawagement’s
expr iation and increases the p?:)ablhty that the manager will invest in

governed firms.
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Hypothesis 2: Investors can make positive abnormal returns by holding stocks

with good corporate governance in their portfolio.
The basic principle for the relation between corporate governance and stocks
return is that if corporate governance matters for the firms’ performance, stock prices
frgance practice on a particular firm. In the
y stff which is normally assumed for an

r systematically.

should adjust for any changes in

case that the market canno (dmm

Hypothesis«3: ks i ¢ Crmange-standard pay investors with
higher dividend. DR
The hi i ae, the lowerithe. a on managers’ hands

shaccholder, the grater the

Methodology

Corporate Governanée I ,

I follow ther -!f 1SEC : an@hotikul (2006) to construct

quantitative measures of cOEf orporate Governance Index (CGI).

The reasons are as followS;fig ?; psitively correlated to alternative
o ot

measures fErp rnance such ctogifidependence and the
number of \Qidemeetingsr-Secondsit=roduces=themsummenetis since it uses only
publicly avat &ﬁ ’ 1}}&orporates all crucial

elements of stml ard governance principic iland. The index runs

, applicable to %

from 0 to 100, thihl her value indicating be orporate governance. All questions

nflict of

AU @W&ﬁﬁw 0[]\ g

Tra rency The information for each company is collected from various sources

_including_the mandatory Annual 5lsclosure Report #8rm_56-1), company Mual
AN EN TR

( ET ), an ireCtor atabase, an | Securifics and® EXc ange

Commission (SEC)’s database. Scores are given to each governance item differently

=

and are grouped into five categories to create sub indexes. The CGI is then computed

as a composite index by taking a weighted average of the sub indexes.
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There are 62 questions used to measure the level of corporate governance
practice for an individual firm. The scoring and weighting are as follows; an indicator
variable takes value of 1 whenever the answer is associated with best practice and 0
otherwise for the qualitative question. For quantitative questions, the answers are

# 1 Each category carries a weight as follow;

translated into continuous values

board structure 20%; conflighot ' ¥ bglard responsibility 20%; shareholder

rights 10%; and disclosjite ans / Appendix A for the questions
and weighting sche ne sedto-ca ‘ —
—-" - d’

calculated by i 1 1_» “paper done then the maximum

2000 to 92.01 in 2 vin U r As beenfinctedsed from 18.98 in 2000 to
20.35 in 2007. Refe X mcan” ach sub atgory, governance proxies
related to the firm’s”disclobite 2 By reccives have the highest rating,
while those are related_ 10 :Jg} t ::" d shareholder’s right receives the

lowest rati a _

Pan

#Cl divided by size and
goverdice quality improves

ng given that largﬂljtcompanies have more

industry res(ﬁ e
with companymi- e. This is not SUrpr]

resources to dev?e to improving their go erpance. They also may have more

A UEINYNINEINT

CGI score with 56.63 pomts and Agro&Food 1ndustry has lowest CGI score

E ?ﬁ ANIMAM AN

rporat rmance

To explore whether the variation in firm-level corporate governance is

associated with differences in firms performance, I employ two measurement of firm
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performance, first, Tobin’s Q to capture the market performance, and second, return
on assets to capture the accounting/operating performance.

Tobin’s Q is specified as

Q=MVCS + BVPS + B INV + BVCL —BVCA (1)

where M VC
BVPS = theb
BVLTD = the

on stock shares;

e e period. The higher the

One way togiiti - potentialibias is to add iPbropriate control variables.

\

s ' .
To test whether the 1p=be governance rating and firm valuation
Ty -&ﬂf— .
could be caused by some ohdifted=Variables al¥ol for:
Firm size, 1 use logdrif » e, at the end of year, denoted as

S
]

LN(ASSETS), As 3lack, Jari he Ey size can plausibly
affect both PoBins-gr-ad-Eovernanee-Prackioem— j

I A ' % V '@\r 1s possible that the
J C on thelr proﬁtabilityﬂ!'calculate ROA as ratio

of earnings beforeflterest and tax to total ass avoid the effect of firm’s choice of

P ANYNINYINT...-

k Exchange of Thailand, labeled as LN(AGE).

Flnancmi decision, debt-capital ratlo D/A), &ﬁned as the ratio Mtal
wth prospect, gabe ed as 1S pr0x1e y the percentage O

annual change in sales/revenues.

Profi

investor value lﬂ listed companies be

% Following Chung, K. H. and S. W. Pruitt (1994) “A Simple Approximation of Tobin’s ¢.” Financial
Management 23, 70 — 74
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Ease of trading, defined as turnover by volume (TURN) equal to total share
trade divided by total share held by public shareholders. The market value of common
stock may be higher for the firms with more easily to trade shares.

The panel data can be estimated both by using a simply pooled regression and

panel regression. Since using pogle regsion may distort the true picture of the
relationship between markefi i f across the listed firms, to test the
IR ce in each year, I employ the

panel regression (200072007 né
e ——

data model can W

relation between firm?s

d variable bias. The panel

)

that is, there is @posifiVve tlationship bet inditidti@l firks corporate governance
practice and markegivalulition. TOSee there! i gdmponent of CGI on firm’s

) ol L g
performance, I also runither LEGEESSIC
e 5 ¥

-w BB, + \;SUB C;;

jponent contribution.

©)

t;li UB A), conflict of
interest (SUB ljlg, board respons , shareholder rights (SUB D), and
disclosure and tral?parency (SUB E).

AT ININININT -

e of firm future operating perforrnance (measured at time t), as measured by

urn on assets (ROA), directly o the past level of rnance standard (CM
Q\ WANIATIR HRATRE A Y

ROA;;=v + 72CGli g + ZkkstkX’k,i,t-l + &y 4)
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where ROA is ratio of earnings before interest and tax to total assets. CGI is
corporate governance index, X’ is a vector of control variables; the subscript i denotes
individual firm i, and € denotes i.i.d. I use return on assets as the measurement of
operating performance because it is not affected by extraordinary items such as
valuation change due to a changg,i T;'a e rate. It is also more desirable than the
return on equity since totalgaSee(s }ﬁ sitive while equity can be zero or

ng decision (debt-capital ratio,

9 [d s s "
valuation (book-to- , &

S\ 11, My the observations that are
L & \ B B \ <5

1dentified as e ad|y  cquahythe, per.bound and the lower bound
s &(fect model is used to

ensure that my resydfis

Corporate Governaiice aff

In this

i . i : ‘\ 3
ectioff, 1, ? ling- the relationsh B WP level of governance
rétu n

practice by the firmy d £ n Sar i8brporate governance matter

for the firms’ perforfiance,. ”‘ _ 'uld just for any changes in the

governance practice dnd if ;f_ cdiately adjust, stocks return should

differ systematically. To ‘.‘3:’ | at, five portfolios are constructed

h C@T'in the first quartile,

PORT2 .- Zins-all-siocks-with-CGI-in-the-second-quartil¢ ‘) RT3 contains all

Gl 1 : }E%Cks with CGI in the

fourth quaﬂileMnd PORTS 1s theteturn difterence betv@a long good portfolio
(PORT4) and sho?bad ortfolio (PORT1).

: ﬂﬁﬂ“’??’[ﬁﬁ SHEIng

regr ion is regressed to account for the characterlstlc difference in style between

3 MEKP1) mgwmag

where 1; is the value-weighted excess total return of each portfolio in month t,

based on t%v

stocks with € 7

RMREF; is the month t value-weighted market return minus risk-free rate. At the
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beginning of each month, stocks are sourced into 3 portfolios on the basis of market
capitalization (size) and growth (book-to-market ratio) in the previous month. SMB; is
calculated as month t excess return of small caps portfolio over big caps portfolio and

HML; is calculated as month t excess return of high book-to-market ratio and low

stimation should be interpreted as the

‘bgen achieving by passive investment

% cted portfolios beginning at

January, 1 2000 unfiCDetember, 31 3007 ss are reset every January,
CE—

which is the moW _GI bpcomes.availabiles

daid and return, I change some
\ g

R '
agion,_according to the level of

different between CGI
score in 2OO7D and 0 if: e/ W 511G provement portfolio are
' . Miifcrence between two

x 4) and short the worst
\. \

\ re-adjusted: stocks in each
%

strategies: long th
improvement
portfolio are holdi 48d to the end of the period
and no new stocks ér ded o' th ---;-_-_ '

IaGaid < 2

Corporate Governance and Div !"TI'L,'F"

-t e
] esﬁa e the effect of CGI
on investors® Lot cgress—dividend-yield-on-level-of-g0 'ance practice and

N A
control variaB es

I}

fLDlt_uO—i_HICGIlt—FZ = KX k1t+81t

Fu ANYNINGINS. ..

s year to the market capltahzatlon measured at the calendar year end, CGI is
orate_governance 1ndex x’ 1s Vector of controlﬁlables S ec1ﬁed belcwthe
QRTINS
or return measutement fof at least-two reasons. first, from the accounting standpoint,

a firm’s profitability is often measured by fundamental ratio, e.g. dividend yield;

3 A firm that does not trade during each year is dropped out from the calculation.



16

second, it is directly observable and is a stationary variable. I also control for the other
firm characteristics which are
SIZE is the market capitalization in million baths at the end of month t-2.

TURN is the volume of trading in month t-2 estimated as total share trade in

periods the remaijgfing, b ot ' ‘contrac olio are as follow: 201

observations, 22% obsgh a" ﬁ ' 8 servations, 304 observations,

347 observations, 10 #6b gf'p 4 Ob§cry@tions in year 2000-2007
1 | . .

respectively. Tobin’s 0 price0=80 okl d ret L\-“ pn-assets are steadily increase

?ﬂrﬂrﬂl .
from PORT! to PORTS. ‘Mabarte </

3= a5

MY

ﬂNEJ’JVlEWﬁWEJ‘]ﬂi
ammnmummmaﬂ
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Table 1: Descriptive Statistics for Corporate Governance Index

The table shows descriptive statistics for corporate governance index (CGI) and five governance
components, which are SUB A, SUB B, SUB C, SUB D and SUB E acts for board structure, conflict of
interest, board responsibility, shareholder rights and disclosure and transparency, for 256 firms that
exist during 2000 to 2007. Each governance components scores is expressed in 100 percent, calculated
by divided each firm’s score by maximum score and then multiplies by 100. To construct CGI, each
category carries a weight as follow; boa %, conflict of interest 25%, board responsibility
20%, shareholder rights 10% and di agSpafency 25%. The static for 2000 CGI is divided
into 2 columns, in column (1); CGlks ' cluding 15 questions as the original paper
done then the maximum score*f@; he other year. In column (2); I included
those 15 questions in the Galg] arable over the sample period (see
Appendix A). To m1t1g e {l t are identified as outliers will be
adjusted to equal the up f a studentized distribution.

/ /‘\“ O0#. 2005 2006 2007

CGI: Corporate Go ancg Jﬂﬂ! .\\ AW N T‘x

Mean 4 . E o4 695348 5722 59.06
Median 47.61 ) . ¥, BN » 5335  57.88  60.19
Maximum 73.18 4.09¢ 0N, 85%A, 8191 9201  92.01
Minimum : J16.4%% A 11.58  19.56 2035
Std. Dev. 221 4 [+ B% 1149 1395  13.62
SUB A: Board Strucifffes (§ 3, ”';,, 'ﬂ\\x\\

Mean 4748 D. 18l 33.380J w3 T8 5225 5749 60.66
Median 46.00 33,34 E il P .oo 50.00  50.00  66.67
Maximum 80.00, A 6448 ¥ 8333 B3 83330 10 100.00  100.00  100.00
Minimum 20.000F 148 ' 1427 1667  18.97
Std. Dev. 15.46 2112 2137 21.27
SUB B: Conflict of Intereft (

Mean 33.06  "31.68=3 . 4378 4846  51.21
Median 34.77 3333 4175 4056 4575  48.13

Maximum 63.02 49.80 E 5 87.75  91.75 100.00 100.00
8.69 = e 30 12.63 12.63 10.50

Minimum

Std. Dev. [ .6 1558 16.16 1937
SUB C: Board. Responsibilities (%)~ o =/

Mean \ 08 5869  66.25 61.55
Median b3+ 358842 6653 6333
Maximum 6.6 B96.0471 9593 9929 96.03
Minimum 5 1224 0.00 6.67 2333 23.33,]”; 10.00 1000 1333
Std. Dev. 636 1200  13.67 1440 1490 13.62 2178  17.82

SUB D: Shareholde %

0 : 4.4 4 58.78
- 61.43

7. 83 100.00

10. ' 28 3.60

27.44 3. 92 14 55 17.15 16.25 16.95 16.99 13.62

SUB E: Disclosure and Transparency (“

4 6
cia -
2N
inim ] 00 A
Std. Dev. 16 05 10.87 16.88 13.78 16.87 16.75 18.51 16.70
Observations 256 256 256 256 256 256 256 256 256
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Panel B: Corporate Governance Index by Size

Market No. of
Capitalization Mean Median Maximum Minimum Std. Dev. ’
SR firms
(in million baht)

Less than 500 43.78 43.74 75.82 11.58 10.98 54

500 — 1,400 45.23 44.23 82.19 18.98 13.14 57

1,400 — 4,000 47.65 4 754 18.64 14.54 69

Greater than 4,000 21.16 15.96 76

All 11.58 14.43 256
by Industry

Industry ._.—-—-""‘ edi - ‘_.E_‘_-" inimum  Std. Dev. 1;2;1?:

Agro & Food Indus 463, 4820 o Slal .53 12.77 35
Consumer Products g : 43,00, \ — 18.98 13.43 34
Financials o 3 S 6, 20" “18:98 16.14 35
Industrials ’ ‘ 5 WSS 0 g, 18.64 12.27 35
Property & Constructi . 8 14.00 35
Resources ' 19.06 10
Services 7 789 46.6 A8, WON16.48 14.09 53
Technology _ & 2 5 A RN 04 14.23 18
MAI 4868 A% W 20 12.67 1
All / ' 16. ‘

 11.55 14.43 256

ﬂNU’JVIEIVI’B'WU’]ﬂ‘i
QW’]Mﬂ?ﬂJNWYJVI?J’mEJ
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Table 2: Descriptive Statistics for Other Variables

Panel A shows statistics descriptive characteristic for 256 firms listed in SET and MAI during sample
period, 2000-2007. Panel B show the descriptive characteristic for four portfolios constructed based on
the level of CGI; PORT1 contains all stocks with CGI in the first quartile, PORT2 contains all stocks
with CGI in the second quartile, PORT3 contains all stocks with CGI in the third quartile, PORT4
contains all stocks with CGI 1n the fourth quartlle Firms that were not traded during the year are
ing observation in each year is as follow: 201

282 observations, 304 observations, 347
calculated by following Chun@sK

000 — 2007 respectively. Tobin’s Q is
price per share divided b

i 4), Price-to-Book Ratio is identified as
i e year end, Debt-to-Assets Ratio is
identified as total debt dimided Eﬁh is proxy by the percentage of

annual change in sales/eyenues,-Re “sets L f the ratio of earnings before
interest and tax to total | asscts a sedr end apd Divide ield.is percentage in the ratio of dividends
in the previous ycalf arket*Capitalization mea year end. To mitigate the
effect of outliers, the obsgiw s#that aref ide e be adjusted to equal the upper
bound and the lowerho®d ¢ ik )

observations, 224 observations,
observations, 410 observations ‘¢

2000 7 2001 J2002°8 J2008 "N\ 2004, 2005 2006 2007

Tobin’s Q (Times) F 7 =X W\ W 9

Mean o F ot J o= 4 \ O W 0.89 0.93
Median “0.66 4 _ ' \ . 0.80 0.77
Maximum 1.60Q 1 g n 1. 2.15 3.25

Minimum 0.6 | i’ RO 0.10 0.11

Std. Dev. 0 33 s 3G~ e 0.48 0.61
Price-to-Book Ratio (Tjffies) J I'A-ﬂ: !Al\‘l‘"
Mean 0.51 W59 L* ¥é 0.84 0.87 0.91
Median 0.40 0.49 _JMANO ,- : - \ 0.69 0.67 0.67
Maximum 158 | 1 6305 . 222 2.89 3.45
Minimum 0.02 0.0 .06 0.07 0.07 0.08
Std. Dev. 0.40 0.40 A 0.57 0.57 0.65 0.75
Debt-to-Assets Ratio (Times) s dtfs J i % )
Mean V2e ~ =027 - 0.22 0.21
Median ) ] 0.19 0.17
Maximum ° 0. 0- 076 071 068 . 0.65 0.64
Minimum 0.00 0.00
Std. Dev. 0.20 0.20
Growth (%)
Mean 263 11.58 : . 13.78  dlL.13 9.97 3.52
Median 77 6.40 5.89 10.14 12.00 .70 9.08 3.11
180.00  117.31 151, 68.08 86.19 55.33 72.76

Maximum 121

.64 AB

, : ‘ ' 14.30
Medlm 3 17 4.23 4. 92 5 60 5 73 5. 08 4 95 4.06
Max1mum 23.44 19.16 ) 22. 91 19. 19.41 21.39 #9

Medlan 0 00 O 50 3. 45 2. 72 3. 97 4.46 3.97 3. 75

Maximum 19.76 21.28 17.63 11.10 15.90 11.81 10.48 10.71
Minimum 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Std. Dev. 5.57 4.94 4.25 2.85 3.38 3.44 3.06 3.17

Observations 256 256 256 256 256 256 256 256
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Panel B Descriptive Statistic by Portfolio

PORTI1 PORT2 PORT3 PORT4
Tobin’s Q (Times)
Mean 0.92 0.93 0.95 1.00
Median 0.79 0.82 0.85 0.93
Maximum 2.84 2.53 4.36 3.23
Minimum 0.06 TR 0.07 0.08
Std. Dev. 0.51 0.54 0.51
Price-to-Book Ratio (Times)
Mean 1.28 1.63
Median / 1.04 1.29
Maximum ____.—J 5.92 7.87
Minimum #_. ‘ 1. S — |77 -1.98
Std. Dev. = 0.99: _1.00 2.59
Debt-to-Assets Rati
Mean 0.30
Median 0.29
Maximum 0.93
Minimum 0.00
Std. Dev. 0.24
Growth (%)
Mean 14.64
Median 11.10
Maximum 112.92
Minimum : v o . ' , -60.58
Std. Dev. I ‘ b ) 5 W 26.95
Return on Assets’(%) ﬂ l":.r,.- ﬁ, A
Mean g D 5.55
Median " E S f - B 5.38
Maximum 44N A% ] L 3134 25.82
Minimum JF02.0 Qe ' -40.23 -20.22
Std. Dev. 8.9 N £ : . ' 8.07 6.68
Dividend Yield (%) — - = '
Mean o Ju y . 3.99
Median | "j" ’ 3.38
Maximum 29.61
Minimum 000 0.00
Std. Dev. = )5 4.29
Observations 616

ﬂUEJ’JYIEIVI’B'WMﬂ‘i
QW’]MﬂﬁﬂJﬂJWYJWFJ'mEI



CHAPTER 1V
EMPIRICAL EVIDENCE

The empirical evidences, {8 first, second and third hypothesis are

provided in this chapteradiipane Zylysis are divided into 3 panels,
univariate analysis, analy»esoi 0 ' )dﬁvel and analyze of individual
sub index, to bem clea‘pwtum—e“elatlon between level of
governance an is, | employ firm fixed-

effect model, singcgs [€m, and resulting in higher

Sasurement categories,

pdex D and sub index E,

with market valuati ich As{meas s80). The overall results are
supportive of my | i " , e P i t ir relatively well-governed
firms. Panel A sho g-result—of v ate ysis of Tobin’s Q on each

governance measurement. To! g1y correlated with all six governance

measurements with 99%:é

mi D @ iables are added to

g £y

(3} result in different

sample periodj\d es 'jjne results indicate the
1

positive assoc#a#lon between level of governance standard®afd firms’ performance.

They are robust t‘tlﬁse of extensive set offcghtrol variables and different sample

AUHININTNHINT

regrég the first difference on Tobles Q on first dlfference on CGI and other con rol

QR HTINTINY

To better see the effect of each corporate governance categories, I regress
Tobin’s Q directly on each sub index categories as shown in column (1) - (5) in panel

C. Surprisingly, the result changes a bit as compare to the result stated in panel A
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since sub index A is significantly associated with Tobin’s Q with negative sign but the
coefficient on sub index B is not associated with Tobin’s Q. After putting all
governance categories together as shown in column (6), sub index E turn to be
insignificant.

The result of my second ement of firm performance measurement,

ROA, is stated in Table 4. Agsbefote fan 1gW's the result of univariate analysis of

ROA on each governange: , - / pports my hypothesis only for

sub index D while thé rS-are ‘ , . To mitigate the potential
LI - : e

bias three contrW t ! fhie=eeefficient term of CGI turns

columns (1)-(2f o . _”?-.f": is REufor SCT 2000-2003. Panel C

rn received by using buy

ent crit@ria over the sample period 1

. The result of my first aspect of
portfolio construction is 8 12;;;:; : e 6. The result indicates only the
negative a ﬁm fb’ the result of my
second asp Che result indicates vestors can receive
higher abno al o a n'g'.*}i'mproved stocks. The

—

worst to the beH;k improvement portfolio mdicates the abnorﬁ@ return of -0.016% per

month to 0. 025%‘er month. However, this str tegy is not applicable in real word

AUy 3 WEI?’I"?WEJ"I TT“TW

Corgorate Governance and Divi nd Y1

tvidend yleld and the leve 0 governance practice.” For univariate analysis,

governance categories are positively correlated with dividend yield with 99%
confident interval (see panel A). As previous regression, I add 5 control variables to

mitigate the potential bias. The correlation of CGI and dividend yield is still positive
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with 99% confident interval but the effect is less emphasize when higher number of
control variables are add to the model, CGI’s coefficient is reduced from 0.021 to
0.014, as shown in column (1)-(2) in panel B. The result for each sub index is still

robust when all control variables are added to the model. My result is consistent with

nds, the less free cash flow

e ghvgktors as interest or dividends instead
_ :E; the firm. The agency theory

pegative net present value

ﬂNU’JVIEIVI’B'WU’]ﬂ‘i
QW’]Mﬂ?ﬂJNWYJVI?J’mEJ
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Table 3: Corporate Governance and Tobin’s Q

This table shows the panel regression result of Tobin’s Q on corporate governance index (CGI) and
five sub indices. Panel A states the regression result for univariate analysis of Tobin’s Q on CGI and

individual sub index. Panel B states the regression result of Tobin’s Q on CGI and 5 firm’s
characteristic control variables. Panel C states the regression result of first difference of Tobin’s Q on
first difference of CGI and 5 firm’s characterlstlc control variables. Panel D states the regression result
of Tobin’s Q on sub indices. Each sub in i nt ified as SUB A, SUB B SUB C, SUB D and SUB
E, acts for board structure, conflict O r ponsibility, shareholder rights and disclosure
and transparency.. In this equation® bility (the ratio of earnings before interest
ear. cnd, R( ral log of total assets at the year end,

LN(ASSETYS)), listed year ural log. financing decision (ratio of total debt
to total assets at the yeahwend, DfA 16 year change in sales/revenues,
GROWTH), and Ease.Qf ing.| held by public shareholders at
terogeneity problem. *, **  ***

Sample Period
! B) ©)

Dependent Variable
Tobin’s Q (Q;,)

Independent Variable:
. 0.711%%%  0.644%**

Intercept - 0.966) (@814 A Voo 43.551)  (28.683)
CGI,, ' ‘ <) ‘R
SUB A,
SUB B,
0.004%%*
SUB G, (12.167)
0.004%%*
SUB Dy, )(10.573)
0,004+
SUBE ' (10.450)
No. of Firms 256 256
Observations 8 2,048 2,048
R? 0.664 . 548 0.6 0.661 0.660
Adjusted R>  ° 0.616 0.590 o 598 0.620 0.612 0.612
F-Statistic PIPRER I Yo 14019 13623 13.595

ﬂNEJ’JVlEWﬁWEJ‘]ﬂi
ammnmummmaﬂ
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Panel B: Tobin’s Q and CGI

2000-2007 2000-2003 2004-2007

Sample Period ) 2) 3) 4) (5 ©)

Dependent Variable
Tobin’s Q (Q;,)

Independent Variables
0.207 0.703%**  (.647***

Intercept (1.029)  (3.187)  (3.096)
cor 0.010%**  0.002 0.002%*
it S8.149)  (1326)  (2.142)
0.037%%%  ,047%%*
ROA; (16450)  (20.017)
0.018 -0.007
LN(ASSETS);, (14200 (-0.569)
0.126%%% 0,057
LN(AGE);, (-2.664)  (-1.260)
0.723%%*
D/Ai (9.753)
-0.003 %%
GROWTH;, (-4.367)
0.004%*
TURN; (2.404)
No. of Firms 256 256
Observations 1,024 1,024
R’ 0.547 0.597
Adjusted R? 0.480 0.536
F-Statistic 8.216 9.832
. 2004-2007
Sample Period
P ) ©)
Dependent Variable

ATobin’s QL@

i 0

Independent J
= (0.664%** 0.342%*

Intercept

.01 (2.664) (2.465)
ACGL m 0.00 - 3 5 ﬂ 0.0003 0.0003*
1t ” (1.302) (1.877) (2 145) (2.1 (1.323) (1.927)
AROA. 0 O11%**  (,029%** 5*** 0.030***  (0.033***  (.036%***
1t 322) (15.780) (10.009) (12.674) (18.390)
AU IN BN ‘Eﬂ B o
(- 0 315)
AL -0.01 ** -0.052
(5.087) (6 418) (-0.616) (O 407) (3.967) ( 1 610)
AD/As 510 559
*mnmwwmm &EJ
No. of Firms 256 256 256 256 256 256
Observations 1,792 1,792 768 768 1,024 1,024
R’ 0.545 0.680 0.429 0.476 0.542 0.575
Adjusted R? 0.521 0.595 0.358 0.431 0.493 0.496

F-Statistic 10.894 12.423 4.998 5.332 7.984 9.390
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Panel D: Tobin’s Q and sub indices

Sample Period 2000-2007
@) 2 (€)) “ ®) Q)
Dependent Variable
Tobin’s Q (Q;y)
Independent Variables
Intercent -0.806** -0.273 -0.350 -0.093
P (-2.1 (-0.719) (-0.929) (-0.242)
; -0.001%**
SUB Ai (-2.875)
-0.0001
SUB B (-0.188)
0.002%**
SUB G, (4.501)
0.001%*
SUB Dy, (2.054)
0.002%%*%* 0.001
SUB i, (4.480) (1.414)
ROA 0.022%**  (.022%**
it

(14.827)  (15.058)
0.011 0.004
0377)  (0.134)
0.278%%%  0.206%**

LN(ASSETS);,

LN(AGE);, 6271)  (4.043)
0.489%%%  (.509%%*
D/As (7289)  (1.612)
. -0.0002  -0.0002
GROWTHi,t (-0.518)  (-0.680)
0.001 0.001
TURNq —— e . (1.461) (1.202)
No. of Firms 256 256
Observations 2,048 2,048
R’ 0.707 0.714
Adjusted R* 0.664 0.671

F-Statistic , 16.405 16.649

AUINENINYINS
RIAINTUNRINYIAY
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Table 4: Corporate Governance and Return on Assets

This table shows the panel regression result of return on assets (ROA) on corporate governance index
(CGI) and five sub indices. Panel A states the regression result for univariate analysis of ROA on CGI
and individual sub index. Panel B states the regression result of return on assets, which is identified as
the ratio of earnings before interest and tax to total assets at the year end on CGI and 3 control
variables. In this equation I control the effect @f financing decision (debt-capital ratio, D/A), firm size
(natural log of total assets of the firmsRINM(ASBERNS)), and market valuation (book-to-market ratio,
BTM). Panel C states the regressi assets and sub indices. Both governance
measurement and control variablc

¢ lagging f see the causality of the variable. Firm-
fixed effect model is used igatc the heter } gk, Kk FEE indicate significant levels
at 10%, 5% and 1% resP » : —_3

Oly
&

——- -
— Panel A: Enivar

Sample Period - 7/ m\
7 7 77/

(&) (6)

Dependent Variak .
Return on Assets (ROA

Independent Vartables
; 4.627%%* 4 585%H*

Intercept (18.531)  (13.520)
CGIyy
SUB A
SUB By,
0%08
SUB Cia (1.467)
0.013%*
SUB Dic (2.102)
0.010
SUB E;.i i - (1.610)
No. of Firms g i 236 256 256
Observation@ : 8 | 2,048 2,048
R’ 05920593 0592 0,593 0.593 0.593
Adjusted R? ‘ bW J 0525 0.525
F-Statistic 87207, 8.742 8.724

U
AUINENINYINS
RIAINTUNRINYIAY
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Panel B: Return on Assets and CGI

2000-2007 2000-2003 2004-2007
1) () (€) 4) ©) (©)

Sample Period

Dependent Variable
Return on Assets (ROA;;)

Independent Variables

8***

8.099%**  4.080%** 4.881%*

Intercept (2.590) (5.137) (1.875)
CGJ, -0.007 0.032* 0.030*
it-1 (-0.296) (1.940) (1.746)
fkk fkk *ok ok
DA, 55 7.938 9.336

67)  (-7.168)  (-8.519)

-3 512 ‘ “0.158 0.181
LN(ASSETS);., / ' _ e ) (0.955)
- ] ., e
Ny

-1.152%%
BTM, (-9.215)

No. of Firms 256 256
Observations 1,024 1,024
R’ 0.442 0.498
Adjusted R? 0.348 0.412
F-Statistic 4.705 5.792
Sample Period 5] ©

Dependent Variable

Return on Assets (ROAR . )
Teres

Independent Variables || r
. 3 74 “ o #‘fﬁp
Intercept

D.950%*%  30.226%** 29 720%**
(3.79 — 22—t (4.785)  (4.674)  (4.386)

0. 0ITRTT T IR L0.016%
SUB A, - ;j‘"..--'_‘g_...; A2 o)
€, ‘ -0.007
SUB Bioi @ o (-0065) : (-0.524)
| ' 0.003
SUBC.i &3 A d J (0.301)
= 0013+ 0.010*
SUB Dy l|| (1.92@. (1.901)
- ‘ 0.011 0.010
SUBE; (1.618)  (1.076)
Mo+ 67310 Bodr o i61mrr  6005Hr 627w
(-5.961)
07 -1 t 5 [1.508%%
54 2) (-3.258)
0. 021 -o 018 -o 011 0. 012 -o 010 -o 010
(:0.814) 86) (-0.430) 469) (-0.368) 376)
No. of Firms 256 256 256

ﬂWB@Qﬂ%ﬂJNWYMH@&ﬂ

F-Statistic
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Table 5: Corporate Governance and Dividend Yield

This table shows the panel regression result of dividend yield (YLD) which is defined as the percentage
of the ratio of dividends in the previous year to the market capitalization measured at the calendar year
end, on corporate governance index (CGI) and five sub indices. Panel A states the regression result for
univariate analysis of Tobin’s Q on CGI and individual sub index. Panel B states the regression result
of dividend yield on CGI and 6 control variables. Panel C states the regression result of dividend yield
and sub indices. In this equation I control t valuation (the ratio of price per share to book
values of common equity per shareyPTB \ ) k pitalization (market capitalization in million
baths at the end of month t-2, SIZE st o ftradin, e of trading in month t-2 estimated as total
share trade in month t-2 dividediby*totalishare shareholders in month t-2, TURN) and

past return (the average totalamgtirn"ensmon } 2-3; average total return on month t-
6 through t-4, RET4-6 @ d t-12, RET7-12)Firm-fixed effect
model is used to mitigate theheterogen

. Ak gkt indicate significant levels at 10%, 5%

and 1% respectlvely o

Sample Period

)] (6)

Dependent Varigh
Dividend Yield (YLD;;

Independent Varigh
DAGK W, DRI 3 621Kk 3 5]k

Intercept 070N (SOMo4)  (80.124)  (56.504)
CGI,, \ A
\ \
\
SUB A;,
SUB B,
.012%+*
SUB G, (11.856)
0.007%**
SUB Dy, , (6.415)
{ 0.007%%*
SUBE - —_— : Q (6.317)
No. of Firms L -t 256 256
Observations #ea il 4 21,504 21,504
R’ - .47 0.471 0.471
Adjusted R> || 0.46 46 0468 0.46{1 0.465 0.465
F-Statistic ' 85.150 84.579 85.453 85.0% 84.497 84.488

ﬂUEJ’JVIEIVI‘SWEJ'TIﬂﬁ
wwmnmummmaﬂ
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Panel B: Dividend Yield and CGI

2000-2007 2000-2003 2004-2007
1) () (€) 4) ©) (©)

Sample Period

Dependent Variable
Dividend Yield (YLD;;)

Independent Variables
Intercept 0.823%* 3.176%%*  4.130%**
! 2174)  (19.769)  (8.389)
* sksksk sk
CGl;; 0.005 0.016 0.012

"(1.777)  (5.802)  (4.315)

RET2-3;, i (11, @98) (-9.289)  (-12.372)

-0.032%**  _(0.043%***

RET4-6;, (-11.156)  (-14.706)
-0.014%%%  0,030%%*
RET7-12;, (-4.104)  (-8.396)
0.992%%*
SIZE;, (15.710)
-0.104%*
TURN;, (-2.454)
No. of Firms 256 256
Observations 10,752 10,752
R’ 0.624 0.632
Adjusted R? 0.616 0.624

F-Statistic 77.027 79.032

ﬂNU’JVIEIVI’B'WU’]ﬂ‘i
QW’]Mﬂ?ﬂJNWYJVI?J’mEJ
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Panel C: Dividend Yield and Sub Indices

2000-2007
1) () (€) 4) ©) (©)

Sample Period

Dependent Variable
Dividend Yield (YLD;;)

Independent Variables

2P0 2.382%%% D54k ) 5Ok

Intercept (11.187)  (10.822)  (11.914)

SUB A, 0(29763‘)*
SUB B, 0(3.1454*333*
SUB G, 158

SUB D;, 0(29582*;*
SUBE;, 0('2 ,1716*7*)* 0&2.1 716*32*
RET2-3;, _(?iooz.g;;; _?i?%;gg)*
RET4-6;, _(().'(9).2233*03* _0('90.31;2;*
RET7-12;, -(()-.(6).1281*7?* -0(.60.26(4);;*
SIZE,, (2'29;2;;; (22976.322;
. L0.135%%F  0.133%

(-6.295)  (6.227)

No. of Firms 256 256

Observations 21,504 21,504 21,504
R’ 0.493 0.494 0.496
Adjusted R? - 0.488 0.488 0.490
F-Statistic 44977 -)pm-‘ 'j' 90.710 90.796 90.088
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Table 6: Corporate Governance and Abnormal Return

The tale shows result of time-series regression of four portfolios, which are constructed base on the
level of CGI. Alpha (a) is identified as the abnormal return for a specific portfolio. There are two main
aspect of portfolio construction and return calulation to analyze the level of abnormal return. The
regression result of each criterion is shown in each panel as follows; Panel A states my first aspect, I
construct each portfolio based on the level of CGI; PORT1 contains all stocks with CGI in the first

quartile, PORT?2 contains all stocks wi sLfinjthe; second quartile, PORT3 contains all stocks with
CGlI in the third quartile, PORT4 cofitain S ith CGI in the fourth quartile, and PORTS is the
return difference between long gedd“portt ) _short bad portfolio (PORT1). I calculate
buy-and-hold return of all constructeéd ponffoli ithing¥at January, 1 2000 until December, 31
2007. All portfolios are resctsgyes lal icH.i fter data on CGI becomes available.
Panel B state the regression pitefany second a ) t each portfolio according to the
level of improvement. ce.sta ndar(‘fhich 1s.measute.as the-different between CGI score in
2007 and CGI score in 2000. to the=best intprewer olio are identified as PORTI to
PORT4. PORTS i i ong most improvement portfolio
(PORT4) and short the ) All portfolios are not re-adjusted:
stocks in each portfoli@ : t e peniodsto the end of the period and
no new stocks arc added foljoff Firms th not traded during the year are dropped out
form the calculation inj ) : " eaL, S 1"-'--.1; Jow: 201 observations, 224
observations, S 3 Servatior 347 observations, 410
observations and 435 o ionsin 2000 <201 pect W%, <% ndicate significance levels

| | '-.\ L l"l‘- ) .;'n!‘._
| TFORTS A PORT4 PORT5
h 49 W

0.001" 0.002 0.003

Three Factors Me , el

Alpha (a) (0286) (0.682) (0.503)
1LoTg%x ©  0o73%Ex 0. 192%x

RMRE w5508 (18.742) (-1.968)
h.203% L0251%F%  0.943%x

SMB ™ (1.808) (-2.718) (-2.791)
L0.015 20.059

HML , AN (:0.232) (-0.355)
R’ f 0.932 0.308
Adj. R? 0351 g3z & 20,930 0.286

28.106 13.670
o

Jensen’s Alp £
= 0.002 0.002
Alpha (0) - -1.089)  dl'| 0.706) (0.206)
RMERE 0.933%% 0.921%%* 0.886%** 057%%% 0.123
g 58.808) (14.376) 10.942) (32.727) (0.794)
R’ &

1666 _0.828 0.798 0918 0.020
063 £ 4 n ). 02 0.009
1.878
96

MR TN INGA Y
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Panel B: Investment Strategy- Improvement in CGI Score

PORT1 PORT2 PORT3 PORT4 PORT5
Three Factors Model
Alpha (@) -0.016%%** -0.004 20.011%* 0.009%%* 0.025%**
(-3.492) (-0.479) (-2.413) (3.680) (4.557)
RMRE 0.686%** 1.050%** 0.863*+* 1.116%** 0.430%**
(14.792) (17.624) (37.388) (7.625)
-0.117* 0.055 -0.193
SMB (0.676) (-1.643)
0.158%%* 0.007
HML (3.690) (0.056)
R’ 0.958 0.502
Adj. R? 0.957 0.486
F-Statistic 698.197 30.904
Jensen’s Alpha
0.002% 0.027%**
Alpha () (1.748) (5.912)
052k 0.489%*
RMRE (22.438) (10.021)
R’ 0.953 0.482
Adj. R? 0.952 0.476
F-Statistic _1885.791 87.438
Observations 96 96
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CHAPTER V
CONCLUSION

rning on the impact of governance as

ce, in the sense that firms which
DyCrna; jsos‘cs of capital, higher share
a-pe rma'!e. Evenstheughydlie cmpirical evidences have

some conflicti es in samples, sample

period, and the m

This paper i dodid S Y gef governance standard on
firms’ perfo ' leve ailand during 2000-
2007. Follow gk u a con preficnsivehi & Corporate Governance

ation to measure the

Index (CGI)#¥as cghist tfy-\o @ ilegl G0

corporate governafice qifalif§y of .m#ﬁ&"-  samp "-,,\ N
: N e \
There are thfe ndfinghypothess niy Stldvs Mirst, higher-governed firms
have better operagifig pé for% dadahdiket prefpiuM since effective corporate

governance reduces thgprq ff'}-—: 1 e’ SN ! propriation and increases the
r Best interest of the shareholder. To test

this hypothesis, I emplo “"?-: m

to capture @ <

performance, Tobin’s Q (Q, use

3 &@ capture operating

etween the overall

(N

rmiydluation as measure by

quality of fi Hve
both Tobin’s @and return on assets. This result is still réb¥ist to the inclusion of

various firm char‘e&cs.

prieesish pist fowany cha 't erflan@e fpeaCticelon afpartaCular firm.

In thuase that the market cannot '?mediately adjust, which is normally assumed for

af gmdc vel 0 ket - i e civati c
Q‘ ers hﬁj othesisl I foul pottfolid b ﬂas
q rebalancing each portfolio evefy yéar and apply three-factor model to capture level of

abnormal in each portfolio. The evidence shows no significant correlation.
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Last, I expand my study to see the correlation between level of governance
and other measure for investor’s return, dividend yield. All governance categories are
positively correlated with dividend yield with 99% confident interval. However, the
correlation of CGI and dividend yield is less emphasizing when control variables are

gradually add to the model.

o. First, there might be some other

I which is not included in my
¢ governance questions

webgite fut I cannot track that

There are some limitati¢

study caused trouble1

need information.-

information back fo ¢/ periods ) O hat is because corporate
website have yyhile Taced the, pas ir formalion in the website. Thus,

N

I have to leave e existing limitation is
that the reliable o £ ‘ nagem ’ company may not be the
‘ ! \ pa Adlid outside directors to
signal the insider fintef ‘ e F‘f | \ ly, even though outside
directors in factfo noffaffg .';;ff'

The results fifom ghis pa irther study. The corporate
governance measure '." Wi , big Cllange in regression result since
the public 1nformat10 ma ‘ dhavior of the firm and may lead to

a miss corporate governaf ae regulation should make clear

criteria to | escription. Since the

ALy
govemance ";fmﬁiﬁ—m;_m-mm = 5]

corporate go"_l ne , ‘m
II

governance m&H rement should ¢ doONC overtime.
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APPENDIX A: CORPORATE GOVERNANCE CONSTRUCTION

I follow the method and detail used to score answers corresponding to corporate governance question
originally created by Ananchotikul (2006). Some questions are dropped out to make the CGI scores
comparable during the sample period, 2000-2007. There are 64 questions, instead of 84 questions, used
to measure the level of corporate governance practice for each individual firm. In this appendix I
provide only the questions and scoring method used in my study As cited by the original paper, 15

20%; shareholder rights 10%, and
e higher the value the better the

d1t1omgn Investment Really Improve

ﬂNU’JVIEIVI’B'WU’]ﬂ‘i
1RINTUNRIINYIAY
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Code Questions Scoring Rule Max. Score  Weight
A. Board Structure 6.00 20%
Al What is the size of the board of 1if5 <—al<=12: 0 ofherwise
directors?
A2 What is the size of executive board? lifa2 <=12 ;0 otherwise
a3 How many directors are also lifa3/al <1/3 ;0 otherwise
managers’
A4 How many directors are depende ifad/al > 1/3 ;0 otherwise
Does the firm state the definitio:
A5 independence in the dls s J ;0 otherwise
report? , ’
How many directo ¢ attel ‘ ;
director trainingspEogra 115 by e
A6 Thai Tnstitut W—‘ —;Omherwme
Assomahos?”
B. Conflict of Inte 8.00 25%

B1
B2

B3

B4

B5

B6

B7

B8

B9

B10

Bl11

Is the chairman.i ’_f' 0
as CEO?

! i\ .
Is the chairman ig pe | ' ‘ \ sl W0 otherwise
How many pubfic comipapiecs ; ' o
the chaicma@f currgftly as @ : B3 53 W, UG8 wise

director or a magage | =SS R
Does an audiffCommaittegfexiSt’ —— if b4 N 1erwise
- Ghair bygimdepende: - AW W b
directg? & ¥ - BLEBS=I%, %0 othetwise

- Rgl€ and sp sibilitig i \
Clearly gfated@ % ¥ ‘ 6= ‘-,._-' -0 otherwise
F = il ¢ " %\

!l
Perf@fmang or meetiing )
attendancgidisclosft ' ! ;0 otherwise

. LB i ’ ; .
Does a nominating committes st h& ;0 otherwise

;0 otherwise

Srform:
ndance disclost

Does a rem ratlon committee
exist? \ 1/2 0 otherwise

ﬂUH%%Hﬂﬁﬂﬂ@ﬂﬁ

clearly stated?
I ﬁni‘anlej

Bl16
B17

Role and responsibilitie ?
1/6 if bl4=1 A) otherwise

Does a corporate governance 1/2ifbl6=1 ;0 otherwise
committee exist?

- Chair by independent 1/6 if b17=1 ;0 otherwise

MfiEaY



B18

B19

B20*

B21

B22

B23

B24

B25

director?

- Role and responsibilities
clearly stated? 1/6 if b18=1 ;0 otherwise

- Performance or meeting
attendance disclosure? 1/6 if b19=1 ;0 otherwise

;0 otherwise

'_. 2/ 15l o therwise

:0 otherwise

% %0 otherwise

%0otherwise

",

%0 otherwise

43

v M in the disclosure report?

C. Board Responsih M H 'r % -\\ A %

10.00 20%

Cl*

sk

C3*

C4*

C5*

Co*

C7

f

mm

Number gfboard@hectiligper CaL. . 1f gl =48 % ;0 Otherwise
Average directglifs mgeti i [ ) \ \

» 50 otherwise
attendance i '

Average indépendeflf directqrd | T

. ;0 otherwise
meeting attendang ’ W

Is there a board meetu} »
independent director

? thtv:ije
he 'ﬂse
LN

;0 otherwise

)

Is there ar.l ast'e 0 Fwise
expert orH e audit com ﬁ
How many*public companies does ‘

the chairman of audit committee 1 if c8<=3 ;0 otherwise
serve as a dif t“manager?

W E;F y |’§ N ﬂt’!“l“i 19
Does the firm disclose that directors

evaluation system exists? /oSG sl sUADTEIASS

Does the firm have an option

ﬂﬁﬁﬁﬁmm UIINEIAY

fault during the past year?

D. Shareholder Rights

7.00 10%

D1*
D2*

Does the firm hold an annual general
shareholder meeting?
Does the firm employ one-share- 1if d2=1 ;0 otherwise

1ifd1=1 ;0 otherwise



one-vote rule?

*
D3 electing directors?

D4*  Is voting by mail allow?

Is cumulative voting allowed in

44

1if d3=1 ;0 otherwise
1if d4=1 ;0 otherwise

How many days in advance does the
D5*  company send out a notice of ds/14 ;0 otherwise
general meetings to shareholders?

D6*  Is proxy voting allowed?

b7 policy?

What is the minimu

DS percentage of net pig
to the dividend 5-»-..., !
Does the firm p

D9 explanatlon/ratlona
dividend a ;

E. Disclosure and Trans ] Mm F\\

Does the firmagdfSclosg
- Board meefing

El of ind®1dualfdirg
- Board#0ompghsa
E2 bepfits of nd
gditecto
E3 - DirgBtors §

J -'.w j W
- Relat€d parts transa !g,';.?é: y

E5 detail

- Corporate grou

E6

Grouping of 0l
E7
E8* b

Does thefi
E9* relationsi ‘ivity carrie
the past

include a se

E10

Not
* The original paper exclude from UOO CGI calculatlo

RN

Does the firm disclosure a nﬁ d

=ho 1d1ng -

Does the ﬁr?s Annual Report

ﬂoted to
P

;0 otherwise

;0 otherwise

;0 otherwise

;0 otherwise

.'

10.00 25%

g report?

tgfs ALK G s0%iherwise

dyf

erwise

N
A

i

‘ f P i % |
- o oldino i » % L N .
E4 g & e - )iy \ WO otherwise

;O‘ otherwise

P gt g @
g

;0 otherwise

UN1INYIAY
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APPENDIX B: VARIABLES DESCRIPTION

In this appendix I provide a brief description and definition for all variables used in this study. All
accounting data are measured at the fiscal year end. Source for accounting data: Data Stream

TableB1: Corporate Governance and Firm valuation

Variable Measurement

e of common stock share + book
ed stock + book value of long term

Q of inventory + book value of
k value of current

ROA terest and tax to total
Control Variable g / % s
LN(ASSETS) ASsets Vgl # o 4 2 wiotal asscts at the end of fiscal year
BTM Book#0-market #ati 2at] bk valeper share to price per share
LN(AGE) o A 1 o Of't mBer of years listed on the

! . L ) hiange.bi land
D/A pghl-to-gibit 1 fOkcapital, where capital is total
GROWHT Male of ‘ ‘: ntagc alichange in last year sale
TURN T Joved ; fitotal re'traded to total share held by

'T'ilfl

Corporate Govermfince ) _-W m,_ o
= .
CGI Corp ‘te, §vcfnan *5%

ABPENDIX A Corporate Governance Index
N D
h ]
Kigasuremerfy
PAPPENDEX A

SUBA Board Sti ‘ e .

orporate Governance Index

SUBB NDIX A: Corporate Governance Index
drcment

SUBC DIX A: Corporate Governance Index

SUBD orpérate Governance Index

SUBE P jfe Governance Index

ﬂUEJ’JVIEIVI‘SWEJ'TIﬂﬁ
wwmnmummmaﬂ
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TableB2: Corporate Governance and Stock Returns

Variable Description Measurement
Portfolio Construction
PORT1 First Portfolio Contain all stock with CGI score in the first quartile
PORT2 Second Portfolio Contain all stock with CGI score in the second quartile
PORT3 Third Portfolio Contain all stock with CGI score in the third quartile
PORT4 Fourth Portfolio ' pinall stock with CGI score in the fourth quartile

Return on Stock

TR Total Return ce plus dividend receive minus last
, ) Fby last stock price
YLD Dividend i i > previous fiscal year to the
ket c@ured at the calendar year end
Control Variable
RMRF Risk premiulh et return minus risk-free
Ball - Onih ( Fetitisof factors mimicking
HML 8 - to.Gapture book-to-market
Characteg$fics 5
SMB f factors mimicking
SIZE Mdend of month t-2
TURN T léd. by otftstanding share
RETI1-2 Past r PN | ret on 1 onth t-2 through t-1
RET3-4 ‘ . g Tiieaveiagcgotalictuth on Month t-4 through t-3
RET35-6 ' ' month t-6 through t-5

ﬂuEJ’JYIEIVI’B'WMﬂﬁ
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