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ABSTRACT 

This thesis investigates corporate governance disclosure in companies' annual reports in 

relation to: 1) the robustness of the disclosure scoring methods and the sensitivity of 

association testing, and 2) the influence of corporate governance disclosure on market 

perceptions of a company. Companies listed in Malaysia, Singapore and Thailand for the 

financial year ending 2004 were chosen as samples in this study. 

This thesis employs both quantitative and qualitative methods of investigation. For the 

quantitative approach, theories related to corporate governance disclosure and 

environmental characteristics of Malaysia, Singapore and Thailand are employed to 

formulate testable hypotheses. To help validate and complement statistical findings, 

questionnaires and interviews with listed companies, investment analysts, external 

auditors and regulators have also been conducted. 

The contributions to knowledge are: 1) to contribute to theories on corporate governance 
disclosure, 2) to contribute a methodological extension to the understanding of factors 

influencing corporate governance disclosure and the impact of the disclosure on market 

perceptions of companies, 3) to understand corporate governance disclosure from 

different environmental perspectives such as culture and levels of economic and capital 

market developments, and 4) to provide possible suggestions for corporate governance 

codes or principles in relation to corporate governance disclosure. 

Key findings are: The regression results based on different scoring methods may bring 

out different sets of explanatory variables, suggesting that employing different scoring 

methods can help provide a clearer explanation/picture of corporate governance 

disclosure and its impact on market perceptions. Although financial disclosure theories 

can be applied to the area of corporate governance disclosure, the explanations of the 

theories should be interpreted with particular relevance to the context of corporate 

governance disclosure. Environmental determinism theory, which suggests that the 

environment in which companies operate can have an influence on their disclosure, is the 

dominant theory in explaining country differences in corporate governance disclosure. 
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CHAPTER 1: INTRODUCTION 

1.1 Introduction 

Corporate governance disclosure requirements and guidelines were developed across 

many Asian countries after the 1997 economic crisis. Robb et al. (2001) suggest that 
institutional investors and financial analysts seek non-financial information about the 
long-term ability of managers to manage effectively and efficiently, while Bronn (2004) 

argues that communication of corporate governance practices is the primary interest of 

many stakeholders. Finally, Independent Audit Limited (2006) suggests that when the 
business changes, users will also want to know how corporate governance responds. 

Despite the significance of corporate governance disclosure indicated in the studies 

cited, only relatively few studies examine corporate governance disclosure in Asia, i. e. 
Bushman et al. (2004), Standard and Poor's and Corporate Governance and Financial 

Reporting Center (S&P and CGFRC) (2004a, b, c, d, e), Hossain and Taylor (2006), Qu 

and Leung (2006), and Mak (2007). This suggests that more research is needed to further 

understand corporate governance disclosure in Asian countries. Examining different 

countries, and the different environments which exist across these countries, may help to 

identify factors which motivate corporate governance disclosure in that particular 

environment. Such examinations may also help to show the variation in significance 

placed on corporate governance disclosure by market participants across countries. This, 

in turn, may contribute to current knowledge of corporate governance disclosure and 

may provide a basis from which to question whether existing financial and non-financial 

theories are able to explain corporate governance disclosure in Asia. 

1.2 Motivation 

The study of corporate governance disclosure in this thesis is motivated by: 1) the 

relatively small number of studies on corporate governance disclosure in Southeast Asia, 

and 2) the emphasis placed on improvements in corporate governance and related 
disclosure in Southeast Asian countries following the 1997 Asian economic crisis (see 

for example, Ho and Wong, 2004; and Solomon and Solomon, 2004). 



The significance of the disclosure argued by prior corporate governance disclosure 

studies suggests that a rigorous investigation of the questions and issues raised by these 

studies may be needed in Southeast Asia (where there are only relatively few studies). 

For example, Bhat et al. (2006) suggest that corporate governance information is useful 
in evaluating the credibility and quality of financial information, which is the 

information employed by analysts to generate their earnings forecasts. Additionally, they 

show that corporate governance information is even more significant when financial 

disclosure is less transparent. Stanwick and Stanwick (2005) suggest that improving 

corporate governance disclosure is related to enhancing transparency, promoting sound 

capital markets and regaining the confidence of stakeholders, while Bujaki and 
McConomy (2002) provide evidence that companies accused of corporate governance 
failures tend to have poor corporate governance disclosure prior to failure. This suggests 

that investors should be wary of companies with poor corporate governance disclosure. 

Additionally, Ramsay and Hoad (1997) suggest that corporate governance disclosure can 

help shareholders and other stakeholders to monitor directors. 

This thesis focuses particularly on examining corporate governance disclosure in 

Malaysia, Singapore and Thailand. These countries have placed great significance on 

corporate governance disclosure following the 1997 crisis, as can be seen from the 

development of the codes or principles of corporate governance (e. g. Finance Committee 

on Corporate Governance: FCCG, 2001; Corporate Governance Committee: CGC, 2001; 

and the Stock Exchange of Thailand: SET, 2002, for Malaysia, Singapore and Thailand, 

respectively), and the requirements for listed companies to disclose in their annual 

reports how they apply the relevant codes or principles, together with any reasons why 

they may fail to comply with them. This provides the opportunity to examine whether 

new regulations have any significant impact on the extent of corporate governance 
disclosure in annual reports. In addition, it should help evaluate whether theories 

originating from western countries are able to explain variations in corporate governance 

disclosure in the context of Southeast Asia. The selection of Malaysia, Singapore and 

Thailand for this study is motivated by the different environments which exist in these 

countries, e. g. culture, capital market development, and institutional governance 

structures'. The analyses of corporate governance disclosure in these countries should 

1 Institutional governance structure is corporate governance mechanism at a country level (see section 
3.3.5 for detailed discussion). 
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contribute towards an assessment on the effects of environment on the disclosure of 

corporate governance information. 

For Malaysia, FCCG (2001) suggests that because good corporate governance rests with 

the boards of directors, the explanation for the way in which a board applies the 

principles is very significant, while Miles (2005) suggests that greater disclosure of 

governance practices and transparency in company reporting can improve confidence on 

the part of investors. Miles (2005) further suggests that this is an important strategy in 

attracting investment and securing credit. For Singapore, CGC (2001) argues that 

information about the corporate governance framework and practices has to be disclosed 

in order to help investors assess the appropriateness of companies' corporate governance 

practices and allow them to make informed decisions. For Thailand, SET (2001) 

suggests that corporate governance disclosure allows stakeholders to examine a company 

more cautiously, specifically with regard to monitoring the ethical and moral conduct of 

a company's operations and whether or not this conduct is maintained. Cheung et al. 

(2007) suggest that disclosing corporate governance information should help reassure 

investors that companies are being managed with the interests of shareholders in mind. 

Prior corporate governance disclosure studies focus mainly on employing a dichotomous 

method in measuring corporate governance disclosure, so this provides a motivation for 

extending the scoring methods in order to test the robustness of the association testing. 

Furthermore, it is because of the possible influence of corporate governance disclosure 

on the attitudes of market participants towards companies (for example, Bebczuk, 2005, 

Klein et al., 2005, Miles, 2005; and Cheung et al., 2007), and the lack of prior studies in 

this area, which motivate the researcher to examine market perceptions of corporate 

governance disclosure. 

1.3 Objectives 

The overall aim of the thesis is to evaluate the extent of corporate governance disclosure 

in corporate annual reports, after the development of codes or principles of corporate 

governance following the 1997 Asian economic crisis. Corporate governance disclosure 

can be regarded as, to external stakeholders, the initial evidence of corporate governance 

quality. The main objectives of this thesis are as follows: 
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Objective la: To investigate the robustness of corporate governance disclosure 

scoring methods and the sensitivity of association testing of factors 

influencing corporate governance disclosure in annual reports 
Objective lb: To assess the applicability of disclosure theories2, derived from both 

financial and non-financial disclosure, to corporate governance 
disclosure 

The first objective is to examine whether different methods of corporate governance 
disclosure scoring will provide similar results in the association testing. The findings 

will contribute towards an assessment of the impact of different scoring methods on 
factors influencing corporate governance disclosure. It will also help explain corporate 
governance disclosure levels in annual reports using theories developed for financial and 

non-financial (other than corporate governance) disclosure. 

Objective 2a: To assess the impact of corporate governance disclosure in corporate 

annual reports on market perceptions of company performance, when 

compared with corporate governance practices 
Objective 2b: To assess the applicability of theories explaining the impact of 

corporate governance disclosure on market perceptions of company 

performance 

The findings will contribute towards an assessment of the importance of corporate 

governance disclosure with regard to its effect on market perceptions of company 

performance. 

Objective 3: To employ a qualitative approach in validating and complementing the 

interpretation of statistical findings, and to identify additional factors 

not included in the statistical models 

The qualitative approach will help strengthen the statistical findings and extend current 

thinking on: 1) factors influencing corporate governance disclosure, and 2) the influence 

of corporate governance disclosure on market perceptions of company performance. 

2 Throughout this thesis, the researcher clearly states when the disclosure of corporate governance 
information is the focus of the discussion. For all other cases, it should be taken to mean general 
disclosure (financial or other non-financial). 
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Objective 4: To explore the similarities and differences in the findings across 
Malaysia, Singapore and Thailand for both quantitative and qualitative 

approaches 

This will contribute towards an understanding of corporate governance disclosure from 

different environmental perspectives, as well as helping to assess the applicability of 

environmental determinism theory. 

Objective 5: To make observation on policy implications of implementing codes or 

principles in relation to corporate governance disclosure 

This will contribute towards the development of codes or principles and regulatory 

enforcements in relation to corporate governance disclosure. 

1.4 Research questions 

The general research questions (GRQs) shown below are for Objectives 1-3: 

GRQ 1: To what extent do the results of association testing depend on the choice of 

scoring methods for corporate governance disclosure in the annual reports of 

major listed companies in Malaysia, Singapore and Thailand? 

GRQ 2: To what extent, compared to corporate governance practices, is corporate 

governance disclosure statistically significant in explaining market perceptions 

of company performance? 
GRQ 3: What insights are offered by preparers and users of corporate governance 

information to validate and complement the statistical findings regarding 

factors which influence corporate governance disclosure? 

GRQ 4: What insights are offered by preparers and users of corporate governance 

information to validate and complement statistical findings on whether 

corporate governance disclosure can have an impact on market perceptions of 

company performance? 

Objectives 4 and 5 will be dealt with through analyses of the answers given to the GRQs. 

The GRQs are further divided into ten specific research questions (SRQs) as shown in 

Table 1-1. 
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Table 1-1: Specific research questions 

Specific research questions (SRQs) Linking 
to GR Chapter 

SRQ 1: What is the extent of corporate governance disclosure in GRQ 1 5 
the annual reports of major companies included in the 
Kuala Lumpur Composite Index (KLCI), Straits Times 
Index (STI), and Stock Exchange of Thailand (SET) 50 
Index, and do different scoring methods distinguish 
different aspects of corporate governance disclosure? 
a) What is the extent of corporate governance disclosure, GRQ 1 5 
both mandatory and voluntary, in the annual reports? 
b) Do different corporate governance disclosure scoring GRQ 1 5 
methods distinguish different aspects of corporate 
governance disclosure? 

SRQ 2: To what extent do the results of association testing depend GRQ 1 6 
on the choice of scoring methods for corporate governance 
disclosure in the annual reports of major listed companies 
in Malaysia, Singapore and Thailand? 
a) Which factors are statistically significant in explaining GRQ 1 6 
variations in corporate governance disclosure in annual 
reports? 
b) To what extent is the robustness of association testing GRQ 1 6 
sensitive to the corporate governance disclosure scoring 
methods used? 

SRQ 3: How can variations in corporate governance disclosure in GRQ 1 6 
annual reports be explained by theories relevant to 
corporate governance and market-related theories, as well 
as by each country's own environment? 

SRQ 4: What is the effect of corporate governance disclosure on GRQ 2 7 
market perceptions of company performance, when 
compared with corporate governance practices? 

SRQ 5: How can variations in market perceptions of company GRQ 2 7 
performance be explained by theories relevant to corporate 
governance disclosure and practices? 

SRQ 6: What are the perceptions of preparers and users of GRQ 3 8 
corporate governance information as disclosed in the 
annual reports? 

SRQ 7: How do the opinions of preparers and users of corporate GRQ 3 8 

governance information help validate and complement the 
statistical findings of factors influencing corporate 
governance disclosure? 

SRQ 8: How do the opinions of preparers and users of corporate GRQ 3 8 

governance information help with an understanding of the 
theories relating to the factors influencing corporate 
governance disclosure? 

SRQ 9: How do the opinions of preparers and users of corporate GRQ 4 9 
governance information help validate and complement the 
statistical findings in relation to the effect of corporate 
governance disclosure on market perceptions of company 
performance, when compared with corporate governance 
practices? 



Specific research questions (SRQs) 
Linking 
to GRQ Chapter 

SRQ10: How do the opinions of preparers and users of corporate GRQ 4 9 
governance information help with an understanding of the 
theories relating to how corporate governance disclosure 
affects the market perceptions of companies? 

1.5 Summary of research methodology and methods 

This thesis employs both a quantitative approach (statistical analyses) and a qualitative 

approach (questionnaires and interviews). The quantitative approach is based on the 

positive paradigm. Hypotheses are developed from relevant theories and these are then 

tested using regression analysis in order to examine: 1) factors influencing corporate 

governance disclosure, and the sensitivity of association testing to corporate governance 
disclosure scoring methods, and 2) the influence of corporate governance disclosure on 

market perceptions of company performance. The qualitative approach is based on the 

interpretivist paradigm. This approach aims to understand the perceptions of the people 

who are the research objects and helps validate and complement the statistical findings. 

The research methods are summarised as follows: 

1.5.1 Data collection 

The sample for the quantitative approach comprises ninety companies, taking the top 

thirty, based on market capitalisation, from companies listed on the Kuala Lumpur 

Composite Index (KLCI), Straits Times Index (STI) and Stock Exchange of Thailand 

(SET) 50 Index. The sample size is a compromise between the constraints of manual 

collection of data and the desire to have sufficient data for parametric testing. 

A survey is conducted by means of questionnaire and interview with preparers and users 

of corporate governance information across Malaysia, Singapore and Thailand. The 

number of respondents comprises: 25 listed companies, 17 investment analysts (both 

sell-side and buy-side analysts), 13 external auditors, and 3 regulators. 

1.5.2 Quantitative approach: statistical analyses 

For the sample, corporate annual reports of the year 2004 are used for the analysis of 

corporate governance disclosure. This is the year where a comparison of disclosure 

across Malaysia, Singapore and Thailand became possible due to the difference in the 
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effective dates of corporate governance disclosure requirements. It is also the most 

recent annual reports available at the time of data collection (see section 4.3.1). To 

examine the sensitivity of association testing to corporate governance disclosure scoring 

methods, four scoring methods are employed based on a checklist developed specifically 
for this thesis. The checklist was prepared with regard to: 1) the OECD principles of 

corporate governance, 2) codes or principles, regulations, and guidance on corporate 

governance developed particularly for Malaysia, Singapore and Thailand, and 3) the 

checklist items employed in prior corporate governance disclosure studies relevant to the 

context of Malaysia, Singapore and Thailand. 

The scoring methods are: 1) a dichotomous method, 2) a relative number of text units 

method, 3) a method adapted from Beattie et al. (2004), and 4) a method adapted from 

Beretta and Bozzolan (2004). Beattie et al. (2004) and Beretta and Bozzolan (2004) 

develop measurement methods from contexts of general corporate reporting and risk 

communication, respectively. Their methods are adapted to the specific objectives of 

corporate governance disclosure. 

To examine the influence of corporate governance disclosure, compared to corporate 

governance practices, on market perceptions of company performance, Tobin's Q is 

selected as a proxy for the market perceptions. Tobin's Q is a commonly used 

performance measurement in terms of company valuation in corporate governance 

research (for example, Weir et al, 2002; Abdul Rahman and Haniffa, 2005; Bebczuk, 

2005; Klein et al., 2005; and Haniffa and Hudaib, 2006). Tobin's Q is approximated in 

this thesis as follows: the market value of common shares plus total debt, in proportion 
to the book value of total assets. 

1.5.3 Qualitative approach: Questionnaires and interviews 

The two qualitative approaches employed are questionnaires and interviews. The 

questions, shown in Appendix 4-G, comprise both open-ended questions, i. e. those 

which allow respondents to reply freely, and closed questions, i. e. those which offer a 

choice of replies (Oppenheim, 1992). The analyses are based on the written responses to 

questionnaires received via e-mail, and on the transcripts prepared after each interview. 
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1.6 Contribution to knowledge 

There are four main contributions of the thesis. Firstly, this thesis contributes to theories 

relevant to corporate governance disclosure. It discusses the extent to which prior 
financial disclosure theories are relevant in the context of corporate governance 
disclosure, including the applicability of theories originating from western countries in 

explaining corporate governance disclosure in Southeast Asia. The analyses of statistical 

results and survey responses also lead to the development of the theoretical interpretation 

with particular relevance to corporate governance disclosure in the area of: 1) factors 

influencing corporate governance disclosure, and 2) the influence of corporate 

governance disclosure, compared to corporate governance practices, on market 

perceptions of company performance. 

Secondly, the thesis provides a methodological extension to prior corporate governance 
disclosure studies because it incorporates not only the widely-followed dichotomous 

method, but also other scoring methods. These other scoring methods include those 

employed in the contexts of general corporate reporting and risk communication which 

are adapted to the specific objectives of corporate governance disclosure. This extension 

of scoring methods helps examine the sensitivity of association testing according to the 

scoring methods used. The qualitative approach validates and complements 
interpretation of the statistical findings. In addition, it can help further identify factors 

influencing corporate governance disclosure, especially the qualitative factors which are 

difficult to measure accurately and are not captured in the statistical models. 

Thirdly, it provides a comparative analysis of corporate governance disclosure across 

three countries, which helps develop an understanding of corporate governance 
disclosure from different environmental perspectives. Comparing the findings across 
different countries should help determine the different factors influencing corporate 

governance disclosure, as well as the importance placed upon corporate governance 
disclosure by the market participants in each country. 

Finally, the thesis is concerned with policy implications. The analyses of corporate 

governance disclosure in annual reports and the responses from the preparers and users 

of corporate governance information help provide suggestions in relation to possible 
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improvements for corporate governance codes or principles, and enforcement related to 

corporate governance disclosure. 

1.7 Limitations 

The main limitation in this thesis is the generalisability of the findings (see section 10.5 

for detailed discussion on limitations). In total, only ninety companies were examined. 
The sample size is a compromise between the constraints of manual collection of data 

and the desire to have sufficient data for parametric testing. In addition, there are fewer 

respondents from Malaysia and Singapore when compared to Thailand, hence the 

qualitative findings should be regarded as only the initial evidence for corporate 

governance disclosure. 

1.8 Structure of the thesis 

This thesis is organised as follows: 

Chapter 1 sets out the motivation and objectives. Research questions are presented. 
Research methodology and methods employed to answer the research questions are 

summarised. The contributions to knowledge and limitations are discussed. The chapter 

ends by outlining the structure of the thesis. 

Chapter 2 reports and discusses the meanings and systems of corporate governance. It 

reviews general disclosure theories (for both financial and non-financial disclosure), as 

well as prior corporate governance disclosure studies. The theories employed to explain 

results from prior studies are summarised. An opportunity to expand the research on 

corporate governance disclosure employed in this thesis is identified. 

Chapter 3 highlights differences in the environments across Malaysia, Singapore and 

Thailand in order to: 1) justify the investigation of Malaysia, Singapore and Thailand in 

this thesis, and 2) identify those aspects of environment which are expected to have an 
influence on corporate governance disclosure. The chapter describes the development of 

corporate governance disclosure and practices in each country. 

Chapter 4 describes the research methodology and methods adopted to answer the 

research questions. The criteria employed in the selection of companies for statistical 
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analyses and composition of respondents are discussed. The development of the 

corporate governance disclosure checklist and the reasons for using corporate annual 

reports for examining corporate governance disclosure are explained and discussed. The 

chapter describes the scoring methods, the measure of market perceptions of company 

performance, and the qualitative approach employed. Finally, a discussion of the 

statistical techniques employed to test the research hypotheses is provided. 

Chapter 5 evaluates the extent of corporate governance disclosure in corporate annual 

reports, both mandatory and voluntary, across Malaysia, Singapore and Thailand. The 

differences in the scoring methods are also discussed to justify the inclusion of these 

scores in the separate multivariate analyses. The chapter also evaluates the level of 

corporate governance disclosure according to category of information, i. e. codes or 

principles of corporate governance, board, audit and internal control, nomination, 

remuneration and stakeholders. 

Chapter 6 discusses the development of hypotheses in relation to factors influencing 

corporate governance disclosure. The hypotheses are developed mainly from financial 

and non-financial disclosure theories to test how well these theories are applicable to the 

area of corporate governance disclosure. The statistical findings based on both univariate 

and multivariate findings using different corporate governance disclosure scoring 

methods are discussed and compared to test the robustness of the association testing to 

the scoring methods employed. The findings are interpreted in the context of Malaysia, 

Singapore and Thailand separately and then they are analysed based on applicable 

theories. 

Chapter 7 discusses the development of hypotheses with respect to factors influencing 

market perceptions of company performance. Particular emphasis is given to the 

influence of corporate governance disclosure, compared to corporate governance 

practices. The results of univariate and multivariate analyses are reported and are 

interpreted in the context of Malaysia, Singapore and Thailand separately. These are also 

analysed based on applicable theories. 

Chapter 8 analyses responses to survey questions which sought the opinions of 

respondents on: 1) the general issues of corporate governance disclosure, e. g. the 

importance of corporate governance disclosure and the perceived reliability of the 
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information disclosed in corporate annual reports, and 2) factors influencing corporate 

governance disclosure. The responses are used to validate and complement the statistical 
findings discussed in Chapter 6. Other factors influencing corporate governance 
disclosure which were not included in the statistical models but were suggested by the 

respondents are also analysed. These are separated into: 1) qualitative factors, and 2) 

quantifiable factors. The applicability of theories relevant to corporate governance 
disclosure is discussed along with the findings. 

Chapter 9 analyses responses to survey questions which sought the opinions of 

respondents on the influence of corporate governance disclosure on market value. The 

responses are used to validate and complement the statistical findings in Chapter 7. The 

applicability of theories is discussed along with the findings. 

Chapter 10 presents the conclusions of this thesis. The chapter highlights the 
interpretation of the main statistical results and survey findings, as well as the 

contribution of this study. The limitations of the study and where possible how to 

overcome these limitations are addressed. Suggestions are provided for further research. 
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CHAPTER 2: GENERAL CONCEPT OF CORPORATE GOVERNANCE, 
DISCLOSURE THEORIES AND PRIOR STUDIES ON CORPORATE 
GOVERNANCE DISCLOSURE 

2.1 Introduction 

This chapter first defines corporate governance. It then provides a review and an 

evaluation of general disclosure theories, and discusses prior evidence in relation to 

corporate governance disclosure. The discussion of general disclosure theories mainly 
helps develop hypotheses with particular relevance to corporate governance disclosure in 

Chapter 6 (variables influencing corporate governance disclosure) and Chapter 7 (the 

effect of corporate governance disclosure on market perceptions of company 

performance). In addition, it assists in the interpretation of both the statistical findings 

and survey responses presented in Chapters 6 to 9. The review of prior evidence helps 

with an understanding of corporate governance disclosure studies undertaken in both 

developing and developed countries. It thus assists in the formation of the research 

questions outlined in section 1.4, the research methods in Chapter 4, and the hypotheses 

developed in Chapters 6 and 7. Furthermore, the review assists in the interpretation of 

the statistical findings in Chapters 6 and 7. 

Section 2.2 defines corporate governance. Section 2.3 reviews disclosure theories, 

followed by an evaluation of these theories in section 2.4. Sections 2.5 and 2.6 

summarise and discuss prior studies on corporate governance disclosure. A summary and 

conclusions are presented in section 2.7. 

2.2 Discussion of corporate governance 

The main purpose of this section is to provide a general concept of corporate 

governance, i. e. its definitions and systems, which is used as a basis for discussing 

corporate governance in Malaysia, Singapore and Thailand (Chapter 3). 

Corporate governance has been defined in many ways. The traditional school of 

corporate governance concentrates on wealth maximisation for shareholders (Bhasa, 

2004). Solomon and Solomon (2004) indicate that this is a narrow view of corporate 

governance because it is restricted to the relationship between shareholders and the 

company, which is the traditional finance paradigm indicated in agency theory. Bhasa 
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(2004) argues that the idea of shareholders being the exclusive providers of resources is 

incomplete. This is because the decisions which companies make are related to the 

consequences for all stakeholders. Therefore, the parties directly or indirectly impacted 

by the operations of the companies have to be compensated either in pecuniary or non- 

pecuniary terms. 

Because of the importance of all stakeholders, stakeholder theory emerges as a response 
to the problem related to the shareholder concept mentioned (see section 2.3.3). Solomon 

and Solomon (2004) argue that, based on this theory, corporate governance can be 

regarded as a relationship between a company and its stakeholders, to whom the 

company is accountable. This development turns the focus on to the broader remit of 

corporate governance, including corporate social responsibility (Solomon and Solomon, 

2004). In particular, it does not only concentrate on shareholders' need, but also the 

requirements and needs of the other stakeholders, for example, it is focused on how 

companies can provide accountability to a broader range of stakeholders through the 

social, ethical, environment (SEE) and ultimately sustainability reporting and the 

involvement of stakeholders. These areas are important because it is shown that 

companies can suffer substantial financial loss if there are SEE problems and incidents 

(Solomon and Solomon, 2004). These arguments indicate that not only are the 

shareholders important to the survival of the company, but that other stakeholders are 

also significant if the company wants to achieve sustainable growth and survive in the 

long run. 

Below are various examples of corporate governance definitions offered by academics. 
Corporate governance is: 

`... the processes of supervision and control (of 'governing) intended to 
ensure that the company's management acts in accordance with the interests 
of the shareholders. '(Parkinson, 1993, p. 159) 

'... the system and processes by which companies are supervised, directed 

and controlled as well as the way directors account to shareholders. '(Choe, 
1998, p. 1) 

`... the governance role is not concerned with running the business of the 
company, per se, but with giving overall direction to the enterprise, with 
overseeing and controlling the executive actions of management and with 
satisfying legitimate expectations for accountability and regulation by 
interests beyond the corporate boundaries. '(Tricker, 1984, pp. 6-7) 
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`... the system of checks and balances, both internal and external to 
companies, which ensures that companies discharge their accountability to 
all their stakeholders and act in a socially responsible way in all areas of 
their business activity. '(Solomon and Solomon, 2004, p. 14) 

The above definitions suggest two different concepts of corporate governance adopted 
by researchers as discussed earlier. In particular, the first and second definitions 

encompass only the company's shareholders and management. This is the narrow view 

of corporate governance. This can be related to agency theory, when there is a 
divergence of interest between principals (shareholders) and agents (management) (see 

section 2.3.1). The last two definitions focus on a broader group of people than just 

shareholders. These involve a wider range of stakeholders and potentially the community 

at large. Hence, this definition can be regarded as showing the broadest view of 

corporate governance. Possible differences, regarding the focus of management and to 

whom they should be accountable for, might have an impact on the types of corporate 

governance information which companies disclose. 

Prior studies, such as Maher and Anderson (1999), Khatri (2001), and Solomon and 
Solomon (2004), suggest that there are two main corporate governance systems: 1) an 
insider system, and 2) an outsider system (or Anglo-Saxon or Anglo-American system). 

Solomon and Solomon (2004) provide characteristics for the traditional insider and 

outsider systems, and these are shown in Table 2-1: 

Table 2-1: Characteristics of insider and o utsider systems 

Insider system Outsider system 
Companies owned predominantly by Large companies controlled by managers 
insider shareholders who also wield but owned predominantly by outsider 
control over management shareholders 
System characterised by little separation of System characterised by separation of 
ownership and control such that agency ownership and control, which engenders 
problems are rare significant agency problems 
Hostile takeover activity is rare Frequent hostile takeovers acting as a 

disciplining mechanism on company 
management 

Concentration of ownership in a small Dispersed ownership 
group of shareholders (founding family 
members, other companies through 
pyramidal structures, state ownership) 
Excessive control by a small group of Moderate control by a large range of 
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Insider system Outsider system 
`insider' shareholders shareholders 
Wealth transfer from minority shareholders No transfer of wealth from minority 
to majority shareholders shareholders to majority shareholders 
Weak investor protection in company law Strong investor protection in company law 

Potential for abuse of power by majority Potential for shareholder democracy 
shareholders 
Source: Adapted from Solomon and Solomon (2004). Table [7.1] Characteristics of insider and 
outsider systems, p. 151. 

Based on the above characteristics, it may be argued that these are based on the capital 

market perspective. Since this study's main focus is on the importance of corporate 

governance disclosure through the eyes of capital market participants, these systems of 
corporate governance need to be discussed. The main difference between the two 

systems is the ownership structure. With an insider system, ownership is concentrated. 
This concentration can be in terms of control, rather than ownership. This happens when 
there is `pyramiding3' or `cross-holding4' of shares which can magnify the actual control 

of a few owners to beyond their ownership level (Khatri, 2001). Solomon and Solomon 

(2004) indicate that in such cases, ownership could be from members of founding 

families or a small group of shareholders, such as lending banks, and the government. 
Although a close relationship between managers and majority shareholders could result 
in a decrease in agency problem, there could still be an abuse of power which could lead 

to an expropriation of minority shareholders' interests by majority shareholders (see 

section 2.3.1). In addition, it might lead to a failure in timely exiting from unviable 
investments. 

2.3 Disclosure theories 

The purpose of this section is to discuss theoretical frameworks which can provide a 
basis for developing corporate governance disclosure hypotheses in Chapters 6 and 7. In 

addition, it assists in the interpretation of both the statistical findings and survey 

3 The pyramid structure occurs when an individual/family hold a majority of shares in a holding 
(parent) company that, in turn, hold majority shares in an operating (subsidiary) company (Dhnadirek 
and Tang, 2003). 
4 Cross-holding occurs when a company further down the chain of control has some shares in another 
company in the same business group (Claessens et a!., 2000). 
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responses presented in Chapters 6 to 9. Table 2-2 shows all the disclosure theories 
discussed in this section. 

Table 2-2: Disclosure theories 

Theory Section 
1. Agency theory 2.3.1 
2. Stewardship theory 2.3.2 
3. Stakeholder theory 2.3.3 
4. Legitimacy theory 2.3.4 
5. Signalling theory 2.3.5 
6. Capital need theory 2.3.6 
7. Environmental determinism theory 2.3.7 
8. Cost-benefit theory 2.3.8 
9. Political cost theory 2.3.9 

2.3.1 Agency theory 

Jensen and Meckling (1976) define agency relationship as a contract under which one or 

more principal(s) engage an agent to act on their behalf. It involves delegating to this 

agent some decision making authority whereby the agent has by virtue of economic 
contract certain obligations to be fulfilled for the principal (Culpan and Trussel, 2005). 

The assumption is that there is a divergence of interest between principals and agents 
(Hill and Jones, 1992) and that people are individualistic and utility maximisers (Davis 

et al., 1997). 

Based on the agency theory, when the management has superior access to the 

information than the principals, information asymmetry occurs (Arnold and de Lange, 

2004). This situation can lead to the inability of the principals to control the agent's 

actions, due to separation of ownership and control, thereby resulting in agency 

problems (Morris, 1987). Arnold and de Lange (2004) suggest that when there is 

incomplete information and uncertainty, two agency problems can incur. The first is the 

adverse selection problem, whereby the principal cannot determine whether the agents 

are able to perform the work for which they have been paid for. Eisenhardt (1989) argues 

that, although the agent may indicate that they have certain abilities and skills when they 

are hired, the principal cannot completely verify whether they really have these abilities 

or skills. The second problem is the moral hazard problem in which the principals are not 

sure whether the agents actually perform to their abilities, for example, whether there is 

shirking, or consumptions of perks. 
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Turnbull (1997) argues that the agency problem is very acute in countries with dispersed 

ownerships. This is because it is not rational for these investors to allocate time, and 
incur costs, in order to supervise management, as this would provide a `free ride' for 

other investors. Hope (2003) suggests that agency costs would increase in proportion to 

the amount of outside capital, which has a tendency to be higher for larger companies. 
On the other hand, with regard to East Asian companies, as suggested in Ishak (2004), 

there is unlikely to be separation of management and ownership, hence there is less 

likely to be a conflict of interest between management and shareholders. However, Choe 

(1998) argues that in East Asia, with its concentrated ownership, there is a problem with 

conflict of interest between major shareholders and other stakeholders in the company. 
Specifically, minority shareholders' interests may be ignored or suppressed. Jensen and 
Meckling (1976) also suggest that prospective minority shareholders will realise that the 

owner-manager's interests will diverge somewhat from theirs, hence the price which 
they will pay for shares will reflect the monitoring costs and the effect of the divergence 

between the manager's interest and theirs. This is supported by Khatri (2001) who 

suggests that, for the insider system where the ownership is concentrated, the conflicts 

are between controlling blockholders and small (minority) shareholders. 

Jensen and Meckling (1976) suggest that there are ways in which the principal can limit 

or minimise the divergence of interests, or avoid the opportunistic behaviour of 

management. Firstly, the agent can be monitored to ensure that they pursue the interests 

of the principal (monitoring costs). Examples of monitoring mechanisms which Asian 

companies may use in order to mitigate their agency problems are employing high 

quality external auditors and having foreign listings (Claessens and Fan, 2002). 

Claessens and Fan (2002) argue that having foreign listings allows companies to enter a 
better governance regime which in turn should increase shareholder value. Secondly, the 

principal can pay the agents to ensure that they will not perform any actions harmful to 

them, or to ensure that there will be compensations should any harmful actions have 

taken place (bonding costs). However, even with these monitoring and bonding 

activities, there can still be a reduction in principals' welfare which is referred to as the 

`residual loss'. The agency cost is the sum of the monitoring costs, bonding costs and 

residual loss. 
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Prior studies suggest that disclosure in annual reports can help lower the monitoring 

costs (for example, Cooke, 1993; and Raffoumier, 1995), as well as provide a bonding 

functions, whereby the agent can signal that they are complying with the principal's 

objectives (Hossain et al., 1994). According to the stock compensation hypothesis 

indicated in Healy and Palepu (2001), managers who get stock compensation would be 

motivated to voluntarily disclose more information, mainly to correct the perceived 

undervaluation of the company. This could be applied to the area of corporate 

governance disclosure because by disclosing corporate governance information, 

managers could demonstrate to the market the efficiency and effectiveness of its 

management, thereby improving confidence on the part of investors (Miles, 2005). 

2.3.2 Stewardship theory 

According to the view of stewardship theory taken by Davis et al. (1997), the model of 

man is based on a steward whose behavior is ordered such that pro-organisational, 

collectivist behaviors have higher utility than individualistic, self-serving behaviors. The 

assumption here is that the steward's behaviour aligns with the principal's interests and 

that the motivation for the steward will be the intrinsic rewards which cannot be 

measured easily, for example, need for achievement, recognition, and respect for 

authority (Donaldson and Davis, 1991). This conflicts with agency theory where the 

focus is on extrinsic rewards to the managers, i. e. tangible, exchangeable commodities 

that have a measurable market value. 

Nam and Nam (2004) suggest that, under the stewardship theory, the managers are 

assumed to be trustworthy. Any opportunistic behaviour is constrained because of the 

perception that the benefits gained from pro-organisational behaviour will be higher than 

those obtained from individualistic, self-serving behaviour (Davis et al., 1997). Hence, 

under these circumstances, an executive dominated board might be preferred to an 

independent director dominated board. It is assumed that, when there is conflict of 

interest between principal and steward, the steward gives higher value to the company 

and works hard to attain high profit levels for the company and higher returns for the 

shareholders (Donaldson and Davis, 1994). This conflicts with the agency theory 

assumption which indicates that people are individualistic and utility maximiser (Davis 

et al., 1997). 
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2.3.3 Stakeholder theory 

Calpan and Trussel (2005) argue that the stakeholder theory is based on the premise that 

companies have responsibilities to all stakeholders for moral reasons. van der Laan 

Smith et al. (2005) suggest that under a stakeholder approach, companies would need the 

support from all their stakeholders in order to be successful and survive in the long run. 
Furthermore, Sternberg (1997) argues that the essential element of this theory is 

accountability by the company to all its stakeholders, and that the management objective 

should be to balance the competing interests of stakeholders, and to achieve the 

company's objectives, while ensuring that the company's conduct is ethical. 

Sternberg (1997) suggests that the term `stakeholder' is intended to generalise the 

shareholder as the only group which managers need to respond to. Sternberg (1997) 

argues that the concept of stakeholder was originally defined as those groups without 

whose support the organisation would cease to exist. Since then, a wider concept of 

stakeholder has been developed. In particular, stakeholders can be referred to as anyone 

who could affect or be affected by an organisation (Freeman, 1984). Main groups of 

stakeholders include customers, the management and employees, suppliers, shareholders 

or investors, external auditors, the state, and communities (the Stock Exchange of 

Thailand: SET, 2001). 

Gray et al. (1996) suggest that disclosure can be used to manage or manipulate the 

perceptions of stakeholders in order to obtain their support and approval, or to try to 

deflect their opposition and disapproval. Hence, managers may have an incentive to 

disclose information to particular powerful stakeholders to show that they are 

conforming to their expectations (Deegan, 2002). 

2.3.4 Legitimacy theory 

Guthrie and Parker (1989) suggest that the legitimacy theory is based on the premise that 

businesses operate in a society by means of a social contract, whereby the companies 

agree to conduct socially desirable actions in order to obtain approval by the society. 

Legitimacy is defined as a condition or status which exists when an entity's value system 

is congruent with the value system of the larger social system of which the entity is a 

part (Lindblom, 1994). The survival of companies depends on the extent to which they 

operate according to the bounds and norms of the society (Brown and Deegan, 1998). 
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Corporate governance can be related to the legitimacy concept because management has 

to legitimise its actions in order to be accepted in the society. According to Donaldson 

and Preston (1995), managers should acknowledge the interests of the various 

stakeholder groups and attempt to respond based on a mutually supportive framework. 

This is based on a moral requirement for legitimising the function of the company's 

management. 

Sethi (1979) argues that if there is a divergence between the values of the company and 

society, then the legitimacy will be questioned, creating a so called `legitimacy gap'. 
However, by disclosing information, the company could reduce this legitimacy gap. This 

analysis is based on the basis that companies signal their legitimacy through disclosure 

(Watson et al., 2002). By voluntarily revealing information, including corporate 

governance information, directors can communicate to stakeholders who as a result will 
feel more assured about the performance of the company, in both financial and non- 
financial terms (Watson et al., 2002). For example, managers may voluntarily disclose 

corporate governance information to counteract the assumption that the poor 

performance is due to bad governance. 

2.3.5 Signalling theory 

Morris (1987) argues that, although signalling theory was originally developed to 

examine the information asymmetry in the labour markets, it can also be applied in any 

markets with information asymmetry problems. With regard to the capital market, 

signalling is a reaction to informational asymmetry in the market when companies have 

information that investors do not. Asymmetries can be reduced if the party with more 
information signals this to others. Watson et al. (2002) suggest that, in this case, 

managers of high quality companies may wish to distinguish themselves from lower 

quality companies by voluntarily disclosing information. Inchausti (1997) also suggests 

that principals may be interested in providing `good news' to avoid undervaluation of 

share price. Morris (1987) argues that only good companies will use the signalling 

method, because, after all, the quality of companies could be observed later by the public 

without difficulty. Thus, if companies send out the wrong signal, they may then be 

punished by the market. 
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There are two hypotheses suggested by Healy and Palepu (2001) which could potentially 

be related to the signalling theory, i. e. corporate control contest hypothesis and 

management talent signalling hypothesis. In particular, with regard to corporate control 

contest hypothesis, to avoid the risk of losing their jobs following poor stock and 

earnings performance, managers may voluntarily disclose information to reduce the 

possibility of undervaluation, as well as to help explain away any poor performance. 

Managers may want to disclose their corporate governance practices in order to justify 

that poor performance is not due to the bad governance. In other words, managers may 
be motivated to manage the impressions they are portraying, in order to repair any 
damage to their images by, for example, emphasising the positive attributes. With regard 

to the management talent signalling hypothesis, the market value of the company is 

based on the perception of investors in relation to the ability of management anticipating 

and responding to changes in future economic environment. Talented managers may be 

motivated to disclose their corporate governance practices in order to increase the 

company's market value. 

2.3.6 Capital need theory 

Companies with growth opportunities may look for external finance, equity or debt, as a 

means of supporting their operations. Suwaidan (1997) suggests that under information 

asymmetry and market uncertainty, it becomes rather costly to obtain funds. This is 

because investors may demand premiums to compensate the risk in investment. Healy 

and Palepu (2001) suggest that if companies are willing to provide more information to 

the market, it could help lower the expected rate of return. In particular, they suggest that 

for companies going to make capital market transactions, the managers may have 

incentives to reduce the information asymmetry by voluntarily disclosing information. 

This argument is consistent with Choi (1973) who suggests that companies are motivated 

to disclose information in order to raise funds at a lower cost. 

With particular relevance to corporate governance disclosure, the researcher argues that 

companies may voluntarily disclose more corporate governance information when they 

plan to make capital market transactions in order to assure investors that their corporate 

governance systems are appropriate, hence enhancing investor confidence on the 

managerial conduct. 
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2.3.7 Environmental determinism theory 

Environmental determinism theory is proposed by Cooke and Wallace (1990), who are 

particularly concerned with an environmental explanation in relation to the level of 

accounting regulation. Haniffa (1999) suggests that the interaction of different factors in 

the environment within which companies operate affects their disclosure practices. This 

argument is consistent with Qu and Leung (2006) who argue that disclosure is 

influenced by environmental factors. 

There are four environmental factors which can potentially influence corporate 

governance disclosure across Malaysia, Singapore and Thailand and these are discussed 

as follows (see Chapter 3 for the values and characteristics for each environmental factor 

across Malaysia, Singapore and Thailand). The differences in the environmental factors 

across the three countries help justify the selection of listed companies in these countries. 

2.3.7.1 Culture 

Wallace and Naser (1995) argue that culture is one of the significant factors which 

makes corporate reporting different across countries. Hofstede (1980) defines culture as 

a collective programming of the mind which distinguishes the members of one human 

group from another. Gray (1988) argues that culture is significant for understanding the 

change in social systems. This is because it affects the norms and values, as well as the 

groups' behaviour. Furthermore, Haniffa and Cooke (2002) suggest that the traditions of 

a country are instilled in its people. 

Hofstede (1980) conducts an attitude survey of employees in IBM subsidiaries. Four 

cultural dimensions: power distance, individualism versus collectivism, uncertainty 

avoidance, and masculinity versus femininity are developed. The new dimension is long- 

term versus short-term orientation which the analysis is based on student samples from 

23 countries around 1985 in relation to the Chinese Value Survey (Hofstede, 2001). It 

distinguishes societal values between those that are more dynamic and more towards the 

future (i. e. long-term orientation) and those which are more static and more towards the 

past and present (i. e. short-term orientation) (Chow et al., 1995). The main study which 

links Hofstede's cultural dimensions to the disclosure area, in particular secrecy versus 

transparency, is Gray (1988). Following Gray (1998), other studies also attempt to 

suggest the links between the two areas. Table 2-3 summarises the possible direction of 
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relationship between Hofstede's cultural dimensions and disclosure of information based 

on Gray (1988) and other prior studies. 

Table 2-3: Relationship between Hofstede's cultural dimensions and information 
disclosure 

Dimension Direction of Source disclosure 
1. Power distance Negative Gray 1988 
2. Individualism Positive Gray (1988), Salter and Niswander 

(1995), Zarzeski (1996), Jaggi and 
Low (2000) 

Negative Chow et al. (1995) 
3. Uncertainty avoidance Negative Gray (1988), Salter and Niswander 

1995 , Zarzeski (1996), Salter (1998) 
4. Masculinity Positive Gray (1988), Zarzeski (1996), Jaggi 

and Low (2000) 
Negative Williams (1999) 

5. Long-term orientation Negative Chow et al. (1995), Hofstede 2001 

Power distance 

In relation to power distance, Zarzeski (1996) suggests that a high power distance 

society has less dispersion and less questioning with regard to the authority figures. Gray 

(1988) suggests that in this environment where there is a desire to preserve power 
inequalities, lower levels of disclosure may be expected. 

Individualism versus collectivism 

With regard to individualism, the possible direction of its relationship with disclosure is 

mixed. Jaggi and Low (2000) argue that in an individualistic society, it is more 

competitive and people care for themselves, hence this could lead to a less secretive 

environment. In addition, Gray (1988) argues that a collectivist society tends to have 

lower disclosure because of families and in-groups. However, contrary to this, Chow et 

al. (1995) suggest that collectivist culture may require a company to be accountable to 

the society by disclosing information. 

Uncertainty avoidance 

As for uncertainty avoidance, prior studies argue that there should be a negative 

association with disclosure. In particular, Gray (1988) argues that a society with high 

uncertainty avoidance levels regards the need for restricting information because of the 
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possible conflicts which can occur, as well as the uncertainty of the competition. 
However, the researcher argues that it is also possible that such societies may disclose 

more information because they may wish to avoid possible conflicts with the market, and 
the disclosure of information which markets require for making informed decisions is 

one way to alleviate this problem. The disclosure could also help to avoid conflicts with 

stakeholders, which can occur if they do not have necessary information to examine and 

monitor management. 

Masculinity versus femininity 

Williams (1999) argues that society with a lower level of masculinity could be regarded 

as more caring and conscious of the impact of the company's activities on the society, 
hence may provide more information to the public. However, Jaggi and Low (2000) 

argue that a highly masculine society is more business oriented and the achievement in 

goals is regarded as important, which could lead to an increase in disclosure. This is 

because disclosure could help companies compete cost-effectively in the market 
(Zarzeski, 1996). However, Gray (1988) suggests that the relationship between 

masculinity and disclosure is regarded as more questionable, or less important, when 

compared with other cultural dimensions. 

Long-term versus short-term orientation 

Less discussion is provided in prior studies with regard to the relationship between this 

cultural dimension and information disclosure. However, Hofstede (2001) suggests that 

families with high long-term orientation indices tend to keep to themselves. 

Additionally, Chow et al. (1995) argue that where there is a strong long-term orientation, 

society tends to be more secretive towards disclosure. 

Despite the possible relationship between Hofstede's cultural dimensions and disclosure, 

the potential limitations of Hofstede's study in certain areas should be noted. In 

particular, relying on respondents from the same organisation could affect the 

generalisability of the result (McSweeney, 2002; Baskerville, 2003). In other words, the 

generalisations about national level culture from an analysis of sub-national populations 

could be questioned. Additionally, the cultural dimensions could be influenced by the 

questions employed which, as suggested by McSweeney (2002), are not comprehensive. 

Furthermore, it is argued by Harrison and McKinnon (1999) and Baskerville (2003) that 
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cultures may not equate with nations. In other words, the cultural dimensions suggested 
by Hofstede may not be a proper representation of the countries under examination 
because nations can have mixed cultures. 

The more updated study on cultural dimensions is Schwartz (1994) who employs the 

data collected from 1988 to 1992. The author presents new cultural dimensions based on 

the data from 41 cultural groups in 38 nations. Seven value dimensions are identified: 1) 

conservatism, 2) intellectual autonomy, 3) affective autonomy, 4) hierarchy, 5) mastery, 
6) egalitarian commitment, and 7) harmony. Appendix 2-A provides explanation for 

each of the Schwartz's cultural dimensions. Table 2-4 shows the significant relationship 
between Hofstede's and Schwartz's cultural dimensions based on the correlations 
between the ratings which are computed by Schwartz (1994). 

Table 2-4: Correlations between Hofstede's and Schwartz's cultural dimensions 

Hofstede's cultural 
Correlations between Hofstede's and Schwartz's 

di cultural dimensions 
mensions Positive Negative 

Power distance Conservatism Intellectual autonomy' 
Affective autonomy 
Egalitarian commitment' 

Individualism Intellectual autonomy Conservatism 
Affective autonomy Hierarchy 
Egalitarian commitment 

Uncertainty avoidance Harmon - 
Masculinity Maste - 
Source: Adapted from Schwartz (1994). Table 7.2 Correlations Between Hofstede Value L)imensions 
and Schwartz Culture-Level Value Types, p. 109. 
1 Correlation is significant at the 5% level (one-tailed) when only student samples are employed. 
2 Correlation is significant at the 5% level (one-tailed) when only teacher samples are employed. 

The relationships show that all of Schwartz's cultural dimensions can be related to 

Hofstede's cultural dimensions, either positively or negatively. Hence, Schwartz's study 

may partly help justify the findings of Hofstede. Therefore, Schwartz's cultural 

demensions may also have an influence on disclosure. The researcher argues that the 

possible direction of the relationship with disclosure will be consistent with that of 

Hofstede's (see Table 2-3) where the Schwartz's and Hofstede's cultural dimension is 

positively related. If the Schwartz's and Hofstede's cultural dimension is negatively 

related, the direction will be opposite to that of Hofstede's (see Table 2-3). It is, 

nonetheless, surprising to find that there is a positive relationship between individualism 
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and egalitarian commitment. In particular, while individualism is related to a society in 

which people care for themselves and is more competitive (Jaggi and Low, 2000), 

egalitarian commitment constitutes its voluntary commitment to promote the welfare of 

other people (see Appendix 2-A). If companies care for other people, it is likely that they 

will disclose more information so that people can have adequate information to assess 

the companies before making any decisions. 

2.3.7.2 Level of country development 

As suggested in Doupnik and Salter (1995), there should be a positive relationship 
between disclosure level and the level of economic development. So for countries with 

similar economies, disclosure practices should be similar (Khanna et al., 2004). Moaddel 

(1994) suggests that greater economic development should result in an increase in the 

number and strength of monitoring groups. These groups may want to be assured that the 

companies are managed with the stakeholders' interests in mind. 

In addition, prior studies also argue that the efficiency of the equity market can have a 

positive impact on disclosure. Haniffa (1999) suggests that the pressure for disclosure is 

higher when the capital market is more developed and active. Doupnik and Salter (1995) 

argue that when there is an increase in the activity in the capital market, more 

information may be required by stakeholders in order to help them when making an 

investment decision. 

All in all, prior studies suggest that both economic and capital market developments can 

have a positive impact on disclosure. However, with particular relevance to corporate 

governance disclosure, the researcher argues that there is also a possibility that 

management of listed companies in the country with more advanced development may 

have less desire to disclose corporate governance information. The successful economics 

and capital market in the country may reduce the need for companies to enhance 

investors' confidence with regard to their management. Furthermore, there could be less 

demand by investors in this country for corporate governance information with which to 

assess the appropriateness of corporate governance practices, when compared with less 

successful countries. 
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2.3.7.3 Legal system 

There are two broad legal traditions: 1) common law, and 2) civil (or code) law (La Porta 

et al., 1998). Common law is comprised of the `law of England' and those laws 

modelled on English law, while civil law can be commonly separated into French, 

German and Scandinavian. Common law is based on the specific case, rather than setting 

a general rule for the future (Williams, 1999). As for civil law, rules are normally set by 

national legislators (Mueller et al., 1994). Williams (1999) argues that companies may 
disclose more information under an environment which emphasises regulatory 
development in the legal legislation. In addition, companies operating under a legal 

system which does not set rules under legislative acts may have lower expectations by 

the public with regard to disclosure, leading to the decrease in management motivation 
to disclose information. 

2.3.7.4 Institutional governance structure 

Cheung et al. (2007) suggest that a country with a weaker institutional governance 
structure will have a higher disclosure, suggesting a negative association between 

institutional governance structure and disclosure. The researcher argues that this negative 

relationship could occur because stakeholders in such a country may regard management 

as potentially less accountable to stakeholders because of, for example, weaker rules and 

regulations, regulatory enforcement, and corporate governance culture. Hence, to 

improve its impression and improve stakeholders' confidence, managers may need to 

explain how companies are being managed so that stakeholders can evaluate the ethical 

and moral conduct of management. 

2.3.8 Cost-benefit theory 

The researcher argues that whenever any decision making is made, there is a need to 

consider cost and benefit involved. With particular relevance to disclosure, Bhushan and 
Lessard (1992) argue that it is now generally recognised that a cost-benefit analysis is 

required, a weighing up of the benefits of additional disclosure to investors against the 

costs to issuers. Companies may disclose information only when the benefit that might 

arise outweighs the cost of providing the information (Cooke, 1992). 
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In relation to the costs of disclosure, these can be categorised into direct and indirect 

costs (Bhushan and Lessard, 1992). Lang and Lundholm (1992) suggest that the direct 

cost of disclosure incorporates the costs of preparing and presenting the disclosure. 

Indirect costs include litigation costs arising from allegations of inadequate informative 

(or misleading) disclosure and competitive disadvantage costs (Elliott and Jacobson, 

1994). However, the researcher argues that the competitive disadvantage costs are less 

likely to incur when corporate governance information is considered. This is because 

corporate governance information does not generally involve commercially sensitive 
information (Standard & Poor's and Corporate Governance and Financial Reporting 

Centre: S&P and CGFRC, 2004a, b, c, d, e). This is supported by Labelle (2002) which 
indicates that corporate governance information is less likely to be useful to the 

competitors. 

With regard to the benefits of disclosure, Haniffa (1999) suggests that the benefits 

include an increase in participant belief/recognition of mutual interest with the company. 
She further suggests that people can make optimal decisions in relation to the resource 

allocation in the economy, which could in turn maximise economic welfare. Other 

benefits include public relations benefits, i. e. disclosure is related to the accountability, 

openness and forthrightness (Elliott and Jacobson, 1994). However, it should be noted 
that these benefits are hard to quantify. 

2.3.9 Political cost theory 

Ab. Rashid (1996) argues that a highly regulated industry, with a high level of 

government and interest group intervention, is regarded as a politically sensitive 
industry. Watts and Zimmerman (1986) suggest that disclosure could help lower 

government intervention or public criticism. Arcay and Vazquez (2005) argue that 

disclosing information seems to be more favourable for larger companies. This is 

because it is widely accepted that these companies could be more sensitive to public 

scrutiny and intervention by the government (Raffournier, 1997). 

2.4 Evaluation of theories 

Based on the theories discussed in section 2.3, agency theory may be regarded as too 

narrow a concept. This is mainly because only shareholders are regarded as principal in 
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agency theory. Stakeholder theory, however, is a broader concept with the manager 

regarded as an agent by all stakeholders. In particular, agency theory focuses on the 

fiduciary responsibilities of the agents to the shareholder, while stakeholder theory 

concentrates on balancing the interests of diverse constituents (Culpan and Trussel, 

2005). 

With regard to agency theory, its applicability to the environments in Malaysia, 

Singapore and Thailand may be different from that of the significantly developed 

countries such as the US and the UK. This is because there are differences in 

environmental characteristics such as culture, economic and capital market 
developments. In particular, monitoring costs for agency problems between management 

and shareholders may be less in Malaysia, Singapore and Thailand because companies in 

these countries normally have concentrated shareholdings by, for example, families and 

state. This could lead to a lesser problem in relation to the separation of ownership and 

control. However, there could then exist the problem of expropriation of minority 

shareholders' interests by the majority shareholders (Jensen and Meckling, 1976). 

Davis et al. (1997) argue that it cannot be determined whether agency theory or 

stewardship theory is the best way to corporate governance. Therefore, the researcher 

argues that both theories are needed in order to explain management behaviour. At the 

same time, any one principal could have both agency and stewardship relationships with 

multiple managers, while managers could also have those relationships with different 

principals. The main difference between the two theories is the assumption about human 

nature (Davis et al., 1997). Stewardship theory assumes that people will achieve utility 

through company's achievement, while in the case of agency theory, people are regarded 

as individualistic and utility maximisers. Furthermore, the motivations underlying these 

two theories are different. In particular, agency theory is focused on extrinsic motivation, 

i. e. the rewards which have a measurable market value, whereas stewardship theory 

concentrates on intrinsic motivation which cannot be easily quantified (see section 

2.3.2). 

The analysis suggests that agency, signalling and capital need theories are all dealing 

with the problems of information asymmetry. Morris (1987) suggests that agency and 

signalling theories are consistent because they are both based on the problem of 

information asymmetry between the investors and management of the company. As for 
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signalling and capital need theories, they can be regarded as complementing each other 
because they suggest that companies should disclose information in order to enhance 
investors' confidence, thereby attracting investors to provide funds to the company. 

Legitimacy and political cost theories can also be deemed as complementing one 

another. In particular, legitimacy theory is related to the justification of companies to the 

public through information disclosure, in order to counteract potential threats to the 

company's legitimacy (Gray et al., 1995). As for political cost theory, politically 

sensitive companies may attempt to avoid intervention by government and interest 

groups by disclosing more information (Watts and Zimmerman, 1986). 

Both the political cost and cost-benefit theories can be regarded as related to the cost and 
benefit argument. When making disclosure, managers would have to compare the costs 

and benefits in disclosing the information. Political cost could be regarded as the subset 

of the general information costs. Furthermore, legitimacy and stakeholder theories can 

also be regarded as complementing each other. Stakeholder theories provide the basis for 

legitimacy theory. Companies have to legitimise their actions to the society at large, and 

signalling can be regarded as a way in which management can achieve this. Hence, 

signalling theory and legitimacy theory can also be regarded as complementing each 

other. 

Since all disclosure theories are widely acceptable, they are employed in developing the 

hypotheses in Chapters 6 and 7 to investigate which of them are applicable in the area of 

corporate governance disclosure. The differences in the desire for information from 

market participants could lead to different disclosure theories being applied to corporate 

governance disclosure. 

2.5 Prior studies on corporate governance disclosure 

Corporate governance disclosure studies are relatively few in comparison to studies of 

financial disclosure. This section discusses these corporate governance disclosure studies 

separated into two parts: 1) studies on developing countries, and 2) studies on developed 
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countries5. The gaps in prior studies, the recommendations for future study, and 
limitations of prior studies are discussed to help in the development of research 

questions and methods used in this thesis. Factors influencing corporate governance 
disclosure are also discussed, along with disclosure theories employed to explain the 

significance of these factors, in order to help develop the hypotheses in Chapter 6. 

2.5.1 Developing countries 

To date, relatively few studies have examined corporate governance disclosure for 

companies in developing countries. Three studies are conducted by S&P and CGFRC6 

and the summaries are shown in Table 2-5. They examine corporate governance 
disclosure in the annual reports for listed companies in Indonesia, Malaysia, and 

Thailand (S&P and CGFRC, 2004b, c, e, respectively). 

The checklists employed in those studies are developed by S&P. However, they are not 

used in this thesis for two reasons. Firstly, the checklists address corporate governance 
disclosure, as well as some of the actual corporate governance practices, such as the 

attendance rate of the directors and the number of independent directors. Since this thesis 
intends to examine the significance of the disclosure above that of the actual practices, 

employing the S&P checklists, which also incorporate corporate governance practices 
items, will not achieve this aim. Secondly, in the study of Malaysia and Thailand, there 

are four items for which it is possible to obtain a score of 2 points. This is rather 

subjective and not consistent with other items which, if disclosed, will only receive a 

score of 1. 

s Only studies relevant to developing research questions, methods, and hypotheses are provided in this 
section. Unless stated otherwise, these prior studies do not state whether they examine mandatory or 
voluntary corporate governance disclosure. 
6 CGFRC is part of the National University of Singapore (NUS) Business School focusing on 
researching, disseminating and promoting best practices both in corporate governance and financial 
reporting. 
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Table 2-5 shows that there is a wide variation in corporate governance disclosure scores 

among the companies within and across each country examined7. Although it is pointed 

out that inadequate corporate governance is one of the significant contributing factors for 

the 1997 Asian economic crisis (for example, Khatri, 2001; and Chang Aik Leng and 
Abu Mansor, 2005), companies in the three countries examined, which had been 

seriously affected by the crisis, seem to provide low information about their corporate 

governance practices. This can be seen from the mean and median scores which are less 

than half the total scores companies could obtain, indicating that these developing 

countries still have a long way to go in order to achieve a high standard of corporate 

governance disclosure. The relatively low levels of disclosure could signify the need for 

regulation and enforcement in relation to corporate governance disclosure. 

Besides S&P and CGFRC (2004b, c, e), Qu and Leung (2006) also examine corporate 

governance disclosure in company annual reports for China (see summary in Table 2-6). 

However, only three of the prior studies, i. e. Hossain and Taylor (2006), Berglöf and 
Pajuste (2005), and Bushman et al. (2004) examine factors influencing corporate 

governance disclosure (see summaries in Tables 2-7 and 2-8)8. While Hossain and 
Taylor (2006) examine a developing country, i. e. 38 banks in India, Berglöf and Pajuste 

(2005) and Bushman et al. (2004) examine both developing and developed countries 

combined. It can be seen from the Tables that only Berglof and Pajuste (2005) attempt to 

relate the significance of the factors to theories of disclosure. The others only provide 

descriptive explanation and discussion on the outcome. 

7 It should be noted that the study on Indonesia is based on the latest annual reports as at 31 December 
2002. This differs from the studies on Malaysia and Thailand, which employ the latest annual reports 
as at 5 February 2004 and 10 January 2004, respectively. 
8 For detailed summary and discussion about prior general disclosure studies with regard to factors 
influencing disclosure, refer to Chapters 2 and 4 of Mohd Ghazali (2004). 
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2.5.2 Developed countries 

Prior corporate governance disclosure studies are largely undertaken for developed 

countries as follows. 

Asian studies 

S&P and CGFRC also examine corporate governance disclosure in annual report for 

listed companies in Asian developed countries. The studies are conducted for Hong 

Kong and Singapore (S&P and CGFRC, 2004a, d, respectively) and are summarised in 

Table 2-9. As in the S&P and CGFRC studies on Malaysia and Thailand, the 

dichotomous method (1/0) is also employed to score corporate governance disclosure 

(see section 2.5.1). The results for both Hong Kong and Singapore indicate a great 

variation in scores among those companies examined. When compared with the results 
for Malaysia, and Thailand, which the same checklist was employed, the means and 

medians indicate that the Singaporean scores are the highest, indicating better corporate 

governance disclosure and practices in Singapore. This might not be surprising as the 

checklist used relies heavily on the Singapore code of corporate governance. Mak (2007) 

extends the analysis of S&P and CGFRC in Singapore by not only providing a review of 

corporate governance disclosure (on the 2005/6 annual reports) of companies listed on 

the Singapore Exchange (SGX), but by conducting interviews with independent directors 

and other market participants. This is the only detailed study which employs a qualitative 

approach when studying corporate governance disclosure, providing an opportunity for 

further research. 

Non Asian studies 

Table 2-10 summarises studies on the factors influencing corporate governance 

disclosure, separated into the areas of North America, Australia and Europe. They are 

employed in developing research questions and research methods, and in forming the 

hypotheses in Chapter 6 of this thesis. 
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The review shows that there are three main aspects of corporate governance disclosure 

which are measured and used as dependent variables in the model examining factors 

influencing corporate governance disclosure. Firstly, most of the studies examine the 

extent of corporate governance disclosure (for example, Carson, 1996; Evans and 
Christopher, 1999; and Gandia and Andres, 2004). In this thesis, the factors influencing 

the extent of corporate governance disclosure are examined in the context of Malaysia, 

Singapore and Thailand where there is a lack of prior studies. Secondly, the focus is on 
the quality of corporate governance disclosure as investigated in Labelle (2002) based on 
the published ratings for 1996 and 1997 from Canadian Institute of Chartered 

Accountants with regard to Statement of Corporate Governance Practices. Ratings are 

not available for Malaysia, Singapore and Thailand, hence this aspect of disclosure 

cannot be examined in this thesis. Finally, it is related to compliance and non- 

compliance with the code of corporate governance based on the disclosure in Belcher 

(1996) and Bujaki and McConomy (2002). Although these studies examine information 

disclosure, the focus is more towards assessing the actual corporate governance practices 

of a company. Hence, the factors influencing the compliance and non-compliance with 
the code are not examined in this study. The checklist in this thesis, however, does 

incorporate the item relating to disclosure of compliance and non-compliance with the 

code (see a discussion about the finding of this item in section 5.2.1.2). 

The review of prior corporate governance disclosure studies for developed countries 

provides some theoretical explanations about factors influencing corporate governance 
disclosure. Table 2-10 shows that the main theories discussed in prior corporate 

governance disclosure studies include agency theory, legitimacy theory, signalling 

theory, capital need theory, cost-benefit theory, and political cost theory (for a discussion 

of each theory see section 2.3). The relevant discussion is used to form the hypotheses in 

Chapter 6. Besides the significance of company size, the findings also indicate the 

tendency of corporate governance practices (such as independent directors, the 

separation of the roles of CEO and chairman, and ownership concentration), and market- 

related factors (such as capital need) to affect corporate governance disclosure. This 

suggests an opportunity to further examine corporate governance practices and market- 

related factors in the context of Malaysia, Singapore and Thailand, where there has been 

a lack of prior studies. It should be interesting to examine whether the need for capital 
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would consistently influence corporate governance disclosure in countries with varying 
levels of capital market development. 

Appendix 2-B summarises other studies on corporate governance disclosure. These 

studies only focus on describing corporate governance disclosure based on various 

channels of communication such as annual reports, websites, or proxy statements. One 

of the studies which should be discussed is Stanwick and Stanwick (2005), who based 

their analysis on the guidelines promulgated by the Toronto Stock Exchange. They 

categorise the disclosure into required disclosure and enhanced disclosure. Enhanced 

disclosure indicates the disclosure of information beyond that which is required. This 

thesis applies this concept by separating the checklist items into: 1) general items, and 2) 

enhanced items. However, since only relatively small number of corporate governance 
information is required to be disclosed by the regulatory bodies, defining enhanced items 

as information disclosed beyond that which is required might not be useful. This is 

because most of the items will be categorised into enhanced items. Hence, this thesis 

defines enhanced items based on the analogy given in environmental disclosure research, 
for example, Hasseldine et al. (2005), which regards quantitative data or qualitative 
detailed information as providing more useful information to the users than brief 

qualitative data alone (see section 4.4.1). 

Besides the examination of corporate governance disclosure based on prior studies 
discussed, only a few studies attempt to investigate the influence of corporate 

governance disclosure on market-related factors, hence this provides an opportunity for 

future research in this area. Prior studies which examine this area include Bhat et al. 

(2006) who examine non-US companies cross-listed in the US as American Depositary 

Receipts, Bebczuk (2005) for Argentina, and Klein et al. (2005) for Canada. Bhat et al. 

(2006) show that corporate governance transparency is positively related to analysts' 

earnings forecast accuracy and that corporate governance information is even more 

important when financial disclosure is less transparent. Both Bebczuk (2005) and Klein 

et al. (2005) find a positive relationship between corporate governance disclosure and 

market perceptions of company performance, measured by Tobin's Q. However, 

Bebczuk (2005) only examines the disclosure of board structure and procedures, while 

Klein et al. (2005) examine the disclosure on corporate governance policies. These 
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findings suggest that corporate governance disclosure is useful for the analysts forecast, 

as well as for improving market perceptions of company. 

2.5.3 Comments 

Gaps and recommendations 

Gaps in prior studies can be identified in four areas. Firstly, corporate governance 
disclosure studies based on Asian countries, which are likely to have an insider system 

of corporate governance, are relatively few in number and rather descriptive in nature. 
Most of them focus on describing the extent of corporate governance disclosure, rather 

than attempting to establish any link with the disclosure theories. This leaves room for 

future studies to evaluate the applicability of disclosure theories to the area of corporate 

governance disclosure with regard to factors influencing corporate governance disclosure 

in Asian countries (general research question 1, section 1.4). 

Secondly, the dichotomous method is the main scoring method employed in prior 

corporate governance disclosure studies. This provides an opportunity to investigate the 

robustness/sensitivity of the findings based on different scoring methods (general 

research question 1, section 1.4). Employing various scoring methods may help provide 

a more detailed analysis/fuller picture of corporate governance disclosure. 

Thirdly, the literature review suggests that there is a lack of detailed research regarding 

the perceptions of preparers and users of annual reports with respect to corporate 

governance disclosure. This provides opportunities for employing a qualitative technique 

such as questionnaire and interview to obtain opinions from market participants in 

relation to factors influencing corporate governance disclosure (general research 

question 3, section 1.4). Using a qualitative approach should help validate and 

complement the statistical findings, as well as indicate other factors which could have an 

influence on corporate governance disclosure but which are not captured in the statistical 

models. Furthermore, the findings could also help explain the applicability of disclosure 

theories in the context of Asian countries. 

Finally, the small number of studies with regard to the impact of corporate governance 

disclosure on market-related factors provides an opportunity for examining this area, as 

well as for developing the theoretical framework based on both the quantitative and 
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qualitative approaches (general research questions 2 and 4 as shown in section 1.4, 

respectively). This thesis extends prior studies by covering six main areas of corporate 

governance: 1) codes or principles of corporate governance, 2) board matters, 3) audit 

and internal control matters, 4) nomination matters, 5) remuneration matters, and 6) 

stakeholders (see section 4.4.1). 

Limitations of prior studies 

Prior studies of corporate governance disclosure have three main limitations. Firstly, the 

findings can be affected by the items chosen for inclusion in the checklist. The 

construction of the checklist involves judgment and the checklist may not capture all the 

information that companies disclose about their corporate governance practices. Some 

studies have very few items in their checklists, for example, only 8 items in Carson 

(1996), which could have a serious impact on the inference of the results. In addition, 

some studies only focus on country-specific recommendations, such as Bujaki and 

McConomy (2002) and the Australian Stock Exchange (2005). The researcher argues 

that if companies want to gain access to foreign capital, they might also have to consider 

the international principles. The checklist in this thesis attempts to incorporate all the 

corporate governance items recommended by codes or principles of corporate 

governance for each country, as well as the OECD principles of corporate governance 

which can be regarded as an international benchmark (see section 3.4.4). 

Secondly, the findings can also be affected by whether the researcher gives equal weight 

to each item in the checklist (referred to as the unweighted approach in this thesis). 

Using the dichotomous method to measure the disclosure level assumes equal weighting 
for each item, hence assuming that each item is equally important. However, in reality, 

some items may be more important for certain types of users. Despite the limitation, 

using weightings, in which some prior studies rely on the survey of a particular user's 

group, is very subjective and could arguably capture only the degree of importance as 

perceived by the particular group being surveyed. Hence, the researcher argues that the 

unweighted approach may be more appropriate for disclosure studies which attempt to 

examine the overall level of disclosure as perceived by all market participants, such as in 

this thesis (see section 4.4.3.1 for discussion of the dichotomous method). 
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Finally, the combination of different checklists and different scoring systems limits the 

scope for comparison of results across studies. This thesis, therefore, uses the same 

checklist and scoring system for all three countries examined (see Appendix 4-C for the 

checklist developed and section 4.4.3 for the scoring methods). Furthermore, the 
differences in: 1) factors potentially influencing corporate governance disclosure, as well 

as definitions of the factors, employed in previous studies, and 2) sample size and 

selection criteria, make comparisons of the findings across studies difficult (if at all 

possible). 

2.6 Transparency and disclosure studies 

S&P also develops an indicator for Transparency and Disclosure (T&D) based on 98 

items which can be separated into three categories: 1) ownership structure and investor 

relations (28 items), 2) financial transparency and information disclosure (35 items) and 

3) board and management structure and process (35 items). The scoring system is based 

on a dichotomous approach with respect to information disclosed in the annual reports. 
T&D scores are developed in order to measure overall transparency and disclosure, 

however, a large number of items are related to corporate governance information. 

Examples of studies employing T&D scores include Patel and Dallas (2002) who 

examine T&D for US companies, Patel et al. (2002) who examine companies in 19 

emerging markets (including Malaysia and Thailand), Durnev and Kim (2005) who 

examine 27 developed and developing countries, and Aksu and Kosedag (2006) who 

examine T&D of 52 companies listed on the Istanbul Stock Exchange, the Turkey 

exchange9. Unfortunately, the scores for corporate governance items for the year ending 

2004 for listed companies in Malaysia, Singapore and Thailand are not available. Hence, 

comparison cannot be made with the findings in this thesis. 

2.7 Summary and conclusions 

This chapter provides a general concept of corporate governance, i. e. its definitions and 

systems, which is used as a basis for discussing corporate governance in Malaysia, 

9 Durnev and Kim (2005) use S&P data which comprises the disclosure of 91 items: 22 items on 
ownership structure and investor relations, 34 items on accounting and financial policies, and 35 items 
on board and management structure and process. Aksu and Kosedag (2006) customise S&P items to 
incorporate market, culture and regulation in the country, resulting in a total of 106 items. 
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Singapore and Thailand in Chapter 3. It also reviews and evaluates theories of disclosure 

and discusses empirical evidence in relation to corporate governance disclosure. These 

are discussed in order to establish a basis for developing the research questions, the 

research methods and the hypotheses in subsequent chapters. The main conclusions are 

as follows. 

The review of disclosure theories indicates that they mainly complement each other (see 

section 2.3 for the full evaluation of disclosure theories). For example, agency, signalling 

and capital need theories can be regarded as complementing each other because they are 

all dealing with the problems of information asymmetry. In particular, companies may 
disclose more information to help reduce agency cost or to signal that they have higher 

quality management. Furthermore, companies may increase disclosure in an attempt to 

attract funds at the lowest cost possible. In addition, legitimacy and stakeholder theories 

can also be regarded as complementing each other. Stakeholder theory provides the basis 

for legitimacy theory as companies have to legitimise their actions to the society at large. 

The wide range of disclosure theories discussed provides a broad basis from which to 

identify those theories particularly relevant to corporate governance disclosure in the 

context of Malaysia, Singapore and Thailand in Chapters 6 and 7. The applicability of 
disclosure theories to the environments of Malaysia, Singapore and Thailand may be 

different from that of the developed countries such as the US and the UK. This is 

because there are differences in environmental characteristics such as ownership 

concentration, culture, level of economic and capital market developments. 

Recommendations derived from the review of prior corporate governance disclosure 

studies and which are adopted in this thesis can be identified in four main areas. Firstly, 

corporate governance disclosure studies based on Asian countries, which are likely to 

have an insider system of corporate governance, are relatively few in number and rather 

descriptive in nature. This justifies examining corporate governance disclosure with 

regard to factors influencing corporate governance disclosure in Asian countries in order 

to assess the applicability of disclosure theories (general research question 1, section 

1.4). 

Secondly, prior corporate governance disclosure studies focus mainly on the 

dichotomous method when measuring corporate governance disclosure. Thus, this thesis 

provides a methodological contribution by incorporating a variety of methods when 
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measuring corporate governance disclosure in order to investigate the 

robustness/sensitivity of the findings based on these different scoring methods (general 

research question 1, section 1.4). 

Thirdly, the review shows that prior corporate governance disclosure studies normally 

employ a quantitative approach (statistical analyses) when studying corporate 

governance disclosure. This provides an opportunity to extend prior studies by 

incorporating a qualitative approach such as questionnaires and interviews (general 

research questions 3 and 4, section 1.4). Using this approach should help validate and 

complement findings from the quantitative approach, as well as shedding further light on 
factors influencing corporate governance disclosure, i. e. those which are not captured in 

the statistical models. 

Finally, only few studies directly examine the effect of corporate governance disclosure 

on market-related factors, such as market perceptions of company performance. This 

leaves room for further investigation in this area, as well as for development of the 

theoretical framework (general research question 2, section 1.4). 

This chapter also discusses the limitations of prior corporate governance disclosure 

studies. Examples include the comparison of results across studies due to, for example, 

the differences in checklists and scoring systems, and the generalisability of the findings 

in prior studies due to the relatively small number of items incorporated in the checklist. 
In this thesis, wherever possible, the limitations are dealt with (as discussed in detail in 

section 2.5.3). 

The next chapter discusses the environment and corporate governance in Malaysia, 

Singapore and Thailand in order to justify the use of these three countries as sources for 

samples in this thesis. 
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APPENDICES 

Appendix 2-A: Cultural dimensions: Schwartz (1994) 

Cultural dimensions Explanation 
Conservatism " Constituted precisely for those values likely to be 

important in societies based on closed-knit harmonious 
relations, in which the interests of the person are not 
viewed as distinct from those of the group 

Intellectual and affective " Opposite of Conservatism. These values are likely to 
autonomy be important in societies that view that person as an 

autonomous entity entitled to pursue his or her 
individual interests and desires. 

" Two related aspects of autonomy values appear to be 
distinguishable: a more intellectual emphasis on self- 
direction and a more affective emphasis on stimulation 
and hedonism 

Hierarchy " Emphasising the legitimacy of hierarchical role and 
resource allocation 

Mastery " The value in this region emphasises active mastery of 
the social environment through self-assertion. 

" Mastery values promote active efforts to modify one's 
surroundings and get ahead of other people. 

Egalitarian commitment "A region of values that expresses transcendence of 
selfish interests emerges opposite to the Hierarchy and 
Mastery types 

Harmony " This culture-level value type, emphasising harmony 
with nature, is the opposite of Mastery. 

" It relates most closely to Egalitarian commitment. 
Source: Adapted from Schwartz (1994), pp. 101-106. 
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CHAPTER 3: THE ENVIRONMENTS AND CORPORATE GOVERNANCE IN 
MALAYSIA, SINGAPORE AND THAILAND 

3.1 Introduction 

This chapter focuses on explaining environments in Malaysia, Singapore and Thailand 

and their differences in order to justify choosing listed companies in these countries as 

samples in this study. It helps in understanding the features of the countries examined 

and provides insight into the applicability of environmental determinism theory (see 

section 2.3.7) in explaining corporate governance disclosure in the annual reports. The 

development of the organisations involved in promoting corporate governance disclosure 

and practices is also reported and discussed. Details of the codes or principles, 

regulations and guidelines regarding corporate governance disclosure and practices, at 
both national and international levels, are discussed to pave the way for development of 

a corporate governance disclosure checklist in Chapter 4, and to provide grounds for 

discussion in the analyses chapters. 

Section 3.2 reviews each country's environment, comprising an overview, country 
developments, and capital markets. Section 3.3 contains a discussion of the specific 

environment of corporate governance, while section 3.4 discusses the roles and efforts of 

national and international organisations in shaping corporate governance disclosure and 

practices. Section 3.5 summarises and concludes the chapter. 

3.2 The environments in Malaysia, Singapore and Thailand 

Malaysia, Singapore and Thailand are members of two significant economic 

communities: the Association of Southeast Asian Nations (ASEAN) and the Asia-Pacific 

Economic Cooperation (APEC). They have been selected for this study due to the 

researcher's interest in examining environmental determinism theory (see section 2.3.7) 

in relation to corporate governance disclosure. 
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3.2.1 Overall environments 

Table 3-1 summarises the general characteristics of Malaysia, Singapore and Thailand. 

People in both Malaysia and Singapore use English language as part of their business 

communication. In Thailand, however, although English is a compulsory part of the 

education system (The Stock Exchange of Thailand: SET, 2004), it is not widely used. 
English is only used among the elites, and business transactions take place in Thai. This 

is the reason for using annual reports written in English in examining corporate 

governance disclosure in Malaysia and Singapore, and using annual reports written in 

Thai for Thailand in this thesis (see section 4.3.1). 

Both Malaysia and Singapore have common law as the basis for their legal system (for 

example, Walker and Fox, 2002; and Miles, 2005), while Thailand is influenced by both 

civil law and common law systems (CIA, 2006c). Since under civil law, rules are 

normally set by national legislators, public expectations about disclosure of companies in 

Thailand may be higher than in Malaysia and Singapore, leading to increased motivation 

among management to disclose information (see detailed discussion in section 2.3.7.3). 

However, in relation to the business environment, all three countries rely on a 

relationship-based system (Nam et al., 2001; Tam and Tan, 2007). Business transactions 

are conducted based on informal long-term relationships, for example, trust, tolerance, 

no overt opposition, and a mutual understanding of each other's needs (Khoo, 2003; 

Miles, 2005). 

Culture is another environmental factor which could potentially have an influence on a 

company's disclosure (see section 2.3.7.1). Malaysia and Singapore can be regarded as a 

plural/multicultural society as can be seen from the differences in languages, races and 

religions. However, Thailand is quite a homogenous society. Unlike the Chinese in many 

Southeast Asian countries, the Chinese in Thailand do not practise traditional Chinese 

concepts, rather, they practice Thai values and regard themselves as Thai (Kosonboon, 

2004). 
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Thai people are non-confrontational, group-oriented, and personal relationships are 
especially significant in order to get things done (Boyle, 1998; Kosonboon, 2004). They 

normally try to avoid overt criticism, conflict, embarrassment and controversy which 

may lead to problems being ignored and silenced in the hope that they will go away. 
However, now, Thai society is in a transition stage. In particular, Thai people are 
becoming more confrontational, argumentative and aggressive and practise less of the 

traditional Thai values, such as reverence for elders, respect for authority, tolerance and 

gentility (Klausner, 2002). 

As discussed in section 2.3.7.1, cultural dimensions based on Hofstede (1980; 2001) and 
Schwartz (1994)10 could be used to explain disclosure. The differences in the values for 

each dimension across Malaysia, Singapore and Thailand are shown in Tables 3-2 and 3- 
3, respectively. 

Table 3-2: Mean scores for cultural dimensions from Hofstede (1980; 2001) 

Dimension Malaysia Singapore Thailand 
Power distance 104 74 64 
Individualism 26 20 20 
Uncertainty avoidance 36 8 64 
Masculini 50 48 34 
Lon -term orientation - 48 56 
ivore: 
1. A low (high) score indicates less (more) of that cultural trait. 
2. Power distance, individualism, uncertain avoidance, and masculinity scores for Singapore and 
Thailand are from Hofstede (1980), figure 3.1, p. 104, figure 5.1, p. 222, figure 4.1, p. 165, and figure 
6.3, p. 279, respectively. For Malaysia, the scores are from Hofstede (2001), Exhibit 3.1, p. 87, Exhibit 
5.1, p. 215, Exhibit 4.1, p. 151, and Exhibit 6.3, p. 286, respectively. All long-term orientation scores 
are from Hofstede (2001), Exhibit 7.1, p. 356. 

Table 3-3: Mean scores for cultural dimensions from Schwartz (1994) 

Dimension Malaysia Singapore Thailand 
Conservatism 4.46 4.38 4.22 
Intellectual autonomy 4.07 3.68 4.08 
Affective autonomy 3.16 3.04 3.62 
Hierarchy 2.43 2.75 3.32 
Mastery 4.34 3.93 3.99 
Egalitarian commitment 4.66 4.79 4.34 
Harmony 3.50 3.72 3.93 
Note: The scores are based on 38 teacher responses and there is scale from 7 (of supreme importance) 
to 0 (not important) and -1 (opposed to the respondent's value). 

10 Schwartz (1994) presents new cultural dimensions based on the data from 41 cultural groups in 38 
nations (see section 2.3.7.1). 
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The possible direction of the relationship between these cultural dimensions and 
disclosure of information is discussed in section 2.3.7.1. Where possible, these cultural 
dimensions are used to explain the difference in corporate governance disclosure across 
Malaysia, Singapore and Thailand in Chapter 6, specifically section 6.4.3.3. 

3.2.2 Country developments 

Table 3-4 shows each country's position in relation to its economic, capital market, and 

overall development. 

Table 3-4: Economic, capital market, and overall country indicators 

Indicators Malaysia Singapore Thailand 
Economic indicator: 2004 
Gross national income (GNI) per capita 
(current US$) 

4,520.0 24,760.0 2,490.0 

Gross domestic product (GDP) growth 
(annual 

7.1 8.4 6.2 

Foreign direct investment, net inflows (current 
billion US$)* 

4.6 16.0 1.4 

Capital market indicator: 2004 2 
Market capitalisation. (million US$) 180,832.0 214,058.9 111,934.6 
Overall country development: 2004 
According to the International Monetary Fund 
IMF World Economic Outlook 

Developing 
country 

Advanced 
economy' 

Developing 
country 

Sources: 
1 World Bank (2006a, b, c). Malaysia, Singapore and Thailand Data Profiles. 
2 World Federation of Exchanges (2004). Table 1.1: Domestic Market Capitalization (in millions of 

US Dollars), p. 39. 
3 IMF (2004). World Economic and Financial Surveys: World Economic Outlook: The Global 

Demographic Transition: Statistical Appendix, pp. 192,194. 
* Foreign direct investment is the net inflows of investment to acquire a lasting management interest 

(10% or more of voting stock) in an enterprise operating in an economy other than that of the 
investor. 
Throughout the rest of this study, the word `advanced economy' is replaced by `developed country' 
in order to reflect the development status of the country. 

From the table, it can be seen that Singapore is the most advanced country. In particular, 

it has the highest GNI per capita, GDP growth, net inflows from foreign direct 

investment and market capitalisation". Thailand is the least developed and Malaysia is 

11 The statistics for the year 2004 show that the degree of development in Singapore is reflected in its 
macro-social variables, such as the highest life expectancy, i. e. 79.3 years (World Bank, 2006b), as 
well as the highest total number of population aged 65 and above, i. e. 8% of total population (World 
Bank, 2008). 
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in the middle12. These developments suggest that management of listed companies in 

Thailand may have a greater desire to disclose corporate governance information. Miles 

(2005) argue that in a country with a relatively lower level of development, management 

may want to disclose more corporate governance information in order to attract 
investment and secure credit, and to assure analysts about the credibility and quality of a 

company's financial information (Ghat et al., 2006), especially following the 1997 Asian 

economic crisis. Furthermore, management may also want to distinguish themselves 

from companies with lower quality management, consistent with signalling theory (see 

section 2.3.5). 

3.2.3 Capital markets 

As discussed in section 3.2.2, there are differences in the size of the capital markets 

across Malaysia, Singapore and Thailand, justifying the selection of listed companies 
from these countries in my samples. The rest of this section provides a brief explanation 

about the stock exchanges and regulatory regimes in Malaysia, Singapore and Thailand. 

3.2.3.1 Stock exchanges 

Malaysia 

Bursa Malaysia13, the Malaysian stock exchange, was incorporated on 14 December 

1976 (Bursa Malaysia, 2008a). Public listed companies can be listed either on the Main 

Board, Second Board, or the Malaysian Exchange of Securities Dealing and Automated 

Quotation (MESDAQ) Market (Bursa Malaysia, 2007a, b and c). Whether a company is 

listed on the Main Board or Second Board is mainly dependent on the minimum issued 

and paid-up capital (Bursa Malaysia, 2005). MESDAQ Market was created to give the 

opportunity for potential high-growth and technology-based companies to enter the 

capital market (Bursa Malaysia, 2008b). This thesis selects sample companies from the 

most widely followed index, Kuala Lumpur Composite Index (KLCI), based on 

companies listed on the Main Board (see section 4.3.1 for detailed selection criteria). 

12 The evidence from World Bank (2006a, b) suggests that Singapore has a lower rate of adult 
illiteracy (7.5%), when compared with Malaysia (11.3%). Surprisingly, however, even though 
Thailand is less advanced, its rate of adult illiteracy is similar to that of Singapore's (i. e. 7.4%). 
13 On 20 April 2004, Kuala Lumpur Stock Exchange (KLSE) changes its name to Bursa Malaysia 
(Standard and Poor's and Corporate Governance and Financial Reporting Center: S&P and CGFRC, 
2004c). 
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Singapore 

Singapore Exchange (SGX) was inaugurated on 1 December 1999, following the merger 

of two financial institutions - the Stock Exchange of Singapore (SES) and the Singapore 

International Monetary Exchange (SIMEX) (SGX, 2006). SGX divides the listings into 

the SGX Main Board and for newer companies, the SGX Stock Exchange of Singapore 

Dealing and Automated Quotation System (SESDAQ) (SGX, 2004). This thesis selects 
the Singapore sample from the Main Board Straits Times Index (STI), the main 
Singapore index (see section 4.3.1 for detailed selection criteria). 

Thailand 

The Stock Exchange of Thailand (SET) was established in 1975 and officially began 

trading on 30 April 1975 (Srisuchart, 2004). Companies can be listed on either the SET 

Main Board or the Market for Alternative Investment (MAI) (SET, 2007). MAI is for 

small and medium-sized enterprises (SMEs) which do not meet the criteria necessary for 

listing on the Main Board (Srisuchart, 2004). This thesis selects sample companies from 

the SET50 index, computed based on the share prices of the top fifty companies listed on 

the Main Board (see section 4.3.1 for detailed selection criteria). 

3.2.3.2 Regulatory regimes 

Capital markets in all three countries have moved from a merit-based regulation regime 

to a more market-driven, disclosure-based, regime. In particular, from 1995, a merit- 
based regulation regime has been gradually replaced by a disclosure-based regulation 

regime in Malaysia (World Bank, 1999), while Singapore decided to shift to this new 

regime in 1998 (Cheng and Courtenay, 2006). As for Thailand, the Securities and 

Exchange Commission (SEC) 14 and SET decided to move to the new regime in 1999 

(Fagan, 2003). This change to a disclosure-based regime was carried out in order to 

improve the efficiency of the capital market (Securities Commission, 1999), as well as to 

promote a more vibrant market where market participants would have more choice and 

freedom to take calculated risks based on the additional information provided (Monetary 

Authority of Singapore: MAS, 2002; Shanmugaratnam, 2002). 

14 SEC serves as the regulatory body for the Thai capital market (SET, 2004). 
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Securities Commission (1999) in Malaysia suggests that according to the merit-based 

regime, the Securities Commission regulates the offering of securities by assessing the 

investment merits and pricing of the offering, while in a disclosure-based regime, 

evaluation of the securities' merit rests with investors. Particularly, a disclosure-based 

regime is defined as one in which access to the public securities market for issuers is 

conditional upon providing full and accurate disclosure of relevant information in 

accordance with parameters established by the securities laws and regulations (Securities 

Commission, 1998)15. Because the issuer of a security, its directors and principal officers 

would be completely liable for the information disclosed, it is expected that they will 

then be responsible for the adequacy and accuracy of the information provided in all the 

documents, including those of subsequent announcements (Securities Commission, 

1998). Hence, it is expected that there will be higher disclosure standards, due 

diligence16 and corporate governance (Securities Commission, 1999). The disclosure- 

based regime can be regarded as a common environmental factor shared by Malaysia, 

Singapore and Thailand, hence if the findings in this study show that there are 

differences in the level of corporate governance disclosure across the three countries, the 

regulatory regime is unlikely to be a factor influencing the disclosure. Rather, it may be 

the actual rules and regulations on corporate governance disclosure which can affect the 

disclosure. 

3.3 Corporate governance in Malaysia, Singapore and Thailand 

There are two main purposes for this section. Firstly, it provides a discussion of 

corporate governance in Malaysia, Singapore and Thailand to be a background for the 

hypothesis developments and discussion of the findings. The second aim of this section 
is to justify the selection of Malaysia, Singapore and Thailand as samples in this study 
based on the particular environment of corporate governance which exists in these 

countries. In particular, the analysis is conducted through an examination of ownership 

concentration (see section 3.3.2), the importance of corporate governance (see section 

's Although full and fair disclosure is also a requirement under the merit-based regime, its nature and 
content seem to be more historic, when compared with a disclosure-based regime (Securities 
Commission, 1998). 
16 Due diligence is a process by which enquiries are conducted to ensure that information to be 
disclosed is true, sufficient and timely (Securities Commission, 1999). 
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3.3.4) and differences in institutional governance structure (see section 3.3.5) across the 
three countries. 

3.3.1 Definitions of corporate governance 

Since this thesis focuses only on Malaysia, Singapore and Thailand, the definitions of 

corporate governance offered by the organisations involved in its development in these 

countries are provided and discussed. 

Firstly, Malaysian Finance Committee on Corporate Governance (FCCG) (1999) defines 

corporate governance as: 

`... a process and structure used to direct and manage the business and 
affairs of the company towards enhancing business prosperity and corporate 
accountability with the ultimate objective of realising long term shareholder 
value, whilst taking into account the interests of other stakeholders. '(p. 10) 

Singapore Corporate Governance Committee (CGC) (2001) defines corporate 

governance as: 

`... the processes and structure by which the business and affairs of the 
company are directed and managed, in order to enhance long term 
shareholder value through enhancing corporate performance and 
accountability, whilst taking into account the interests of other 
stakeholders. '(p. 1) 

Finally, Thailand National Corporate Governance Committee (NCGC) (2007b) suggests 
three various perspectives of corporate governance. Firstly, it is a 'Relationship between 

the board of directors of a company, its management team, its shareholders and other 

stakeholders in leading the company's direction and monitoring its operations. '. 

Secondly, it is a `Structure and internal process ensuring that the board of directors 

evaluates the performance of management team transparently and effectively. '. Finally, 

corporate governance is: 

`A system having structure and process of leadership and corporate control 
to establish the transparent working environment and to enhance the 
company's competitiveness to preserve capital and to increase shareholders' 
long-term value by taking into consideration; business ethics, the interests of 
other stakeholders and society. ' 

Based on the discussion of corporate governance definitions in section 2.2.1, it can be 

concluded from the definitions suggested in Malaysia, Singapore and Thailand that 

corporate governance in these countries focuses on the relationship with not only its 
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shareholders, but also other stakeholders of the company. This reflects the significance 
of other stakeholders, besides investors, hence justifying including corporate governance 
items relating to stakeholders in corporate governance disclosure checklist of this thesis 
(see Appendix 4-C for the checklist). 

3.3.2 Systems of corporate governance 

With specific reference to ownership structure, the main characteristic for separating 
insider and outsider system of corporate governance, ownership concentration is 

regarded as being the main characteristic in Malaysia, Singapore and Thailand (Tam and 

Tan, 2007 for Malaysia; Mak and Phan, 1999,2001 for Singapore; and Nikomborirak 

and Tangkitvanich, 1999, and Dhnadirek and Tang, 2003 for Thailand). Hence, these 

countries could be regarded as having an insider system of corporate governance (see 

section 2.2). This is consistent with Ishak (2004) who suggests that, generally, 

companies in Asia, Continental Europe and Japan can be categorised as having the 

insider system of corporate governance, while the US and UK are regarded as having an 

outsider system. However, although companies in Malaysia, Singapore and Thailand 

seem to have a high concentration of ownership, there is evidence from prior studies of 

variation in the concentration (for example, Claessens et al., 2000; Nam et al., 2001; and 

Suehiro and Wailerdsak, 2004). This justifies the selection of these three countries in this 

thesis. Analysis of the listed companies in Malaysia, Singapore and Thailand may help 

determine whether disclosure theories originating from countries with widely-held 

companies are applicable in the context of highly concentrated ownership companies. 

Overall, when there is evidence of concentration of ownership, there is a high possibility 

that conflicts of interest between majority and minority shareholders will occur, hence 

the expropriation from minority shareholders by the controlling ones (see section 2.3.1). 

This situation can occur especially when there is less protection for minority 

shareholders. Majority shareholders can take advantage of minority shareholders who are 

normally passive investors (SEC, 2004). Concentration of ownership can have either a 

positive or a negative impact on corporate governance disclosure (see detailed discussion 

in section 6.2.1.4). In relation to signalling theory (see section 2.3.5), managers in such 

companies may wish to disclose more corporate governance information in order to 

avoid the risk of creating an unfavourable impression of inadequate governance quality 
through close ownership. On the other hand, according to agency theory (see section 
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2.3.1), these companies could provide lesser corporate governance information because 

there is likely to be no or little separation between the principals and agents (Owusu- 

Ansah, 1998). Furthermore, shareholders can have greater access to company 
information, and hence do not have to rely so much on public disclosure to monitor their 

investments (Miles, 2005). Because the concentration of ownership can vary across 
Malaysia, Singapore and Thailand, the researcher argues that the significance of its 

impact on corporate governance disclosure may be different. 

3.3.3 Approaches to the issue of corporate governance 

FCCG (2001) for Malaysia, CGC (2001) for Singapore and SET (2001) for Thailand 

suggest that there are three broad approaches to the issue of corporate governance 

employed in countries around the world, i. e. 1) a prescriptive approach, 2) a non- 

prescriptive approach, and 3) a hybrid approach. This thesis uses the terms employed in 

FCCG (2001). In certain cases, the terms used for each approach vary across the three 

countries. CGC (2001) uses the term `a balanced approach', instead of `a hybrid 

approach', while SET (2001) employs the term `compulsory compliance', instead of `a 

prescriptive approach', and `voluntary compliance', instead of `a non-prescriptive 

approach'. Nonetheless, the underlying meanings remain the same. 

1) A prescriptive approach 

FCCG (2001) suggests that, under this approach, a corporate governance standard is set, 

together with a requirement to disclose the compliance with the standard. The researcher 

argues that the main disadvantage of this approach is that it will make companies focus 

more on form, instead of applying the standard according to their circumstances. 

2) A non prescriptive approach 

CGC (2001) indicates that this approach allows companies to determine their own 

corporate governance practices because different companies may need different 

corporate governance systems. With this approach, the emphasis is on the requirement 

for companies to disclose their corporate governance practices (FCCG, 2001). The 

researcher argues that the concept of this approach is against the notion that one size fits 

all. As suggested in Khoo (2003), the company should be allowed to determine their own 

needs and objectives. 
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3) A hybrid approach 

FCCG (2001) suggests that, under this approach, there are broad principles which 

companies can apply flexibly, depending on their circumstances. The focus is on 

obtaining sufficient disclosure for investors and others to assess the performance and 

corporate governance practices of the company so that they can make an informed 

decision. 

Malaysia, Singapore and Thailand all employ the hybrid approach. The use of this 

approach in each country is discussed in detail in sections 3.4.1 - 3.4.3 of this thesis, 

where the codes or principles, regulations and guidelines pertaining to corporate 

governance disclosure and practices are discussed. 

3.3.4 Importance of corporate governance in Malaysia, Singapore and Thailand 

One significant event which emphasises the importance of corporate governance in Asia 

is the 1997 Asian economic crisis'7. Although Malaysia, Singapore and Thailand were 

all affected by the crisis, the severity of its impact varied from country to country. 
Daquila (2005) suggests that Thailand was one of the countries most severely affected 
by the crisis, while Singapore was the least affected. When considering real GDP growth 

rate, the effect of the crisis on Malaysia was somewhere in the middle, when compared 

with that of Thailand and Singapore (Thailand Development Research Institute, 2000; 

Daquila, 2005). Depending on the countries, the effect of the 1997 crisis has an influence 

on corporate governance disclosure in different ways, e. g. the varying degrees of 
importance which a company's management places on corporate governance practices 

could affect its attitude towards corporate governance disclosure. Companies in a 

country severely affected by the crisis are likely to disclose more corporate governance 
information, in an attempt to regain stakeholders' confidence and promote sound capital 

markets (Stanwick and Stanwick, 2005). 

'7 The crisis started in Thailand with an announcement by the Bank of Thailand of the floating of Thai 
Baht on 2 July 1997 (International Organization of Securities Commissions: IOSCO, 1999; Daquila, 
2005). 
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Although poor corporate governance may not have caused the crisis18, many studies 

point out that inadequate corporate governance was a factor contributing to the severity 

of the crisis (International Organization of Securities Commissions: IOSCO, 1999; 

Khatri, 2001; Nam et al., 2001; Mitton, 2002; Chang Aik Leng and Abu Mansor, 2005). 

To recover from the crisis, good corporate governance would be an essential part of the 

reform in order to help regain investor confidence and move towards sustained and 

robust growth (IOSCO, 1999). Following the 1997 crisis, Malaysia, Singapore and 

Thailand established many new organisations in order to help with the development of 

corporate governance; for example, by setting up new codes or principles and guidelines 

of corporate governance (see section 3.4). Many international organisations, such as the 

Organisation for Economic Co-Operation and Development (OECD), the World Bank, 

and the International Monetary Fund (IMF) have also focused on the reform of corporate 

governance in Asian countries (Phan and Yoshikawa, 2007). Such development not only 

focuses on the improvement of corporate governance practices, but also that of 

disclosure. In particular, the importance which the IMF places on corporate governance 
in Asia is particularly relevant to Thailand. This is because the country relies on 

international financial assistance from the IMF, necessitating immediate reforms in the 

country (Daquila, 2005). Although Malaysia was affected by the crisis, Athukorala 

(1998) argues that, since there was only a little foreign debt exposure, Malaysia was able 

to muddle through without a rescue package from the IMF. As for Singapore, it did not 

need to resort to IMF funding due to its healthy financial position (Daquila, 2005). 

Solomon and Solomon (2004) suggest that transparency is a significant element of 

corporate governance and important for an efficient capital market. For Malaysia, FCCG 

(2001) suggests that since good corporate governance rests with the boards of directors, 

an explanation of the way in which the board applies the codes is very significant. Miles 

(2005) suggests that greater disclosure of governance practices is an important strategy 
in attracting investment and securing credit. For Singapore, CGC (2001) suggests that to 

help investors assess the appropriateness of companies' corporate governance practices 

and to assist them to make an informed decision, information about the corporate 

governance framework and practices has to be disclosed. In addition, for Thailand, not 

18 According to Arsalidou and Wang (2005), many previous studies identify the following problems as 
specific causes of the crisis: monopolistic market structures, over exposure to foreign exchange risks 
and over-leveraged domestic financial markets. 
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only is corporate governance disclosure important for investors, as it is in Malaysia and 
Singapore, but SET (2001) also suggests that it allows investors and other stakeholders 
to examine the company more cautiously, specifically with regard to the monitoring 

process in order to ensure the company is operating both ethically and morally. This 

discussion of the importance of corporate governance disclosure helps justify the 

research in this area, especially for Malaysia, Singapore and Thailand. 

3.3.5 Institutional governance structure in Malaysia, Singapore and Thailand 

Gill and Allen (2004) evaluate institutional governance structures, i. e. whether each 

country has an environment considered good for corporate governance, in East Asia 

based on five main macro-determinants: 1) rules and regulations, 2) their enforcement, 
3) the political and regulatory environment, 4) adoption of international accounting and 

auditing standards, and 5) institutional support and corporate governance culture. The 

parameters used as a basis for scoring the five macro-determinants are shown in 

Appendix 3-A, and the actual scores for Malaysia, Singapore and Thailand are shown in 

Table 3-5. 

Table 3-5: Country's corporate governance scores: Gill and Allen (2004) 

Corporate governance (weighting given) Malaysia Singapore Thailand 
1. Rules and regulations (15%) 7.1 7.9 6.1 
2. Enforcement (25%) 5.0 6.5 3.8 
3. Political and regulatory environment (20%) 5.0 8.1 5.0 
4. Adoption of international accounting and 

auditing standards 20%) 
9.0 9.5 8.5 

5. Institutional support and corporate 
governance culture (20%) 

4.6 
1 

5.8 3.5 

Country score, 6.0 7.5 5.3 
The low (high) score shows the low (high) practice of corporate governance. 
Source: Gill and Allen (2004). Figure 1: Markets ranked by corporate governance, p. 8. 

Variations in the institutional governance structure across the three countries justify 

selecting them as samples in this study. In particular, Singapore has the highest scores in 

relation to all the institutional governance structures measured, while Thailand provides 

the lowest scores (with the exception of political and regulatory environment where it 

has the same score as Malaysia). Consistent with Gill and Allen (2004), La Porta et al. 
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(1998) show that Singapore has the highest shareholder rights, while Thailand has the 
lowest and Malaysia is in the middle19. 

Kaufmann et al. (2006) also attempt to provide corporate governance indicators for 
Malaysia, Singapore and Thailand. Their indicators include voice and accountability, 
political stability and absence of violence, government effectiveness, regulatory quality, 
rule of law, and control of corruption. Appendix 3-B provides detailed meanings for 

each indicator. With specific reference to corruption, Khatri et al. (2006) argue that 

cronyism can be regarded as its subset. In other words, while corruption includes both 

negotiated and reciprocal exchanges, cronyism can be perceived exclusively as a 
reciprocal exchange20. In particular, Khatri et al. (2006) define cronyism as a reciprocal 
exchange transaction, where party A shows favour to party B based on shared 
membership in a social network at the expense of party C's equal or superior claim to the 

valued resource? '. Cronyism raises society costs by creating inefficiency from unfair 
competition, and reduces trust in societal institutions (Khatri et al., 2006). Booth (1999) 
indicates that government intervention in Malaysia, Singapore and Thailand has been 

pervasive. However, subsidy allocation has seldom been linked to any credible 
performance criteria, but is usually made either on the basis of political cronyism or to 

achieve non-economic goals such as the promotion of indigenous businesses. In 

particular, it is suggested that as the Malaysian government has more actively handed out 
favours to companies, businessmen have increasingly used personal connections to 
influence the allocation of these favours (Gomez and Jomo, 1997; Gul, 2006). 

The 2004 estimated corporate governance scores for all indicators for Malaysia, 

Singapore and Thailand, as suggested in Kaufmann et al. (2006), are provided in Table 

3-6. 

19 The measures for shareholder rights in La Porta et a!. (1998) considered include antidirector rights 
and enforcement measures (efficiency of judicial system, rule of law, corruption, risk of expropriation, 
and risk of contract repudiation). 
20 Khatri et al. (2006) suggest that corruption has been used as an all-encompassing classification for 
abuses of power that range from complex, indirect, and subtle transactions based on mutually 
reinforcing ties to isolated, simple, and unilateral transactions by individuals. 
2' Nepotism can be regarded as cronyism specific to family members (Khatri et a!., 2006). Kuznar and 
Frederick (2007) suggest that family ties are essential for gaining access to power, state resources, and 
privileges. 
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Table 3-6: Country's corporate governance scores: Kaufmann et al. (2006) 

Indicators Malaysia Singapore Thailand 
1. Voice and accountability -0.35 -0.10 0.25 
2. Political stability and absence of violence 0.24 1.15 -0.38 
3. Government effectiveness 0.95 2.19 0.37 
4. Regulatory quality 0.57 1.89 0.12 
5. Rule of law 0.55 1.83 0.00 
6. Control of corruption 0.29 2.42 -0.30 
Scores are between -2.5 and 2.5. The low (high) score shows the low (high) practice of corporate 
governance. 
Source: Kaufmann et a!. (2006). Appendix C: Governance Indicators over Time, pp. 90-107. 

Table 3-6 shows that, except voice and accountability, the score for each indicator is 

highest in Singapore and lowest in Thailand, with Malaysia in the middle. These 

findings can be regarded as supporting the results of Gill and Allen (2004) and La Porta 

et al. (1998). All in all, the Singapore results are supported by Eng and Mak (2003) who 

argue that although Singapore corporate governance and disclosure standards seem to lag 

behind those of developed countries, such as the US and the UK, they are regarded as 

amongst the best in Asia. Keat (2005) suggests that high corporate governance in 

Singapore is due to three mutually components: 1) legal, supervisory and enforcement 

regime, 2) disclosure standards and market discipline, and 3) commitment to maintain 
integrity by corporate leaders. 

Based on the institutional governance structure in Singapore discussed, there is a 

possibility that market participants may perceive listed companies in Singapore to have 

better corporate governance practices, when compared with those of Malaysia and 

Thailand. This may, therefore, decrease the managerial desire/motivation to disclose 

corporate governance information in the annual reports and/or at the same time decrease 

the demand for this information by investors and other stakeholders. On the other hand, 

managers in a country with weaker institutional governance structure may want to 

improve its impression and enhance stakeholders' confidence in companies through 

corporate governance disclosure. 

3.4 Organisations involved in promoting corporate governance disclosure and 

practices 

This section discusses about both national and international organisations dealing with 
the issue of corporate governance, as well as the development of the codes or principles, 
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regulations and guidelines pertaining to corporate governance disclosure and practices. 
The codes or principles, regulations and guidelines discussed are used to form a 

corporate governance disclosure checklist in this study (see section 4.4.1). 

3.4.1 Malaysia 

Following the 1997 crisis, the Malaysian government established the National Economic 

Action Council (NEAC) on 7 January 1998 in order to deal with the economic problems 

and restore the economy (NEAC, 1998). NEAC (1998) indicates that it prepared the 

National Economic Recovery Plan, a framework for economic recovery. Among the 

many actions proposed, there was a recommendation to prepare a new framework for 

corporate governance to improve the capital market. The FCCG was established in 

March 1998 to enhance standards of corporate governance, specifically, to establish a 

corporate governance framework, as well as setting industry best practices (FCCG, 

1999). 

In 2000, the Malaysian code on corporate governance was issued by the FCCG (Khoo, 

2003). This code is used as a source in the development of a corporate governance 
disclosure checklist in this study. As discussed in section 3.3.3., the hybrid approach is 

adopted in Malaysia, hence the code is not mandatory. 

The code is based on the UK code (Mak and Kusnadi, 2005) and can be separated into 

four parts: 

Part 1: Principles of corporate governance 

This part sets out broad principles of good corporate governance and is separated into 

four sections: 1) Directors, 2) Directors' remuneration, 3) Shareholders, and 4) 

Accountability and audit. Companies can apply the principles flexibly based on their 

circumstances but they are required to disclose '... a narrative statement of how they 

apply the relevant principles to their particular circumstances. 'in their annual reports as 

indicated in paragraph 15.26(a) of the listing requirement. 

Part 2: Best practices in corporate governance 

This part sets out best practices, incorporating guidelines or practices, to help companies 

establish their own corporate governance. It is separated into three sections: 1) Board of 
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directors, 2) Accountability and audit, and 3) Shareholders. It is voluntary for companies 

to follow. However, paragraph 15.26(b) of the listing requirement requires companies to 

state in their annual reports `... a statement on the extent of compliance with the Best 

Practices in Corporate Governance set out in Part 2 of the Malaysian Code on 

Corporate Governance which statement shall specifically identify and give reasons for 

any areas of non-compliance with Part 2 and the alternatives to the Best Practices 

adopted by the listed issuer, if any. '. 

Part 3: Principles and best practices for corporate participants 

This part is voluntary and is designed for investors and auditors. It is separated into four 

sections: 1) Shareholder voting, 2) Dialogue between companies and investors, 3) 

Evaluation of governance disclosures, and 4) External auditors. 

Part 4: Explanatory notes 

This part comprises explanatory notes to the principles and best practices set out in Parts 

I to 3 discussed above. Explanation of any deviation from best practice in this part is not 

required. 

Listed companies with financial year ending 30 June 2001 onwards have to comply with 

above corporate governance disclosure requirements (Ishak, 2004). It should, however, 

be noted that corporate governance items recommended in the Malaysian code are not 

regarded as mandatory disclosure in this thesis because companies do not have to 

comment on a separate item in the code if they comply (this also applies to Singapore 

and Thailand). Nonetheless, since companies are expected to explain how they apply the 

principles to their particular circumstances, this can encourage them to disclose more 

than just a compliant statement. 

The code was revised in 2007 (Securities Commission, 2007). The aim is to further 

strengthen the Malaysian corporate governance framework, aligning it with current 

globally accepted best practices (AIA, 2007). AIA (2007) indicates that the revised code 

is comprised of key amendments in relation to the roles and responsibilities of boards of 

directors and audit committees, and the discharge of their duties. It also spells out the 

eligibility criteria for the appointment of directors, the composition of the board of 
directors and the role of the nominating committee. In addition, it requires all listed 
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companies to carry out their own internal audit functions, and suggests that the board of 
directors should be held accountable for ensuring adherence to the scope of internal audit 
functions. However, since this thesis examines corporate governance disclosure in 2004 

annual reports, the revised code is not used as a basis for determining items in the 

checklist. 

Besides the Malaysian code on corporate governance, the Statement on Internal Control: 

Guidance For Directors of Public Listed Companies was issued in 2000. The Statement 

aims to provide guidance for directors of listed companies when disclosing the internal 

control information in the company annual report in order to comply with the listing 

requirements, paragraph 15.27(b) (Task Force on Internal Control, 2000). Development 

of the corporate governance disclosure checklist in this study also takes into 

consideration the items recommended in this Statement. Additionally, following the 

FCCG recommendations, the listing requirements were revised and released on 22 

January 2001, giving priority to enhancing corporate governance standards and investor 

protection (Miles, 2005). 

3.4.2 Singapore 

The Singapore code of corporate governance was issued in March 2001 by the Corporate 

Governance Committee (CGC). It is also based on the UK code (Mak and Kusnadi, 

2005). As discussed in section 3.3.3, Singapore adopts the hybrid approach (CGC, 

2001). The code is separated into four sections: 1) Board matters, 2) Remuneration 

matters, 3) Accountability and audit, and 4) Communication with shareholders. The 

code contains fifteen principles and fifty five guidelines. The guidelines serve to 

illustrate and elaborate on the principles. Although these guidelines are not requirements, 

listed companies are encouraged to comply with them as they represent good corporate 

governance practices. 

In this thesis, the 2001 code is used as a source to develop a corporate governance 

disclosure checklist. The listing manual, paragraph 710(1), indicates that listed 

companies must `... describe its corporate governance practices with specific reference 

to the principles of the Code in its annual report. It must disclose any deviation from any 

guideline of the Code together with an appropriate explanation for such deviation in the 

annual report.... The disclosure applies to those for annual general meetings (AGMs) 
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held from 1 January 2003 onwards. As in Malaysia, companies are required to disclose 

more than just deviations from the guideline and reasons for non-compliance. This could 

reflect the significance which the regulatory body places on corporate governance 
disclosure, and hence justify research in this area. 

The Council on Corporate Disclosure and Governance (CCDG) also plays a major part 
in corporate governance development in Singapore. It was launched on 16 August 2002, 

following the issue of the Singapore code. Its terms of reference include a requirement to 

review and enhance the existing framework on corporate governance and promote good 

corporate governance in Singapore, taking into account international best practices 
(CCDG, 2007). CCDG initiated a review of the Singapore code in May 2004, and a 

revised code was issued on 14 July 2005 by the Ministry of Finance (CCDG, 2006). The 

revised code is still separated into the four main sections discussed. However, a 

Commentary section has been introduced in order to provide more comprehensive 

guidance to listed companies on how to implement best practices and make the code 

more user-friendly (CCDG, 2004). In addition, for ease of reference, specific principles 

and guidelines for disclosure are also set out in the revised code. The code also includes 

the suggestion that positive confirmation should be incorporated at the start of the 

corporate governance section of the annual report, i. e. whether the company has 

complied with the principles and guidelines of the code and, if not, to specify the areas 

of non-compliance (Ministry of Finance, 2005). However, the revised code is not used as 

a source when developing the corporate governance disclosure checklist in this study 

because the code only applies to AGMs held on or after 1 January 2007 (CCDG, 2006), 

while this study examines corporate governance disclosure in 2004 annual reports. 

In Singapore, there is an award given to the company which best complies with the letter 

and spirit of the Singapore code from the point of view of the investor, called ̀ Singapore 

Corporate Governance Awards'. Business Times Singapore (2006) indicates that a two- 

stage process is employed in selecting the winners, in which the first stage involves the 

assessment of corporate governance practices based on information disclosed in the 

annual report against a scorecard developed by S&P. The use of corporate governance 

disclosure suggests its importance in helping market participants assess company's 

management. 
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3.4.3 Thailand 

In Thailand, the main supporting agencies helping governments with the implementation 

of policies to promote corporate governance are the SEC and SET. While the SEC is 

responsible for the regulatory and legal aspects of corporate governance, the SET 

emphasises the voluntary approach. The voluntary approach provides freedom to the 

companies in relation to the implementation of the authorities' recommendations, and 

without mandatory enforcement (Montreevat, 2006). Corporate Governance Center was 

established in July 2002 by the SET, mainly to help listed companies with the 
development of their corporate governance system. 

According to the SEC requirements, listed companies have to disclose information, 

including corporate governance information, in accordance with Form 56-1 (for Annual 

Registration Statement) and Form 56-2 (for annual report). Furthermore, following the 

crisis, the Committee on Corporate Governance Development, appointed by the Board of 
Governors of the SET, prepared the Report on corporate governance (SET, 2001), one of 
the main developments of corporate governance in Thailand. It takes into account 
business environment, culture, shareholding structures, and management structure in the 

country, while also considering internationally accepted governance practices (SET, 

2001). The Report was issued in August 2001, comprising forty good corporate 

governance principles which companies should comply with. These recommendations 

are not legally binding. The Committee considers regulating corporate governance of the 

company to be needlessly excessive and it foresees that a company's corporate 

governance can be different from that which has been proposed (SET, 2001). There are 

two main levels of proposals in the Report: 1) Principles, and 2) Best practices. The 

section on best practices provides options which companies can apply according to their 

circumstances and abilities (SET, 2001). 

However, since corporate governance is considered to be a rather new area for listed 

companies in Thailand, the SET also issued fifteen principles of good corporate 

governance in March 2002 as a guideline for companies in which they must begin 

implementing (SET, 2002). The fifteen principles are based on the OECD guidelines, 

adapted to suit the Thailand's situation (Limpaphayom and Connelly, 2004a), as well as 

good governance standards from other countries, such as the UK (Kouwenberg, 2006). 
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They are used as a source to develop a corporate governance disclosure checklist in this 

study. 

As discussed in section 3.3.3, the hybrid approach is adopted in Thailand. It is a listing 

requirement that companies have to demonstrate in their Annual Registration Statements 

and annual reports how they have applied these fifteen principles, along with any reasons 

why they may have failed to comply with them (Kouwenberg, 2006). This requirement 
is effective from the accounting period ended 31 December 2002. 

Revised principles of good corporate governance were issued in 2006. In order to 

improve the comprehensiveness of the principles and to make it more comparable to the 

OECD principles of corporate governance, more principles have been added (SET, 

2006), including the recommendations made by the World Bank in its Report on the 

Observance of Standards and Codes related to Thai corporate governance. The revised 

principles are presented in five categories: 1) Rights of shareholders, 2) Equitable 

treatment of shareholders, 3) Role of stakeholders, 4) Disclosure and transparency, and 
5) Responsibilities of the Board. Each category is divided into two parts: 1) Principles, 

and 2) Recommended best practices. However, since this thesis examines corporate 

governance disclosure in 2004 annual reports, this revised code is not used as a basis for 

determining items in the checklist. 

Other main organisations established to deal with corporate governance issue in the 

country include the National Corporate Governance Committee (NCGC) and the Thai 

Institute of Directors Association (Thai IOD). The NCGC was established by the cabinet 

in order to set policies and a scheme to improve the level of corporate governance in 

Thailand (NCGC, 2007a). The Thai IOD was established in December 1999, with a 

mission to develop and support company directors in order to implement good corporate 

governance (Thai IOD, 2007). Since 2001, the Thai IOD has conducted a corporate 

governance practices survey of Thai listed companies ('Baselining Corporate 

Governance Practices of Thai Listed Companies'). Its purpose is to assess the state of 

corporate governance practices (Limpaphayom and Connelly, 2004b) and the results are 

made available in the report `Strengthening Corporate Governance Practices of Thai 

Listed Companies' (Thai IOD, 2004). The assessment looks at disclosure in the Annual 

Registration Statement, annual report, notice of AGM, minutes of the AGM, information 

released via SEC and SET, and other information disclosed to the public (for example, 
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via the company's website) (Thai IOD, 2004). With respect to awards given to 

companies with good corporate governance practices, SET has implemented the `Best 

Corporate Governance Report Awards' (SET, 2005). The intention of the awards is to 

evaluate actual corporate governance practices based on the disclosure of the companies 
in the Annual Registration Statement, annual report, notice of AGM, and minutes of the 

AGM, to see whether and how they comply with the fifteen principles of corporate 

governance. The scores obtained in 2005 (based on 2004 disclosure) were determined by 

employing the Baselining results of the Thai IOD with additional criteria set by the SET 

(SET, 2005). The assessment of corporate governance practices based on information 

disclosed suggests the importance of corporate governance disclosure, i. e. to help market 

participants assess the appropriateness of companies' corporate governance practices. 

3.4.4 International organisation 

Although there are many international organisations dealing with the issue of corporate 

governance, for example, the Global Corporate Governance Forum, the International 

Corporate Governance Network, and the European Corporate Governance Institute, this 

study focuses only on the OECD. This is because its principles have become an 

international benchmark for market participants worldwide (OECD, 2004). Companies 

listed on Bursa Malaysia, SGX, and SET which aim to compete for resources in foreign 

capital markets need to be aware of these principles. 

The 2004 OECD principles of corporate governance are used in developing a corporate 

governance disclosure checklist in this study. They are not binding but are intended to be 

used as a reference point (Arsalidou and Wang, 2005). The main objectives of the OECD 

principles are: 

'... to assist OECD and non-OECD governments in their efforts to evaluate 
and improve the legal, institutional and regulatory framework for corporate 
governance in their countries, and to provide guidance and suggestions for 

stock exchanges, investors, corporations, and other parties that have a role 
in the process of developing good corporate governance. ' (OECD, 2004, p. 
11) 

The OECD principles comprise two parts: 1) The OECD principles of corporate 

governance, and 2) Annotations to the OECD principles of corporate governance. Each 

part has six sections: 1) Ensuring the basis for an effective corporate governance 
framework, 2) The rights of shareholders and key ownership functions, 3) The equitable 
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treatment of shareholders, 4) The role of stakeholders in corporate governance, 5) 

Disclosure and transparency, and 6) The responsibilities of the board. 

The researcher argues that the OECD principles can be used as the general framework in 

both OECD and non-OECD countries, including Malaysia, Singapore and Thailand. 

Although the principles are based mainly on Western legal and ethical concepts 
(Arsalidou and Wang, 2005), they also reflect the experience of emerging and 
developing economies (Jesover and Kirkpatrick, 2005). There were also discussions with 
key international institutions and also extensive consultations with the private sector, 
labour, civil society and representatives from non-OECD countries (OECD, 2004). 

3.5 Summary and conclusions 

This chapter focuses on explaining environments in Malaysia, Singapore and Thailand, 

and their differences, in order to justify choosing listed companies from these countries 

as samples in this thesis. It helps with an understanding of the features of the countries 

examined and provides insight into the potential applicability of environmental 
determinism theory (see section 2.3.7) in explaining corporate governance disclosure in 

the annual reports. This chapter also discusses the roles and efforts of national and 
international organisations in shaping corporate governance disclosure and practices 
following the 1997 Asian economic crisis. The codes or principles, regulations and 

guidelines pertaining to corporate governance disclosure and practices are also 

discussed. These form the basis for developing a corporate governance disclosure 

checklist in Chapter 4. The main conclusions of this chapter relate to the differences in 

environments across Malaysia, Singapore and Thailand. 

The analyses suggest that the environmental factors across Malaysia, Singapore and 

Thailand are sufficiently different to justify selecting listed companies in these countries 

as samples. This is because the researcher's aim is to examine environmental 

determinism theory, which suggests that the environment in which companies operate 

can have an influence on their disclosure (see section 2.3.7). Taking country 

development, the severity of the impact of the crisis, and institutional governance 

structure into consideration, all leads to the expectation that listed companies in Thailand 

will disclose the highest level of corporate governance information and listed companies 
in Singapore will have the lowest extent of corporate governance disclosure. Corporate 
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governance disclosure of listed companies in Malaysia will lie between that of the other 
two countries. 

Firstly, with regard to country development (as discussed in section 3.2.2), prior studies 

show that Singapore is the most advanced country, while Thailand is the least developed 

and Malaysia is in the middle. Management of companies in the country with lower 

development may have the highest desire to disclose corporate governance information, 

in order to attract investment and secure credit (Miles, 2005), as well as to assure 

analysts about the credibility and quality of financial information (Ghat et al., 2006). 

Furthermore, management may also want to distinguish themselves from companies 

with lower quality management, consistent with signalling theory. 

Secondly, section 3.3.4 shows that although Malaysia, Singapore and Thailand were all 

affected by the crisis, the severity of the impact varied from country to country. The 

different degrees of importance that a company's management places on corporate 

governance could affect its attitude towards corporate governance disclosure. Listed 

companies in a country severely affected by the crisis, such as Thailand, are likely to 

disclose more corporate governance information in an attempt to regain stakeholders' 

confidence and promote sound capital markets (Stanwick and Stanwick, 2005). 

Finally, in relation to the institutional governance structure discussed in section 3.3.5, 

prior studies show that, overall, Singapore has the highest scores in relation to 

institutional governance structure, while Thailand provides the lowest scores and 

Malaysia is in the middle. There is a possibility that market participants may perceive 
listed companies in Singapore to have better corporate governance practices, when 

compared with those of Malaysia and Thailand. This may, therefore, decrease the 

managerial desire to disclose corporate governance information in the annual reports 

and/or at the same time decrease the demand for this information by investors and other 

stakeholders. 

When the legal system is considered, the variation in corporate governance disclosure 

across Malaysia, Singapore and Thailand may be less expected. This is because both 

Malaysia and Singapore have common law as a basis for their legal system, while 
Thailand is influenced by both civil law and common law systems (see section 3.2.1). 

However, since rules are normally set by national legislators under the civil law, public 
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expectations about disclosure of companies in Thailand may be higher than in Malaysia 

and Singapore, leading to an increase in management motivation to disclose information. 

In relation to cultural factors based on Hofstede (1980; 2001) and Schwartz (1994), it is 

difficult to form a strong conclusion on which country is likely to provide the highest or 
the lowest corporate governance disclosure (the possible direction of any relationship 
between the cultural dimensions and disclosure of information is discussed in detail in 

section 2.3.7.1). Further discussion about this issue is shown in section 6.4.3.3, findings 

about country variables. 

In relation to the concentration of ownership, although prior studies suggest that 

companies in Malaysia, Singapore and Thailand have high concentration of ownership, 
there is also evidence of a variation in concentration across these countries (see section 
3.3.2). Concentration of ownership can either have a positive or a negative impact on 

corporate governance disclosure. In relation to signalling theory (see section 2.3.5), 

managers in companies with a high concentration of ownership may wish to disclose 

more corporate governance information in order to avoid the risk of creating an 

unfavourable impression of inadequate governance quality through close ownership. On 

the other hand, according to agency theory (see section 2.3.1), these companies could 

provide less corporate governance information. This is because there is likely to be no or 
little separation between the principals and agents (Owusu-Ansah, 1998), and because 

shareholders can have greater access to company information, and hence do not have to 

rely so much on public disclosure to monitor their investments (Miles, 2005). The 

analysis of the listed companies in Malaysia, Singapore and Thailand may help 

determine whether disclosure theories originating from countries which have widely- 
held companies are applicable in the context of highly concentrated ownership 

companies. 

Based on the possible relationship between environmental factors and corporate 

governance disclosure discussed, country variables are included in the statistical analyses 

to test the impact of national differences on corporate governance disclosure more 

rigorously (see section 6.2.3). 

The next chapter explains the research methodology and methods employed in this 

thesis. 
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APPENDICES 

Appendix 3-A: Parameters used as a basis for scoring each of the five macro- 
determinant categories 

Rules and regulations 
1. Do financial reporting standards for listed companies follow international best practices? 
2. Must companies report their annual results within two months? 
3. Have reporting deadlines been shortened in the past three years? 
4. Is quarterly reporting mandatory? 
5. Has the government undertaken a review of company and securities laws in recent years to 

improve standards of corporate governance? 
6. Do securities laws require disclosure of ownership stakes above 5%? 
7. Do securities laws require prompt disclosure of share transactions by directors and controlling 

shareholders? 
8. Do securities laws require continuous disclosure of material transactions? 
9. Do securities laws require prompt disclosure of major connected transactions? 
10. Are class-action lawsuits permitted? 
11. Is voting by poll mandatory for resolutions at AGMs? 
12. Is there a national code of best practice largely based on international CG standards? 
13. Has the code or related CG rules or guidelines been updated over the past year or two to take 

account of new international best practices? (e. g. a requirement that at least one member of an 
audit committee have financial expertise) 

14. Does the code or local listing rules contain a clear and robust definition of `independent 
director'? (i. e. one that says independent directors should be clearly independent of both 
management and controlling shareholders) 

15. Do the rules require disclosure of individual director compensation (by name, coming into effect 
at least by FY04)? 

16. Do the rules require independent board committees to be formed (e. g. audit, nomination, 
remuneration)? 

17. Can minority shareholders easily nominated independent directors? 
18. Can shareholders easily remove a director who has been convicted of fraud or other serious 

corporate crimes? 
19. Will share-option expensing became mandatory over the next 12 months? 
Enforcement 
1. Do securities regulators have a reputation for vigorously enforcing their own CG rules and 

regulations? 
2. Do securities regulators treat all companies equally? 
3. Are the regulatory authorities sufficiently resourced - in terms of funding and skilled staff - to 

do their job properly? 
4. Does the main regulator (i. e. the securities commission) have sufficient powers of investigation 

and sanction? 
5. Is the main regulator investing more resources in investigation and enforcement? (e. g. against 

case of market misconduct such as insider trading, share-price manipulation, self dealing) 
6. Does the stock exchange have sufficient powers to sanction breaches of its listing rules? 
7. Is the stock exchange investing more resources in investigation and enforcement? 
8. Do institutional investors (domestic and foreign) exercise their voting rights? 
9. Do institutional investors (domestic and foreign) attend AGMs? 
10. Do minority shareholders (institutional or retail) often nominate independent directors? 
11. Are minority shareholder activists willing to launch lawsuits against companies and/or 

directors? 
12. Are minority shareholders adequately protected during takeovers, privatisations, connected 

transactions, and very substantial acquisitions or disposals? 
13. Is their an independent commission against corruption (or its equivalent) that is seen to be 

effective in tackling public- and private-sector corruption? 
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Political and regulatory environment 
1. Does the government have a clear and consistent policy in support of corporate governance 

reform? 
2. Is there a coherent and effective structure to the regulatory system governing the securities 

market? (i. e. one without clear conflicts of interest involving either the securities commission or 
the stock exchange) 

3. Is the statutory regulator (i. e. the securities commission) autonomous of government (i. e. not 
part of the ministry of finance)? 

4. Has the regulator recently amended securities laws to enhance protection of minority 
shareholders? 

5. Has the stock exchange recently amended its listing rules to enhance protection of minority 
shareholders? 

6. Does the legal system allow minority shareholders cost-effective access to courts in order to 
settle disputes? 

7. Is the judiciary capable of handling such disputes? 
8. Is the media free to report on corporate governance abuses among listed companies? 

Adoption of international accounting and auditing standards 
1. Does the government or the accounting regulator have a policy of following IAS (or US GAAP) 

accounting standards? 
2. Are local accounting standards largely in line with international standards? 
3. Do the rules require disclosure of consolidated accounts? 
4. Do the rules require segment reporting? 
5. Do the rules require disclosure of audit and non-audit fees paid to the external auditor? 
6. Do the rules require disclosure of connected transactions? 
7. Does the government or the accounting regulator have a policy of following international 

standards on auditing (i. e. the standards promulgated by the International Federation of 
Accountants in New York)? 

8. Are local auditing standards in line with international standards? 
9. Is the government or the accounting regulator taking account of new international best practices 

on the independence of external auditors? (e. g. limits on the non-audit work that external 
auditors can do, requirements for audit-partner rotation) 

10. Is the government strengthening the regulation of the accounting profession? (e. g. by setting up 
an independent oversight board) 

Institutional support and corporate governance culture 
1. Are most listed companies increasingly following the spirit, not merely the letter, of corporate 

governance rules? 
2. Do `non-financial' reporting practices (e. g. those parts of the annual report relating to the 

MD&A, Report of the Directors, Statement on Corporate Governance) follow international 
standards? 

3. Have listed companies improved their investor relations in recent years? (e. g. through more 
regular meetings and communication, detailed online disclosure, better reports) 

4. Are listed companies increasing the pay of independent directors in line with the latter's 

growing responsibilities and liabilities? 
5. Are listed companies increasingly strengthening their internal controls and risk management? 
6. Do `reputation intermediaries' (i. e. investment banks, accountants, lawyers) promote high 

standards of corporate governance in clients about to undergo an IPO? 
7. Are institutional investors engaged in promoting better corporate governance practices? 
8. Have institutional investors formed their own private CG activist organisations? (Note: Industry 

association do not count, nor do investor bodies established by the overnment or regulator) 
9. Have institutional investors set up any corporate governance ̀focus funds'? 
10. Are any retail investors engaged in promoting better corporate governance practices? 
11. Have retail investors formed their own shareholder activist organisations? 
12. Are professional associations - of accountants, directors, company secretaries, financial analysts 

and so on - promoting corporate governance training and awareness raising? 
13. Does the media actively report on corporate governance reforms and developments? 
Source: Gill and Allen (2004). Appendix 1: CLSA/ACGA country macro-CG determinants, pp. 118-120. 
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Appendix 3-B: Meaning of each country's corporate governance indicator: 
Kaufmann et al. (2006) 

Indicators Meaning 
1. Voice and The extent to which a country's citizens are able to participate 

accountability in selecting their government, as well as freedom of 
expression, freedom of association, and free media 

2. Political stability Perceptions of the likelihood that the government will be 
and absence of destabilised or overthrown by unconstitutional or violent 
violence means, including political violence and terrorism 

3. Government The quality of public services, the quality of the civil service 
effectiveness and the degree of its independence from political pressures, 

the quality of policy formulation and implementation, and the 
credibility of the government's commitment to such policies 

4. Regulatory quality The ability of the government to formulate and implement 
sound policies and regulations that permit and promote private 
sector development 

5. Rule of law The extent to which agents have confidence in and abide by 
. the rules of society, and in particular the quality of contract 

enforcement, the police, and the courts, as well as the 
likelihood of crime and violence 

6. Control of The extent to which public power is exercised for private gain, 
corruption including both petty and grand forms of corruption, as well as 

`capture' of the state by elites and private interests 
Source: Kaufmann et al. (2006), p. 4. 
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CHAPTER 4: RESEARCH METHODOLOGY AND METHODS 

4.1 Introduction 

This chapter describes the research methodology and methods adopted in answering the 

research questions outlined in section 1.4 of this study. Section 4.2 explains the research 

methodology employed to carry out the study and section 4.3 explains the criteria 

adopted in selecting the companies to be sampled for the quantitative approach, as well 

as the selection of respondents for the qualitative approach. The construction of research 

methods employed to measure corporate governance disclosure and market perceptions 

of company performance, and to gather the views of market participants, is reported in 

section 4.4, while the statistical techniques used to test the hypotheses developed (see 

Chapters 6 and 7), are discussed in section 4.5. The chapter concludes with the summary 
in section 4.6. 

4.2 Research methodology 

With regard to the investigation of corporate governance disclosure in the annual report, 

the positivist paradigm is the underlying paradigm. The methodology is based on the 

hypothetico-deductive approach. As discussed in Easterby-Smith et al. (2004), a 

positivist paradigm suggests that researchers have a theoretical starting point from which 

the hypotheses are formed and tested. This thesis examines the association between: 1) 

corporate governance disclosure and potential variables influencing the disclosure, and 

2) market perceptions of company performance and corporate governance disclosure. 

Hypotheses are formed based on disclosure theories (Chapter 2) and characteristics 

specific to Malaysia, Singapore and Thailand (Chapter 3). The researcher develops 

scoring systems to measure corporate governance disclosure. This feature is consistent 

with the property of the positivist paradigm which suggests that reality is observable and 

can be measured. Furthermore, Easterby-Smith et al. (2004) suggest that the key idea of 

positivism is that its properties should be measured through objective methods, rather 

than being inferred subjectively through sensation, reflection or intuition. The positivist 

paradigm also tends to focus on the correlations and causations, which are the main 

techniques employed in this study. 
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There are many reasons why the positivist paradigm should be adopted. As discussed in 

Easterby-Smith et al. (2004), if the researcher uses a quantitative approach (i. e. statistical 
techniques), the results can cover many situations. Furthermore, they argue that the main 

advantage of hypothesis-testing is that researchers can have a clear understanding of 

what they are examining, resulting in the efficient collection of data. Also, where the 

results reject the hypotheses, an explanation can be given, thereby helping with a better 

understanding of the relevant theories. Donaldson (1997) suggests that the results from 

the simple model also help in pointing to the need for additional variables in the 

hypothesis-testing. 

However, there are also disadvantages in using the positivist paradigm. Firstly, when 

statistical techniques, for example, regression analysis, are used in the research, some 

control variables might be omitted from the regression model, leading to misleading 

results. Additionally, for the purpose of developing a particular theory (in this case 

corporate governance disclosure theory), the model employed could be forced 

improperly on, for example, some of the companies being examined. Furthermore, by 

mainly focusing on the correlations and causations, the research may fail to account for 

the human actions and the subjectivities of the human. Easterby-Smith et al. (2004) 

argue that the processes of such actions cannot be understood effectively when the 

quantitative approach is adopted. 

In order to address the disadvantages of the quantitative approach, this thesis extends the 

analysis to incorporate a qualitative approach, i. e. questionnaire and interview. Based on 

this approach, the interpretivist paradigm is said to be the underlying ground. It is 

suggested that this paradigm is informed by a concern to understand the world as it is, 

and to understand the fundamental nature of the social world at the level of subjective 

experience (Burrell and Morgan, 1989). Specifically, it aims to understand the 

perceptions and interpretations of the people who are the research objects. Their opinions 

can then be linked to disclosure theories discussed in section 2.3. 

There are many reasons why the interpretivist paradigm is adopted, but primarily, the 

results obtained can provide a deeper understanding of the situation. This is because the 

motives, intentions and rationales underlying the corporate governance disclosure and 

the influence of corporate governance disclosure on market perceptions are studied, 

thereby helping to shed further light on the statistical findings. 
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4.3 Data collection 

4.3.1 Selection of companies: quantitative approach 

The sample selected for the quantitative approach comprises ninety listed companies (see 

Appendix 4-A), taking thirty each from those listed on the Bursa Malaysia, the 
Singapore Exchange (SGX), and the Stock Exchange of Thailand (SET) at the end of 
2004. Companies listed on three countries' stock exchanges are selected because 

different levels of corporate governance disclosure are expected (as discussed in Chapter 

3). 

The sample size is a compromise between the constraints of manual collection of data 

and the desire to have sufficient data for parametric testing. This study focuses on 

companies which investors are most likely to be interested in. The top thirty companies 
in each stock exchange were selected based on their market capitalisation 22 as at 31 

December 2004, restricting the choice to those which have December 2004 year ends. 
They are taken from the Kuala Lumpur Composite Index (KLCI), Straits Times Index 

(STI), and SET50 Index23, for Malaysia, Singapore and Thailand, respectively. A 

uniform year end is chosen to avoid the possible effects of year-end changes in corporate 

governance disclosure regulations on the results, as well as for comparative purposes 
(i. e. across companies within the same and different countries). 

The annual report of the year 2004 is chosen for examining corporate governance 
disclosure. This is because it is the year where the comparison of corporate governance 
disclosure across Malaysia, Singapore and Thailand is possible. In particular, this is the 

year where the corporate governance disclosure requirements in relation to the codes or 

principles of corporate governance in all these countries are effective (see sections 3.4.1 

- 3.4.3). Furthermore, it was the most recent annual report available at the time of data 

collection. 

This study uses the English version of annual reports for companies listed on the Bursa 

Malaysia and the SGX (obtained from the Bursa Malaysia and SGX websites, 

respectively), and the Thai version of annual reports for companies listed on the SET 

22 Market capitalisation is used because it captures the importance of the companies perceived by 
investors (Barrett, 1976). 
23 These are the most widely followed indices. 
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(obtained from each company's website and through requesting the listed company if it 

cannot be obtained via the website). The Thai version of the annual reports is preferable 
because English language is not the language of business communication in Thailand. 

Hence, English annual reports may not be as detailed as the Thai version. For example, 
in one listed company, only the Thai version of its annual report mentions internal 

communication of its corporate governance principles and the campaign to promote 

compliance with the principles. This can affect the final corporate governance disclosure 

scores. Since Thai has a different structure from English, care was taken during the 

scoring process to ensure comparability of the scores based on sentence count across the 

three countries. This was done by comparing corporate governance disclosure in both the 

Thai and English versions of the annual reports for Thai listed companies, whenever 

there were uncertainties about the reliability of the comparison. Nonetheless, a possible 
limitation of this study is that using the Thai version of the annual reports could 
introduce bias to the findings, especially when the pooled data are examined (i. e. those 

which incorporates the data for all three countries). 

Table 4-1 shows the market proportion of listed companies examined in this thesis. 

Table 4-1: Market proportion of listed companies examined 

Malaysia Singapore Thailand 
Companies included in the index 100 45 50 
Companies selected in this study 30 30 30 
Percentage of companies selected 30% 66.67% 60% 
Proportion of market capitalisation 
as at 31 December 2004 

42.03% 61.94% 87.11% 

Table 4-2 shows the industry sector representation of the sample companies examined in 

this thesis, based on industrial classification of the Datastream24. 

Table 4-2: Number of selected companies in each industry sector 

Malaysia Sin a pore Thail and Industry sector No. / No. /o No. /o 
Financials 6 20.00 10 33.33 8 26.67 
Cyclical services 8 26.67 3 10.00 4 13.33 
Non-cyclical services 2 6.67 3 10.00 3 10.00 
Information technology 0 0.00 3 10.00 1 3.33 
Cyclical consumer goods 4 13.33 1 3.33 0 0.00 
Non-cyclic consumer goods 6 20.00 3 10.00 0 0.00 

24 Datastream industrial classifications comprise six levels. This thesis selects level 3 as the basis for 
classifying in the context of the total number of companies sampled. 
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I d Malaysia Singapore Thail and n ustry sector No. / No. /o No. % 
Basic industries 2 6.67 0 0.00 9 30.00 
General industrials 0 0.00 7 23.33 0 0.00 
Resources 0 0.00 0 0.00 3 10.00 
Utilities 2 6.67 0 0.00 2 6.67 

Total 30 100.00 30 100.00 30 100.00 
Basis industries include, for example, building materials, commodity chemicals, steel, house building, 
and other construction. General industrials comprise, for example, electronic equipment, engineering 
(general), and diversified industry. 

Since this thesis examines corporate governance disclosure in detail and based on 

various scoring methods (see section 4.4.3), the number of industry sectors which are 
included becomes the limitation of the study. Nonetheless, it can be seen from the table 

that the sample companies have a reasonable spread across three groups of sectors: 

financials, service (cyclical, non-cyclical and information technology) and 

manufacturing and others (i. e. the rest of the sectors shown in Table 4-2). 

4.3.2 Selection of respondents: qualitative approach 

Potential respondents were contacted via e-mail and/or telephone explaining the research 

purpose for both preparers and potential users of corporate governance information, i. e. 

90 listed companies, 30 investment analysts (both sell-side and buy-side analysts), 24 

external auditors, and 6 regulators. Both listed companies and investment analysts are 

chosen from the stock exchange websites. The external auditors are mainly from one of 

the Big 4 audit companies (i. e. PricewaterhouseCoopers, Ernst & Young, KPMG, and 

Deloitte), or from companies recommended to the researcher through contacts in those 

countries. A large number of preparers and users of corporate governance information in 

Malaysia and Singapore were unwilling to respond to the questions, resulting in 

relatively low responses, when compared with those of Thailand. Furthermore, the 

researcher has a network of contacts in Thailand, making it easier to obtain responses 

from market participants in that country. Appendix 4-B provides respondents' 

information on a country basis. The final number of respondents comprises: 25 listed 

companies, 17 investment analysts (both sell-side and buy-side analysts), 13 external 

auditors, and 3 regulators. Because of the relatively low response in Malaysia and 

Singapore, and possible selection bias towards Thailand, this study does not attempt to 
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generalise the results but regards the findings as initial evidence for corporate 

governance disclosure25. 

4.4 Research methods 

4.4.1 Constructing corporate governance disclosure checklist 

For the purposes of examining corporate governance disclosure, this thesis is based on 

the principles of content analysis26, whereby text units are classified into items and 

categories of information developed. All corporate governance disclosure items for this 

thesis and the relevant sources for each item are shown in Appendix 4-C. The items are 

based on three sources27: 
1. OECD principles of corporate governance (see section 3.4.4), 

2. Codes or principles, regulations and guidelines on corporate governance developed 

specifically for Malaysia, Singapore and Thailand (see sections 3.4.1 - 3.4.3), and 

3. Prior studies on corporate governance disclosure (see section 2.5). 

Each item is set up in such a way so as to avoid ambiguity. The item which is not 

applicable to any of the three countries, i. e. information about board of commissioners 

responsible for supervising and advising directors, is excluded from the checklist. Items 

suggested by the OECD principles are incorporated in the checklist because the 

principles can be regarded as an international benchmark and they can be used as the 

general framework in both OECD and non-OECD countries (see section 3.4.4). 

Furthermore, because Malaysia, Singapore and Thailand can be regarded as based on the 

stakeholder concept of corporate governance (see section 3.3.1), this reflects the 

significance of other stakeholders, besides investors in these countries. Hence, this 

justifies including corporate governance items relating to stakeholders, based on the 

OECD principles, in the checklist. Furthermore, items from prior corporate governance 

25 Because this study does not attempt to generalise the findings based on the qualitative approach, the 
non-response bias is not examined in this thesis. 
26 Content analysis is regarded as a multipurpose research method developed specifically for 
investigating any problem in which the content of communication serves as the basis of inference 
(Holsti, 1969). Furthermore, Tennyson et a1. (1990) suggest that content analysis is a method for 
converting the narrative disclosure into a quantitative measure (i. e. a content score). 
27 Social, environment, and risk management information are excluded from the checklist because 
they are specialised topics and cover wide areas. Hence, they could be studied separately. 
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disclosures studies relevant to Malaysia, Singapore and Thailand are useful in assuring 

the validity of the checklist28. 

After construction of the checklist, the researcher consults the illustrative annual reports 
developed by PricewaterhouseCoopers (PwC) for Malaysia (PwC, 2003) and Singapore 

(PwC, 2004), which can be regarded as a useful reference point when preparing an 

annual report, to check the suitability and completeness of the checklist. These 

illustrative annual reports were produced after the issue of the codes of corporate 

governance in these countries. 

Table 4-3 shows that the checklist has six main topics: 1) codes or principles of 

corporate governance, 2) board matters, 3) audit and internal control matters, 4) 

nomination matters, 5) remuneration matters, and 6) stakeholders. There are also 29 sub- 

topics. Appendix 4-C shows that the checklist items are also separated into two columns. 

The first column contains `general items', while the second column contains `enhanced 

items'. The analogy for this separation lies in the environmental disclosure research, for 

example, Hasseldine et al. (2005), which regards quantitative data or qualitative detailed 

information as providing more useful information to the users than brief qualitative data 

alone. The `enhanced items' are those which should help users of information gain a 

better understanding of each particular area of a company's corporate governance system 

(i. e. help provide more comprehensive information). In total, the checklist comprises 191 

items: 122 for general items and 69 for enhanced items. The separation into mandatory 

and voluntary items is also shown in Appendix 4-C. This thesis defines voluntary 

corporate governance disclosure as disclosure in excess of laws (i. e. Companies Act) and 

listing requirements. Examples of sentences in the annual reports for some of the 

checklist items (both general and enhanced items) are shown in Appendix 4-D. 

Table 4-3: Main topics and relevant sub-topics of the checklist items 

Main topics Relevant sub-topics 
Codes or principles of corporate 
governance (3) 

Codes or principles of corporate 
governance 3) 

Board matters (60) Board information 2 
Principal responsibilities of the board (4) 
Access to information and advice (3) 
Board balance 4 

28 This can be called `construct validity'. Beattie et a/. (2004) suggest that construct validity can be 
achieved through the use of a classification scheme that is rigorously grounded in empirical research. 
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Main topics Relevant sub-topics 
Board dialogue (3) 
Board performance (13) 
Board size (2) 
Board structures and procedures (11) 
Business ethics (5) 
Directors' training (4) 
Independence of directors (3) 
Separation of the roles of CEO and 
chairman of the board (3) 
Use of board committees (3) 

Audit and internal control matters (43) Audit committee (23) 
Auditor remuneration (4) 
Internal audit (6) 
Internal controls (10) 

Nomination matters (16) Nomination committee (15) 
Re-nomination/Re-election of directors (1) 

Remuneration matters (26) Development of remuneration policies and 
procedures (7) 
Remuneration committee (12) 
Remuneration disclosure (7) 

Stakeholders (43) Annual General Meeting (AGM) Q 3) 
Conflict of interest (6) 
Equitable treatment (6) 
Inside information (3) 
Rights of shareholders (7) 
Role of stakeholders in corporate 
governance 8 

Total number of items for each main topic and relevant sub-topic is shown in brackets. 

The checklist items are employed when scoring corporate governance disclosure. The 

scoring methods are explained in section 4.4.3. The reliability of the results obtained 
from scoring corporate governance disclosure is tested by examining the intra-coder 

reliability (internal validation of the scores). In particular, three annual reports for each 

country were scored twice by the researcher and the results, i. e. the classifications of 

information into each item in the checklist and the number of text units (see discussion 

about employing text unit in section 4.4.3.2) under each item, were similar29. The second 

scoring was conducted only after all ninety annual reports had been scored, rather than 

immediately after each individual annual report in order to reduce the possibility that the 

second scoring would be influenced by the first. Because of the resource constraint (i. e. 

29 For each annual report, the differences of the scores are less than 0.02%. 
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cost), other methods of testing reliability, such as inter-coder reliability30, are not 
performed. 

4.4.2 Reasons for using annual reports 

Although there are various channels through which companies can provide corporate 

governance information, for example, press releases, websites and analysts' meetings, 

this study focuses only on the corporate annual report. With respect to the listed 

companies, their annual reports are produced regularly and are widely and publicly 

available to all interested persons. Furthermore, the annual report is an information 

source over which company's management has complete editorial control, hence it does 

not have the risk of journalistic interpretations and distortions possible through press 

reporting (Guthrie and Parker, 1989). Bujaki and McConomy (2002), who investigate 

corporate governance disclosure, show that the annual report is the preferred disclosure 

medium for companies intending to issue shares and for larger companies. Gandia and 

Andres (2004) develop three corporate governance disclosure indices for: 1) annual 

reports, 2) the National Securities Market Commission website, and 3) company 

websites. The results indicate a highly significant correlation between the three indices, 

indicating that if companies provide higher (lower) corporate governance disclosure in 

the annual report, it is highly possible that they will also provide higher (lower) level of 

corporate governance disclosure in other sources of information. However, it should be 

pointed out that Bujaki and McConomy (2002) and Gandia and Andres (2004) examine 

data from Canada and Spain, respectively. 

Furthermore, for their study in Asia, Ho and Wong (2004), by means of questionnaire, 

report that annual reports provide high value and are a major information source for 

investments analysts in Hong Kong. Results from other previous studies, also based on 

the questionnaire and focusing on specific users of information, indicate that the annual 

report is the most important source of information to individual and institutional 

investors (Most and Chang, 1979), and financial/investment analysts (for example, Most 

and Chang, 1979; Day, 1986; and Vergoossen, 1993). According to Catasüs (2000), the 

annual report is normally the focus for the content analysis of corporate disclosure 

30 Inter-coder reliability refers to the extent to which content classification produces the same results 
when the same text is coded by more than one coder (Weber, 1990). 
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because it can be seen as one of the most important sources of communication for 

stakeholders. 

Despite the advantages in examining annual reports, there is limitation in employing 
them. In particular, when using the annual report, the researcher assumes that corporate 

governance information provided is correct. In reality, there is a possibility that the 
information disclosed might not reflect actual corporate governance practices. This issue 

is discussed further in section 8.2.3, perceptions of the reliability of corporate 

governance information disclosed in the annual report. 

4.4.3 The scoring methods 

To examine the variables influencing corporate governance disclosure and whether 

corporate governance disclosure can have an impact on market perceptions of company 

performance (Chapters 6 and 7, respectively), four scoring methods are employed to 

measure corporate governance disclosure, extending the method adopted in prior studies. 
In addition to the dichotomous method, which is widely adopted in prior corporate 

governance disclosure studies (see section 2.5), three more methods are incorporated in 

this study: 1) a relative number of text units method, 2) a method adapted from Beattie et 

al. (2004), and 3) a method adapted from Beretta and Bozzolan (2004). 

To avoid penalising companies for not disclosing the information which is not relevant 
to them, the whole annual report for each company was read in order to help identify the 

non-applicable item for each company. For example, if a company does not issue share 

options, the checklist item relating to the important details about the share options will 
be regarded as non-applicable item. The detailed method in which this problem is dealt 

with is discussed in each of the scoring methods as follows. 

4.4.3.1 A dichotomous method 

For the dichotomous method, the `general items' are considered, representing a total 

maximum number of 122 items. In addition, both the general and enhanced items are 

examined for the robustness tests of the multiple regressions in Chapters 6 and 7. Each 

item receives a score of I if it is disclosed and 0 otherwise. The total score based on this 

method is derived from the addition of all the scores which a company receives, as 

shown in Equation (1). 
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ni 

Ti = Xy 

where 
Tj = total score for company i 

nj = number of items applicable for company j, nj<_ 122 

Xy =1 if the item i for company j is disclosed, and 0 otherwise. 

(1) 

The dichotomous index (Dichlnd) is calculated as the total score obtained divided by the 

total maximum score applicable to the company, as shown in Equation (2). The 

maximum score applicable is used as the denominator to avoid penalising companies for 

not disclosing items which are not relevant to them. 

T 
DichIndj = 

n, 

where 
DichIndj = dichotomous index for company j based on the 

dichotomous method 

so that 0: 5 Dichlndj_< 1. 

(2) 

This dichotomous index captures breadth coverage of corporate governance information. 

Based on this method, all the items are equally weighed, hence every item is treated as 

equally important. However, in reality, this might not be the case as different user groups 

might attach different weights to different items. However, by introducing the 

weightings, a subjective element to the method could be introduced. Furthermore, Cooke 

(1992) suggests that an approach which attempts to encapsulate the weights of different 

user groups would be unwieldy and probably futile. The researcher, therefore, decides to 

use an unweighted approach. Cooke (1989) suggests that the unweighted approach 

assumes that the subjective weights of different user groups will average each other out. 

4.4.3.2 A relative number of text units method 

Since the dichotomous method does not measure the relative emphasis which companies 

place on corporate governance disclosure in the annual report, this study also employs a 

relative number of text units method. The relative number of text units index (Textlnd) 
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reflects the significance of corporate governance information perceived by the listed 

companies in relation to other information disclosed in the annual report. The researcher 

also argues that it could indicate management's perception of the relevance of corporate 

governance information to their stakeholders. 

For this method, the ̀ general items', comprising of a maximum number of 122 items, are 

examined31. The relative number of text units index is computed by dividing the total 

number of corporate governance text units by the total number of pages in the annual 

report, as shown in Equation (3)32. The absolute extent of corporate governance 
disclosure could be affected by the total amount of information disclosed in the annual 

report. 

TextInd, =1 
>CGU (3) 

Pages j l=i 

where 
TextIndj = relative number of text units index for company j based on the 

relative number of text units method 
Pages = number of pages in the annual report for company j 

kj = number of text units in the annual report for company j33 

CGS =I if the text unit i in the annual report of company j contains 

corporate governance information, and 0 otherwise. 

Because this study tries to preserve the intended meaning of corporate governance 
disclosure, the sentence is used here as a measure of text unit. Milne and Adler (1999) 

suggest that using sentence should provide complete and reliable data for further 

analysis. Additionally, using number of sentences reduces the subjective element of the 

recording process, thereby increasing the accuracy. Nonetheless, readers should be aware 

that there is also a disadvantage in using the sentence as a recording unit. Unerman 

31 It is the same measure as for the density index (DEN) discussed in section 4.4.3.4. The only 
difference is that the density index is computed based on both general and enhanced items. 
32 Total number of pages, rather than total number of text units, is employed as the denominator 
because to collect the total number of text units in the annual report would require a disproportionate 
amount of manual work and time as most of the companies in the sample have relatively large 
amounts of information in their annual reports. The researcher argues that possible differences in font 
size do not pose much of a problem in this thesis. This is because the font size for all sample 
companies looks very similar. 
33 In practice, the number of text units in the annual report of each company was not counted by the 
researcher. 
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(2000) suggests that two writers may use a similar amount of words and space to convey 
the same message, yet use a different number of sentences due to differences in the use 

of grammar. Below is a comparison of corporate governance information from two 

companies, both of which convey the same message but use a different number of 

sentences. The first company uses two sentences, while the second company employs 

only one sentence to convey information about audit committee meetings held and the 

attendance of the members. 

Magnum Corporation Berhad. " 

`There were five (5) Audit Committee Meetings held during the financial year ended 31 

December 2004. Details of attendance of the Audit Committee members are as follows: 

... ' (P. 11) 

Affin Holdings Berhad. " 

`The AC [Audit Committee] had five meetings in the financial year, which were 

attended by... ' (p. 10) 

The benefits in using sentence as a recording unit as suggested above, although 

desirable, are not totally supported in this study. This is because there is an exception in 

using sentence as a recording unit when, for the purpose of the analysis, a sentence can 

be separated into phrases comprising more than one piece of information. In this case, 

each piece of information would be regarded as a recording unit, following Beattie et al. 

(2004) who examine content analysis of the voluntary disclosure in the narrative part of 

annual reports and accounts. Although this method could be considered as more 

subjective, the researcher feels confident that it does not destroy the meaning of the 

information being examined. The other scoring methods in the following sections also 

adopt this means of measuring a text unit. Examples of the separation of sentence into 

pieces of information are shown in Appendix 4-E. 

Repeated or similar text units are counted because this reflects the significance which 

companies place on a particular piece of information in relation to the usefulness and 

relevance of it to the decision-making of market participants. Furthermore, it reflects 

management's intention to get across the information (Lothian, 1976). Figures provided 
in table format, although not in sentence form, are also considered as information. These 

are counted based on the pieces of information provided. For example, information about 

96 



the number of board meeting and directors' remuneration in bands, each is counted as a 
text unit. 

For only the following items, the score of I is given just for the information being 

disclosed, i. e. simply to acknowledge the existence of the information: 1) names of 
directors, 2) names of audit committee members, 3) names of nomination committee 

members, 4) names of remuneration committee members, 5) key information regarding 
directors, and 6) the important details about the share options. Counting all the text units 
in relation to information of directors or committees might provide misleading results 
because the number of text units can depend on the number of directors on the board or 

the number of committees' members. As for share options, the amount of information 

disclosed is mainly dependent on the number of times options are granted. Hence, 

counting all the text units for information about share options may not provide a 

meaningful disclosure score. 

4.4.3.3 A method adapted from Beattie et al. (2004) 

Beattie et al. (2004) develop a four-dimensional framework with regard to content 

analysis of the voluntary disclosure in the narrative part of annual reports and accounts34. 

The topic is based on the Jenkins Report, totaling 79 sub-topic categories, and three 

types of attributes: 1) time orientation (historical/forward-looking/non-time specific), 2) 

financial/non-financial, and 3) quantitative/qualitative. The demonstration is conducted 

on the 1999 annual report of Cadbury Schweppes. 

In their study, the authors propose two main dimensions when measuring disclosure 

quality, i. e. 1) relative amount of disclosure, and 2) spread of disclosures across topics. 

These quality dimensions and possible proxies35 are adapted to suit the corporate 

governance disclosure context of this thesis. Although the authors make claims that the 

two dimensions are for measuring disclosure quality, this thesis regards them as another 

measurement of quantity. This is because they seem to be measuring the extent of 

disclosure, rather than the quality (i. e. quantity by a different name). Including these 

34 The study excludes the examination of audited financial statements and notes, the auditor's report, 
the directors' report, corporate governance statement, directors' remuneration reports, tables of 
contents, information for shareholders, historical summary tables and lists of principal operating 
companies. 
35 These disclosure quality dimensions and possible proxies are mentioned in section 6.2 of Beattie et 
al. (2004). 
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measures in this study should help shed further light on the extent of corporate 

governance disclosure. 

All the scoring methods adapted from Beattie et al. (2004) are based on the pooling of 

the `general items' and `enhanced items' in the checklist, totalling a maximum number 

of 191 items. 

1) Relative amount of disclosure (RD) 

Beattie et al. (2004) measure the relative amount of disclosure by comparing the actual 

disclosure with the expected amount, given the company size and complexity (they 

suggest that these two variables are shown in prior studies to have a strong relationship 

with the extent of disclosure). Hence, the standardised residuals from a regression of the 

number of text units on size and complexity are proposed as a measure for the relative 

amount of disclosure. 

In this thesis, the relative amount of corporate governance disclosure is estimated as 

standardised residuals from a regression which has the number of corporate governance 

text units as the dependent variable, and size and industry sector as independent 

variables, as shown in Equation (4)36. Beattie et al. (2004) explore only one industry 

sector, using a number of business segments to measure the complexity. However, since 

none of the prior corporate governance disclosure studies shows the relationship between 

corporate governance disclosure and complexity, the researcher decides to use industry 

sector (financial or not) instead. This is consistent with the scoring method (relative 

quantity index) adapted from Beretta and Bozzolan (2004) discussed in section 4.4.3.4. 

Prior studies, for example, Bujaki and McConomy (2002) and Arcay and Vazquez, 

(2005) suggest that the politically sensitive industry can have an association with 

disclosure, including corporate governance disclosure, due to regulatory influences (see 

hypothesis development in section 6.2.4.4). 

S= X30 + AMarketCap + ß2Industry +s (4) 

where 

36 Robustness tests show that standardised residuals based on regressions which include other possible 
independent variables (such as, listing age, profitability, leverage) are highly correlated with the 
standardised residuals obtained from the regression in Equation (4). 

98 



S= total number of corporate governance text units 
MarketCap = company size, measured by market capitalisation, 

obtained from Datastream 

Industry = industry sector obtained from Datastream 

(1 if the company is in the financial sector, and 0 otherwise) 
ß0, ßl, ß 2= regression coefficients 

E= error term. 

The larger the standardised residual, the greater the relative amount of disclosure will be. 

2) Spread of disclosures across topics 

Beattie et al. (2004) propose that a variety of spread measures should be employed, in 

particular the Herfindahl (H) index for the main topics, the H index for the sub-topics, 

and the number of non-empty sub-topics. Following their suggestions, these three 

measures are applied in this study in order to measure the spread of corporate 

governance information. The formula for the H index is shown in Equation (5). The 

higher the H index, the poorer the spread will be. 

xj 

Hj = EPrj 
r=1 

where 

Hj = Herfindahl index (main-topic or sub-topic levels) for company i 

(5) 

Xi = number of topics (main topics or sub-topics) for company j 

P= proportion of corporate governance text units in topic t for company i 

so that 1/x <_ H <_ 1 (1/x when the corporate governance text units are spread evenly 

across topics, and I when all corporate governance text units fall into one topic). 

The H index is computed for both the main-topic (MainH) and sub-topic (SubH) levels. 

For comparability purposes, Beattie et al. (2004) suggest that the H index (for both 

main-topic and sub-topic levels) should be reversed so that the higher the value of the 

indices, the better will be the spread. Therefore, the value 1- H is used in this thesis. 

Beattie et al. (2004) suggest that the number of non-empty sub-topics is calculated by 

counting the number of sub-topics in which the company discloses at least one item of 
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information. However, in this thesis, the number of non-empty sub-topics is also divided 

by the number of applicable sub-topics for each particular company, so that the company 
is not penalised for not disclosing information for any sub-topic which is not relevant to 

it. This gives the NE index, and the formula for this is shown in Equation (6). The higher 

the NE, the better the spread will be. 

NE! = 
NonEmp, 

Apps 

where 
NEB = relative number of non-empty sub-topics for company j 

NonEmpj = number of non-empty sub-topics for company j 

Apps = number of applicable sub-topics for company j 

so that 0<_NEj<1. 

(6) 

As suggested by Beattie et al. (2004), this measure should not be used for the main 

topics as the company will normally always disclose something at the main-topic level. 

3) Composite corporate governance disclosure index (ComBea) 

Each component score (RD, 1-MainH, 1-SubH and NE) is standardised to avoid a scale 

effect based on the method shown in Appendix 4-F37. Then, the composite corporate 

governance disclosure index is computed based on the arithmetic mean of all the 

standardised scores suggested by Beattie et al. (2004), as shown in Equation (7). The 

arithmetic mean implies that equal weighting is employed. Shevlin (2004) suggests that, 

without any supporting theory or compelling reasons to do otherwise, employing the 

equal weighting seems to be a reasonable approach. 

ComBeaj =4 
(RD j+ (1- MainH) j+ (1- SubH)j' + NE j) (7) 

where 
ComBeaj = composite corporate governance disclosure index for 

company j based on the method adapted from Beattie et al. (2004) 

" For consistency, this study follows the standardisation method suggested by Beretta and Bozzolan 
(2004). 
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KDV = standardised relative amount of disclosure for company j 

(1- MainH), ' = standardised 1-H index for the main-topic level for 

company j 

(1- SubH)' = standardised 1-H index for the sub-topic level for company j 

NEB = standardised relative number of non-empty sub-topics 

for company j 

so that 0: 5 ComBeaj <1 

4.4.3.4 A method adapted from Beretta and Bozzolan (2004) 

Beretta and Bozzolan (2004) propose a framework for risk communication analysis and 

risk disclosure quality measures. They argue that, in the context of risk communication 
for public companies, attention should be paid not only to the extent of information 

disclosed, but also to the types of information disclosed and the manner of disclosure. 

Four indices are proposed in measuring the quality of risk disclosure in their study: 1) 

relative quantity index, 2) density index, 3) depth index, and 4) outlook profile index. 

The four quality measures suggested are adapted in this thesis for the purpose of 

examining corporate governance disclosure. However, they are not regarded as a quality 

measure because the methods are heavily reliant on the amount of information disclosed. 

All the scoring methods adapted from Beretta and Bozzolan (2004) are measured based 

on the pooling of the ̀ general items' and ̀enhanced items' in the checklist, a maximum 

number of 191 items in total. 

1) Relative quantity index (RQT) 

To measure relative quantity index, Beretta and Bozzolan (2004) use the same measure 

as in relative amount of disclosure suggested by Beattie et al. (2004) (see the discussion 

of the measure for relative amount of disclosure in section 4.4.3.3). However, they 

employ the industry sector rather than a number of business segments as an independent 

variable in their regression, which is consistent with this thesis (see section 4.4.3.3 for 

the reasons). 

2) Density index (DEN) 
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Beretta and Bozzolan (2004) suggest that the relevance of the risk information disclosure 

is affected by how much it is diluted into the mass of other information disclosed. It 

could be more difficult for users to find the relevant information they need if large 

amounts of other information are included in the same document. Their density index is 

the ratio of the number of risk information sentences to the total number of sentences 
disclosed. This concept is directly applicable to corporate governance disclosure. The 

researcher argues that comparing the extent of corporate governance disclosure to the 

extent of other pieces of information disclosed in the same annual report can indicate 

management's perception of the relevance and importance of corporate governance 
information to their stakeholders. 

The density index is computed in this thesis as the number of corporate governance text 

units divided by the total number of pages in the annual report, as shown in Equation 
(8)38. 

k 

DEN J=1E CGU (8) 
Pages j 1=1 

where 
DENS = density index for company j 

Pages = number of pages in the annual report for company j 

kj = number of text units in the annual report for company j 

CGS =1 if the text unit i in the annual report of company j contains corporate 

governance information, and 0 otherwise. 

It can be seen that this density index employs the same measure as the relative number of 

text units index. The difference is the number of items in the checklist examined, both 

general and enhanced items (191) for the density index, and only general items (122) for 

the relative number of text units index. 

3) Depth index (DPT) 

38 Total number of pages, rather than total number of text units, is employed as the denominator for 
the density index because to collect total number of text units in the annual report would require a 
disproportionate amount of manual work and time as most of the companies in the sample have 
relatively large amounts of information in their annual reports. 
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Beretta and Bozzolan (2004) define a depth index comprising two dimensions of risk 
disclosure. The first dimension is the sign of the expected impact on the future 

performance of the company. The second dimension is whether the communication of 
the expected performance is qualitative or quantitative in nature. Neither of these 
dimensions is directly applicable to corporate governance disclosure because companies 
do not discuss explicitly the expected impact of corporate governance on future 

performance. However, the concept has a parallel in corporate governance disclosure 

where quantitative and further qualitative information enhances a basic disclosure for 

each disclosure item (by analogy with Hasseldine et al., 2005 discussed in section 4.4.1). 

Therefore, this study provides a newly developed depth index by examining all the areas 

which have enhanced items as shown in Appendix 4-C. 

Firstly, the depth score is computed for each particular area by giving a score of one for 

each item in the `general items' disclosed, and a score of two if all items in the 

corresponding ̀ enhanced items' are disclosed. If only some items in the relevant 

enhanced items are disclosed then the score received will be the proportion of two (the 

full score). Zero is given when there is no corporate governance disclosure. The total 

depth score for each particular area is the summation of the scores for the general and 

enhanced items for that area. The total depth score is then divided by the total score 

applicable to that particular area in order to derive the relative depth score for each area 

as shown in Equation (9). This is done to avoid penalising companies for not disclosing 

information which is not relevant to them. 

1 Zx 
RDS = DET (9) 

Xj Scoren ; =i 
X 

where 
RDS, = relative depth score for area x for company j 

Scoren = total score applicable with regard to area x for company j 

Z, J = number of all items with regard to area x for company j 

DET" y= depth score for item i with regard to area x for company j 

so that 0<_RDSxj<_1. 

The depth index for company j is then calculated by dividing the total relative depth 

score for all areas examined by the number of applicable areas for company j as shown 
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in Equation (10) to avoid penalising companies for not disclosing information which is 

not relevant to them. 

n 

DPT j=IE RDSxi 
i1 j x=1 

where 
DPTj = depth index for company j 

nj = number of applicable areas for company j 

so that 0: 5 DPTj 
_< 

1. 

(io) 

The higher the depth index, the better the depth of corporate governance information will 
be. 

4) Outlook profile index (OPR) 

Beretta and Bozzolan (2004) use an outlook profile index to evaluate how the actions 

taken or programmes planned to deal with the risks have been communicated. They 

compute the index as the total number of sentences related to the actions taken or 

programmes planned divided by the number of risk information sentences disclosed. In 

the case of corporate governance information in this thesis, the nearest concept to actions 

taken or programmes planned is a description of corporate governance policies. This is 

because the policies can demonstrate how the company deals with the corporate 

governance issues which it faces, and should demonstrate how management intends to 

manage the company in the future. The disclosure of policy information should, 

therefore, help stakeholders in evaluating whether the current policies are appropriate for 

dealing with problems which might arise, and whether they follow the national and 

international guidelines. 

The outlook profile index will be higher when the company discloses more information 

about corporate governance policies. It is computed by dividing the total number of text 

units containing corporate governance policies by the total number of corporate 

governance text units the company discloses in relation to the checklist, as shown in 

Equation (11). 
k 

OPRj =1 
ýCGPy (11) 

Si i=1 
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where 
OPRj = outlook profile index for company j 
Sj = total number of corporate governance text units for company j 
kf = number of text units in the annual report for company j 

CGPy =1 if the text unit i in the annual report of company j contains corporate 

governance policy, and 0 otherwise 

so that 0<_OPRj<_1. 

5) Composite corporate governance disclosure index (ComBer) 

To avoid a scale effect, the four component indices (RQT, DEN, DPT and OPR) are 

standardised based on the method shown in Appendix 4-F. The composite corporate 

governance disclosure index is then computed based on the arithmetic mean of the four 

standardised indices as suggested by Beretta and Bozzolan (2004). The formula is shown 
in Equation (12). 

ComBer f= 
(RQT; 

+ DEN j' + DPT J+ OPR j) (12) 

where 

ComBerj = composite corporate governance disclosure index for 

company j based on the method adapted from Beretta and Bozzolan 

(2004) 

RQTJ = standardised relative quantity index for company j 

DENS = standardised density index for company j 

DPTj' = standardised depth index for company j 

OPRý = standardised outlook profile index for company i 

so that 0: 5 ComBerj < 1. 

4.4.4 Measure of market perceptions of company performance 

To examine the influence of corporate governance disclosure on the market perceptions 

of companies, Tobin's Q is selected as a proxy and it is used to measure the market 

perceptions of company performance (Weir et al., 2002). The reasons for using Tobin' Q 
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are as follows. Tobin's Q is a commonly used performance measure in terms of 
company valuation in corporate governance research (for example, Weir et al, 2002; 
Abdul Rahman and Haniffa, 2005; Bebczuk, 2005; Klein et al., 2005; and Haniffa and 
Hudaib, 2006). Weir et al. (2002) argue that the higher value of Tobin's Q suggests more 

effective governance mechanisms. Hence, the researcher argues that it is possible that 
Tobin's Q can represent how the market sees corporate governance based on the 
information disclosed to the public. Using Tobin's Q also allows the researcher to 

compare the findings with prior corporate governance studies. Furthermore, Tobin's Q 

value above 1 suggests that investors are willing to pay a premium for the company in 

return for good future prospects (Hovey et al., 2003) and that the company is considered 
to be using resources effectively (Chen, 2001). These can be interpreted as relevant to 

corporate governance disclosure because the disclosure could signal the ability of 

managers to manage the company and its resources effectively and efficiently, hence 

could help attract investment and securing credit for the company (for example, Robb et 

al. 2001; and Miles, 2005). A value of Tobin's Q below 1 provides evidence that the 

controlling shareholders may enjoy privately the benefit of having controls (Black et al., 
2006). In relation to this issue, SET (2001) suggests that corporate governance disclosure 

allows stakeholders to examine the company more cautiously, specifically with regard to 

monitoring the ethical and moral conduct of a company's operations and whether or not 

this conduct is maintained. Hence, the disclosure could have an impact on Tobin's Q. 

Tobin's Q is the ratio of the market value of assets to their replacement value (La Porta 

et al., 2002). However, due to the unavailability of the data, Tobin's Q is approximated 
in this thesis using the proportion of market value of common shares plus total debt to 

the book value of total assets (as in, for example, Abdul Rahman and Haniffa, 2005; 

Mak and Kusnadi, 2005; and Haniffa and Hudaib, 2006)39. Tobin's Q as at 31 March 

2005 is used40. The date selected is based on the desire to avoid the impact of the first 

quarterly results of 2005 on Tobin's Q. In addition, the assumption here is that the policy 

on corporate governance disclosure for each company does not change much from year 

39 Gill and Allen (2004; 2005) indicate that accounting standards in Malaysia, Singapore and Thailand 
are relatively in line with international accounting standards. Hence, Tobin's Q values should not be 
significantly affected by the difference in each country's accounting standard. 40 This is consistent with many previous value relevance studies which examine whether, e. g. share 
price, three months after the fiscal year-end can be explained by the accounting information (for 
example, Graham et a/., 2003; and Ahmed and Falk, 2006). 
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2004 to year 2005. Therefore, even though the 2004 annual reports had not been issued 

on or before 31 March 2005, it should not have much impact on the results. 

To examine the influence of corporate governance disclosure on Tobin's Q, this study 

attempts to control for the possible competing factors (see sections 7.2.2 and 7.2.3). In 

particular, Demsetz and Villalonga (2001) suggest that Tobin's Q reflects the intangible 

assets value perceived by investors. Industry sector variable, categorised into high and 
low intangible asset sectors, is included in regressions in this thesis to control for this 
factor (see section 7.2.3.3). Furthermore, Mehran (1995) and Dwivedi and Jain (2005) 

suggest that Tobin's Q can reflect the growth opportunities of the company. This factor 

is controlled for by incorporating the proportion of capital expenditure to total assets of 

the company in the regressions (see section 7.2.3.3). 

4.4.5 Qualitative approach: Questionnaire and interview 

The qualitative approach was conducted after the statistical analyses in order to allow the 

researcher to discuss results based on the relatively recent evidence with the market 

participants. The results of the statistical findings also help focus the questionnaires and 
interviews, and allow the researcher to gain prior knowledge about the companies before 

asking any questions. 

4.4.5.1 Objectives 

There are three main objectives for employing a qualitative approach. Firstly, it is to gain 

more insight into the factors influencing corporate governance disclosure, as well as the 

impact of corporate governance disclosure on the market perceptions of companies. By 

asking the preparers and users of the information, it can help in identifying factors 

affecting corporate governance disclosure which cannot be captured through statistical 

analysis, i. e. factors which cannot be quantified or are difficult to do so, or have not been 

included in the statistical analysis. The responses can help shed further lights in 

identifying the motives behind corporate governance disclosure and whether the 

disclosure itself can affect how the market perceives the company. Secondly, the 

responses should help enhance the interpretation of the statistical findings. Finally, they 
help in assessing the applicability of the theoretical frameworks with regard to corporate 

governance disclosure, particularly in Malaysia, Singapore and Thailand. 
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4.4.5.2 Operationalisation 

In this study, the main qualitative approach employed is a questionnaire sent via e-mail. 
This was the main method used because of the resource constraint (i. e. cost) and the 
intention to allow time for the respondents to reply in the hope to obtain a high response 

rate. Since the questions were sent out via e-mail, it was possible to clarify any questions 

which respondents did not understand. Additionally, if the answers were not clear and 
needed further clarification, the respondents were contacted to provide the clarification. 
Additional questions related to the respondent's reply were also asked. Interviews were 

carried out when it was preferred by the respondents. Once again, because of the 

resource constraint, the interviews were conducted via telephone and a tape recorder was 

used. Whether gathering responses by questionnaire or interview, the anonymity of the 

respondents and their employers is assured by the researcher. 

The questions employed are shown in Appendix 4-G. In designing the questions, 

references were made to the questions developed in prior disclosure studies, specifically, 
Ho and Wong (2001), Leventis (2001), Mohd Ghazali (2004), and Haniffa and Cooke 

(2005), taking into consideration the objectives of this thesis, as well as the statistical 

models and findings. The questions are categorised into two parts. The first part contains 

general questions, covering the specific research questions 6 to 10, as shown in section 
1.4 of this thesis. The second part is comprised of more specific issues relating to the 

multivariate analyses in Chapters 6 and 7. This part responds to specific research 

questions 7 to 10, as shown in section 1.4. Pilot testing of the questions was conducted 
by sending them out to qualified accountants in Malaysia (2), Singapore (2), and 
Thailand (4), in order to ensure that the questions were understandable, and appropriate 
to the countries being examined. The qualified accountants were contacted through 

networking and personal contacts. Adjustments were made in accordance with their 

recommendations. 

Both open-ended questions, i. e. questions which give freedom to respondents to reply, 

and closed questions, i. e. those which offer a choice of replies (Oppenheim, 1992) are 
included. Closed questions are included because of the particular interest in obtaining 

opinions about factors, which can have an influence on corporate governance disclosure 

and market perceptions. These are also included in the hope of increasing the response 

rate from Malaysia and Singapore. When compared with the open-ended questions, 
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which can be quite time-consuming to respond to and demand a lot more effort from the 

respondents, the closed questions can be regarded as easier and quicker to answer 
(Oppenheim, 1992). Closed questions also help make comparisons of the results with the 

statistical findings relatively easier. 

When the questions were sent out via e-mail for the first time, only those questions in 

Part One were included because it was felt that too many questions would result in a low 

response rate. Open-ended questions in Part One would allow the respondents to give 
their opinions freely before sending the closed questions in the second part. This avoids 
the respondents being influenced by those factors suggested in the second part of the 

questions. Only when the responses to the first set of questions were received were the 

second part of the questions then sent out. As for the interviews, questions in both parts 

were asked at the same interview, but again the open-ended questions were asked first. 

Each interview, on average, lasted around one to one and a half hours. In total, seventeen 
interviews were conducted. In this thesis, the semi-structured interview was employed 
because it is quite flexible and allows the interviewer to follow up any issues of interest, 

and because there are specific issues to be asked (Bryman, 2004). 

The responses were analysed using content analysis (Krippendorff, 2004). The analyses 

are based on the written responses to questionnaires received via e-mail, and on the 

transcripts prepared after each interview. Themes from the responses to each question 

are put in table format to allow frequency scoring, separately for each country. 

4.5 Statistical techniques 

4.5.1 Main assumptions 

The data in this thesis (pooled and separate country data) are assessed whether they are 

normally distributed by looking at normal probability plots (the normal Q-Q Plots), 

skewness, kurtosis, and the Kolmogorov-Smimov statistics (Pallant, 2005). The findings 

show that the distribution of the data deviates significantly from normality. Firstly, the 

normal probability plots, in which the observed value is plotted against the expected 

value from a normal distribution, do not appear in a straight line. Skewness which shows 
the symmetry of the distribution, and Kurtosis, which indicates the peakedness of the 
distribution (Pallant, 2005), further confirm that the data are not normally distributed, i. e. 
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the skewness and kurtosis values are rather deviated from 041. For the Kolmogorov- 
Smirnov statistic, the Sig. values are below 0.05, indicating that the data deviate from 

normality. 

To use the parametric tests discussed in section 4.5.2 and 4.5.3 below42, both dependent 

and continuous independent variables are transformed so that the distributions are 

normal. Due to the benefits of the normal scores approach, it is employed in this study. 
In particular, it helps disperse the concentration of the data (Cooke, 1998). Additionally, 

the normal scores are relatively insensitive to outliers, while the F and t-tests, and the 

regression coefficients are meaningful (Cooke, 1998). This approach is referred to as the 

Van der Waerden approach. Based on this approach, the data are substituted by scores on 
the normal distribution (Cooke, 1998)43. 

Hair et al. (1998) suggest that correction of non-normality also remedies the 

heteroscedasticity problem (unequal dispersion of variance). An analysis of the residual 

scatterplot of the regression standardised residuals against regression standardised 

predicted value shows supporting evidence that the data are homoscedastic, while 
linearity assumption is also achieved. 

4.5.2 Univariate analyses 

For univariate analysis, this thesis uses the normal scores to analyse the data when using 

the parametric techniques. However, the actual data are also used in order to compare the 

results with those of the normal scores. Specifically, correlation coefficients based on 

Pearson product-moment correlation coefficients are explored in order to examine the 

strength and direction of the association between the dependent and independent 

variables. As a non-parametric alternative, Spearman's rank order correlations are also 

calculated. Independent-samples t-tests are performed for categorical independent 

variables. The results help establish whether each categorical variable, for example, 

41 The positive skewness suggests that the scores clustered at the low end (left-hand side of a graph) 
and negative skewness indicates the clustering of the scores at the high end (right-hand side of a 
graph) (Pallant, 2005). As for the Kurtosis, the positive value suggests that the distribution is clustered 
in the centre with long thin tails and the negative value indicates relatively flat distribution (Pallant, 
2005). 
42 SPSS 13.0 was used for statistical analyses in this thesis. 
43 The transformation proposed is from actual observations to the normal distribution by dividing the 
distribution into the number of observations plus one region on the basis that each region has equal 
probability (Cooke, 1998). 
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separation of the roles of CEO and chairman and industry sector, can have an influence 

on corporate governance disclosure (Chapter 6) or market perceptions of company 

performance (Chapter 7). In particular, it helps in identifying whether there is a 

statistically significant difference in the mean scores with regard to corporate governance 
disclosure or market perceptions between the two groups for each categorical variable. A 

non-parametric test, Mann-Whitney U test, is also performed as an alternative in order to 

explore the difference in the median scores. Finally, a one-way between-groups analysis 

of variance (ANOVA) and a non-parametric alternative, Kruskal-Wallis test, are 

conducted to examine whether different countries have statistical differences in mean 

scores and mean ranks, respectively, in relation to corporate governance disclosure. 

4.5.3 Multivariate analysis 

Besides the univariate analysis, this study also explores the multivariate analysis because 

it can determine the collective impact of the independent variables on the dependent 

variable. In this study, the standard multiple regression is employed. Betas under 

`Standardised Coefficients' is used to compare different independent variables because 

the values are already adjusted to the same scale. The highest Beta suggests that the 

variable has a strong unique contribution. The significance of the independent variables 

examined is decided based on statistical significance at either 1% or 5%. Variables 

which are significant at 10% level were reported as marginally significant. The 1% or 

5% significant level indicates that the variables provide a statistically significant unique 

contribution (Pallant, 2005). To avoid violating the normality assumption, the normal 

scores for both dependent and continuous independent variables are employed in all of 

the regressions. 

In each regression, when two or more independent variables are highly correlated, it is 

said that multicollinearity exists. In other words, those variables provide redundant 

information. There are problems when multicollinearity exists. Mendenhall and 

Reinmuth (1982) and Mendenhall et al. (1993) indicate that when using multiple 

regression, high correlations between independent variables could prevent researchers 

from determining the individual contribution, as well as making them fail to reject the 

null hypothesis. According to McClave et al. (2005), high correlations could make the 

regression results confusing and misleading, and can have an impact on the signs of the 

parameter estimates. Tabachnick and Fidell (2001) suggest that the cut-off point for 
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including the variables which are collinear should be 0.70. In other words, the inclusion 

of the two redundant variables could be considered to be harmful when the variables are 

correlated at 0.70 or higher. Kennedy (2003) proposes a less stringent cut-off point, i. e. 

the variables are considered to be highly correlated when the correlation coefficient is 

about 0.80 or 0.90. In this study, the multicollinearity is tested by examining Pearson 

product-moment correlation coefficients, using both actual data and normal scores, as 

well as the non-parametric Spearman's rank order correlations 44. Additionally, the 

Variance Inflation Factor (VIF) based on the regression analysis is also considered. 

According to Pallant (2005), a VIF value above 10 is the cut-off point commonly used to 

determine multicollinearity. 

4.6 Summary 

The purpose of this chapter is to explain the methodology and methods, both quantitative 

and qualitative, adopted in answering this study's research questions. It explains the 

research paradigms followed in conducting the empirical work, followed by the 

discussion about data collection. The construction of corporate governance disclosure 

checklist, the reasons in choosing annual reports as the main data source for examining 

the disclosure, and the method for scoring corporate governance disclosure are then 

explained and discussed. This is followed by discussion of and justification in selecting 

Tobin's Q as a proxy for market perceptions of company performance. Then the 

qualitative approach, i. e. the questionnaire and interview, is explained and discussed. 

Finally, the statistical techniques used in examining corporate governance disclosure and 

for testing the hypotheses developed in Chapters 6 and 7 are discussed. 

The next chapter reports on the analysis of the extent of corporate governance disclosure 

in annual reports. They are computed based on the checklist and the scoring methods 

proposed in this chapter (see sections 4.4.1 and 4.4.3, respectively). The results obtained 

form a basis and are background for examining variables influencing corporate 

governance disclosure, and whether the disclosure can have an effect on market 

perceptions of companies hypothesised in Chapters 6 and 7, respectively. 

44 The findings suggest that the highest correlations between independent variables in this thesis are 
0.547 for variables influencing corporate governance disclosure, and 0.567 for variables influencing 
market perceptions of company performance (see Appendices 6-D and 7-A, respectively). 
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APPENDICES 
Appendix 4-A: Companies selected for statistical analyses 

No. Company name 
Market capitalisation 

as at 31 Dec. 2004 
(millions of US$) 

Mala ysia 
1. Affen Holdings Berhad 459.87 
2. Bintulu Port Holdings Berhad 442.11 
3. British American Tobacco (Malaysia) Berhad 3,437.63 
4. Carlsberg Brewery Malaysia Berhad 429.69 
5. Commerce Asset-Holding Berhad 3,368.46 
6. Genting Berhad 3,522.28 
7. IGB Corporation Berhad 446.68 
8. JT International Berhad 304.21 
9. Kumpulan Guthrie Berhad 621.04 
10. Lafarge Malayan Cement Berhad 556.83 
11. Magnum Corporation Berhad 997.56 
12. Malaysia Airports Holdings Berhad 466.05 
13. Malaysian Industrial Development Finance Berhad 331.59 
14. Maxis Communications Berhad 6,090.98 
15. NCB Holdings Berhad 327.86 
16. Nestle (Malaysia) Berhad 1,425.51 
17. Oriental Holdings Berhad 563.26 
18. Plus Expressways Berhad 3,684.21 
19. POS Malaysia & Services Holdings Berhad 342.74 
20. PPB Group Berhad 877.96 
21. Public Bank Berhad 6,269.98 
22. Puncak Niaga Holdings Berhad 399.42 
23. Ramatex Berhad 366.49 
24. RHB Capital Berhad 1,122.87 
25. Sarawak Enterprise Corporation Berhad 434.23 
26. Shell Refmin Company of Malaya) Berhad 765.79 
27. Star Publications (Malaysia) Berhad 584.90 
28. Tan Chong Motor Holdings Berhad 293.56 
29. Telekom Malaysia Berhad 10,325.31 
30. UMW Holdings Berhad 691.01 
Singapore 
31. AllGreen Properties 668.50 
32. CapitaLand Limited 3,166.41 
33. Chartered Semiconductor Manufacturing 1,447.95 
34. City Developments Limited 3,644.25 
35. ComfortDel o Corporation Limited 1,875.69 
36. Dairy Farm International Holdings Limited 3,257.82 
37. Great Eastern 3,623.12 
38. Haw Par Corporation 627.56 
39. Hongkong Land Holdings Limited 6,082.34 
40. Jardine Cycle & Carriage 2,059.72 
41. Jardine Matheson Holdings Limited 9,493.39 
42. Jardine Strategic 8,587.50 
43. Keppel Corporation Limited 3,943.04 
44. Keppel Land Limited 943.20 
45. MobileOne 1,047.16 
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No. Company name 
Market capitalisation 

as at 31 Dec. 2004 
(millions of US$) 

46. Neptune Orient Lines 2,564.01 
47. Oversea-Chinese Banking Corporation Limited 10,465.29 
48. Parkway Holdings Limited 638.50 
49. People's Food Holdings Limited 1,001.00 
50. SembCorp Industries 1,742.22 
51. SembCorp Logistics 884.91 
52. SembCorp Marine 1,142.89 
53. Singapore Land 1,017.22 
54. STATSChipPAC 1,156.32 
55. Total Access Communication Public Company 1,679.43 
56. TPV Technology Limited 813.48 
57. United Overseas Bank Limited 12,483.25 
58. United Overseas Land Limited 943.28 
59. Venture Corporation 2,467.72 
60. Want Want Holdings Limited 1,153.51 
Thailand 
61. Advanced Info Service Public Company 7,953.44 
62. Aromatics (Thailand) Public Company 1,518.03 
63. Bangkok Bank Public Company 5,009.93 
64. Bangkok Expressway Public Company Limited 510.13 
65. Bank of A dh a Public Company 863.47 
66. Ban u Public Company 1,042.48 
67. BEC World Public Company Limited 792.48 
68. Electricity Generating Public Company 983.24 
69. Italian-Thai Development Public Company Limited 905.83 
70. Kasikornbank Public Company Limited 3,131.81 
71. Kim Eng Securities (Thailand) Public Company 512.37 
72. Kr-=g Thai Bank Public Company 2,539.41 
73. Land and Houses Public Company 2,062.43 
74. National Petrochemical Public Company 837.15 
75. Precious Shipping Public Company 518.39 
76. PTT Exploration and Production Public Company 4,781.79 
77. PTT Public Company 12 213.35 
78. Ratchaburi Electricity Generating Holding Public Company 

Limited 
1,390.62 

79. Sahaviri a Steel Industries Public Company 952.28 
80. Shin Corporation Public Company Limited 2,963.13 
81. Siam Cement Public Company 7,389.74 
82. Siam City Bank Public Company Limited 1,346.42 
83. Siam City Cement Public Company Limited 1,539.53 
84. Siam Commercial Bank Public Company 2,096.44 
85. Thai Military Bank Public Company 1,263.47 
86. Thai Olefins Public Company 1,388.51 
87. TPI Polene Public Company 575.73 
88. True Corporation Public Company 693.64 
89. United Broadcasting Corporation Public Company Limited 465.28 
90. United Communication Indus Public Company Limited 762.43 
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Appendix 4-F: Standardisation method 

This study follows the method of standardising provided in Beretta and Bozzolan (2004). 

The equation is shown below: 

s 
INDEX, - min(INDEX, ) INDEXE = 

max(INDEX, ) - min(INDEX, ) 

where 

Dj= standardised corporate governance disclosure index for component i 

for company j 

INDEXE = observed corporate governance disclosure index for component i for 

company j 

min and max = the minimum and maximum index, respectively, for component i 
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Appendix 4-G: Questions 

Part One. General questions 

Questions SRQs Thesis 
section 

1. Listed companies 
a. Who decides and what factors influence their decisions in relation 7 and 8 8.4 and 8.5 

to corporate governance disclosure? 
b. How important is corporate governance disclosure to the market 9 and 10 8.2.1.1 and 

value of your company and for what reasons? 9.2.1 
c. What types of corporate governance information do you think are 9 9.2.1.2 

important to investors in the market? 
d. Can you suggest any reasons for very high corporate governance 7 and 8 8.4.3 

disclosure for listed companies in Thailand, in comparison to 
Malaysia and Singapore, and the lower corporate governance 
disclosure in Singapore, in comparison to Malaysia and Thailand? 

C. What other channels, besides the annual report, does your company 6 8.2.2 
use in disclosing corporate governance information, and what 
motivations are there for providing those channels of information? 

f. Are there other user groups who use your corporate governance 6 8.2.4 
information? Please specify. 

g. Please place in order of importance to the investors in the market, 9 9.2.1.2 
the following types of corporate governance information (where 1 
indicates the most important type of information : 
" Codes or principles of corporate governance 
" Board of directors 
" Audit and internal control 
" Nomination of directors 
" Remuneration of directors and executives 
" Stakeholders information, please state the types of stakeholders 
" Others (lease specify) 

2. Investment analysts 
a. Does corporate governance matter when you make an investment 9 and 10 8.2.1.1 and 

decision? 9.2.1 
b. What areas of corporate governance information are of interest to 9 8.2.1.1 

you and affect your investment decision? 
c. How do you obtain corporate governance information of listed 6 8.2.2 

companies? 
d. How much importance do you place on corporate governance 6 8.2.2 

information disclosed in a company's annual report? 
e. How reliable and credible do you think is corporate governance 6 8.2.3 

information disclosed in the annual report? 
f. Why do you think some companies provide extensive corporate 7 and 8 8.4 and 8.5 

governance information, while others are more secretive, and what 
do you think are the influencing factors? 

g. Are there any areas of corporate governance information you would 6 8.2.1.1 
like to see improved in terms of a company's annual report 
disclosure? 

h. In relation to (g) above, do you think a development in the 6 8.2.1.1 
corporate governance disclosure regulations is required? 

i. Please place in order of importance to the investors in the market, 9 8.2.1.1 
the following types of corporate governance information (where I 
indicates the most important type of information): 
" Codes or principles of corporate governance 
" Board of directors 
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Questions SRQs Thesis 
section 

" Audit and internal control 
" Nomination of directors 
" Remuneration of directors and executives 
" Stakeholders information, please state the types of stakeholders 
" Others (please specify) 

3. External auditors 
a. How reliable and credible do you think is corporate governance 6 8.2.3 

information disclosed in the annual report? 
b. Why do you think some companies provide extensive corporate 7 and 8 8.4 and 8.5 

governance information, while others are more secretive, and what 
do you think are the influencing factors? 

c. Are there any areas of corporate governance information you would 6 8.2.1.1 
like to see improved in terms of a company's annual report 
disclosure? 

d. In relation to (c) above, do you think a development in the 6 8.2.1.1 
corporate governance disclosure regulations is required? 

4. Regulators 

a. Are you satisfied with the way listed companies disclose corporate 6 8.2.1.1 
governance practices in their annual reports? 

b. How reliable and credible do you think is corporate governance 6 8.2.3 
information disclosed in the annual report? 

c. Why do you think some listed companies provide extensive 7 and 8 8.4 and 8.5 
corporate governance information, while others are more secretive, 
and what do you think are the influencing factors? 

d. Do you think the current regulations with regard to corporate 6 8.2.1.1 
governance disclosure in the annual report satisfy the needs of 
users, for example, investors in the market? If not, in which areas 
should they be developed? 

Part Two. Questions related to statistical findings 

Questions SRQs 
Thesis 
section 

A. Which of the following do you think are the factors influencing 
corporate governance disclosure in the annual report and what 
could be the direction of the impact? 

7 and 8 8.4 and 8.5 

" Codes or principles of corporate governance 
" Listing requirements 
" International comparison 
" Management accountability 
" Quality of management 
" Desire to boost a company's image 

" Demand for information (leasespecify user groups) 
" Proportion of independent non-executive directors on the board 
" The separation of the roles of CEO and chairman 
" Independence of the board chairman 
" Board size 
" Proportion of shares held b top ten shareholders 
" Proportion of shares held by executive directors 

" Need for capital in the market 
" Listing age 
" Whether or not the company has multiple listings 

" Company size 
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Questions SRQs Thesis 
section 

" Company rofitabili 
" Company leverage 
" Industry sector 

B. Which of the following do you think are the factors influencing 
market value of the company and what could be the direction of the 
impact? 

9 and 10 9.2.2 
and 9.2.3 

" Proportion of independent non-executive directors on the board 
" The separation of the roles of CEO and chairman 
" Independence of the board chairman 
" Board size 
" Proportion of shares held by top ten shareholders 
" Proportion of shares held by executive directors 
" Sales 
" Company leverage 
" Industry sector 
" Listing age 

SRQ stands for specific research question as shown in section 1.4. 
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CHAPTER 5: ANALYSIS OF THE EXTENT OF CORPORATE GOVERNANCE 
DISCLOSURE IN ANNUAL REPORTS 

5.1 Introduction 

This chapter provides answers for specific research question (SRQ) I (section 1.4): 

SRQ 1: What is the extent of corporate governance disclosure in the annual reports of 
major companies included in the Kuala Lumpur Composite Index (KLCI), Straits Times 

Index (STI), and Stock Exchange of Thailand (SET) 50 Index, and do different scoring 

methods distinguish different aspects of corporate governance disclosure? 

a) What is the extent of corporate governance disclosure, both mandatory and 

voluntary, in the annual reports? 

b) Do different corporate governance disclosure scoring methods distinguish 

different aspects of corporate governance disclosure? 

The extent of corporate governance disclosure is measured based on four scoring 

methods: 1) a dichotomous method, 2) a relative number of text units method, 3) a 

method adapted from Beattie et al. (2004), and 4) a method adapted from Beretta and 
Bozzolan (2004) (section 4.4.3)45. Section 5.2 applies each of the four scoring methods 

to determine the extent of corporate governance disclosure and discusses whether 
different methods distinguish different aspects of corporate governance disclosure. 

Section 5.3 discusses the differences in corporate governance disclosure across 
Malaysia, Singapore and Thailand based on different scoring methods. Section 5.4 

reports and discusses the extent of corporate governance disclosure according to the 

topics specified in the disclosure checklist (Appendix 4-C). The summary and 

conclusions are shown in section 5.5. 

43 Beattie et a/. (2004) and Beretta and Bozzolan (2004) claim that their methods measure quality of 
disclosure. However, in this thesis, they are regarded as quantity measures because they focus on 
various measures of the extent of disclosure (see sections 4.4.3.3 and 4.4.3.4 for detailed discussion 
about the two methods, respectively). 
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5.2 The extent of corporate governance disclosure in annual reports 

5.2.1 A dichotomous method 

The results of the scoring using the dichotomous method, based on items in the checklist 

shown in Appendix 4-C, are described as follows. 

5.2.1.1 Total corporate governance disclosure 

Table 5-1 shows the descriptive statistics and frequencies of corporate governance 
disclosure indices based on the dichotomous method. 

Table 5-1: Descriptive statistics and frequencies of corporate governance disclosure 
indices -A dichotomous method 

Malaysia Singapore Thailand 
Min 0.30 0.10 0.17 
Max 0.57 0.56 0.58 
Mean 0.45 0.39 0.41 
Median 0.45 0.45 0.42 
Skewness 0.784 -0.988 -0.564 
Kurtosis -0.290 -0.4 01 1.8 00 

Range 
Number of 
Companies a 

Number of 
Companies o 

Number of 
Companies o 

0.90-0.99 0 0.00 0 0.00 0 0.00 
0.80-0.89 0 0.00 0 0.00 0 0.00 
0.70-0.79 0 0.00 0 0.00 0 0.00 
0.60-0.69 0 0.00 0 0.00 0 0.00 
0.50-0.59 6 20.00 9 30.00 3 10.00 
0.40-0.49 23 76.67 11 36.67 15 50.00 
0.30-0.39 1 3.33 4 13.33 11 36.67 
0.20-0.29 0 0.00 0 0.00 0 0.00 
0.10-0.19 0 0.00 6 20.00 1 3.33 
0.01-0.09 0 0.00 0 0.00 0 0.00 

Total 30 100.00 30 100.00 30 100.00 

The results indicate that the breadth of coverage of corporate governance information is 

relatively low, despite an examination of the top thirty companies by market 

capitalisation for each country. The frequency results indicate that the indices are more 

clustered in Malaysia, where 23 companies scored in the range of 0.40-0.49. Only 6,9 

and 3 companies disclose 50% or more46 of the applicable items included in the checklist 

for Malaysia, Singapore, and Thailand, respectively. These findings suggest that even 

46 Wallace (1988) suggests that indices higher than 50% are regarded as good, however the author 
acknowledges that it is judgemental. 
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among the highly traded stocks, the extent of corporate governance disclosure can be 

relatively poor. 

5.2.1.2 The analysis of mandatory and voluntary corporate governance disclosure 

When all the mandatory items are examined separately from the voluntary items based 

on the dichotomous method, the results show that listed companies in Singapore have the 

highest proportion of total voluntary disclosure (90.37%), when compared with Malaysia 

(76.26%) and Thailand (75.71%) (see Appendix 5-A). The low proportion of mandatory 
disclosure in Singapore (9.63%), when compared with that of voluntary disclosure, could 

result from the relatively low number of corporate governance disclosure items which is 

required to be disclosed (9 items). However, the Pearson product-moment correlations 

show that Singapore has a significant positive association between mandatory and 

voluntary disclosures (0.547 at the 1% level)47. This suggests that if companies disclose 

more mandatory items, it is likely that they will also have an incentive to disclose more 

voluntary items. This is consistent with the argument in Dye (1986) who suggests that 

there is a complement between mandatory and voluntary disclosures when the 

mandatory information is comprised of non-proprietary information. 

The significant correlations between mandatory and voluntary disclosures seem to be 

unique only to Singapore. There does not seem to be any significant interaction between 

mandatory and voluntary disclosures in Malaysia and Thailand. This implies that factors 

affecting voluntary corporate governance disclosure in Malaysia and Thailand may be 

different from those of mandatory items. This justifies separate examination of the 

mandatory and voluntary disclosures relating to factors influencing corporate governance 
disclosure, as reported and discussed in section 6.4.3 in Chapter 6. 

Table 5-2 shows the proportion of listed companies disclosing each mandatory item for 

Malaysia, Singapore and Thailand separately. There are a total of 26,9 and 26 

mandatory items for Malaysia, Singapore and Thailand, respectively. The significant 
findings are discussed as follows. 

47 Throughout this chapter, because of the non-normality of the disclosure scores, correlations shown 
are based on normal scores. However, the Pearson product-moment correlations and the Spearman's 
rank order correlations based on the actual scores are also tested and the results are similar. 
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Overall, Table 5-2 shows that most of the mandatory items are disclosed by at least 50% 

of companies in the sample. These results suggest that mandatory requirements could 
have a positive influence on the corporate governance disclosure of listed companies 
(see the views of both preparers and users of corporate governance information 

regarding this issue in section 8.5.2). For example, as shown in Table 5-3, for items 

which are mandatory in Thailand only, the proportion of Thai listed companies 
disclosing information is the highest, compared with those of Malaysia and Singapore 

(Appendix 5-B shows the proportion of listed companies disclosing each of the 191 

items, both mandatory and voluntary, in the checklist across Malaysia, Singapore and 
Thailand). 

Table 5-3: Examples of comparison of proportion of listed companies in the sample 
disclosing items which are only mandatory in Thailand 

Items Malaysia Singapore Thailand 
Details of the remuneration of each 23.33% 60% 93.33% 
director 
Details about the procedures for 3.33% 10% 96.67% 
handling conflict of interest 

Table 5-2 also shows that in relation to the item about ̀ a statement as to whether or not 

the company has complied with the codes/principles and a summary of situations and the 

reasons for not being able to apply some of the codes/principles at that moment... ', 60%, 

20% and 0% of listed companies in Malaysia, Singapore and Thailand disclose the 

information. These findings may suggest that companies only discuss their good 

governance in the annual reports, not the non-compliance with the codes or principles. 
This could lead to difficulties for the market participants when evaluating the suitability 

of the governance conduct of the listed companies. The researcher argues that if 

companies fully comply with the codes or principles, they should disclose this fact in 

their annual reports to distinguish themselves from the non-compliant companies. This is 

consistent with signalling theory (see section 2.3.5). The revised code of corporate 

governance issued in 2005 for Singapore has taken this issue into consideration. The 

code suggests the incorporation of positive confirmation at the start of the corporate 

governance section of the annual report if the company has complied with the guidelines 
(Ministry of Finance, 2005). 
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Another noteworthy item is that concerning the process the board has applied (where 

applicable, through its committees) in reviewing the adequacy and the integrity of the 

system of internal control. Although listed companies in Malaysia are required to 

disclose this information, only 30% of the listed companies do so. This implies that 

although the regulatory body sees this information as important, the company may not 

see the need to disclose the information. This could be because most of the companies 
(86.67%) in the Malaysian sample do already provide information about the key 

components of their internal control systems (see Appendix 5-B). This raises the 

question of whether or not this item needs to be mandated by the regulatory body. As 

seen in Table 5-2, Singapore and Thailand leaves judgement to the listed companies. 
Future researchers may decide to exclude this item from the checklist if the researcher 
decides that disclosure of the key components of the system of internal control can be 

regarded as either conveying a similar message or providing adequate information for 

market participants to assess the company's internal control system. 

Table 5-2 also shows that regulatory body in Thailand also pay higher attention, when 

compared with Malaysia and Singapore, on information about committees who are 
delegated to deal with specific issues such as nomination and remuneration of directors. 

This suggests that it may be more important for a less developed country to raise 

stakeholder confidence about the efficiency and effectiveness of the management of 
listed companies, especially following the 1997 Asian economic crisis. Additionally, 

Thai regulatory body also focuses on information about procedures for handling conflict 

of interest and guidelines on keeping and protecting inside information. This implies that 

a country with a weaker institutional governance structure may have more desire to 

assure stakeholders about the ethical and moral conduct of management, consistent with 
the purpose of corporate governance disclosure in Thailand discussed in section 1.2. 

These findings can be related to environmental determinism theory (see section 2.3.7). 

5.2.2 A relative number of text units method 

5.2.2.1 Total corporate governance disclosure 

Table 5-4 shows the descriptive statistics and frequencies of corporate governance 
disclosure indices based on the relative number of text units method. The relative 

number of text units is computed by dividing the total number of corporate governance 
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text units by the total number of pages in the annual report (see section 4.4.3.2). The 

index reflects the significance of corporate governance information perceived by the 

listed companies in relation to other information disclosed in the annual report. 

Table 5-4: Descriptive statistics and frequencies of corporate governance disclosure 
indices -A relative number of text units method 

Malaysia Singapore Thailand 
Min 0.34 0.16 0.21 
Max 1.12 0.85 1.31 
Mean 0.68 0.48 0.56 
Median 0.62 0.47 0.51 
Skewness 0.498 0.357 0.883 
Kurtosis -0.71 6 -0.41 6 0.71 1 

Range Number of 
Companies % Number of 

Companies oho Number of 
Companies oho 

1.30-1.39 0 0.00 0 0.00 1 3.33 
1.20.1.29 0 0.00 0 0.00 0 0.00 
1.10-1.19 2 6.67 0 0.00 0 0.00 
1.00-1.09 2 6.67 0 0.00 0 0.00 
0.90-0.99 2 6.67 0 0.00 2 6.67 
0.80-0.89 3 10.00 2 6.67 4 13.33 
0.70-0.79 4 13.33 3 10.00 2 6.67 
0.60-0.69 4 13.33 1 3.33 2 6.67 
0.50-0.59 7 23.33 6 20.00 5 16.67 
0.40-0.49 4 13.33 9 30.00 3 10.00 
0.30-0.39 2 6.67 4 13.33 7 23.33 
0.20-0.29 0 0.00 4 13.33 4 13.33 
0.10-0.19 0 0.00 1 3.33 0 0.00 

Total 30 100.00 30 100.00 30 100.00 

The relative number of text units reported in the table shows that the relative significance 

which companies place on the communication of corporate governance information 

varies across companies in each country. These findings are inconsistent with the breadth 

of corporate governance disclosure, measured by the dichotomous method, which seems 

to be clustered in the range of 0.30-0.59 (see Table 5-1). This suggests that different 

corporate governance disclosure scoring methods can lead to different findings in 

relation to the extent of disclosure, thereby justifying further investigation into the 

robustness of the association testing. 

5.2.2.2 The analysis of mandatory and voluntary corporate governance disclosure 

When the mandatory items are examined separately from the voluntary items, based on 

the actual number of text units, the results show that listed companies in Singapore have 
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the highest proportion of total voluntary disclosure (93.21%), when compared with 

Malaysia (63.19%) and Thailand (70.80%)48 (see Appendix 5-C). This is consistent with 

findings based on the dichotomous method. The Pearson product-moment correlations 

show that all three countries have a significant positive association between mandatory 

and voluntary disclosures (0.367 at the 5% level, 0.420 at the 5% level, and 0.526 at the 

1% level for Malaysia, Singapore and Thailand, respectively). These findings suggest 

that the number of text units being voluntarily disclosed by listed companies in these 

three countries is partially related to the number of mandatory text units disclosed. The 

findings imply that the higher the disclosure requirement, the higher the possibility that 

companies will provide higher number of text units in their annual reports. This suggests 

that, in relation to number of text units, companies may have an incentive to disclose 

both mandatory and voluntary items, possibly to help stakeholders understand about 

their corporate governance or in an attempt to enhance management image. 

5.2.3 A method adapted from Beattie et al. (2004) 

5.2.3.1 Corporate governance disclosure components 

Beattie et al. (2004) argue that in order to obtain a richer understanding of disclosure, all 

the components of disclosure should be considered (see detailed discussion about the 

method adapted from Beattie et al., 2004 in section 4.4.3.3). Table 5-5 shows the 

descriptive statistics and frequencies of corporate governance disclosure scores with 

regard to the four disclosure components adapted from Beattie et al. (2004). 

48 The results reported are based on the assumption that all text units associated with mandatory items 
are considered mandatory. However, readers should be aware that the regulatory bodies do not specify 
exactly the wordings which companies have to use in relation to corporate governance disclosure. 
This provides flexibility in terms of the actual disclosure, hence these text units may not be entirely 
mandatory. This issue limits further investigation about mandatory and voluntary disclosures for the 
method adapted from Beattie et al. (2004) and Beretta and Bozzolan (2004). 
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The relatively high scores for all three spread measures (i. e. 1-MainH, 1-SubH, and NE) 

across the three countries suggest that management have made an effort in covering a 

range of corporate governance topics when preparing their annual reports. This suggests 

that it may realise the significance and potential benefits for their companies in 

disclosing each corporate governance topic (see discussion about the views of preparers 

and users of corporate governance information on benefits of disclosure in section 8.5.9). 

Finally, the relative amount of disclosure (RD), measured by comparing the actual 
disclosure with the expected amount, is shown to be rather spread across companies in 

each country. This suggests that variations in disclosure can still occur even for 

companies which are large in size, implying differences in factors influencing corporate 

governance disclosure. 

The Pearson product-moment correlations between the four components for the pooled 
data (incorporating Malaysia, Singapore and Thailand) are shown in Table 5-649. The 

significant correlations between 1-MainH, 1-SubH and NE are expected because they are 

all the measures of spread. With regard to the sub-topics, the proportion of corporate 

governance disclosure could affect the main topics which are at the higher level of 

groupings. In terms of the correlations between relative amount of disclosure and the 

spread of disclosure, none of these are significant, suggesting that employing these two 

main dimensions in measuring corporate governance disclosure could help capture 
different aspects regarding the extent of disclosure, and could also help form an 

understanding of the ways each particular company discloses their corporate governance 
information. This justifies exploration of the robustness of association testing to these 

two main corporate governance disclosure dimensions. 

Table 5-6: Pearson product-moment correlations between corporate governance 
disclosure components adapted from Beattie et al. (2004) 

RD 1-MainH 1-SubH 
I -MainH 0.070 
I-SubH 0.259 0.765*** 
NE 0.316 0.331*** 0.577*** 
RD, 1-Main H, 1-SubH, and NE are the relative amount of disclosure, spread of disclosure across main 
topics, spread of disclosure across sub-topics, and relative number of non-empty sub-topics, respectively 
(see full discussion in section 4.4.3.3). 
*** correlation is significant at the 1% level (2-tailed). 

I The findings for individual countries are also similar but they are not reported for economy of 
space. 
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5.2.3.2 Composite corporate governance disclosure index 

Beattie et al. (2004) argue that in order to obtain a richer understanding of disclosure, the 

way in which the components are combined should also be considered (see detailed 

discussion about the method adapted from Beattie et al., 2004 in section 4.4.3.3). The 

descriptive statistics and frequencies of the composite corporate governance disclosure 

indices are reported in Table 5-7. 

Table 5-7: Descriptive statistics and frequencies of composite corporate governance 
disclosure indices -A method adapted from Beattie et al. (2004) 

Malaysia Singapore Thailand 
Min 0.41 0.04 0.50 
Max 0.79 0.87 0.93 
Mean 0.60 0.60 0.75 
Median 0.59 0.73 0.75 
Skewness 0.120 -1.293 -0.145 
Kurtosis -0.76 0 0.143 -0.405 

Range Number of 
Companies o Number of 

Companies o Number of 
Companies 

o 

0.90-0.99 0 0.00 0 0.00 3 10.00 
0.80-0.89 0 0.00 4 13.33 8 26.67 
0.70-0.79 6 20.00 12 40.00 9 30.00 
0.60-0.69 7 23.33 6 20.00 9 30.00 
0.50-0.59 12 40.00 2 6.67 1 3.33 
0.40-0.49 5 16.67 0 0.00 0 0.00 
0.30-0.39 0 0.00 0 0.00 0 0.00 
0.20-0.29 0 0.00 0 0.00 0 0.00 
0.10-0.19 0 0.00 4 13.33 0 0.00 
0.01-0.09 0 0.00 2 6.67 0 0.00 

Total 30 100.00 30 100.00 30 100.00 

The composite corporate governance disclosure index based on the method adapted from 

Beattie et al. (2004) shows the combined effect of disclosure components. In particular, 

the composite index is the arithmetic mean of the four disclosure components discussed 

in section 5.2.3.1, after the standardisation of each component50. The results in Table 5-7 

show that, overall, the top thirty companies in each country, based on market 

capitalisation, which are likely to be the main focus of international investors, produce 

high levels of corporate governance disclosure (over 0.50 in most of the companies). 

This might not be surprising because of the relatively high indices for all the spread 

measures. 

50 The standardisation method is shown in Appendix 4-F. 
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5.2.4 A method adapted from Beretta and Bozzolan (2004) 

5.2.4.1 Corporate governance disclosure components 

Table 5-8 provides the descriptive statistics and frequencies of corporate governance 
disclosure indices with regard to the four disclosure components adapted from Beretta 

and Bozzolan (2004). 

The results of the depth index (DPT) and the outlook profile index (OPR) are rather 

poor. This suggests that despite companies' efforts at covering a range of corporate 

governance topics, they have still not provided adequate detailed information which 

might help users gain a better understanding of corporate governance practices. 
Additionally, the results suggest a low level of disclosure with regard to the policies set 
to demonstrate how the company deals with the corporate governance issues it faces and 
how management intends to manage the company in the future. The findings of density 

index (DEN) are rather widely spread, suggesting that relative significance which 

companies place on the communication of corporate governance information varies 

across companies in each country. This is consistent with the findings of the relative 

number of text units index (see section 5.2.2.1) and implies that the attitude of company 

management on corporate governance may play a significant part on influencing 

disclosure. By construct, the relative quantity index (RQ1) is the same as relative amount 

of disclosure (RD) discussed in section 5.2.3.1 (see section 4.4.3.4 for the discussion). 
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The Pearson product-moment correlations between the four disclosure components are 

shown in Table 5-951. 

Table 5-9: Pearson product-moment correlations between corporate governance 
disclosure components adapted from Beretta and Bozzolan (2004) 

R QT DEN DPT 
DEN 0.446*** 
DPT 0.404** 0.388 
OPR 0.199 0.146 0.044 
tcji, uGiv, uri, ana uric are the relative quantity index, density index, depth index, and outlook 
profile index, respectively (see full discussion in section 4.4.3.4). 
*** and ** correlations are significant at the 1%level and 5% level, respectively (2-tailed). 

The findings show that there is a medium relationshi p52 between RQT and DEN (0.446) 

and between RQT and DPT (0.404). Other correlations are not significant. These 

findings suggest that the disclosure components may help distinguish different aspects of 

corporate governance disclosure. Relative quantity index can capture the actual 
disclosure, when compared with the expected amount, thereby showing the relative 

quantity of disclosure. Density index can indicate management's perception of the 

relevance and importance of corporate governance information to their stakeholders, in 

comparison with other pieces of information disclosed in the annual report, while depth 

index may help capture the depth of corporate governance information provided by 

companies. Finally, the outlook profile index can capture a company's policies on 

corporate governance. These findings justify examination of the robustness of 

association testing to the scoring methods used. 

5.2.4.2 Composite corporate governance disclosure index 

The descriptive statistics and frequencies of the composite corporate governance 
disclosure indices are reported in Table 5-10. 

S' The findings for individual countries are also similar but they are not reported for economy of 
space. 5 Cohen (1988) suggests that correlation from 0.30 to 0.49 or -0.30 to -0.49 can be regarded as 
medium relationship. 
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Table 5-10: Descriptive statistics and frequencies of composite corporate 
governance disclosure indices -A method adapted from Beretta and Bozzolan 
(2004) 

Malaysia Singapore Thailand 
Min 0.33 0.06 0.17 
Max 0.81 0.65 0.87 
Mean 0.47 0.35 0.57 
Median 0.47 0.39 0.54 
Skewness 1.544 -0.607 -0.339 
Kurtosis 4.419 -0.01 1 0.99 1 

Range Number of 
Companies h Number of 

Companies h Number of 
Companies 

h 

0.90-0.99 0 0.00 0 0.00 0 0.00 
0.80-0.89 1 3.33 0 0.00 1 3.33 
0.70-0.79 0 0.00 0 0.00 4 13.33 
0.60-0.69 0 0.00 1 3.33 8 26.67 
0.50-0.59 7 23.33 1 3.33 6 20.00 
0.40-0.49 16 53.33 12 40.00 9 30.00 
0.30-0.39 6 20.00 9 30.00 1 3.33 
0.20-0.29 0 0.00 1 3.33 0 0.00 
0.10-0.19 0 0.00 3 10.00 1 3.33 
0.01-0.09 0 0.00 3 10.00 0 0.00 

Total 30 100.00 30 100.00 30 100.00 

Like the composite corporate governance disclosure index based on the method adapted 

from Beattie et al. (2004), the composite index based on the method adapted from 

Beretta and Bozzolan (2004) also shows the combined effect of disclosure components. 

In particular, the composite index is the arithmetic mean of the four disclosure 

components discussed in section 5.2.4.1 after the standardisation of each component53. 

The frequencies show that when compared with Malaysia and Singapore, on average, 

listed companies in Thailand are likely to have higher extent of disclosure where the four 

components are taken into consideration. 

5.2.5 Correlations between different composite corporate governance disclosure indices 

This section examines the correlations between the four composite corporate governance 

disclosure indices measured by: 1) a dichotomous method, 2) a relative number of text 

units method, 3) a method adapted from Beattie et al. (2004), and 4) a method adapted 

from Beretta and Bozzolan (2004). The Pearson product-moment correlations for the 

pooled and each country data suggest that there is a low (below 0.40) relationship 

between each pair of composite corporate governance disclosure indices. This finding 

53 The standardisation method is shown in Appendix 4-F. 
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suggests that these indices provide different kind of information. Hence, employing 
different scoring methods may help identify different aspects of corporate governance 
disclosure. For example, dichotomous index represents breadth of disclosure, while 

relative number of text units index can reflect the relatively significance which listed 

companies placed on corporate governance information. While the depth index may help 

capture the depth of corporate governance information provided by companies, the 

outlook profile index can capture a company's policies on corporate governance. Hence, 

it may be worth examining these composite indices further in the association testing of 
factors influencing corporate governance disclosure (see findings in Chapter 6) and the 

influence of this disclosure on market perceptions of company performance (see findings 

in Chapter 7). 

There is, however, scope for development of composite scoring methods in future 

research, where researchers may want to assign weightings to each item or category of 

corporate governance information. These weightings could be determined based on the 

average ranking scores obtained from market participants. Another avenue for future 

research could be an examination of different combinations of the composite corporate 

governance disclosure index. 

5.3 Differences in corporate governance disclosure across Malaysia, Singapore and 
Thailand based on different scoring methods 

To examine whether there are significant differences in the mean disclosure scores or the 

mean ranks across the three countries, two statistical tests were performed, i. e. one-way 
between-groups analysis of variance (ANOVA)54 and non-parametric Kruskal-Wallis 

Test, respectively". The full results are shown in Appendix 5-D, while a summary of the 

results is shown in Table 5-11. 

sa The post-hoc tests were employed to identify where the differences lie. 
ss The Sig. value < 0.05 suggests a statistically significant difference for both one-way between- 
groups analysis of variance and Kruskal-Wallis test (Pallant, 2005). 
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Table 5-11: Comparisons of the differences in corporate governance disclosure 
scores across Malaysia, Singapore and Thailand 

Disclosure scoring methods 
Comparisons Reference to 

of the findin s* Appendix 5-D 
" Composite disclosure -A method adapted T> M> S " Panel D 

from Beretta and Bozzolan 2004 
" Composite disclosure -A method adapted T> (M = S) " Panel C 

from Beattie et al. (2004); 
" Spread of disclosure across sub-topics; and " Panel G 
" Outlook profile index " Panel K 
" Relative amount of disclosure / (T = M) >S " Panel E 

Relative quantity index; 
" Density index; and " Panel I 
" Depth index " Panel J 
" Relative number of non-empty sub-to pics T> S " Panel H 
" Relative number of text units index M> S " Panel B 
" Spread of disclosure across main topics (T = S) >M " Panel F 
" Dichotomous index T=M=S " Panel A 
* This is a comparison between the mean corporate governance disclosure scores based on one-way 
between-groups analysis of variance (see Appendix 5-D). 
M, S and T stand for the results of Malaysia, Singapore and Thailand, respectively. 
= means that there is no significant differences in the mean disclosure scores. 

Overall, the findings suggest the possibility of different findings based on different 

scoring methods used. This implies that different scoring methods should not be used in 
isolation because the approaches used in scoring corporate governance can affect , 
corporate governance disclosure scores. Analyses based on different scoring methods 

may bring out different sets of factors which can influence corporate governance 
disclosure, thereby helping provide a clearer explanation/picture on the variation of 

corporate governance disclosure (see findings of multivariate analyses in section 6.4.3 in 

Chapter 6). Researchers who employ' only one scoring method in their study should 
interpret the results in context specific to the scoring method used. For example, if an 

examination of the breadth of disclosure is the objective of the study, the dichotomous 

method should be adopted, and if depth of disclosure is the focus of the study, 

researchers could employ the depth index. 

However, when composite corporate governance disclosure indices measured using the 

methods adapted from Beattie et al. (2004) and Beretta and Bozzolan (2004) are 

explored, Thai listed companies are likely to disclose more corporate governance 
information than Malaysia and Singapore. It might be expected that listed companies in 

Thailand, which are less developed in terms of their economic and capital market, and 
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with relatively weaker institutional governance structures (see sections 3.2.2 and 3.3.5, 

respectively), will tend to provide a higher overall extent of corporate governance 
disclosure. This is because companies operating in a weaker environment may want to 

provide assurance to investors regarding their management and the credibility and 
quality of financial information. The findings may be interpreted as being consistent 

with environmental determinism theory (see section 2.3.7). The issue of the use of 

environmental determinism theory in explaining corporate governance disclosure is 

explored further in the multivariate analysis in Chapter 6, factors influencing corporate 

governance disclosure. 

5.4 Corporate governance disclosure: categories of information 

The investigation of the extent of corporate governance disclosure is further analysed by 

categories (or topics) of information. The distribution of text units based on both general 

and enhanced items across categories of information is shown in Table 5-12 (the 

evidence for each relevant sub-topic is shown in Appendix 5-E). 

Table 5-12: Distribution of text units across categories of information 

Mala sia Sin a ore Thailand 
Categories No. of text 

units 

/O ° No. of text 
units 

/O ° No. of text 
units 

% 

Codes or principles of 
corporate governance 

117 2.45 78 2.50 216 4.28 

Board matters 1,130 23.68 891 28.53 1,332 26.42 
Audit and internal control 
matters 

2,357 49.40 882 28.24 1,515 30.05 

Nomination matters 279 5.85 320 10.25 252 5.00 
Remuneration matters 446 9.35 540 17.29 580 11.51 
Stakeholders 442 9.26 412 13.19 1,146 22.73 

Total 4,771 100.00 3,123 100.00 5,041 100.00 
% is the total number of text units for each category, as a percentage of the total number of text units 
for all categories. 

The findings show that rather than focusing on an explanation of the codes or principles 

of corporate governance, listed companies in Malaysia, Singapore and Thailand tend to 

focus their attention on the disclosure of actual corporate governance practices, in 

particular, board matters and audit and internal control matters. The findings of the one- 

way between-groups analysis of variance and non-parametric Kruskal-Wallis Test 

suggest that disclosure relating to the audit and internal control is significantly different 

across the three countries. The highest level of this information disclosed is in Malaysia. 
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Further examination shows that listed companies in Malaysia focus on disclosing 

information about their audit committee and internal controls (see Appendix 5-E). The 

high percentage of text units under the internal controls sub-topic may be due to the 

issue of the document entitled ̀ Statement on Internal Control: Guidance For Directors of 
Public Listed Companies'. This document provides guidance to companies when making 

a statement of internal control in the annual report in accordance with the listing 

requirements. 

The findings also show that Thai listed companies disclose the largest number of text 

units for the stakeholders category, when compared with Malaysia and Singapore which 
focus mainly on the disclosure relating to the annual general meeting (AGM) (see 

Appendix 5-E). The results of the one-way between-groups analysis of variance and non- 

parametric Kruskal-Wallis Test support the significant difference in the number of text 

units in Thailand. This suggests that a country with a weaker institutional governance 

structure may have more desire to assure stakeholders about its ethical and moral 

conduct, as well as to assure stakeholders about their roles and rights in the company. 
This is consistent with the purpose of corporate governance disclosure in Thailand 

discussed in section 1.2, and can be interpreted as being relevant to environmental 
determinism theory (see section 2.3.7). 

The following sections discuss the items of interest for each category of corporate 

governance information. In particular, the proportion of companies disclosing the 

information is discussed (Appendix 5-B shows the proportion of listed companies 
disclosing each of the 191 items in the checklist across Malaysia, Singapore and 
Thailand). Where possible, the examination on the reasons why certain country discloses 

each particular item relatively more than the others is also provided. 

5.4.1 Codes or principles of corporate governance 

As discussed in section 5.2.1.2, the analysis of mandatory and voluntary disclosures, in 

relation to the item about ̀ a statement as to whether or not the company has complied 

with the codes/principles and a summary of situations and the reasons for not being able 

to apply some of the codes/principles at that moment ... ', 60%, 20% and 0% of listed 

companies in Malaysia, Singapore and Thailand disclose the information. The relatively 
higher disclosure in Malaysia could be because disclosure about compliance with the 
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Malaysian code on corporate governance is one of the criteria considered when awarding 

a National Annual Corporate Report Awards (NACRA), in relation to the Industry 

Excellence Awards. For Singapore, the findings are consistent with those reported in 

Mak (2007) which show that disclosure and explanation of non-compliance is often non- 

existent. Hence, the researcher suggests that if companies fully comply with the codes or 

principles, they should disclose this fact in their annual reports to distinguish themselves 

from the non-compliant companies. 

S. 4.2 Board matters 

The findings show that less than 25% of companies in the sample disclose information in 

the area of board performance across all three countries (Appendix 5-B). While the 

information about process for evaluating performance and the objective criteria are 
important to help stakeholders assess their appropriateness, the outcome of the 

evaluation may also be considered to be of interest and value by them. This is because 

they can use the information when making plans to change and/or motivate the board of 
directors to perform functions in the best interests of the shareholders. This, in turn, 

could have a positive impact on the company's performance. 

Another item of interest is the information about the meaning of directors' independence. 

The findings show that 10% and 6.9% of the companies in Malaysia and Singapore, 

respectively, disclose this information, while 86.67% of Thai listed companies do 

provide it (Appendix 5-B). This is very encouraging for Thai listed companies even 

though there is no disclosure regulation for this item. Regulatory bodies in Malaysia and 
Singapore may want to adjust their requirements so that this item is covered under 

mandatory disclosure. This could help stakeholders assess whether directors can 

objectively serve their functions. Nonetheless, the users of such information should be 

aware that, although companies disclose the meaning of independence, there is a 

possibility that, in practice, independent directors may be appointed even though they are 

not truly independent (see opinions of preparers and users of corporate governance 
information in section 8.4.1.1) 

5.4.3 Audit and internal control matters 

In this category, the item of interest is the information about the process the board has 

applied (where applicable, through its committees) in reviewing the adequacy and the 
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integrity of the system of internal control. Only 30% and 3.33% of the listed companies 
in Malaysia and Thailand disclose this information, while none of Singaporean listed 

companies do so (Appendix 5-B). Listed companies may consider disclosing key 

components on internal control as enough, resulting in low (or no) disclosure of this 

information. This raises question for regulatory body in Malaysia which requires the 

process applied by the board in reviewing the system of internal control to be disclosed. 

5.4.4 Nomination matters 

Here, the item of interest is that relating to the information about factors in determining 

the directors for nomination. Less than half of the sample companies in each country 

provide this information (see Appendix 5-B). The disclosure should benefit those 

majority shareholders who are not part of the management team, as well as minority 

shareholders, in assessing the suitability of directors and; if necessary, making 

adjustments to the criteria. 

5.4.5 Remuneration matters 

In this category, the finding shows that information about the total remuneration of 

directors is disclosed by a high proportion of listed companies in Malaysia, Singapore 

and Thailand (93.33%, 90%, and 96.67%, respectively). This is not surprising because 

this item is covered under mandatory disclosure. Furthermore, remuneration has to be 

compiled as part of the production of the financial statements. Hence, the cost of 

disclosing such information should be relatively low. This can be interpreted as 

consistent with cost savings. Additionally, it is suggested that corporate governance 
information does not generally involve commercially sensitive information (Labelle, 

2002; Standard & Poor's and Corporate Governance and Financial Reporting Centre: 

S&P and CGFRC, 2004a, b, c, d, e). Hence, the proprietary costs of disclosing corporate 

governance information should be minimal. 

None of the Malaysian or Thai samples disclose the procedures for setting remuneration, 

while only 3.33% of Singapore sample companies disclose this information (Appendix 

5-B). This raises the question on how shareholders can evaluate whether the 

remuneration is set in an appropriate manner and in accordance with the suitable 

practices. 
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5.4.6 Stakeholders 

Stakeholders' items incorporated in the checklist are based mainly on the international 

benchmark recommended by the OECD. The findings show that for Malaysia and 

Singapore, only a few companies disclose information in the areas of the rights of 

shareholders, equitable treatment, conflict of interest, and role of stakeholders in 

corporate governance (see Appendix 5-B). Hence, this may imply that listed companies 
in Malaysia and Singapore focus more on disclosing corporate governance information 

which is recommended by their codes of corporate governance. This is in contrast to 

Thailand, where these areas of information are, on average, disclosed by a larger number 

of companies (see Appendix 5-B). This could be because Thai principles of corporate 

governance are adapted from the OECD guidelines. In addition, due to lower 

enforcement of rules and regulations in the country (see section 3.3.5), Thai listed 

companies may have more desire to assure stakeholder about their rights and roles in the 

company, as well as to enhance confidence in the company. This is so to legitimise their 

actions. 

5.5 Summary and conclusions 

This chapter examines the extent of corporate governance disclosure in the annual 

reports across Malaysia, Singapore and Thailand, and evaluates whether different 

scoring methods distinguish different aspects of corporate governance disclosure. 

The findings suggest that different scoring methods, both composite and components 

scoring methods, should not be used in isolation across Malaysia, Singapore and 
Thailand because they can capture different aspects of corporate governance disclosure 

(see section 5.2.5). For example, the relative number of text units can help capture the 

significance of corporate governance information as perceived by the preparer in relation 

to other information disclosed in the annual report. The dichotomous index can represent 

the breadth of disclosure and the depth index may help capture the depth of corporate 

governance information provided by companies to enhance basic disclosure for each 
item disclosed. Hence, examining other corporate governance scoring methods, besides 

the dichotomous method should add value to the understanding of corporate governance 
disclosure. Additionally, the analyses based on different scoring methods may bring out 
different sets of factors influencing corporate governance disclosure which can help 
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provide a clearer explanation/picture and a richer understanding of the variation of 

corporate governance disclosure. Furthermore, it may help enhance the interpretation of 
the influence of corporate governance disclosure on market perceptions of company 

performance. This, therefore, justifies examination of the robustness of association 

testing to the scoring methods used. 

In addition, the findings suggest a possibility that environmental determinism theory 

could be used in explaining the differences in disclosure across countries (see section 5.3 

and 5.4). Examples are when there is higher level of disclosure for Thailand when 

composite corporate governance disclosure indices measured using the methods adapted 
from Beattie et al. (2004) and Beretta and Bozzolan (2004) are explored. It might be 

expected that listed companies in Thailand, which are less developed in terms of their 

economic and capital market, and with relatively weaker institutional governance 

structures, will tend to provide a higher overall extent of corporate governance disclosure 

in order to provide assurance to investors on the quality of management. Another 

example is the large number of text units disclosed by Thai listed companies for the 

stakeholders' category. Companies under a weaker institutional governance structure 

may have a higher desire to assure stakeholders regarding their rights and roles in the 

company, as well as to assure stakeholders about its ethical and moral conduct. The issue 

of the use of environmental determinism theory in explaining corporate governance 
disclosure is explored further in the multivariate analysis in Chapter 6, factors 

influencing corporate governance disclosure. 

As discussed in section 5.4, the examination of each category of information reveals that, 

rather than focusing on an explanation of the codes or principles of corporate 

governance, listed companies in Malaysia, Singapore and Thailand tend to focus their 

attention on the disclosure of actual corporate governance practices. When each category 

of corporate governance information is explored, it shows that board matters and audit 

and internal control matters are the top two categories. However, the examination into 

items in each category of information suggests that some items have been disclosed by a 

small number of companies, such as the area of board performance and the information 

about factors in determining the directors for nomination. Disclosing the information 

may benefit stakeholders in many ways, such as help in assessing the suitability of 
directors and; if necessary, making adjustments to the criteria. 
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The next chapter reports the findings of factors influencing corporate governance 
disclosure based on the different corporate governance disclosure scoring methods 
discussed in this chapter. 
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APPENDICES 

Appendix 5-A: Balance of mandatory and voluntary disclosures - Number of items disclosed 

Mandatory or Voluntary disclosure Malaysia Singapore Thailand 
Mandatory disclosure 

Number of items 597 205 566 
% 23.74 9.63 24.29 

Voluntary disclosure 
Number of items 1,918 1,924 1,764 
% 76.26 90.37 75.71 

Total disclosure 
Number of items 2,515 2,129 2,330 
% 100.00 100.00 100.00 

is the total number of items for mandatory, voluntary or total disclosure, as a percentage of the total number of 
items disclosed. 
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Appendix 5-C: Balance of mandatory and voluntary disclosures - Number of text units 
disclosed 

Mandatory or Voluntary disclosure Malaysia Singapore Thailand 
Mandatory disclosure 

Number of text units 1,756 212 1,472 
% 36.81 6.79 29.20 

Voluntary disclosure 
Number of text units 3,015 2,911 3,569 
% 63.19 93.21 70.80 

Total disclosure 
Number of text units 4,771 3,123 5,041 
% 100.00 100.00 100.00 

% is the total number of text units for mandatory, voluntary or total disclosure, as a percentage of the total 
number of text units disclosed. 
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Appendix 5-D: A one-way between-groups analysis of variance (ANOVA) and Kruskal-Wallis 
Test on corporate governance disclosure scores: Untransformed data 

Malaysia Singapore Thailand F Si . 
Panel A: A dichotomous method DkhIn 

Mean 0.45 0.39 0.41 2.956 0.061 
Standard Deviation 0.05 0.16 0.80 
Tukey HSD: Mean Difference: N/A (the results are not significantly different in the overall ANOVA) 

Kruskal-Wallis Test: Chi-Square = 3.743; As m. Sig. = 0.154 
Panel B: A relative number of text units method Textln 
Mean 0.68 0.48 0.56 5.851 0.004 
Standard Deviation 0.22 0.18 0.26 
Tukey HSD: Mean Difference: Malaysia vs. Singapore: Sig. = 0.003; Malaysia vs. Thailand: Sig. _ 
0.097; Singapore vs. Thailand: Sig. = 0.402 
Kruskal-Wallis Test: Chi-Square = 11.189; As m. Sig. = 0.004 
Panel C: Composite disclosure -A method adapted from Beattie et at 2004 ComBea 
Mean 0.60 0.60 0.75 7.798 0.001 
Standard Deviation 0.11 0.26 0.11 
Tukey HSD: Mean Difference: Malaysia vs. Singapore: Sig. = 0.994; Malaysia vs. Thailand: Sig. _ 
0.003; Sin a re vs. Thailand: Sig. = 0.002 
Kruskal-Wallis Test: Chi-Square = 18.985; Asymp. Sig. = 0.000 
Panel D: Composite disclosure -A method adapted from Beretta and Bozzolan (2004) (ComBer) 

Mean 0.47 0.35 0.57 21.547 0.000 

Standard Deviation 0.09 0.15 0.14 
Tukey HSD: Mean Difference: Malaysia vs. Singapore: Sig. = 0.001; Malaysia vs. Thailand: Sig. _ 
0.018; Singapore vs. Thailand: Sig. = 0.000 

Kruskal-Wallis Test: Chi-Square = 33.354; Asymp. Sig. = 0.000 
Panel E: Relative amount of disclosure RD /Relative quantity index R 

Mean 0.38 -0.74 0.36 17.181 0.000 
Standard Deviation 0.59 0.90 0.99 
Tukey HSD: Mean Difference: Malaysia vs. Singapore: Sig. = 0.000; Malaysia vs. Thailand: Sig. _ 
0.997; Singapore vs. Thailand: Sig. = 0.000 

Kruskal-Wallis Test: Chi-Square = 25.304; As m. Sig. = 0.000 
Panel F: Spread of disclosure across main topics (1-Mainly 
Mean 0.67 0.73 0.75 22.273 0.000 

Standard Deviation 0.05 0.07 0.04 
Tukey HSD: Mean Difference: Malaysia vs. Singapore: Sig. = 0.000; Malaysia vs. Thailand: Sig. 
0.000; Singapore vs. Thailand: Sig. = 0.503 
Kruskal-Wallis Test: Chi-Square = 31.752; Asymp. Sig. = 0.000 

Panel G: Spread of disclosure across sub-to ics 1-Sub 

Mean 0.85 0.86 0.90 7.102 0.002 
Standard Deviation 0.04 0.08 0.02 
Tukey HSD: Mean Difference: Malaysia vs. Singapore: Sig. = 0.769; Malaysia vs. Thailand: Sig. _ 
0.002; Sin a re vs. Thailand: Sig. = 0.014 

Kruskal-Wallis Test: Chi-Square = 20.576; As m. Sig. = 0.000 
Panel H: Relative number of non-cmpty sub-topics (NE) 

Mean 0.76 0.69 0.79 4.058 0.023 
Standard Deviation 0.07 0.20 0.10 
Tukey HSD: Mean Difference: Malaysia vs. Singapore: Sig. = 0.102; Malaysia vs. Thailand: Sig. _ 
0.787; Singapore vs. Thailand: Sig. = 0.021 
Kruskal-Wallis Test: Chi-Square = 3.848; As m. Sig. = 0.146 
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Malaysia Singapore Thailand F Sig. 

Panel I: Density index DE 
Mean 1.16 0.78 1.26 11.421 0.000 
Standard Deviation 0.42 0.33 0.48 
Tukey HSD: Mean Difference: Malaysia vs. Singapore: Sig. = 0.002; Malaysia vs. Thailand: Sig. = 
0.621; Singapore vs. Thailand: Sig. = 0.000 

Kruskal-Wallis Test: Chi-Square = 19.076; Asymp. Sig. = 0.000 
Panel J: Depth index DP 
Mean 0.46 0.37 0.45 7.173 0.002 
Standard Deviation 0.06 0.15 0.08 
Tukey HSD: Mean Difference: Malaysia vs. Singapore: Sig. = 0.002; Malaysia vs. Thailand: Sig. _ 
0.878; Singapore vs. Thailand: Sig. = 0.009 
Kruskal-Wallis Test: Chi-Square = 6.762; As m. Sig. = 0.034 
Panel K: Outlook profile index OPR 
Mean 0.06 0.10 0.23 43.355 0.000 
Standard Deviation 0.06 0.06 0.10 
Tukey HSD: Mean Difference: Malaysia vs. Singapore: Sig. = 0.112; Malaysia vs. Thailand: Sig. _ 
0.000; Singapore vs. Thailand: Sig. = 0.000 
Kruskal-Wallis Test: Chi-Square = 50.910; As m. Sig. = 0.000 

The significant results based on normal scores for the one-way between-groups analysis of variance 
are similar to those reported in the table. 
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Appendix 5-E: Distribution of text units across sub-topics 

Malaysia Sin a ore Thail and 
Sub-topics No. of 

text 
units 

/o % 
No. of 
text 
units 

/o % 
No. of 
text 
units 

/o % 

Codes or principles of corporate 
governance 
Codes or principles of corporate 
governance 

117 2.45 78 2.50 216 4.28 

Total 117 2.45 78 2.50 216 4.28 
Board matters 
Board information 60 1.26 59 1.89 60 1.19 
Principal responsibilities of the board 153 3.21 112 3.59 252 5.00 
Access to information and advice 76 1.59 74 2.37 5 0.10 
Board balance 35 0.73 11 0.35 32 0.63 
Board dialogue 233 4.88 224 7.17 198 3.93 
Board performance 7 0.15 95 3.04 66 1.31 
Board size 4 0.08 20 0.64 2 0.04 
Board structures and procedures 255 5.34 188 6.02 234 4.64 
Business ethics 112 2.35 19 0.61 181 3.59 
Directors' training 99 2.08 53 1.70 35 0.69 
Independence of directors 3 0.06 3 0.10 196 3.89 
Separation of the roles of CEO and 
chairman of the board 

7 0.15 25 0.80 2 0.04 

Use of board committees 86 1.80 8 0.26 69 1.37 
Total 1,130 23.68 891 28.53 1,332 26.42 

Audit and internal control matters 
Audit committee 1,411 29.57 566 18.12 944 18.73 
Auditor remuneration 112 2.35 78 2.50 77 1.53 
Internal audit 176 3.69 107 3.43 127 2.52 
Internal controls 658 13.79 131 4.19 367 7.28 

Total 2,357 49.40 882 28.24 1,515 30.05 
Nomination matters 
Nomination committee 209 4.38 265 8.49 200 3.97 
Re-nomination/Re-election of directors 70 1.47 55 1.76 52 1.03 

Total 279 5.85 320 10.25 252 5.00 
Remuneration matters 
Development of remuneration policies and 
procedures 

l09 2.28 191 6.12 166 3.29 

Remuneration committee 93 1.95 141 4.51 173 3.43 
Remuneration disclosure 244 5.11 208 6.66 241 4.78 

Total 446 9.35 540 17.29 580 11.51 
Stakeholders 
Annual General Meeting (AGM) 306 6.41 279 8.93 223 4.42 
Conflict of interest 91 1.91 56 1.79 282 5.59 
Equitable treatment 5 0.10 16 0.51 64 1.27 
Inside information 0 0.00 53 1.70 149 2.96 
Ri hts of shareholders 2 0.04 3 0.10 103 2.04 
Role of stakeholders in corporate 
governance 

38 0.80 5 0.16 325 6.45 

Total 442 9.26 412 13.19 1,146 22.73 
Grand total 4,771 100.00 3,123 100.00 5,041 100.00 

is the total number of text units for eacn sun-topic, as a percentage of the total number of text units 
for all sub-topics (i. e. Grand total). 
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CHAPTER 6: ROBUSTNESS OF CORPORATE GOVERNANCE DISCLOSURE 
SCORING METHODS USED IN TESTING VARIABLES INFLUENCING 
CORPORATE GOVERNANCE DISCLOSURE: HYPOTHESES 
DEVELOPMENT, RESULTS AND ANALYSES 

6.1 Introduction 

This chapter answers specific research questions (SRQs) 2 and 3 in section 1.4: 

SRQ 2: To what extent do the results of association testing depend on the choice of 

scoring methods for corporate governance disclosure in the annual reports of major listed 

companies in Malaysia, Singapore and Thailand? 

a) Which factors are statistically significant in explaining variations in 

corporate governance disclosure in annual reports? 

b) To what extent is the robustness of association testing sensitive to the 

corporate governance disclosure scoring methods used? 

SRQ 3: How can variations in corporate governance disclosure in annual reports be 

explained by theories relevant to corporate governance and market-related theories, as 

well as by each country's own environment? 

SRQ 2 is investigated by using the univariate and multivariate analyses discussed in 

sections 4.5.2 and 4.5.3, respectively. Different corporate governance disclosure scoring 

methods are employed to explore the sensitivity of association testing to the different 

scoring methods used. SRQ 3 is answered by analysing and interpreting the outputs of 

the statistical results within the context of corporate governance disclosure in Malaysia, 

Singapore and Thailand separately. 

This chapter contains the development of the hypotheses (section 6.2), the univariate 

analyses (section 6.3), the multivariate analyses (section 6.4) and the summary and 

conclusions (section 6.5). 
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6.2 Hypotheses development for variables influencing corporate governance 
disclosure 

The independent variables chosen can be categorised into: 1) corporate governance 

practice variables, 2) market-related variables, 3) country variables, and 4) company- 

specific/control variables (Table 6-1). The hypotheses are developed primarily from 

financial and non-financial disclosure theories, to test how well these theories are 

applicable to the area of corporate governance disclosure. The dependent variables are 

corporate governance disclosures measured according to different scoring methods used 
(see section 4.4.3 for the description and discussion of each scoring method). This is to 

test the robustness of association testing to the different scoring methods. 

Table 6-1: Variables chosen for testing the hypotheses 

Variables Section 
I. Corporate governance practice variables 6.2.1 
1. Proportion of independent non-executive directors 6.2.1.1 
2. Separation of the roles of CEO and chairman / 

Independent chairman 
6.2.1.2 

3. Board size 6.2.1.3 
Pro ortion of shares held b top ten shareholders 6.2.1.4 

. ' Pro ortion of shares held by executive directors 6.2.1.5 
I. 

[I 

Market-related variables 6.2.2 
6. Capital need 6.2.2.1 
7. Listing age 6.2.2.2 
8. Listing status 6.2.2.3 

III. Country variables 6.2.3 
9. Country variables 6.2.3 

IV. Company-specific/control variables 6.2.4 
10. Company size 6.2.4.1 
11. Profitability 6.2.4.2 
12. Leverage 6.2.4.3 
13. Industry sector 6.2.4.4 

The rest of this section explains and discusses the hypothesis development for each 
independent variable. The disclosure theories are discussed where they can be related to 

the area of corporate governance disclosure. Table 6-2 summarises the theoretical 
frameworks or explanations, predicted signs, operationalisations/proxies, and data 

sources for each independent variable. 
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6.2.1 Corporate governance practice variables 

6.2.1.1 Proportion of independent non-executive directors 

Leftwich et al. (1981) suggest that the proportion of independent non-executive directors 

variable could either increase or decrease disclosure, depending on whether the 

relationship is complementary or substitutive. They suggest that if it is complementary, 

one would expect a greater extent of disclosure due to a more intensive monitoring 

package. On the other hand, if the relationship is substitutive, one might expect that in 

the presence of independent non-executive directors, the company has less need to 

provide additional disclosure. 

Consistent with agency theory (see section 2.3.1), Watson et al. (2002) suggest that 

managers, in the knowledge that shareholders will seek to control their behavior through 

bonding and monitoring activities, may have an incentive to try and convince 

shareholders they are acting optimally and disclosure may be a means of achieving this. 

The researcher argues that managers may attempt to do this through disclosing corporate 

governance information because, as suggested in the Stock Exchange of Thailand (SET) 

(2001), corporate governance disclosure allows stakeholders to examine the company 

more cautiously, specifically with regard to the monitoring process to ensure the ethical 

and moral conduct of the company. Furthermore, Stanwick and Stanwick (2005) suggest 

that improving corporate governance disclosure is related to promoting sound capital 

markets and regaining stakeholders' confidence. 

Based on the arguments discussed, if there is a complementary effect, companies which 
have a high proportion of independent non-executive directors may disclose larger 

amounts of corporate governance information. Haniffa (1999) suggests that the 

dominance of non-executive directors could increase their power to force management to 

disclose information. On the other hand, if the relationship is substitutive, having a 

higher proportion of independent non-executive directors could lower corporate 

governance disclosure. This is because having independent directors can be regarded as a 

mechanism to lower agency costs (Labelle, 2002; Panasian, 2003). Specifically, they can 

help prevent the entrenchment of company resources (Chiang, 2005), and play a 

significant role in the protection of minority shareholders (Gill and Allen, 2005). This is 
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significant for companies with concentrated levels of ownership, the main feature of 

many companies in Malaysia, Singapore and Thailand. 

The proportion of independent non-executive directors in this study is measured by 

dividing the total number of independent non-executive directors on the board by the 

total number of directors (Table 6-2). Due to conflicting arguments and lack of evidence 

in prior corporate governance disclosure studies, no expectation is formed in relation to 

the direction of the relationship between corporate governance disclosure and the 

proportion of independent non-executive directors. The hypothesis in the null form is: 

HI: Ceteris paribus, there is no significant association between corporate governance 

disclosure and the proportion of independent non-executive directors on the board. 

6.2.1.2 Separation of the roles of CEO and chairman /Independent chairman 

Prior corporate governance disclosure studies and disclosure theory suggest that the 

direction of the relationship between the separation of the roles of CEO and chairman 

and corporate governance disclosure can either be positive or negative, reflecting a 

complementary or a substitutive effect as discussed in section 6.2.1.1, respectively. 

In relation to agency theory (see section 2.3.1) and complementary effect, having a 

chairman whose role is separate from that of the CEO will encourage companies to 

disclose more corporate governance information56. This argument is supported by Forker 

(1992) who suggests that separation of the roles will help enhance monitoring quality, 

thereby leading to possible improvements in disclosure. This is consistent with Gandia 

and Andres (2004) which discuss role duality with specific reference to corporate 

governance disclosure. They suggest that concentration of power based on role duality" 

may depress corporate governance disclosure on the part of the company. This could 

especially be the case when majority shareholders are also the management of the 

company and can gain access to the internal information. 

If the association between separation of the roles of CEO and chairman and corporate 

governance disclosure is substitutive, then separating the roles might lower the 

disclosure. This is because separation of the roles can be regarded as a mechanism to 

56 As discussed in section 6.2.1.1, corporate governance disclosure may be used as a mechanism to 

reduce agency problem. 
57 Role duality occurs when the CEO and chairman of the board of directors are the same person. 
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help reduce agency costs (Labelle, 2002). In particular, Rhoades et al. (2000) suggest 

that separation of the roles can help ensure owner-interested action, while Vafeas and 
Theodorou (1998) and Panasian (2003) argue that it can provide a mechanism of checks 

and balances over management. Furthermore, role duality may motivate management to 

disclose more corporate governance information to assure the market about the 

efficiency and effectiveness of its corporate governance system and that the management 
is acting in the best interest of shareholders. Gandia and Andres (2004), who examine 

corporate governance disclosure, suggest that board efficiency and effectiveness may be 

questioned if a role duality exists, consistent with Boyd (1995) who argues that it can 

contribute to ineffective corporate governance. This could then constitute a conflict of 
interest between management and shareholders. 

Evidence from prior corporate governance disclosure studies suggests that the influence 

of the separation of the roles is mixed for developed countries, e. g. positive relationship 
for Bujaki and McConomy (2002), negative relationship for Evans and Christopher 

(1999), and no relationship for Labelle (2002) and Gandia and Andres (2004). However, 

none of the prior corporate governance disclosure studies examine this variable for a 
developing country. 

To test this variable, the sample companies are divided into two groups, i. e. those with 

the roles of the CEO and chairman separated and those with the roles combined (see 

Table 6-2). In view of the arguments and conflicting results in prior studies, no specific 

expectation is made for this variable. As such the hypothesis in null form is: 

H2: Ceteris paribus, there is no significant association between corporate governance 
disclosure and the separation of the roles of CEO and chairman. 

Since a separation between the roles of CEO and chairman does not necessarily mean 

that the chairman is independent, this thesis also incorporates the independent chairman 

variable for the association test. Standard and Poor's and Corporate Governance and 

Financial Reporting Centre (S&P and CGFRC) (2004c, d, e) suggest that separation of 

the roles will be truly effective if only the chairman is independent from management. 

The theory behind the influence of an independent chairman on corporate governance 
disclosure is the same as discussed under the separation of the roles of CEO and 

chairman. 
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In order to examine this variable, the companies in the sample are separated into two 

groups, i. e. those with the presence of an independent chairman and those without (see 

Table 6-2 for data source). As with the separation of the roles of CEO and chairman 

variable, the specific direction for the association between corporate governance 
disclosure and having an independent chairman is not formed. The hypothesis in the null 
form is: 

H3: Ceteris paribus, there is no significant association between corporate governance 
disclosure and the presence of an independent chairman on the board. 

6.2.1.3 Board size 

Gandia and Andres (2004) indicate that many codes or principles of corporate 

governance suggest that the board should comprise a reasonable number of directors. 

This is because size can have a significant influence on the efficiency and effectiveness 

of the board. In relation to agency theory (see section 2.3.1), because of the possibility 

that a small board will be more efficient and effective in monitoring a company's 

activities, there is a likelihood that it will positively affect company disclosure (Arcay 

and Väzquez, 2005). In particular, proponents of having a small board argue that it might 
be easier to monitor the CEO if there is a small board and that a small board could 

provide more effective co-ordination and communication (Jensen, 1993). The disclosure 

could be particularly relevant to the area of corporate governance of the company 

because the information can help assure investors about the company management, 

thereby lowering the monitoring costs by shareholders. 

Board size is measured by the total number of directors on the board (see Table 6-2). In 

view of the arguments, it is likely that there will be a negative relationship between 

corporate governance disclosure and board size. The null hypothesis is: 

H4: Ceteris paribus, there is no significant association between corporate governance 
disclosure and board size. 

6.2.1.4 Proportion of shares held by top ten shareholders 

In relation to agency theory (see section 2.3.1), there will be a negative relationship 

between corporate governance disclosure and the proportion of shares held by top ten 
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shareholders. In particular, dispersion of ownership could contribute to the agency 

problem because of the potential for conflicts between principals and agents (Hill and 

Jones, 1992). Hence, when there is dispersed ownership, shareholders may demand more 
information because they do not have first-hand access to the information required. 

Disclosure is regarded as a way of reducing monitoring costs, as well as help alleviate 

the moral hazard problem (Schipper, 1981; Raffournier, 1995; Depoers, 2000; Alsaeed, 

2005). The disclosure of corporate governance information, in particular, can help 

achieve this purpose because investors can use the information to assess the 

appropriateness of companies' corporate governance practices (Corporate Governance 

Committee: CGC, 2001). In addition, the information can help reassure investors that 

companies are managed with the interest of shareholders in mind (Cheung et al., 2007). 

Where ownership is highly concentrated, there is likely to be no or little separation 
between principals and agents, thereby reducing agency costs. This is because the 

concentration of ownership could represent a mechanism for control (Panasian, 2003; 

Klein et al., 2005). Under these circumstances, shareholders can have greater access to 

the information of the company, hence do not have to rely as much on public disclosure 

to monitor their investments (La Porta et al., 1998; Arsalidou and Wang, 2005; Miles, 

2005; Mohd Ghazali and Weetman, 2006). This is consistent with the situation in most 

Asian companies which have the insider system of corporate governance, i. e. the 

dominant controls are in the hand of large shareholders (see section 3.3.2). However, the 

problem of expropriation of minority shareholders' interests by majority shareholders is 

a major concern in these countries, especially those offering weak legal protection. 

In relation to signalling theory (see section 2.3.5), corporate governance disclosure may 
have a positive relationship with the proportion of shares held by top ten shareholders. 
Management of concentrated ownership companies may be motivated to disclose more 

corporate governance information in order to avoid the risk of creating an unfavourable 
impression of inadequate governance quality through close ownership. 

This study measures ownership structure by the percentage of total number of shares 

held by top ten shareholders (see Table 6-2). Because of the competing arguments, no 

expectation is formed for the relationship between corporate governance disclosure and 

the proportion of shares held by top ten shareholders. Thus, the null hypothesis is: 
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H5: Ceteris paribus, there is no significant association between corporate governance 
disclosure and the proportion of shares held by top ten shareholders. 

6.2.1.5 Proportion of shares held by executive directors 

In relation to agency theory (see section 2.3.1), Eng and Mak (2003) suggest that if 

managers have small stakes in the company, outside shareholders may have to enhance 

the monitoring of managers. This is because under this circumstance, managers may 

apply less effort to maximising the company's profit (for example, Raffournier, 1995; 

and Eng and Mak, 2003), and be more motivated to consume perks (Eng and Mak, 

2003). Hence, a potential conflict of interest could occur between shareholders and 

management who have a small amount of ownership (or indeed none) in the company. 
To reduce agency costs arising from such a conflict of interest, managers may volunteer 
to disclose more corporate governance information, suggesting a negative association 
between managerial ownership and corporate governance disclosure58. Increasing 

corporate governance disclosure should provide a source which would allow outside 

shareholders to examine the management and provide a monitoring function, if 

necessary. This negative relationship is also supported by Cheung et al. (2007). The 

argument proposed by them is based on the superior information of owner-managers. 

In this study, managerial ownership is measured by the percentage of total number of 

shares held by executive directors (see Table 6-2). Based on the discussion, there should 

be a negative relationship between corporate governance disclosure and the proportion of 

shares held by executive directors. The hypothesis in null form is: 

H6: Ceteris paribus, there is no significant association between corporate governance 
disclosure and the proportion of shares held by executive directors. 

6.2.2 Market-related variables 

6.2.2.1 Capital need 

In relation to capital need theory (see section 2.3.6), managers may be motivated to 

disclose corporate governance information to help create or maintain demand for a 

company's shares (Hossain et al., 1994). Furthermore, Labelle (2002) suggests that 

S$ Another alternative suggested by Himmelberg et al. (1999) is for a company to give stakes to its 
managers. 
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companies which offer securities are more likely to issue high quality corporate 

governance disclosure. Disclosure may help attract funds at a lower cost. It is argued by 

Gray et al. (1995) that when information risk is reduced, investors may accept a lower 

rate of return, hence leading to lower cost of capital. However, despite the possibility 

that the need for capital could have a positive effect on corporate governance disclosure, 

only a few corporate governance disclosure studies examine this variable (i. e. Labelle, 

2002; Collett and Hrasky, 2005), providing an opportunity to the research on this 

variable. 

Following the findings in Collett and Hrasky (2005), which show that intention to issue 

shares in the following financial year has a significant positive impact on corporate 

governance disclosure, capital need is measured by categorising companies into two 

groups. The first group contains companies which issue shares in the following financial 

year (i. e. 2005) and the second group comprises companies which do not (see Table 6-2). 

The issuance of shares in the following financial year is expected in this study to be 

positively associated with corporate governance disclosure. The hypothesis in the null 

form is: 

H7: Ceteris paribus, there is no significant association between corporate governance 
disclosure and the issuance of shares in the following financial year. 

6.2.2.2 Listing age 

Newly listed companies can be seen as a risky investment (Haniffa and Cooke, 2002). In 

relation to signalling theory (see section 2.3.5), companies may be motivated to disclose 

more corporate governance information in order to promote a good impression of the 

company to potential and existing investors. Gandia and Andres (2004), who examine 

corporate governance disclosure, argue that disclosure could raise investors' confidence 

and combat scepticism. Furthermore, in relation to capital need theory (see section 

2.3.6), disclosure could help recently listed companies to obtain funds at a lower cost 

(Choi, 1973). These arguments suggest a negative relationship between corporate 

governance disclosure and listing age. 

On the contrary, the researcher argues that companies listed longer on the stock 

exchange may want to disclose more corporate governance practices information in 

order to separate themselves from recently listed companies, i. e. those with potentially 

187 



lower corporate governance quality. This is consistent with signalling theory and 

suggests a positive association between corporate governance disclosure and listing age. 

The listing age is measured by the number of years a company has been listed on the 

stock exchange (see Table 6-2). However, due to the conflicting arguments, no 

expectation is formed with regard to the association between corporate governance 
disclosure and listing age. The null hypothesis is: 

H8: Ceteris paribus, there is no significant association between corporate governance 
disclosure and listing age. 

6.2.2.3 Listing status 

In relation to agency theory (see section 2.3.1), a positive relationship between multiple 
listings59 and disclosure could be expected. Cooke (1989) suggests that multiple listings 

companies tend to have larger numbers of shareholders, thereby making the cost of 

monitoring more significant. Prior studies suggest that disclosure is a way of reducing 
this cost (for example, Depoers, 2000; and Alsaeed, 2005). Additionally, according to 

signalling theory (see section 2.3.5), a company which has multiple listings may tend to 

disclose more information to the public in order to signal their image and reputation 
(Patton and Zelenka, 1997). In relation to capital need theory (see section 2.3.6), more 
disclosure could also be provided in order to respond to the demand for information by 

the public (Firth, 1979; Meek et al., 1995; Gandia and Andres, 2004; Portes and Rey, 

2005), and to reduce the cost of capital (Cooke, 1991; Hope, 2003). These arguments can 
be applied, not only to the area of financial disclosure, but also to corporate governance 
disclosure. Ramsay and Hoad (1997) suggest that corporate governance disclosure can 
help shareholders and other stakeholders to monitor directors, while Bhat et al. (2006) 

show that corporate governance information is more significant when financial 

disclosure is less transparent. 

On the other hand, the negative association between multiple listings and disclosure 

could also be expected. Consistent with agency theory (see section 2.3.1), Schipper 

(1981) suggests that listing on foreign stock exchanges could help reduce agency costs 

through an increase in company reputational capital. Hence, the need to show that the 

59 A multiple listings company is a company which is listed on more than one stock exchange. 
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agents are acting in the interests of the principals through voluntary corporate 

governance disclosure could be reduced. This could be because these companies are 

perceived to be relatively successful, and investors tend to have more confidence in 

them. 

Companies examined in this study are categorised into two groups, i. e. those with 

multiple listings and those without (see Table 6-2). This listing status variable is only 

examined for Singapore because all the sample companies for Malaysia and Thailand are 

only listed on their domestic stock exchanges. Based on the discussion, it is more likely 

that there will be a positive association between corporate governance disclosure and 

multiple listings. The hypothesis in the null form is: 

H9: Ceteris paribus, there is no significant association between corporate governance 
disclosure and multiple listings. 

6.2.3 Country variables 

Country variables are included in the statistical models because national differences in 

disclosure are expected due to the differences in the environments under which 

companies operate, referred to as environmental determinism theory (see section 2.3.7 

for a discussion of environmental determinism theory and Chapter 3 for a discussion of 

the environments in Malaysia, Singapore and Thailand). 

Based on the environments in these countries, the researcher expects Singapore to have 

the lowest corporate governance disclosure level and Thailand the highest, with the level 

of corporate governance disclosure in Malaysia lying somewhere between the two 

extremes. Singaporean companies may be less motivated to make detailed disclosure of 

corporate governance information because Singapore was able to avoid serious damage 

to its economy during the 1997 Asian economic crisis (see section 3.3.4), in which 
inadequate corporate governance was suggested to be a factor which contributed to the 

severity of the crisis (for example, Mitton, 2002; and Chang Aik Leng and Abu Mansor, 

2005). Hence the issue of investors' confidence does not pose much of a problem in the 

country. Thailand, however, may be more willing to disclose corporate governance 
information because it was one of the countries seriously affected by the crisis (see 

section 3.3.4). Managers of the companies listed on the SET may be more motivated to 
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provide a large amount of corporate governance information in order to help boost their 

company image, restore investor confidence, and promote a sound capital market. 

In addition, as discussed in section 3.2.2, Singapore is the most advanced in terms of its 

economic and capital market developments, while Thailand is the least advanced. These 

developments suggest the possibility that the management of listed companies in 

Singapore and Thailand may have the least and the highest desire to disclose corporate 

governance information in order to provide assurances about the efficiency and 

effectiveness of their company's management. 

Furthermore, as shown in section 3.3.5, Singapore also has the highest scores overall in 

relation to measurements of institutional governance structure, while Thailand provides 

the lowest scores. For companies operating within a higher quality institutional 

governance structure, such as rules and regulations, their enforcement, and corporate 

governance culture, managers may be deemed more credible regardless of the amount of 

corporate governance disclosure. Hence, managers of companies listed on the SGX may 

be less motivated to disclose corporate governance information, and/or at the same time 

demand for such information by investors and other stakeholders is reduced, in contrast 

to those of Thailand. This argument is supported by Cheung et al. (2007) who find that 

the country with a weaker institutional governance structure, i. e. Thailand, has higher 

disclosure when compared with Hong Kong. In a country with a weaker institutional 

governance structure, higher corporate governance information may be disclosed in 

order to help assure shareholders that they are treated equally and that their rights are not 

violated. 

Listed companies in Malaysia are likely to disclose less corporate governance 
information than Thai companies, but more than those in Singapore. The impact of the 

1997 crisis on Malaysia has been less than that of Thailand but more than that of 

Singapore. Additionally, development of the country, and its institutional governance 

structure, are behind Singapore but more advanced than Thailand. 

Finally, as discussed in section 3.2.1, both Malaysia and Singapore have common law as 

the basis for their legal system, while Thailand is influenced by both civil law and 

common law systems. Since under civil law, rules are normally set by national 

legislators, public expectations about disclosure of companies in Thailand may be higher 
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than in Malaysia and Singapore, leading to increased motivation among management to 

disclose information. 

Because the lowest level of corporate governance disclosure is expected for listed 

companies in Singapore, and the highest level of disclosure is expected in Thailand, the 

country variables are measured using dummy variables for Singapore and Thailand, with 

Malaysia the excluded group (see Table 6-2). The hypotheses in null forms are: 

H10: Ceteris paribus, there is no significant association between corporate governance 

disclosure and the listing in Singapore. 

H, j: Ceteris paribus, there is no significant association between corporate governance 
disclosure and the listing in Thailand. 

6.2.4 Company-specific/control variables 

Hypotheses are not formed for these company-specific variables because they are 

regarded as being the controlling factors for the statistical models. 

6.2.4.1 Company size 

Large companies are expected to disclose more information. Firstly, in relation to agency 

theory (see section 2.3.1), large companies could have greater agency problems 
(Alsaeed, 2005). Companies may benefit from disclosing more information to the public 

in order to reduce agency costs (Chow and Wong-Boren, 1987). Secondly, in relation to 

signalling theory (see section 2.3.5), large companies may disclose more information in 

order to maintain and enhance their image and reputation (Firth, 1979; Akhtaruddin, 

2005). Finally, with regard to capital need theory (see section 2.3.6), disclosure is made 

to respond to the demand for information by analysts and the public (for example, 

Depoers, 2000; and Jaggi and Low, 2000). The increased corporate governance 
disclosure could indicate to the public that the management is acting responsibly and 

accountable to the public at large. 

According to signalling theory (see section 2.3.5), companies with higher corporate 

governance quality may want to distinguish themselves from lower quality companies by 

disclosing their corporate governance practices to the public. However, this could apply 

not only to large-sized companies, but also to small-sized companies. Hence, the effect 
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on disclosure could be either positive or negative. In relation to political cost theory (see 

section 2.3.9), larger companies may be watched closely by the government, and could, 

therefore, be affected by additional political costs (Inchausti, 1997). These companies 

may be more willing then to increase disclosure in order to reduce the pressure from the 

government (Buzby, 1975). On the other hand, Bujaki and McConomy (2002), who 

examine corporate governance disclosure, suggest that companies may disclose less 

information because they have already been closely scrutinised by regulators. 

Market capitalisation is chosen to represent the size variable for this study (see Table 6- 

2). 

6.2.4.2 Profitability 

Consistent with signalling theory (see section 2.3.5), managers may voluntarily disclose 

information to defend their poor performance, and this could help managers reduce the 

risk of them losing their jobs (Healy and Palepu, 2001). This could be particularly 

relevant to corporate governance disclosure because the disclosure could help with the 

impression that poor results are not due to bad governance (Labelle, 2002). In this thesis, 

profitability is measured by return on assets (ROA) (see Table 6-2)60. 

6.2.4.3 Leverage 

There is a possibility that an increase in debt could lead to an increase in conflict of 
interest over the risk and return between shareholders and creditors (Joh, 2003) and 
between managers and creditors (Watson et al., 2002). In this situation, managers may 

try to reduce agency costs through disclosure of more information, suggesting a positive 

relationship between leverage and disclosure. With particular relevance to corporate 

governance disclosure, Gandia and Andres (2004) argue that disclosing more 
information can assure creditors that company can service the debt when the debt 

increases in relation to equity, and Bujaki and McConomy (2002) suggest that 

companies are likely to disclose information in order to assure creditors that they are 

effectively governed. 

60 Gill and Allen (2004; 2005) indicate that accounting standards in Malaysia, Singapore and Thailand 
for the year 2004 are relatively in line with international accounting standards. Hence, the findings 
based on the pooled data (i. e. incorporating the data for all three countries) for this variable should not 
be significantly affected by the difference in each country's accounting standard. 

192 



On the other hand, the negative association between leverage and disclosure could also 
be expected. Having debt could reduce disclosure of the company due to a decrease in 

agency costs, resulting from an increase in control through restrictive debt covenants 
(Jensen, 1986). 

In this study, leverage is used as a proxy for creditor influence. It is measured by 

dividing the loan capital by shareholders' equity (see Table 6-2)6. 1 

6.2.4.4 Industry sector 

In relation to political cost theory (see section 2.3.9), to avoid further regulations, 

companies which are under public scrutiny, e. g. regulated industries such as banks, may 

disclose more information (Ng and Koh, 1994; Craig and Diga, 1998). Arcay and 

Vazquez (2005) suggest that companies in the financial sector could provide larger 

amounts of information due to regulatory influences and that this is done in order to 

reduce the political cost. This is consistent with the findings in Ramsay and Hoad (1997) 

which show that bank and finance companies tend to disclose more corporate 

governance information. However, Bujaki and McConomy (2002), who also investigate 

corporate governance disclosure, suggest that companies may have already been highly 

scrutinised by regulatory bodies, hence the disclosure may not be as high as those who 

are not under pressure. 

To test the industry sector variable, companies examined are categorised into those in the 

financial and non-financial sectors (see Table 6-2). 

6.3 Univariate analyses 

The descriptive statistics of the continuous independent variables for companies in each 

country are shown in Appendix 6-A. Appendix 6-B reports the number of companies 

which can be categorised into each categorical independent variable separately for 

Malaysia, Singapore and Thailand. 

Pearson product-moment correlations were computed in order to examine the 

relationship between the dependent variables and continuous independent variables (see 

61 See previous footnote about the comment on the accounting standards in Malaysia, Singapore and 
Thailand in relation to international accounting standards. 
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Appendix 6-C). The statistical outputs were computed based on the normal scores62. 
Additionally, to determine whether there is a statistical difference in the mean of 

corporate governance disclosure scores for each categorical independent variable, the 

independent-samples t-tests were conducted based on the normal scores63. Only the 

findings from the Pearson correlations and t-tests which are deemed important are 

compared with the regression results in section 6.4.3 as follows. 

6.4 Multivariate analyses 

6.4.1 The regression model 

The full regression model is shown as follows: 

DISC = ßo + ß1IndNED + ß2 Separation + ß3lndChair + ß4 BSize +, 85 Topl 0Shares 

+ ß6ShareExe + ß7 Equitylssued + ß8 ListAge + ß9ListSta 

+ß1oSing+ß1, Thai+ß12MarketCap+ß13ROA+ß14Lev 

+ ß15Indus try +c 

DISC = corporate governance disclosure scores based on each of the eleven scoring 

methods (see section 4.4.3 for a detailed discussion), as follows: 

Composite corporate governance disclosure is based on either: 
1. A dichotomous method, or 
2. A relative number of text units method, or 
3. A method adapted from Beattie et al. (2004), or 
4. A method adapted from Beretta and Bozzolan (2004) 
Corporate governance disclosure component is based on either: 
5. Relative amount of disclosure / Relative quantity index, or 
6. Spread of disclosure across main topics, or 
7. Spread of disclosure across sub-topics, or 
8. Relative number of non-empty sub-topics, or 

62 Section 4.5.1 describes the normal scores approach. The correlations are also tested using the 
untransformed data based on the Pearson product-moment correlation, as well as the non-parametric 
Spearman's rank order correlation. The results are similar. 
63 The statistically significant findings based on untransformed data using t-test and non-parametric 
Mann-Whitney U test are consistent with those of t-test using normal scores. The Sig. value of less 
than or equal to 0.05 suggests a statistically significant difference in the mean or median scores for the 
two groups of each categorical independent variable, for t-test and Mann-Whitney U test, respectively 
(Pallant, 2005). 
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9. Density index, or 
10. Depth index, or 
11. Outlook profile index 

ßo -ß, = regression coefficients 
E= error term 

The operationalisations/proxies and data sources of the independent variables are shown 
in Table 6-2. All the dependent and continuous independent variables are transformed to 

normal scores. The listing status (ListSta) is only included as an independent variable in 

the Singaporean regression because none of the Malaysian and Thai companies have 

multiple listings; and the country variables are only incorporated in the regression which 
is based on the pooled data (i. e. incorporating the data for Malaysia, Singapore and 
Thailand). 

6.4.2 Multicollinearity 

Pearson product-moment correlations between the continuous independent variables are 

shown in Appendix 6-D. The correlations are computed based on the normal scores 

because they are the data used in the regression models64. For the pooled and separate 

country data, although the significant correlations are well below the cut-off point of 

0.7065, the Variance Inflation Factor (VIF) values show that the proportion of shares held 

by executive directors in Singapore has VIF values above 10 in all regressions66. Hence, 

this variable is excluded from the Singaporean regressions, while all the independent 

variables are included in the Malaysian and Thai regression models. 

6.4.3 Standard multiple regression results 

The regressions were run using standard multiple regression. Eleven regressions were 

run for each set of data, i. e. for the pooled, Malaysia, Singapore, and Thailand data, 

resulting in a total of forty four regressions. There are eleven regressions for each set of 

data because there are eleven corporate governance disclosure scores to be tested (see 

section 6.4.1). All the results of the composite corporate governance disclosures for the 

64 Section 4.5.1 describes the normal scores approach. 
65 The discussion about the cut-off point for multicollinearity is in section 4.5.3. The results for the 
pooled and separate country data using the untransformed data based on Pearson product-moment 
correlation and the non-parametric Spearman's rank order correlation are similar. 
66 According to Pallant (2005), a VIF value above 10 is a cut-off point commonly used to determine 
multicollinearity. 
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pooled, Malaysia, Singapore and Thailand data are shown in Tables 6-3 - 6-6, 

respectively. Corporate governance disclosure scores, which are used as dependent 

variables for the findings reported in the tables, are computed based on both mandatory 

and voluntary items. The separate examination of mandatory and voluntary disclosures is 

tested but only using the dichotomous method, because the rest of the scoring methods 

cannot accurately distinguish between mandatory and voluntary disclosures. This is due 

to the fact that the regulatory bodies do not specify the contents or the wordings which 

companies have to use in relation to corporate governance disclosure (see section 
5.2.2.2). For economy of space, the results of the regressions which have disclosure 

components as dependent variables, as well as for the additional regressions which were 

run to test the variables influencing mandatory disclosure and voluntary disclosure 

separately, are not reported in this thesis. They can be requested from the researcher. 
Only the significant findings for the variables influencing disclosure components, and 
for the variables influencing either mandatory or voluntary disclosure, are reported in the 

relevant sections. 

In addition, the findings show that it does not matter whether only general items or both 

general and enhanced items are used to compute the disclosure based on a dichotomous 

method67. This is because the statistically significant findings are very similar for the 

pooled and separate country regressions. Hence, Tables 6-3 - 6-6 only show findings 

based on the general items. 

67 Scoring methods adapted from Beattie et al. (2004) and Beretta and Bozzolan (2004) are based on 
both general and enhanced items (see sections 4.4.3.3 and 4.4.3.4, respectively). The density index, a 
disclosure component for a composite index adapted from Beretta and Bozzolan (2004), is measured 
in the same way as a relative number of text units method, but is based on both general and enhanced 
items. 
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The adjusted R2 shows how much of the variance in corporate governance disclosure is 

explained by the model suggested in section 6.4.1. With the exception of Malaysian 

regressions, the explanatory powers of the models for Singapore and Thailand, as shown 
in Tables 6-5 and 6-6 respectively, are quite respectable when compared with those of 

prior corporate governance disclosure studies in Asia, for example, 0.202 in Hossain and 
Taylor (2006) for India. Nonetheless, overall, the models in this study only succeed in 

explaining below or around 50% of the variations in corporate governance disclosure. 
This means that there are other factors which are not captured in the statistical model. 
Further analyses of the factors influencing corporate governance disclosure are reported 

and discussed in section 8.5. They are based on questionnaires and interviews with listed 

companies, investment analysts, external auditors, and regulators. 

Table 6-7 shows the sections which report the results of the independent variables. 

Table 6-7: Independent variables in the multiple regressions 

Independent variables Section 
I. Corporate governance practice variables 6.4.3.1 
1. Proportion of independent non-executive directors 6.4.3.1.1 
2. Separation of the roles of CEO and chairman / 

Independent chairman 
6.4.3.1.2 

3. Board size 6.4.3.1.3 
4. Proportion of shares held by top ten shareholders 6.4.3.1.4 
5. Proportion of shares held by executive directors 6.4.3.1.5 
IL Market-related variables 6.4.3.2 
6. Capital need 6.4.3.2.1 
7. Listing age 6.4.3.2.2 
8. Listing status 6.4.3.2.3 

III. Country variables 6.4.3.3 
9. Country variables 6.4.3.3 

IV. Com an -s ecific/control variables 6.4.3.4 
10. Company size 6.4.3.4.1 
11. Profitability 6.4.3.4.2 
12. Leverage 6.4.3.4.3 
13. Indust sector 6.4.3.4.4 

6.4.3.1 Corporate governance practice variables 

6.4.3.1.1 Proportion of independent non-executive directors 

The results based on Thai data, for all corporate governance disclosure scores, reject the 

null hypothesis HI that there is no significant association between corporate governance 
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disclosure and the proportion of independent non-executive directors (see Table 6-6). 

This suggests that the findings of association testing are robust to the different scoring 

methods employed for Thailand. The findings also suggest that independent directors 

consider corporate governance disclosure as important. This could be because of the 

desire to regain stakeholders' confidence and promote sound capital markets following 

the crisis in 1997, in which inadequate corporate governance was suggested as a factor 

contributing to the severity of the crisis, consistent with the argument made by Stanwick 

and Stanwick (2005). Additionally, Thailand has a weaker institutional governance 

structure, when compared to Malaysia and Singapore. Under this circumstance, 
independent directors may want to assure stakeholders that the company is operated 

effectively and efficiently. For Singapore, the variable pertaining to the proportion of 
independent non-executive directors is significant in only two composite corporate 

governance disclosure regressions (i. e. the disclosure measured based on methods 

adapted from Beattie et al., 2004 and Beretta and Bozzolan, 2004) (see Table 6-5). 

Further investigation into the components of these two measures suggests that 

independent directors in Singapore focus only on the relative amount of disclosure, its 

density and the depth of disclosure. 

All the signs for Thailand and Singapore are positive, confirming the complementary 

effect between the proportion of independent non-executive directors on the board and 

corporate governance disclosure. The findings can be explained by agency theory, 

whereby the disclosure of information can be considered one way of reducing bonding 

and monitoring costs (see section 6.2.1.1). When mandatory corporate governance 
disclosure was examined, based on the dichotomous method, the significant findings are 

similar to those when both mandatory and voluntary items are considered at the same 
time (and also when voluntary disclosure is examined alone). This suggests that 

independent directors in Singapore and Thailand also play a significant role in making 

companies comply with the regulations for corporate governance disclosure. 

Despite the importance placed on independent directors as suggested in the Malaysian 

code on corporate governance, the proportion of independent non-executive directors has 

no impact on corporate governance disclosure in Malaysia (see Table 6-4). The 

insignificant result could partly be attributable to the possibility that there may be other 
factors which are more significant in influencing corporate governance disclosure in the 
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country and are not incorporated in the statistical models. These issues are examined and 
discussed further, based on questionnaires and interviews, in section 8.5 in Chapter 8. 

6.4.3.1.2 Separation of the roles of CEO and chairman /Independent chairman 

The findings show that the variables capturing whether the roles of CEO and chairman 

are separated, and whether there is the presence of an independent chairman, are not 

statistically significant in influencing corporate governance disclosure in any countries 

(see Tables 6-4 - 6-6). This suggests that the chairman alone does not have power in 

determining the extent of corporate governance disclosure in the annual report. 

Further investigation into corporate governance disclosure based on the actual number of 

text units (either based on general items or both general and enhanced items) shows that 

the independent chairman variable becomes significant at the 1% level for Singapore. 

The negative sign suggests that companies run by an independent chairman will disclose 

a lower number of text units, indicating a substitution effect between the presence of 

independent chairman and corporate governance disclosure. The finding implies 

efficiency and effectiveness of independent chairmen in Singapore, a country with the 

strongest institutional governance structure (see section 3.3.5). In particular, listed 

companies in Singapore provide less corporate governance information because the 

independent chairman can be used as a means in reducing agency cost, consistent with 

agency theory (see section 6.2.1.2). 

6.4.3.1.3 Board size 

Board size is not significant in any of the regressions (see Tables 6-4 - 6-6), hence the 

null hypothesis H4 cannot be rejected. This suggests that size may not matter so much as 

composition of the board. This is especially the case for Singapore and Thailand, where 

the proportion of independent elements on the board can be regarded as the key 

corporate governance practice influencing corporate governance disclosure (see section 
6.4.3.1.1). 

6.4.3.1.4 Proportion of shares held by top ten shareholders 

The results show that the proportion of shares held by the top ten shareholders is 

significant in all Singaporean regressions with positive signs (Table 6-5), inconsistent 
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with the univariate findings which do not show any significant results (see Appendix 6- 

C). The significant findings in all regressions suggest the robustness of the association 

testing to different scoring methods employed for this variable. Although, on average, 

most of the companies in the sample have a relatively high concentration of ownership 
(see Appendix 6-A), the raw data show that the proportion of shares held by the top ten 

shareholders in Singapore is, on average, higher than that of Malaysia and Thailand. The 

positive relationship suggests that when companies have concentrated ownership, they 

will disclose more corporate governance information, consistent with signalling theory. 

In particular, managers may disclose more corporate governance information in order to 

avoid the risk of creating an unfavourable impression through close ownership (see 

section 6.2.1.4). 

For listed companies in Thailand which have less ownership concentration (when 

compared with Singapore), the findings show that the association testing is less robust to 

the scoring methods used (see Table 6-6). The proportion of shares held by the top ten 

shareholders only has a significant impact on corporate governance disclosure, measured 
by a method adapted from Beattie et al. (2004). Further examination into the 

components of disclosure suggests that only the spread of disclosure show significant 
finding. Consistent with agency theory, concentrated ownership companies could 

represent a mechanism for control (see section 6.2.1.4), thereby reducing the need to 

disclose a variety of corporate governance information to help stakeholders assess and 

monitor management in Thailand. 

6.4.3.1.5 Proportion of shares held by executive directors 

The proportion of shares held by executive directors is significant in 3 out of 4 Thai 

regressions, at either 5% or 10% level with the negative signs (see Table 6-6), but not in 

the Malaysian regressions68. This suggests that the association tests are rather robust to 

the scoring methods employed in Thailand. The significant relationship could occur 

because Thailand has the weakest institutional governance structure. Managers of listed 

companies in Thailand with low shareholding (or none) in their hands might consider 

disclosing more corporate governance information as a way of enhancing the confidence 

of investors with regard to the management of a company, as well as to assure them that 

68 This variable is not included in Singaporean regressions because of the multicollinearity problems 
indicated by VIF values, as discussed in section 6.4.2. 
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their interests are well protected. This can be interpreted as consistent with legitimacy 

theory (see section 2.3.4). In addition, the negative relationship is consistent with agency 

theory (see section 6.2.1.5). Increasing corporate governance disclosure should provide a 

source for outside shareholders to examine the management conduct and provide a 

monitoring function, if necessary. 

6.4.3.2 Market-related variables 

6.4.3.2.1 Capital need 

The pooled regression shows that the intention to issue shares in the following financial 

year has a highly positive influence on corporate governance disclosure, when measured 

using the dichotomous method (see Table 6-3). This shows the importance which 

companies place on breadth of coverage, i. e. perhaps pointing to a `checklist' approach, 

when capital need is being considered. The finding rejects the null hypothesis H7 and 

supports the capital need theory (see section 6.2.2.1). 

When corporate governance disclosure is measured according to both mandatory and 

voluntary items, Thai regression does not show the capital need variable to be 

statistically significant in explaining corporate governance disclosure (see Table 6-6). 

However, when only the voluntary items are considered, the variable becomes 

significant at the 5% level based on the dichotomous method. This suggests that, in 

Thailand, managers focus more on the breadth of voluntary corporate governance 
disclosure, when they have plans to issue shares in the following financial year. The 

researcher argues that voluntarily disclosing corporate governance information can help 

improve a company's image, thereby maintaining existing investors and attracting the 

new ones. This is especially significant in Thailand which has the lowest capital market 
development (see section 3.2.2). 

The capital need variable is significant in the Malaysian regression when considering a 

relative number of text units (see Table 6-4). This suggests that managers in Malaysia 

regard the relative extent of corporate governance disclosure (compared with other 

information disclosed in the annual report) as important, when they plan to issue shares 
in the following financial year. In addition, the finding implies that the relative number 

of text units disclosed is more important than the variety of the items disclosed 

(measured by the dichotomous method). 
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However, for Singapore, which has the highest capital market development, listed 

companies do not seem to perceive information on corporate governance as important 

for investment decisions (see Table 6-5). 

6.4.3.2.2 Listing age 

For the pooled regression (Table 6-3), a significant positive association between listing 

age and corporate governance disclosure, measured by either the dichotomous method or 
the relative number of non-empty sub-topics, is found at the 5% level. This rejects the 

null hypothesis H8 and is supportive of signalling theory. In particular, companies which 
have been listed longer on the stock exchange may want to disclose more information on 

corporate governance practices in order to distinguish themselves from the recently listed 

companies, which possibly have lower quality corporate governance practices (see 

section 6.2.2.2). The findings also suggest that to distinguish themselves, companies 
focus on the breadth of information disclosed (measured by the dichotomous method or 

the relative number of non-empty sub-topics). 

With particular relevance to Thailand, a significant negative association is found 

between listing age and corporate governance disclosure (see Table 6-6). Consistent with 

signalling theory, the lack of investor confidence following the 1997 crisis and the 

relatively low level of economic and capital market developments in Thailand (compared 

with Malaysia and Singapore) might motivate recently listed companies in Thailand to 

disclose more corporate governance information in order to promote a good impression 

of the company's management to potential and existing investors (see section 6.2.2.2). 

The emphasis is placed on the density of information (measured by the relative number 

of text units index), and depth of disclosure (measured by the depth index), to help 

stakeholders understand and feel assured about the management of companies. 

6.4.3.2.3 Listing status 

As discussed in section 6.4.1, listing status is only examined for the Singaporean 

regressions. Significant negative results between corporate governance disclosure and 

multiple listings are found for all corporate governance disclosure measures (see Table 

6-5), indicating the robustness of association testing to the different scoring methods 

employed. It is significant at either the 1% or 5% level. The results are consistent with 

the univariate findings. This negative association can be explained by the reputational 
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capital argument associated with agency theory. Companies which have multiple listings 

could help reduce agency costs through increase company reputational capital, thereby 

lowering the desire to disclose corporate governance information (see section 6.2.2.3). 

6.4.3.3 Country variables 

Country dummy variables are included in the pooled regressions only (see section 6.4.1). 

The main findings are that, on balance, there is likely to be a negative relationship 
between Singapore and corporate governance disclosure and a positive association for 

Thailand (see Table 6-3). In particular, they suggest that companies listed in Singapore 

disclose lower levels of corporate governance information and that companies listed in 

Thailand disclose more information, when compared with Malaysia (the excluded 

group). Only when both country dummy variables are significant in the same regression 

model can it be concluded that among the three countries, Singapore provides the lowest 

disclosure, and Thailand discloses the highest. These results are contradictory to the 

argument in Gray (1988) who suggests that accounting disclosure in Singapore (referred 

to as Asian-Colonial) is more transparent than that of Malaysia's and Thailand's 

(referred to as less developed Asian). This suggests that environmental factors may 

affect accounting and corporate governance disclosure differently, justifying studying 

corporate governance disclosure separately from accounting disclosure. 

To exclude the effect of the different corporate governance disclosure requirements in 

Malaysia, Singapore and Thailand on the findings, the regression model for the pooled 

data is also run based on disclosure computed using voluntary items alone. However, 

only the dichotomous method is explored because, as discussed in the introduction of 

section 6.4.3, mandatory and voluntary disclosures cannot be distinguished accurately 
for other scoring methods. The findings for voluntary disclosure are similar to those 

reported in Table 6-3, the pooled regressions69. This suggests that the findings for 

country variables could be explained by other environmental factors, especially the 

impact of the 1997 crisis, the economic development, the capital market development, 

the advancement in institutional governance structure, and the legal system (for detailed 

discussion see section 6.2.3). In addition, consistent with the cultural aspect (see the full 

69 Based on the dichotomous method, the findings based on mandatory disclosure also suggest that 
Singapore discloses less than Malaysia, but the disclosure is not statistically different between 
Malaysia and Thailand. 
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discussion of the possible relationship between each of the cultural dimension and 
disclosure in section 2.3.7.1), listed companies in Thailand will disclose more 
information because they have the highest uncertainty avoidance score, when compared 

with Malaysia and Singapore (see section 3.2.1). They may wish to avoid possible 

conflicts with the market by providing the information that the market requires in order 

to make an informed decision. The disclosure could also be made to avoid conflicts with 

stakeholders, which may occur if they do not have the information necessary to examine 

and monitor management. With regard to power distance, Thailand has the lowest score 
(see section 3.2.1). This could lead to higher levels of information being disclosed 

because there may be less desire to maintain inequalities of power. Furthermore, the 

lowest uncertainty avoidance score in Singapore suggests that listed companies in the 

country are willing to absorb greater risk and may be less motivated to avoid possible 

conflicts with their stakeholders, thereby having the lowest level of corporate 

governance information. Furthermore, if the analysis is based on the intellectual and 

affective autonomy dimensions of Schwartz (1994), which are important for societies 

which view the person as an autonomous entity entitled to pursue his or her individual 

interests and desires, Thailand is expected to have the highest disclosure and Singapore 

the lowest. This is because Thailand has the highest scores for these values, while 

Singapore has the lowest. Jaggi and Low (2000) argue that in an individualistic society, 

people care for themselves and that it is more competitive, possibly leading to a less 

secretive environment. 

Overall, the findings suggest that only certain cultural dimensions can be used when 

explaining differences in corporate governance disclosure across Malaysia, Singapore 

and Thailand. This indicates potential limitations for those cultural dimensions 

developed with particular relevance to corporate governance disclosure (see potential 
limitations of the study on cultural dimensions in section 2.3.7.1). 

6.4.3.4 Company-specific%ontrol variables 

6.4.3.4.1 Company size 

The size variable measured by market capitalisation is not significant in any of the 

Singaporean or Thai regressions (Tables 6-5 and 6-6, respectively), and is significant at 

the 5% level only in regression based on corporate governance disclosure using a 
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dichotomous scoring method in Malaysia (see Table 6-4). All companies in the sample 

are large in size. Beyond a certain level, size might not have much of an impact on 

corporate governance disclosure because these companies are already well established. 

6.4.3.4.2 Profitability 

The results show that the profitability variable, measured by ROA, is only marginally 

significant and in only a few Singaporean regressions (Table 6-5), while regressions for 

Malaysia and Thailand show insignificant findings for ROA (Tables 6-4 and 6-6, 

respectively). This suggests that profitability is unlikely to be an important factor 

influencing corporate governance disclosure. 

6.4.3.4.3 Leverage 

There are only a few regressions which indicate that leverage is significant in influencing 

corporate governance disclosure. In particular, Table 6-5 shows that one Singaporean 

regression shows the leverage variable to have a negative impact on disclosure, based on 

a relative number of text units method, though only marginally significant (10% level). 

For Thailand, the findings show this variable to have a significant negative influence on 

disclosure when measured using a relatively number of text units method (5% level), and 

a method adapted from Beretta and Bozzolan (2004) (10% level) (see Table 6-6). 

However, there is no significant relationship between leverage and corporate governance 

disclosure found in any of the Malaysian regressions (Table 6-4). This could partly be 

attributable to the fact that, on average, the level of leverage in Malaysia is lower that 

that of Singapore and Thailand (see Appendix 6-A). This could lessen the need to reduce 

agency cost through corporate governance disclosure. 

6.4.3.4.4 Industry sector 

The weak or insignificant influence of the industry sector variable on corporate 

governance disclosure is evidenced in this study (see Tables 6-3 - 6-6). This result 

suggests that it is not necessary for financial companies, regarded as politically sensitive, 

to disclose more corporate governance information to the public. Codes or principles, 

regulations, best practices and guidelines (with regard to corporate governance 

disclosure) in Malaysia, Singapore and Thailand are the same for both financial and non- 
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financial companies. In addition, corporate governance disclosure should be regarded as 

a good practice in all industries. 

6.4.4 Comments 

Overall, based on the pooled data, relatively different findings are found for each 
disclosure scoring method, with the exception of the proportion of independent non- 

executive directors which was found to have a significant influence across all disclosure 

scoring methods (Table 6-3). For example, the capital need variable is only found to 

have a significant positive association with corporate governance disclosure based on the 

dichotomous method. This suggests that when listed companies are planning to obtain 
funds in the capital market, they will focus more on the breadth of corporate governance 
information disclosed. When the separate country regressions are considered (Tables 6-4 

- 6-6), the significance of certain explanatory variables is more robust to corporate 

governance disclosure scoring methods than others, dependent on each country's 

environment. The detail has been discussed in sections 6.4.3.1,6.4.3.2 and 6.4.3.4 for 

each variable. For example, in the case of Thailand, the proportion of shares held by 

executive directors is significant in almost all of the regressions. This could have 

occurred because Thailand has the weakest institutional governance structure (see 

section 6.4.3.1.5). Managers of listed companies in Thailand who have low shareholding 
(or none) in their hands might consider disclosing more corporate governance 
information as a means of enhancing the confidence of investors with regard to the 

management of a company, as well as a way of assuring them that their interests are well 

protected. 

Based on the findings from pooled and separate country regressions, the researcher 

argues that different scoring methods should not be used in isolation because the 

regression results may bring out different sets of explanatory variables. This can help 

provide a clearer explanation or picture of those factors influencing corporate 

governance disclosure. Researchers who employ one scoring method in their study 

should interpret their results with particular relevance to the scoring method used. For 

example, researchers who want to determine the depth of disclosure may employ the 

depth index in their study. If the breadth of disclosure is the objective of the study, the 

dichotomous method may be adopted. Furthermore, because of the potential differences 

in variables influencing corporate governance disclosure across countries, the researcher 
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argues that comparisons with prior studies with analyses based on groups of countries 

need to be made with caution. The findings also suggest that when examining corporate 

governance disclosure, separate country analyses might be preferred to analysis of the 

pooled data. 

In addition, the findings suggest that financial and non-financial disclosure theories can 
be applied to the area of corporate governance disclosure (as shown in sections 6.4.3.1 - 
6.4.3.4). However, it should be noted that any explanation of these theories should be 

interpreted with particular relevance to the context of corporate governance disclosure. 

Since none of prior studies examines factors influencing corporate governance disclosure 

in Malaysia, Singapore and Thailand, a comparison between the findings cannot be 

made. The study in these countries reflects the unique contribution of this thesis. 

6.5 Summary and conclusions 

This chapter is intended to explore the sensitivity of association testing to corporate 

governance disclosure scoring methods, in relation to variables influencing corporate 

governance disclosure in annual reports. Variations in the disclosure are discussed based 

on relevant disclosure theories and the environment of each country. 

Overall, based on the pooled data, relatively different findings are found for each 
disclosure scoring method, while separate country regressions show that the significance 

of certain explanatory variables is more robust to the disclosure scoring methods used 

than others, depending on each country's environment. Thus, in order to help provide a 

clearer explanation or picture of those factors influencing corporate governance 
disclosure, the researcher argues that different scoring methods should not be used in 

isolation (see section 6.4.4). Furthermore, the findings support the argument that 

separate country analysis might be preferred to analysis of the pooled data due to the 

possible differences in factors influencing corporate governance disclosure across 

countries (see section 6.4.4). 

With regard to the disclosure theories applicable in explaining corporate governance 
disclosure, the findings suggest that financial and non-financial disclosure theories can 

be applied to the area of corporate governance disclosure. The four main theories which 

can be used to explain variations in corporate governance disclosure are as follows. 
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Agency and signalling theories can be regarded as the dominant theories relating to 

corporate governance practice variables. For example, agency theory can be used to 

explain the positive influence of the proportion of independent non-executive directors 

on corporate governance disclosure for Thailand and Singapore. In particular, disclosure 

of corporate governance information can be deemed as one method of reducing bonding 

and monitoring costs (see section 6.4.3.1.1). Furthermore, agency theory can also help 

explain the negative influence of the proportion of shares held by executive directors on 

disclosure for Thailand. Increasing corporate governance disclosure should provide a 

source for outside shareholders to examine the management conduct and provide a 

monitoring function, if necessary. This should help avoid potential conflict of interest 

between shareholders and management. This explanation can be regarded as especially 

significant in a country which has weak institutional governance structure and high 

ownership concentration, because minority shareholders may need to oversee companies 

through corporate governance disclosure. 

Signalling theory can be used to explain the positive relationship between the proportion 

of shares held by the top ten shareholders and corporate governance disclosure in 

Singapore. Managers may disclose more corporate governance information in order to 

avoid the risk of creating an unfavourable impression through close ownership (see 

section 6.4.3.1.4). 

Capital need theory is the explanation for the significant influence of the capital need 

variable, i. e. whether or not companies issue shares in the following financial year (see 

section 6.4.3.2.1). Overall, the results indicate that companies tend to focus on the 

breadth of information disclosed (based on a dichotomous method), for both mandatory 

and voluntary disclosures, when they plan to issue shares. However, for Thailand, the 

focus tends to be more on the breadth of voluntary disclosure. This could help attract 

more investors by improving a company's image. 

Environmental determinism theory, which suggests that the environment in which 

companies operate can have an influence on their disclosure, is the main explanation for 

the country differences (see section 6.4.3.3). On balance, when compared with Malaysia, 

listed companies in Singapore tend to provide less corporate governance information 

based on different scoring methods, while Thailand is likely to disclose more corporate 

governance information. Six environmental factors can be used to explain the differences 
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of disclosure across countries: 1) the impact of the 1997 crisis, 2) economic 
development, 3) capital market development, 4) advancement in institutional governance 

structure, 5) the legal system, and 6) culture (see a detailed discussion in sections 6.2.3 

and 6.4.3.3). 

In almost all of the regressions, the models only succeed in explaining around 50% or 
less of the variations in corporate governance disclosure. This means that there could be 

factors which are not captured in the models. Hence, there might be a need to consider 
these additional factors which could potentially have an impact on the disclosure. This 

issue is explored in Chapter 8 by means of questionnaires and interviews. 

The next chapter reports the findings of the impact of corporate governance disclosure 

on market perceptions of company performance, measured by Tobin's Q, when 

compared with corporate governance practices, to see whether market values corporate 

governance disclosure above the actual practices. 
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Appendix 6-B: Number of companies in each categorical independent variable 

Categorical independent variables Malaysia Singapore Thailand 
Separation of the roles of CEO and chairman 
(Separation) 
Roles separated 21 23 22 
Roles combined 9 7 8 
Independent chairman (IndChair) 
Independent 9 12 7 
Not inde endent 21 18 23 
Capital need E ui Issue 
Equity issued 16 23 14 
No equity issued 14 7 16 
Listing status ListSta 
Multiple listings N/A 8 N/A 
Listing on only one stock exchange N/A 22 N/A 
Industry sector (Industry) 
Financial sector 6 10 8 
Non-financial sector 24 20 22 
For operationalisations/proxies of the categorical independent variables, see Table 6-2. 
N/A means not applicable, i. e. none of the listed companies in the sample for Malaysia and Thailand has multiple 
listings. 
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CHAPTER 7: THE EFFECT OF CORPORATE GOVERNANCE DISCLOSURE 
AND PRACTICES ON MARKET PERCEPTIONS OF COMPANY 
PERFORMANCE: HYPOTHESES DEVELOPMENT, RESULTS AND 
ANALYSES 

7.1 Introduction 

This chapter answers specific research questions (SRQs) 4 and 5, as shown in section 
1.4: 

SRQ 4: What is the effect of corporate governance disclosure on market perceptions of 

company performance, when compared with corporate governance practices? 

SRQ 5: How can variations in market perceptions of company performance be explained 
by theories relevant to corporate governance disclosure and practices? 

SRQ 4 seeks to identify whether corporate governance disclosure can influence the 

variations in market perceptions of company performance when compared with 

corporate governance practices. To answer this question, Tobin's Q is used as a proxy 
for market perceptions of company performance (section 4.4.4) and univariate and 

multivariate analyses (sections 4.5.2 and 4.5.3, respectively) are employed. SRQ 5 is 

answered by analysing and interpreting the outputs of the statistical results within the 

context of Malaysia, Singapore and Thailand in relation to the applicable theories. 

This chapter contains the development of the hypotheses (section 7.2), univariate 

analyses (section 7.3), multivariate analyses (section 7.4) and the summary and 

conclusions (section 7.5). 

7.2 Hypotheses development for variables influencing market perceptions of 

company performance 

The independent variables are: 1) corporate governance disclosures, 2) corporate 

governance practices, and 3) company-specific/control variables (Table 7-1). The 

corporate governance practice and company-specific/control variables are based on prior 

corporate governance studies which focus on examining the influence of corporate 

governance practices on Tobin's Q. The . purpose of the inclusion of corporate 

governance practices in the models is to test whether the market sees value in corporate 
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governance disclosure when compared with actual corporate governance practices, as 

well as to compare the findings with those of prior studies. 

Table 7-1: Variables chosen for testing the hypotheses 

Variables Section 
1. Corporate governance disclosure variables 7.2.1 
1. Corporate governance disclosure 7.2.1 
II. Corporate governance practice variables 7.2.2 
2. Proportion of independent non-executive directors 7.2.2.1 
3. Separation of the roles of CEO and chairman / 

Independent chairman 
7.2.2.2 

4. Board size 7.2.2.3 
5. Proportion of shares held by top ten shareholders 7.2.2.4 
6. Proportion of shares held by executive directors 7.2.2.5 

III. Company-specific/control variables 7.2.3 
7. Company size 7.2.3.1 
8. Leverage 7.2.3.2 
9. Industry sector 7.2.3.3 
10. Listing age 7.2.3.4 

Table 7-2 summarises the theoretical frameworks or explanations for hypotheses 

development, predicted signs, operationalisations/proxies, and data sources for each 
independent variable. The rest of this section provides a detailed discussion of the 

hypothesis development for each independent variable. 

7.2.1 Corporate governance disclosure variables 

This thesis examines the association of corporate governance disclosure with market 

perceptions of company performance, measured by Tobin's Q, above the actual 

corporate governance practices of the company. It is expected that there should be a 

positive relationship between corporate governance disclosure and Tobin's Q. Three 

theories can be used to support this prediction: 1) signalling theory, 2) legitimacy theory, 

and 3) environmental determinism theory. 
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7.2.1.1 Signalling theory 

In relation to signalling theory (see section 2.3.5), the researcher argues that companies 

which have better corporate governance disclosure can help to better signal the quality of 

their corporate governance practices, which in turn could result in better market 

perceptions of company performance. Therefore, managers of high corporate governance 

quality companies may wish to distinguish themselves from lower quality ones through 

the disclosure of corporate governance information. The disclosure may also help 

promote a positive impression of the company (Chiang, 2005) which could then reflect 

positively on market perceptions. Conversely, not disclosing, or providing a low level of 

corporate governance information (which does not involve commercially sensitive 
information, as suggested in Labelle, 2002; Standard and Poor's and Corporate 

Governance and Financial Reporting Centre: S&P and CGFRC, 2004a, b, c, d, e) could 

reflect negatively on market perceptions of companies. In particular, market participants 

may consider that companies have something to hide. 

7.2.1.2 Legitimacy theory 

Legitimacy theory (see section 2.3.4) could help explain the influence corporate 

governance information has in boosting market perceptions of company performance. 
Many prior studies, such as Mitton (2002) and Chang Aik Leng and Abu Mansor (2005), 

suggest that the 1997 Asian economic crisis raises questions about corporate governance 

structures in Asia (see section 3.3.4), especially in relation to the countries seriously 

affected by the crisis. Disclosing corporate governance information could help assure 
investors that the company's conduct is desirable and appropriate. It also allows 

stakeholders to examine the company more cautiously, specifically with regard to the 

monitoring process to ensure the ethical and moral conduct of the company's operations 
(the Stock Exchange of Thailand: SET, 2001). Hence, it could make them feel more 

confident about the company (Miles, 2005), and in this regard, corporate governance 
disclosure can have a positive effect on market perceptions of company performance. 

7.2.1.3 Environmental determinism theory 

In relation to environmental determinism theory (see section 2.3.7), the first explanation 
is related to the institutional governance mechanism, especially rules and regulations, 
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their enforcement, and corporate governance culture. The researcher argues that if the 

mechanisms are strong, corporate governance disclosure may have a positive effect on 

market perceptions of company performance. This is because market participants may 
have more confidence in the disclosure of listed companies, hence disclosure via annual 

reports may be enough to assure market participants that the company has an appropriate 

corporate governance system able to deal with any issues which may arise in the 

company. Furthermore, it is suggested that corporate governance disclosure could 
improve a company's reputation (Cullen and Christopher, 2002; Bronn, 2004), help it 

develop a strong relationship with stakeholders (Bronn, 2004), and reassure its investors 

that the company is being managed with the interest of its shareholders in mind (Cheung 

et al., 2007). 

Regulatory bodies in Malaysia, Singapore and Thailand seem to be aware of the 

significance of corporate governance disclosure, as reflected in each country's listing 

requirements (see sections 3.4.1 - 3.4.3). In particular, they require listed companies to 

disclose in their annual reports how they apply the principles of corporate governance, as 

well as requiring them to provide explanations for any areas of non-compliance. Hence, 

the high level of corporate governance disclosure may affect the market perceptions of 

company performance in these countries positively, while a low level of disclosure could 
have a negative impact on the market perceptions. 

Corporate governance disclosure may have a negative impact on market perceptions of 

company performance if the information disclosed is largely related to bad governance 
in the company. For example, the World Bank (1999) suggests that the sharp fall of KFC 

share prices of 48% for Malaysia was due to disclosure of a corporate governance 
irregularity in June 1998. However, the overall impression, based on the examination of 

companies' annual reports, is that companies normally disclose only their good practices 

of corporate governance, and rarely discuss whether they fail to comply with the 

principles of corporate governance (see detailed discussion in section 5.2.1.2). 

To the best of the researcher's knowledge, there are only two prior studies which provide 

empirical evidence about the impact of corporate governance disclosure on market 

perceptions, measured by Tobin's Q, i. e. Bebczuk (2005) and Klein et al. (2005). They 

find a positive relationship between corporate governance disclosure and Tobin's Q. 
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This suggests that corporate governance disclosure is useful in improving market 

perceptions. However, Bebczuk (2005) only examines the disclosure of board structure 

and procedures, while Klein et al. (2005) examine the disclosure on corporate 

governance policies. This thesis extends these studies by covering six main areas of 

corporate governance: 1) codes or principles of corporate governance, 2) board matters, 
3) audit and internal control matters, 4) nomination matters, 5) remuneration matters, 

and 6) stakeholders. 

Corporate governance disclosure in this study is measured based on four composite 

corporate governance disclosure scores and seven disclosure component scores (Table 7- 

2). Based on the discussion, there should be a positive relationship between Tobin's Q 

and corporate governance disclosure. The hypothesis in the null form is: 

H12: Ceteris paribus, there is no significant association between Tobin's Q and 

corporate governance disclosure. 

7.2 2 Corporate governance practice variables 

This thesis incorporates corporate governance practices in the models to test whether the 

market sees value in corporate governance disclosure in annual reports above actual 

corporate governance practices. In an attempt to make comparisons, it concentrates only 

on those corporate governance practice variables suggested by prior studies on Tobin's 

Q. Although there are correlations between corporate governance disclosure and 

practices, the highest significant correlation is 0.526 as shown in Appendix 7-A70. To 

test the robustness of the results, corporate governance disclosure and corporate 

governance practice variables were also run in separate regressions (see section 7.4.3). 

The significant variables are the same as the regressions which incorporate both 

corporate governance disclosure and practices. This suggests that the multicollinearity 

should not be a concern. 

7.2.2.1 Proportion of independent non-executive directors 

Based on agency theory (see section 2.3.1), signalling theory (see section 2.3.5), and the 

advantages of having independent non-executive directors on the board of directors, the 

70 The correlation is based on corporate governance disclosure measured using the dichotomous 
method. Other corporate governance disclosure scores correlate with corporate governance practices 
around or below 0.526. 
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proportion of independent non-executive directors should have a positive influence on 

market perceptions of company performance, measured by Tobin's Q. In relation to 

agency theory, having independent non-executive directors on the board could help 

resolve the agency problem (Hermalin and Weisbach, 1991; Labelle, 2002). This is 

because non-executive directors can provide a mechanism of checks and balances which 

could help in improving boards' effectiveness (Haniffa and Cooke, 2002), and also 

playing a significant role in relation to protecting minority shareholders (Gill and Allen, 

2005). They can also help prevent the entrenchment of a company's resources (Chiang, 

2005). 

With regard to signalling theory, a positive relationship between the proportion of 
independent non-executive directors and market perceptions of company performance 

may occur because the appointment of independent directors could indicate that the 

company plans to deal with business problems, even though these directors may not 

actually have an effect on the company's ability to deal with the problem (Bhagat and 
Black, 1999). Furthermore, Rhoades et al. (2000) suggest that independent directors may 
be appointed on the board in order to enhance company image. This is because having 

them can help executive directors appear accountable to outsiders. 

In addition, Tricker (1984) suggests that having non-executive directors on the board can 
be seen as a means of providing additional windows on the world. Specifically, due to 

their expertise, prestige and contacts, the non-executive directors can help provide 
linkages to the external environment (Haniffa and Cooke, 2002). 

On the other hand, a negative relationship between the proportion of independent non- 

executive directors and market perceptions of company performance could also be 

expected because of the disadvantages and political reasons in having independent 

directors on the board. The disadvantages of independent directors include their limited 

knowledge of company business (Nam and Nam, 2004), the lowering of board unity 
(Solomon and Solomon, 2004), and the stifling of strategic actions (Goodstein et al., 
1994). Furthermore, while Chang Aik Leng and Abu Manson (2005) argue that 

independent directors may not be independent enough to provide a serious monitoring 

role, Baysinger and Bulter (1985) suggest that independent directors could provide 

excessive monitoring. The political reasons for having independent directors on the 

board are suggested by Agrawal and Knoeber (1996) in the examination of US data. 
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They argue that a negative relationship between the proportion of non-employee 
directors and Tobin's Q could exist because they have been included on the board for 

political reasons, one of the reasons being to indirectly control and monitor activities and 
business policies in order to serve the country's agenda. 

In this thesis, the proportion of independent non-executive directors is measured by 

dividing the total number of independent non-executive directors on the board by the 

total number of directors (see Table 7-2). Due to the conflicting arguments, no 

expectation is formed in relation to the direction of the relationship between Tobin's Q 

and the proportion of independent non-executive directors. The hypothesis in the null 
form is: 

H, 3: Ceteris paribus, there is no significant association between Tobin's Q and the 

proportion of independent non-executive directors on the board. 

7.2.2.2 Separation of the roles of CEO and chairman /Independent chairman 

Agency theory (see section 2.3.1) can be used to explain the positive relationship 
between the separation of the roles of CEO and chairman and market perceptions of 

company performance. In particular, this-separation of roles can help ensure owner- 
interested action (Rhoades et al., 2000) and provide a mechanism of checks and balances 

over management (Panasian, 2003), both of which could help to reduce agency costs 
(Labelle, 2002). 

A negative association between the separation of the roles and market perceptions of 

company performance (or the positive relationship between role duality and market 

perceptions) may also occur due to the advantages in having role duality. The arguments 

are based on stewardship theory (see section 2.3.2), which assumes that management 

will act in the company's and shareholders' best interests because of the human motives 
involved, e. g. need for achievement, recognition, and respect for authority (Donaldson 

and Davis, 1991). The advantages include, for example, having a faster response to 

events during highly turbulent periods (for example, Boyd, 1995), and having a greater 

understanding and knowledge of the industry and company (Boyd, 1995; Weir et al., 
2002). However, Weir et al. (2002) suggest that when there is role duality, companies 

should also have sufficient independent directors on the board to counterbalance the 

situation. 
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Despite the explanations offered for these positive and negative relationships between 

the separation of the roles and market perceptions of company performance, many prior 

studies in Asia find insignificant or weak evidence for such relationships, for example, 
Mak and Li (2001) for Singapore, Mak and Kusnadi (2005) for Malaysia and Singapore, 

Abdul Rahman and Haniffa (2005) for Malaysia, and Haniffa and Hudaib (2006) for 

Malaysia. These suggest that corporate governance initiative, i. e. adopting the separation 

of the roles of CEO and chairman, cannot have an impact on the efficiency and 

effectiveness of company's operations as perceived by market participants. 

To test this variable, the sample companies are divided into two groups, i. e. those with 

the roles of the CEO and chairman separated and those with the roles combined (see 

Table 7-2). Based on the above discussion, no specific expectation is formed for this 

variable. As such: 

H14: Ceteris paribus, there is no significant association between Tobin's Q and the 

separation of the roles of CEO and chairman. 

As discussed in section 6.2.1.2 in Chapter 6, although there is separation between the 

roles of CEO and chairman, it does not necessarily mean that the chairman is 

independent. Therefore, this study also tests the association between the presence of an 

independent chairman and Tobin's Q. The theories behind the influence of an 
independent chairman on Tobin's Q are the same as those discussed under the separation 

of the roles of CEO and chairman. 

To examine the variable, the companies in the sample are separated into two groups, i. e. 

those with an independent chairman and those without (see Table 7-2 for data source). 
As with the separation of the roles variable, a specific direction for the independent 

chairman variable is not formed and the hypothesis in the null form is: 

Hjs: Ceteris paribus, there is no significant association between Tobin's Q and the 

presence of an independent chairman on the board. 

7.2.2.3 Board size 

In relation to cost-benefit theory (see section 2.3.8), board size could have either a 

positive or a negative effect on market perceptions. Proponents of having a large number 
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of directors on the board suggest that benefits come from the diverse background, 

knowledge and perspectives of the directors (Dweivedi and Jain, 2005). Such diversity 

may help secure critical resources and contacts (Haniffa and Hudaib, 2006). However, it 

is possible that small board may be more efficient and effective in running and 

monitoring a company (Jensen, 1993). Hence, a negative association between board size 

and market perceptions of company performance may be expected. 

However, it is suggested by Lipton and Lorsch (1992) that board size should be between 

eight and nine people and if a company increases the number of its directors to more 

than that, any benefits which the company might receive by increasing its board size will 
be outweighed by the costs. The company may suffer from a diffusion of responsibility - 
with each director feeling less threatened if they do not provide contribution (Dweivedi 

and Jain, 2005). The codes of corporate governance in Malaysia and Singapore, 

however, do not recommend a specific range of board size, though they do consider 
having an appropriate board size to be important (Mak and Kusnadi, 2005). Thailand's 

principles of corporate governance also do not indicate an appropriate board size, but 

rather suggest that it is the board's duty, with approval from the shareholders, to 

determine board size. 

Results from prior Asian studies are mixed. The positive association between board size 

and Tobin's Q is evidenced in, for example, Mak and Li (2001)71 for Singapore and 
Dwivedi and Jain (2005) for India. A negative relationship between board size and 

Tobin's Q is found in, for example, Mak and Kusnadi (2005) for Malaysia and 
Singapore, and Haniffa and Hudaib (2006) for Malaysia. 

Board size is measured in this study by the total number of directors on the board (see 

Table 7-2). In view of the conflicting arguments and results from prior studies, no 

specific expectation is formed in relation to the direction of the relationship between 

Tobin's Q and board size. As such, the null hypothesis is as follows: 

H16: Ceteris paribus, there is no significant association between Tobin's Q and board 

size. 

71 For Mak and Li (2001), the positive association is found when ordinary least squares regression is 
employed, and not when two-stage least squares regression is undertaken. 
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7.2.2.4 Proportion of shares held by top ten shareholders 

In relation to agency theory (see section 2.3.1), having concentrated ownership could 
increase market perceptions of company performance. High ownership concentration 

could improve the monitoring process of the company since large shareholders may have 

power to provide better management control (Panasian, 2003; Chang Aik Leng and Abu 

Mansor, 2005; Klein et al., 2005). Shleifer and Vishny (1997) suggest that having 

concentrated ownership is more beneficial for countries which are less developed in 

terms of property rights, and/or which have a judicial system that does not provide as 

good a protection. 

On the other hand, a negative association between ownership concentration and market 

perceptions of company performance could also occur and can also be explained by 

agency theory, specifically the entrenchment effect (see section 2.3.1), and the cost of 

capital argument. Joh (2003) suggests that the owner-managed companies can limit 

voting rights, thereby lowering the protection of external shareholders. Furthermore, 

large shareholders could expropriate minority shareholders' interests (Hermalin and 
Weisbach, 1991; Chang Aik Leng and Abu Mansor, 2005). This could especially be the 

case when the country has poor legal protection. 

This study measures ownership concentration by the percentage of shares held by top ten 

shareholders (see Table 7-2). Based on the conflicting arguments discussed, no 

expectation is formed for the relationship between Tobin's Q and the proportion of 

shares held by top ten shareholders: 

H»: Ceteris paribus, there is no significant association between Tobin's Q and the 

proportion of shares held by top ten shareholders. 

7.2.2.5 Proportion of shares held by executive directors 

In relation to agency theory (see section 2.3.1), there could be a positive association 
between the proportion of shares held by executive directors and market perceptions of 

company performance. Management with a high equity stake may positively affect 

market perceptions of company performance because there could be an increase in effort 
in order to maximise performance. Raffournier (1995) and Warfield et al. (1995) suggest 

that if managers have small stakes in the company, it is more likely that they will deviate 
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from wealth-maximising behaviour, such as shirking and perquisite-taking. However, the 

consequences of managers having an increase in shareholdings could also have a 

negative impact on market perceptions of company performance if managers become 

more entrenched (Demsetz and Villalonga, 2001). This could also be interpreted as being 

related to agency theory, in particular, the entrenchment effect (see section 2.3.1). Morck 

et al. (1988) suggest that a manager who has control of a large fraction of equity may 

invest in non-value-maximising activities. 

In this study, managerial ownership is measured by the percentage of shares held by 

executive directors (see Table 7-2). Based on the above discussion, no expectation is 

formed with regard to the relationship between Tobin's Q and the proportion of shares 
held by executive directors. As such, the null hypothesis is: 

H, 8: Ceteris paribus, there is no significant association between Tobin's Q and the 

proportion of shares held by executive directors. 

7.2.3 Company-specific/control variables 

Hypotheses are not formed for these company-specific variables because they are 

regarded as being the controlling factors for the statistical models. 

7.2.3.1 Company size 

Generally, larger companies perform better than smaller companies because of their 

market power (Klein et al., 2005), economy of large-scale production (Chang Aik Leng 

and Abu Mansor, 2005; Klein et al., 2005), cheap funds and access to new technology 

(Chang Aik Leng and Abu Mansor, 2005). However, according to Joh (2003), although 

the benefit based on the economy of scale may be present in large-sized companies, the 

benefit could be lower when companies reach a certain threshold. 

A negative relationship between company size and market perceptions of company 

performance can also be expected. Chang Aik Leng and Abu Mansor (2005) suggest that 

beyond certain levels, companies may suffer because of the probability that managers 

will engage in empire-buildings without considering the effect on the company, or 
because of the lack of expertise in running large companies. 
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For company size, two main measures have been used in prior corporate governance 

studies, i. e. total assets (for example, Mehran, 1995; Agrawal and Knoeber, 1996; and 
Black et al., 2006) and sales (for example, Himmelberg et al., 1999; Addul Rahman and 
Haniffa, 2005; and Haniffa and Hudaib, 2006). Sales is chosen to represent the size 

variable in this study in order to avoid association by construction with Tobin's Q (see 

Table 7-2)'Z. 

7.2.3.2 Leverage 

In relation to agency theory (see section 2.3.1), a positive association between leverage 

and market perceptions of company performance could be expected. For companies with 

greater debt, the lenders could play a large part in the monitoring role (Agrawal and 
Knoeber, 1996; Chang Aik Leng and Abu Mansor, 2005). A positive association 
between leverage and Tobin's Q is found in many Asian studies, i. e. Bai et al. (2004) for 

China, Addul Rahman and Haniffa (2005) for Malaysia, Mak and Kusnadi (2005) for 

Malaysia and Singapore, Black et al. (2006) for Korea, and Haniffa and Hudaib (2006) 

for Malaysia. This suggests that leverage is likely to be one factor which positively 

affect market perceptions of company performance in the context of Asian countries. 

On the contrary, a negative relationship between leverage and market perceptions of 

company performance could also be expected. There is a possibility that increased debt 

could lead to an increase in conflicts of interest over risk and return between 

shareholders and creditors (Joh, 2003). If the shareholders are also managers of the 

company, this situation can be interpreted as related to agency theory (see section 2.3.1). 

A negative association between leverage and Tobin's Q is found only in relatively few 

Asian studies, i. e. Chen (2001) for China, and Wiwattanakantang (2001) for Thailand. 

For this study, to be consistent with prior studies in Asia (for example, Mak and 
Kusnadi, 2005 for Malaysia and Singapore; Haniffa and Hudaib, 2006 for Malaysia; and 

72 Gill and Allen (2004; 2005) indicate that accounting standards in Malaysia, Singapore and Thailand 
for the year 2004 are relatively in line with international accounting standards. Hence, the findings 
based on the pooled data for sales variable should not be significantly affected by the difference in 
each country's accounting standard. 
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Wiwattanakantang, 2001 for Thailand), leverage is measured by dividing total debt by 

total assets (see Table 7-2)73. 

7.2.3.3 Industry sector 

In relation to political cost theory (see section 2.3.9), it is expected that market 

perceptions of company performance will have a negative association with companies in 

an industry sector which is under public scrutiny. This is because intervention by the 

government and interest groups could incur public criticism (Raffournier, 1997), thereby 
having a negative effect on a company's reputation. On the other hand, a positive 

relationship could also be expected. In particular, market participants may have more 

confidence in these companies because they are closely scrutinised. 

Industry sector is measured by separating the companies examined into financial and 

non-financial sectors (see Table 7-2). For a robustness test, companies are also 

categorised into high and low intangible asset sectors. This is because it is suggested that 

Tobin's Q also reflects the intangible assets value perceived by investors (Demsetz and 
Villalonga, 2001). In this study, financials, services (cyclical and non-cyclical) and 
information technology sectors are regarded as high intangible asset sectors. 

Some prior studies also include capital expenditure factor as it can be regarded as a 

controlling factor for growth opportunities (Haniffa and Hudaib, 2006). However, 

because of the strong correlation with the industry sector variable in this thesis, the 

capital expenditure variable is omitted from the main statistical analyses but is tested to 

examine the robustness of the main results. The capital expenditure variable is measured 

as the proportion of capital expenditure to total assets of the company and the findings 

are discussed in section 7.4.3.3.3. 

7.2.3.4 Listing age 

The association between market perceptions of company performance and listing age 

could be based on characteristic of the company. Haniffa and Cooke (2002) suggest that 

newly listed companies can be seen as a risky investment. Hence, the researcher argues 

that when compared with longer listed companies, market participants may perceive the 

73 See previous footnote about the comment on the accounting standards in Malaysia, Singapore and 
Thailand in relation to international accounting standards. 
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performance of those newly listed more negatively, supporting the positive association 
between market perceptions and listing age. 

Listing age is measured by the number of years a company has been listed on the 

country's stock exchange (see Table 7-2). 

7.3 Univariate analyses 

The descriptive statistics of Tobin's Q and the continuous independent variables, except 

those of corporate governance disclosure which are reported in Chapter 5, for companies 
in each country used in this study are shown in Appendix 7-B. Appendix 7-C reports the 

number of companies which can be categorised into each categorical independent 

variable separately for Malaysia, Singapore and Thailand. 

Pearson product-moment correlations are computed in order to examine the relationship 
between the dependent variable and continuous independent variables (see Appendix 7- 

D). The statistical outputs are computed based on the normal scores because they are the 

data employed in the regression models74. Additionally, to determine whether there is a 

statistical difference in the mean of the Tobin's Q scores for the categorical variables 
included in this study, the independent-samples t-tests were conducted based on the 

normal scores'S. Only findings from the Pearson correlations and t-tests which are 

deemed important are compared with the regression results in section 7.4.3 as follows. 

7.4 Multivariate analyses 

7.4.1 The regression model 

The full regression model is as follows: 

74 Section 4.5.1 describes the normal scores approach. The correlations are also tested using the 
untransformed data based on the Pearson product-moment correlation, as well as the non-parametric 
SDearman's rank order correlation. The results are similar. 

All of the results conducted based on untransformed data using t-test and non-parametric Mann- 
Whitney U test are similar to the results of t-test using normal scores. The Sig. value of less than or 
equal to 0.05 suggests a statistically significant difference in the mean or median scores for the two 
groups of variables for t-test and Mann-Whitney U test, respectively (Pallant, 2005). 

234 



Tobin'sQ =, 30 + /3, DISC + ß2IndNED + P3 Separation +, 84IndChair 

+ f35BSize + Q6Top10Shares + P7 ShareExe + ß8Sales 

+ /39 Debt + /J10lndustry +A, ListAge +c 

Tobin's Q= proportion of market value of common shares plus total debt to 

book value of total assets (see section 4.4.4) 

DISC = corporate governance disclosure variable, both composite and 

components (see Table 7-2). In each regression, only one disclosure 

variable is included 

ßo "ßi1 = regression coefficients 
E= error term 

The operationalisations/proxies and data sources of the independent variables are shown 
in Table 7-2. All the dependent and continuous independent variables are based on 

normal scores. 

7.4.2 Multicollinearity 

Examples of the Pearson product-moment correlations between the continuous 

independent variables are shown in Appendix 7-A76. The correlations are computed 

based on normal scores, because these are the data employed in the regression models77. 

For the pooled and separate country data, the correlations are below the cut-off point of 

0.7078. The highest significant correlation is 0.567. Variance Inflation Factor (VIF) tests 

were also conducted and the results show that all VIF values are well below 1079. Hence, 

all the independent variables are included in the regression models. 

7.4.3 Standard multiple regression results 

The regressions were run using standard multiple regression. Eleven regressions were 

run for each set of data, i. e. for the pooled, Malaysia, Singapore, and Thailand data, 

76 The corporate governance disclosure measured using the dichotomous method (Dichfnd) is shown 
in the correlations table. 
" Section 4.5.1 describes the normal scores approach. The correlations are also tested using the 
untransformed data based on the Pearson product-moment correlation, as well as the non-parametric 
Spearman's rank order correlation. The results are similar. 
78 See the discussion about the cut-off point for multicollinearity in section 4.5.3. 
79 According to Pallant (2005), a VIF value above 10 is a cut-off point commonly used to determine 
multicollinearity. 
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resulting in the total of 44 regressions. There are eleven regressions for each set of data 

because there are eleven corporate governance disclosure scores to be tested. 

Table 7-3 reports examples of the regression results based on the pooled and separate 

country data when all independent variables are included in the model. In the example, 

corporate governance disclosure measured using the dichotomous method (Dichlnd) is 

incorporated into the regression models80. For economy of space, the findings of the 

corporate governance disclosure scores based on other scoring methods, both composite 

and components, are summarised in Table 7-5. The significant corporate governance 

practice and control variables are the same in all regression models within the same 

country. Summaries of these findings are shown in Tables 7-6 and 7-7, respectively. All 

of the findings reported (i. e. Tables 7-3 and 7-5 - 7-7) are based on the corporate 

governance disclosure measured based on both mandatory and voluntary items. This is 

based on the assumption that when market participants use corporate governance 
information, they will focus on both mandatory and voluntary disclosures to form their 

perceptions of companies. 

Appendix 7-A shows that although there are correlations between corporate governance 

disclosure and practices, the highest significant correlation is 0.526. To test the 

robustness of the results, corporate governance disclosure and corporate governance 

practice variables were also run in separate regressions. The findings show that the 

significant variables are the same as those summarised in Tables 7-5 - 7-7. 

80 The statistically significant findings of corporate governance disclosure computed using the 
dichotomous method, based on both general and enhanced items, are similar to those based on the 
general items alone. Therefore, only results based on general items are reported. 
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All of the models for Malaysia (11) and Thailand (11) succeed in explaining around or 

over half of the variations in the level of Tobin's Q. The adjusted Res are in the range of 

0.495 - 0.582 for Malaysia and 0.501- 0.683 for Thailand. This suggests that Tobin's Q 

for companies examined can be largely explained by the independent variables included 

in the models for Malaysia and Thailand. The findings for Singapore (11) suggest that 

the independent variables specified in the model have less power in explaining Tobin's 

Q. The adjusted R2s are in the range of 0.268 - 0.517. However, they are still relatively 
higher when compared with the findings in prior studies of Singapore, i. e. Mak and Li 

(2001) (0.11 and 0.18), and 9 out of 11 models also have explanatory powers higher than 

that of Mak and Kusnadi (2005) (0.31). 

Overall, the empirical results suggest that when corporate governance disclosure is 

significant, actual practices are insignificant in influencing market perceptions of 

company performance, and while actual practices are significant, the disclosure does not 

have an effect on market perceptions (see sections 7.4.3.1 and 7.4.3.2). The significance 

of corporate governance practice variables, however, varies across countries. The rest of 

this section discuss each independent variable in turn. 

Table 7-4 shows the sections which report the results of the independent variables. 

Table 7-4: Independent variables in the multiple regressions 

Independent variables Section 
I. Corporate governance disclosure variables 7.4.3.1 
1. Co orate governance disclosure 7.4.3.1 
II. Corporate governance practice variables 7.4.3.2 
2. Proportion of independent non-executive directors 7.4.3.2.1 
3. _ Separation of the roles of CEO and chairman / 

Independent chairman 
7.4.3.2.2 

4. Board size 7.4.3.2.3 
5. Proportion of shares held by top ten shareholders 7.4.3.2.4 
6. Proportion of shares held by executive directors 7.4.3.2.5 

III. Com an -s ecific/control variables 7.4.3.3 
7. Company size 7.4.3.3.1 
8. Leverage 7.4.3.3.2 
9. Industry sector 7.4.3.3.3 
10. Listing age 7.4.3.3.4 
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7.4.3.1 Corporate governance disclosure variables 

A summary of the results for corporate governance disclosure variables is shown in 

Table 7-5. There are eleven corporate governance disclosure variables examined and 

each disclosure variable is included in a separate regression for each set of data 

(Malaysia, Singapore, or Thailand). 

Table 7-5: Corporate governance disclosure and Tobin's Q 

Independent variables Malaysia Singapore Thailand 
Composite disclosure 
Dichlnd x /* + x 
Textlnd x x x 
ComBea x /** + x 
ComBer x /** + x 
Disclosure components 
RD/R T x /** + x 
1-MainH x x x 
1-SubH x x x 
NE x /** + x 
DEN x x x 
DPT x /** (+) Ix 
OPR x x x 
For operationalisationstproxles of the mnepenaent variables, see i able -i-2. 
/ statistically significant, x not statistically significant. 
** and * statistically significant at the 5% and 10% level, respectively. Signs are reported in brackets. 

Singapore 

The findings shown in Table 7-5 suggest that corporate governance disclosure can have a 

significant positive influence on the variations in market perceptions, measured by 

Tobin's Q. This suggests that corporate governance disclosure plays a major role in 

influencing market perceptions of company performance in Singapore and that, market 

participants see value in corporate governance disclosure above the actual corporate 

governance practices. However, when corporate governance disclosure is explored based 

on different scoring methods, different findings for each scoring method occur. For 

example, the findings for the composite corporate governance disclosure show that only 

the disclosure scores measured by a method adapted from Beattie et al. (2004) and a 

method adapted from Beretta and Bozzolan (2004) show a statistically significant impact 

on market perceptions of company performance. The disclosure based on the 

dichotomous method is only marginally significant, while the disclosure based on the 

relative number of text units method shows no significant impact on market perceptions. 
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Further analyses into the components suggest that listed companies may want to focus 

on relative amount of disclosure (RD), breadth of information (NE) and depth of 
disclosure (DPI) so that it can help investors understand and be able to examine the 

company more cautiously, leading to the increase in investor confidence and attracting 
investment. The outlook profile index (OPR), which measures disclosure of corporate 

governance policies, is not significant. This suggests that it is not the policies themselves 

which can affect market perceptions of company performance but the disclosure of the 

way in which companies apply these policies which matters to the market. The findings 

suggest that different scoring methods should not be used in isolation because there is a 

possibility that they will provide different findings. This can help provide a clearer 

picture of the influence of corporate governance disclosure on market perceptions of 

companies. 

The significance of corporate governance disclosure in Singapore can be explained by 

environmental determinism theory (see section 7.2.1.3). Singapore has a stronger 
institutional governance structure, when compared with Malaysia and Thailand (see 

section 3.3.5), suggesting that the market may have more confidence in the system of 

corporate governance in Singapore. Hence, the researcher argues that the disclosure in 

annual reports should help assure market participants that the company has an 

appropriate corporate governance system to deal with any issues that may arise in the 

company. Additionally, the disclosure could improve a company's reputation (Cullen 

and Christopher, 2002; Bronn, 2004), help develop a strong relationship with 

stakeholders (Bronn, 2004), and reassure investors that companies are managed with the 

interest of shareholders in mind (Cheung et al., 2007). 

Additionally, most of the information in the annual reports of the listed companies in 

Singapore is voluntarily disclosed (182 out of 191 items in the checklist are voluntary 
items), suggesting that the disclosure may be more appreciated by market participants. 
This is consistent with the findings of the Tobin's Q model run using only voluntary 
items to measure corporate governance disclosure (based on the dichotomous method). 
That is the findings show that voluntary disclosure has a significant impact on Tobin's Q 

(at 5% level)". 

$' Only the dichotomous method is examined. The separation between mandatory and voluntary 
disclosures cannot be done accurately using other scoring methods (see section 5.2.2.2). 
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Malaysia and Thailand 

For Malaysia and Thailand, the findings indicate that none of the corporate governance 
disclosure variables could have a significant impact on Tobin's Q (see Table 7-5). 

Hence, the null hypothesis H12 cannot be rejected at the 1%, 5% or 10% level for these 

countries. This suggests that the market does not see value in corporate governance 

disclosure in the annual reports above the actual corporate governance practices in the 

countries which were more affected by the 1997 Asian economic crisis, in which 
inadequate corporate governance is cited as one of the factors contributing to the severity 

of the crisis (for example, Mitton, 2002). The evidence that certain corporate governance 

practices are significant in explaining Tobin's Q in these countries (see section 7.4.3.2) 

suggests that market participants place great significant on the actual practices, while 
disclosure may be regarded as just the act of reporting and to keep up with others. 
Furthermore, it is possible that impact of disclosure on market perceptions may not be so 

considerable when compared with actual practices. 

As shown in section 3.3.5, the institutional governance structures, e. g. rules and 

regulations, enforcement and culture of corporate governance, are relatively weaker in 

Malaysia and Thailand, when compared with those of Singapore. Under this weaker 

institutional environment, the findings suggest that market participants tend to regard 

corporate governance practices as important in affecting their perceptions of company 

performance, rather than relying on corporate governance disclosure in annual reports. 

This implies that other channels for corporate governance information, such as 

communication with the company, may be more efficient in informing market 

participants of corporate governance practices than the annual reports. The information 

received by users may be timelier, hence useful for them in making their investment 

decisions. 

Although the empirical findings suggest that the extent of corporate governance 

disclosure does not affect market perceptions of company performance above the actual 

practices in Malaysia and Thailand, regulatory bodies still regard corporate governance 
disclosure in annual reports as important. This can be seen from corporate governance 
disclosure regulations in the listing requirements which stipulate that listed companies 

have to disclose in their annual reports how they apply the principles of corporate 

governance, as well as provide an explanation when there is non-compliance (see 
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sections 3.4.1 and 3.4.3). The information disclosed could be used for fundamental 

analysis of the overall quality of a company's management82, as well as for verifying the 

reliability of corporate governance information which the company receives from other 

sources, e. g. press releases. In addition, the disclosure may help reassure stakeholders 

that companies are being managed with their interests in mind. 

7.4.3.2 Corporate governance practice variables 

Table 7-6 shows a summary of the results for corporate governance practice variables. 
All regressions for each set of data (i. e. Malaysia, Singapore and Thailand) provide the 

same significant results. 

Table 7-6: Corporate governance practices and Tobin's Q 

Independent variables Malaysia 
_Singapore 

Thailand 
IndNED x x x 
Separation x x x 
IndChair x x /* **- 
BSize x x 
To 1OShares x x /*** - 
ShareExe x x /*** - 
For operationalisationstproxies of the independent variables, see t able 7-2. 
/ statistically significant, x not statistically significant. *** and ** statistically significant at the 1% 

and 5% level, respectively. Signs are reported in brackets. 

The results indicate that none of the corporate governance practices are significant in 

explaining Tobin's Q for Singapore, hence the null hypotheses H13 - H18 cannot be 

rejected at the 1%, 5%, or 10% level. This suggests that market perceptions of company 

performance are affected more by disclosure of all corporate governance practices in the 

annual reports (see section 7.4.3.1) than by the specific corporate governance practices. 

As for the results of Malaysia, only board size shows a significant negative relationship 

with Tobin's Q at the 5% significant level, suggesting that the null hypothesis H16 is 

rejected. When Thai data are considered, independent chairman, proportion of shares 

held by the top ten shareholders, and proportion of shares held by executive directors are 

shown to be significant. All three variables are statistically significant at the 1% level 

with negative signs, hence the null hypotheses His, H17, and H/8 are rejected. These 

findings could be explained by the environmental determinism theory. In other words, 

specific corporate governance practices matter more in Malaysia and Thailand which 

82 Leahy (2004) suggests that good governance reflects quality of management. 
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have lower economic and capital market developments (see section 3.2.2), were more 

affected by the 1997 crisis (see section 3.3.4), and have weaker institutional governance 
(see section 3.3.5). The results are consistent with Nam and Nam (2004) who suggest 

that corporate governance is more important in countries with weak legal and judicial 

systems for protecting investors. Durnev and Kim (2005) also show that corporate 

governance at company level matters more for countries which have weaker investor 

protection. According to the findings of Ting (2006), under poor economic conditions, 

corporate governance effect can perform better. 

The rest of this section discusses each corporate governance practice variable in detail. 

7.4.3.2.1 Proportion of independent non-executive directors 

The insignificant results for the proportion of independent non-executive directors 

suggest that an independent board might not be perceived to be significant by market 

participants in Malaysia, Singapore and Thailand. The insignificant impact of the 

proportion of independent non-executive directors on Tobin's Q is consistent with 

Haniffa and Hudaib (2006) for Malaysia, Mak and Li (2001) for Singapore, and Mak and 

Kusnadi (2005) for both Malaysia and Singapore. One possible explanation is that the 

optimal board should contain a combination of inside, affiliated, and independent 

directors who could each bring different skills and knowledge to the board of directors" . 
Bhagat and Black (1999) suggest that, compared with the independent directors, 

affiliated directors would have more knowledge of the weaknesses and strengths of the 

companies because of their ongoing business with them. Furthermore, the market may 

also be aware of the possibility that independent directors have been chosen because a 

company just wants to signal that it has good corporate governance. 

7.4.3.2.2 Separation of the roles of CEO and chairman /Independent chairman 

The variable relating to separation of the roles of CEO and chairman is not found to be 

significant in any regressions. Corporate Governance Committee (CGC) (2001) argues 

that companies with role duality can be as well managed as the ones with separation of 

83 According to Bhagat and Black (1999), directors can be divided into: 1) inside/executive directors 
(persons who are also the officers in the company), 2) affiliated/grey directors (former officers of the 
company, relatives of the officers, persons who have business affiliation with the company, such as 
commercial banks, auditors, and lawyers), and 3) independent non-executive directors (persons who 
are outside directors and do not have such affiliations). 
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the roles. Hence, there is no guarantee that for the companies which have the roles 

separated, the market will perceive them as better than the companies with role duality. 

The findings are consistent with those in Abdul Rahman and Haniffa (2005) and Haniffa 

and Hudaib (2006) for Malaysia, Mak and Li (2001) for Singapore84, and Mak and 

Kusnadi (2005) for both Malaysia and Singapore. Even after the suggestion to separate 

the roles of CEO and chairman in the codes of corporate governance (Finance 

Committee on Corporate Governance: FCCG, 2001 for Malaysia; CGC, 2001 for 

Singapore), the separation of the roles variable does not seem to have a positive impact 

on market perceptions of company performance. 

With regard to whether a chairman is independent or not, the regression results indicate 

that this variable is significant for Thai regressions, consistent with the univariate 
findings based on t-test. Hence, the null hypothesis H15 can be rejected. It is significant 

at the 1% level with negative sign, suggesting that the market may not perceive having 

an independent chairman as providing benefit to the company performance. Thailand is 

less developed with regard to economic and capital market developments, when 

compared with Malaysia and Singapore. Under this circumstance, the market may 

perceive that Thai companies may need to have a non-independent chairman as an 

essential mechanism to help guide the company towards a higher level of performance. 

7.4.3.2.3 Board size 

Board size is significantly associated with Tobin's Q in the context of Malaysia, 

inconsistent with the univariate finding (see Appendix 7-D). The result indicates that the 

market places high value on companies with smaller board size, consistent with cost- 
benefit theory discussed in section 7.2.2.3. Studies examining Malaysia, and which 
include board size as an independent variable, also find a significant negative association 
between board size and Tobin's Q, i. e. Mak and Kusnadi (2005) and Haniffa and Hudaib 

(2006). 

The insignificant results for Thailand could be due to the substitution effect with regard 

to board size and other corporate governance practice variables included in the model. 
Another explanation could be the characteristics of Thai people, who are group-oriented 

and where personal relationships are emphasised to get things done (see section 3.2.1). 

84 The finding is based on two-stage least squares regression. 
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Hence, this could result in the board of directors being perceived as a so-called ̀ rubber 

stamp' board, leading to the insignificant result of the board size variable. This is 

supported by the discussion in the Securities and Exchange Commission (SEC) (2004) 

that the working group for enhancing good corporate governance does not consider 

board size as an important factor. 

7.4.3.2.4 Proportion of shares held by top ten shareholders 

The ownership concentration variable is significant for Thai regressions, inconsistent 

with the univariate finding (see Appendix 7-D). This variable is significant at the 1% 

level and has a negative sign. Hence, the null hypothesis H17 can be rejected for 

Thailand. This suggests that companies with high ownership concentration may be 

perceived rather negatively by the market because of the entrenchment effect (see 

section 7.2.2.4). This argument could especially be used for Thailand because it has the 
lowest scores for shareholders' rights (La Porta et al., 1998). 

7.4.3.2.5 Proportion of shares held by executive directors 

This variable is only significant for Thailand with negative sign in the regression models, 

consistent with the univariate findings (see Appendix 7-D). It is significant at the 1% 

level. The negative impact could be explained by agency theory, in particular, the 

entrenchment effect (see section 7.2.2.5). Managers may become more entrenched when 

they have higher stakes in the company. As discussed in section 7.4.3.2.4, this argument 

could especially be applied for Thailand as it has the lowest scores for shareholders' 

rights (La Porta et al., 1998). The insignificant impact of this variable on Tobin's Q in 

Malaysia and Singapore is supported by prior studies, i. e. Haniffa and Hudaib (2006) for 

Malaysia, Mak and Li (2001) for Singapore, and Mak and Kusnadi (2005) for both 

Malaysia and Singapore. 

Robustness tests are conducted using the square of the proportion of shares held by 

executive directors. The significant variables for all regressions remain the same for 

Malaysia and Singapore. However, as for Thailand, the only difference is that the 

squared variable is not significant. This suggests that there is no non-monotonic 

relationship between Tobin's Q and the proportion of shares held by executive directors 

in Thailand. 
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7.4.3.3 Company-specificlcontrol variables 

The results of company-specific/control variables are summarised in Table 7-7 and 

briefly discussed in this section. All regressions for each set of data (i. e. Malaysia, 

Singapore and Thailand) provide the same significant results. 

Table 7-7: Company-specific/control variables and Tobin's Q 

Independent variables Malaysia Singapore Thailand 
Sales x /*** (+) x 
Debt /*** + x /*** + 
Indust l*** + x l*** + 
ListAge x x x 
For operationalisationstproxies of the inaepencient variables, see "! 'able 7-2. 
/ statistically significant, x not statistically significant. *** statistically significant at the 1% level 
Signs are reported in brackets. 

7.4.3.3.1 Company size 

Company size is measured by sales. This variable is only significant for Singapore and 

the sign is positive at the 1% level, indicating that a large company can positively 

influence market perceptions of company performance85. This positive association could 

be due to the advantages in being large in size, such as having accessibility to new 

technology (see section 7.2.3.1). 

7.4.3.3.2 Leverage 

The findings suggest that for both Malaysia and Thailand, leverage is the significant 

variables, both at the 1% level with positive sign. It is suggested that debt financing 

through banking institutions is the dominant characteristic in Malaysia (for example, 

Jomo, 1995; and Suto, 2003), and also in Thailand where companies prefer debt 

financing from banks in order to avoid ownership dilution (Endo et at., 2000). These 

reflect the significance of debt in these countries. The positive association with Tobin's 

Q could be explained by agency theory, in particular, lenders playing a large part in the 

monitoring role (see section 7.2.3.2). 

85 For a robustness test, ROA is also incorporated in the regression models. The findings show that the 
profitability can only have a positive effect on market perceptions of company performance in 
Malaysia (5% level). The statistically significant findings of corporate governance disclosure and 
practice variables remain the same. 
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7.4.3.3.3 Industry sector 

The findings suggest that for both Malaysia and Thailand, industry sector is a significant 

variable, consistent with the univariate findings based on t-tests. The variable is 

significant at the 1% level with positive sign. The positive sign can be explained by 

political cost theory whereby the market may have more confidence in companies in the 

financial sector as they are more closely scrutinised (see section 7.2.3.3). 

For a robustness test, companies are also categorised into high and low intangible asset 

sectors. The variable is significant at the 5% level with positive sign for only the pooled 

regressions, while the statistically significant findings of corporate governance 

disclosure and practice variables remain the same. Furthermore, when the industry sector 

variable is replaced by the capital expenditure variable86, the statistically significant 
findings for the corporate governance disclosure variable and practices remain the same, 

while the capital expenditure is negatively significant at the 1% level for Malaysia and 

Thailand. The negative relationship between capital expenditure and Tobin's Q suggests 

that the market may feel negatively towards capital spending because there is no 

concrete outcome for them in the short term. 

7.4.3.3.4 Listing age 

Listing age is not significant in any of the regressions. This suggests that it does not 

matter how long companies have been listed on the stock exchange, market perceptions 

of company performance are not influenced by it. 

7.5 Summary and conclusions 

This chapter examines the effect of corporate governance disclosure on the market 

perceptions of company performance, when compared with corporate governance 

practices. It also examines the theories applicable in explaining the variations in market 

perceptions of company performance, in particular, the theories relevant to corporate 

governance disclosure. 

86 Industry sector and capital expenditure cannot be included in the same regression because of the 
multicollinearity problem. 
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In relation to corporate governance disclosure, for Singapore, the findings suggest that 

corporate governance disclosure plays a major role in influencing market perceptions of 

company performance and that market participants see value in corporate governance 
disclosure over specific corporate governance practices. This can be explained by 

environmental determinism theory (see section 7.4.3.1). The market may have more 

confidence in the country with the stronger institutional governance structure, i. e. 
Singapore. Hence, disclosure of corporate governance information in the annual report 

could help assure the market that the company has a good corporate governance system 

to deal with any issues that may arise in the company. 

The findings of Singapore also show that when corporate governance disclosure is 

explored based on different scoring methods, different findings may occur (see section 
7.4.3.1). Hence, the researcher argues that different scoring methods should not be used 
in isolation. Further analyses into the components suggest that listed companies may 

want to focus on relative amount of disclosure, the breadth of information and the depth 

of disclosure to help stakeholders understand and be able to assess the management more 

cautiously. The findings also suggest that it is not the policies themselves which can 

affect market perceptions but disclosure of the way in which companies apply the 

policies that matters to the market. 

As for Malaysia and Thailand, the findings suggest that the market does not see value in 

corporate governance disclosure above that of actual corporate governance practices. In 

particular, the findings suggest that corporate governance practices matter more in 

Malaysia and Thailand which have lower economic and capital market developments, 

weaker institutional governance, weaker legal and judicial system to provide investors' 

protection, and have been more affected by the 1997 Asian economic crisis, when 

compared with Singapore. This can be regarded as being related to environmental 
determinism theory (see section 7.4.3.1). The importance of corporate governance 

practices implies that other channels for imparting corporate governance information, 

such as via communication with the company, may be more efficient in providing 

corporate governance information to market participants than the annual reports (see 

section 7.4.3.1). The information received by users may be timelier, hence useful for 

them when making investment decisions. Nonetheless, the analyses of the regulations 

and corporate annual reports in Malaysia and Thailand show that the regulators and 
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listed companies still pay attention to corporate governance disclosure in annual reports 
(see section 9.2.1 for the views of respondents on the impact of disclosure on market 

perceptions). This suggests that corporate governance information disclosed in annual 

reports may still be useful for stakeholders of the company (see section 7.4.3.1). 

The significance of corporate governance practice variable in Malaysia can be explained 

by cost-benefit theory (see section 7.4.3.2.3). In particular, the explanation is related to 

the possibility that small board may be more efficient and effective in running and 

monitoring a company. In relation to the significant corporate governance practices in 

Thailand, agency theory can be regarded as the dominant theory. Specifically, the 

argument can be related to the possibility of the expropriation of minority shareholders' 
interests by large shareholders, as well as executive directors who own a higher stakes of 

shares in the company. 

Overall, the analyses of statistical findings suggest that there is a potential difference in 

the impact of corporate governance disclosure on market perceptions of company 

performance, when compared with corporate governance practices, across the countries 

examined. These findings lead to the suggestion that comparisons with prior studies 

which based the analyses on groups of countries need to be made with caution. 

Furthermore, the findings may suggest that when examining corporate governance 
disclosure, separate country analyses might be preferred to analysis of the pooled data. 

The next chapter reports results obtained from the questionnaires and interviews with the 

preparers and various users of corporate governance information, i. e. investment 

analysts, external auditors, and regulatory bodies, in relation to issues related to 

corporate governance disclosure and factors influencing corporate governance 
disclosure. 
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Appendix 7-C: Number of companies in each categorical independent variable 

Categorical independent variables Malaysia Singapore Thailand 
Separation of the roles of CEO and chairman 
(Separation) 
Roles separated 21 23 22 
Roles combined 9 7 8 
Independent chairman (IndChair) 
Independent 9 12 7 
Not inde endent 21 18 23 
Industry sector (Industry) 
Financial sector 6 10 8 
Non-financial sector 24 20 22 
For operationalisations/proxies of the categorical independent variables, see Table 7-2. 
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Appendix 7-D: Pearson product-moment correlations between continuous independent 
variables and Tobin's Q: using normal scores 

Continuous 
independent variables 

pooled data Malaysia Singapore Thailand 

Dichlnd 0.131 0.262 0.202 0.202 
Textlnd -0.293*** -0.287 -0.245 -0.293 
ComBea 0.186 0.112 0.157 0.143 
ComBer 0.179 0.086 0.160 0.063 
RD/R T 0.194 0.126 0.219 0.103 
1-MainH 0.017 -0.018 -0.294 0.083 
1-SubH 0.090 0.036 0.013 0.067 
NE 0.167 0.193 0.135 0.134 
DEN -0.167 -0.284 -0.230 -0.164 
DPT 0.203 0.246 0.193 0.272 
OPR 0.218** 0.104 0.148 0.188 
IndNED 0.017 -0.162 0.292 0.050 
BSize 0.224** -0.240 0.329 0.331 
ToplOShares -0.209 -0.177 -0.201 -0.378 
ShareExe -0.053 0.273 -0.415** -0.426** 
Sales 0.410*** 0.293 0.614*** 0.389** 
Debt 0.288*** 0.633*** 0.227 -0.051 
ListAge 0.061 -0.062 0.077 0.445** 
For operationalisations/proxies of the continuous independent variables, see Table 7-2. 
***and** correlations are significant at the 1% level and 5% level (2-tailed), respectively. 
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CHAPTER 8: ISSUES RELATED TO CORPORATE GOVERNANCE 
DISCLOSURE AND COMPARISON BETWEEN STATISTICAL FINDINGS 
AND RESPONDENTS' VIEWS ON FACTORS INFLUENCING CORPORATE 
GOVERNANCE DISCLOSURE 

8.1 Introduction 

This chapter answers specific research questions (SRQs) 6-8 as mentioned in section 

1.4: 

SRQ 6: What are the perceptions of preparers and users of corporate governance 

information as disclosed in the annual reports? 

SRQ 7: How do the opinions of preparers and users of corporate governance information 

help validate and complement the statistical findings of factors influencing corporate 

governance disclosure? 

SRQ 8: How do the opinions of preparers and users of corporate governance information 

help with an understanding of the theories relating to the factors influencing corporate 

governance disclosure? 

The questions are answered by analysing the responses of the preparers and users of 

corporate governance information to the questions shown in Appendix 4-G. The 

respondents include persons responsible for preparing corporate governance information 

for listed companies, investment analysts, external auditors and regulators. Each 

response quotation is labelled with the respondent who made the comment. The labels 

used are shown in Appendix 4-B. There are more respondents from Thailand due to the 

relatively low response in Malaysia and Singapore (explained in section 4.3.2). 

To answer SRQ 6, section 8.2 discusses the importance of corporate governance 

disclosure and practices, the importance of an annual report on corporate governance 

disclosure, the perceptions of the reliability of corporate governance information 

disclosed in the annual report, and the users of corporate governance information 

suggested by listed companies. Section 8.3 examines the relationship between 

respondents' opinions and corporate governance disclosure scores as discussed in 

Chapter 5. To answer SRQ 7, section 8.4 analyses responses to questions about factors 

influencing corporate governance disclosure across Malaysia, Singapore and Thailand. 
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Section 8.5 sheds further light on factors influencing corporate governance disclosure. In 

sections 8.4 and 8.5, each factor is linked to the theories in relation to corporate 

governance disclosure, hence providing answers to SRQ 8. The summary and 

conclusions are provided in section 8.6. 

8.2 Perceptions of preparers and users of corporate governance information as 

disclosed in the annual report (Questions: Part One) 

The analyses in this section are based on the responses to Part One of the questions 

shown in Appendix 4-G. Respondents include: 25 listed companies, 17 investment 

analysts, 13 external auditors and 1 regulator87. When the differences in the views of 

respondents across Malaysia, Singapore and Thailand are significant, they are discussed 

in the relevant sections. 

8.2.1 Importance of corporate governance disclosure and practices 

8.2.1.1 Importance of corporate governance disclosure - Respondents' views 

To help investors and other stakeholders in assessing the appropriateness of companies' 

corporate governance practices, the information about corporate governance framework 

and practices have to be disclosed (for example, Corporate Governance Committee: 

CGC, 2001; the Stock Exchange of Thailand: SET, 2001; and Miles, 2005). This 

argument is consistent with the significance placed on corporate governance disclosure 

by the preparers and users of the information across Malaysia, Singapore and Thailand 

(23 listed companies, 15 investment analyst, and 10 external auditors). S-LI4 states that 

`Corporate governance disclosure can enhance the visibility of the company to its 

stakeholders ... Transparency can increase public confidence in the company ... ', while 

S-L16 suggests that corporate governance disclosure '... assures investors the reliability 

of the company's financial statements and that all decisions taken by the company are 

taken objectively in the interests of the company. '. T-LI11 suggests that 'We believe that 

corporate governance disclosure helps our investment community understand our firm. '. 

Furthermore, T-LI12 argues that '... corporate governance disclosure provides an 

advantage in attracting potential investors, other things being equal ... '. 

87 This is the regulatory body in Thailand. 
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However, the responses indicate that there is still room for improvement in relation to 

the actual corporate governance disclosure of the companies who want to raise funds in 

the capital market as pointed out by 9 out of 17 investment analysts in Malaysia, 

Singapore and Thailand. One regulator (in Thailand) also suggests that: 

`... There is room for disclosure improvement. An observation from visiting 
companies is that they don't fully disclose what they practice. It may be Thai 
style or they don't realise the importance of disclosure. Listed companies 
think they have already practised the principles, but they don't think they 
have to disclose what they do... '(T-RE2) 

Table 8-1 provides categories of corporate governance information which investment 

analysts and external auditors suggest that companies should improve in the annual 

report. References to the respondents who provide recommendations are shown 

separately for Malaysia, Singapore and Thailand. Where possible, the recommendations 

are related to the findings from the examination of sample companies' annual reports. 

Firstly, in relation to the disclosure of directors' remuneration, Table 8-1 shows that 

there are three main areas that need to be improved: 1) remuneration policy, 2) 

remuneration on an individual basis, and 3) linkage between remuneration and 

performance. Disclosure could help shareholders in controlling the excessive pay to the 

directors (S-IN3 and T-AU4). However, it should be made clear that disclosure of an 
individual director's remuneration may erode the director's privacy, thereby resulting in 

the directors' remuneration ratcheting upwards (S-IN4). 

It is not surprising that none of the investment analysts and external auditors in Thailand 

recommends improvements in the disclosure of either: 1) remuneration policy, or 2) 

remuneration on an individual basis. The examination of the disclosure in the annual 

reports for Thailand reveals that respectively 86.67% and 93.33% of the sample 

companies disclose the information (see Appendix 5-B). 
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With regard to the conflict of interest with stakeholders, this area is suggested as 
important by 4 investment analysts and 2 external auditors. This implies that disclosure 

could help stakeholders in determining the severity of the problem and whether there is 

an appropriate procedure in place for protecting their interests. The recommendation is 

consistent with the findings from the examination of the annual reports, which reveal 

that the information about the procedures for handling conflict of interests is disclosed 

by a small proportion of companies in Malaysia and Singapore (3.33% and 10%, 

respectively) (see Appendix 5-B). Even though, 96.67% of the sample companies in 

Thailand already disclose such information (see Appendix 5-B), few respondents still 

suggest that the information disclosure should be improved. This could be because the 

respondents comment particularly on companies which they have business dealings with. 

In relation to the balance of power of non-executive directors, M-IN4 suggests that `... 

the disclosure should help investors in determining the ability of non-executive directors 

in providing a monitoring function for the company which should then help assure 
investors that management is acting in the investors' best interests. '. Again, this 

recommendation is consistent with the findings from the annual report that the 

information about `a balance of executive and non-executive directors such that no 

individual or small group of individuals can dominate the board's decision making' is 

disclosed by less than or around half of the sample across the three countries (see 

Appendix 5-B). 

In relation to related party transactions, it is suggested by 3 investment analysts and 2 

external auditors that the disclosure is important to assure investors that the transactions 

will not lower their interest. The researcher argues that if the information is disclosed, it 

may provide an early warning sign for investors so that they can provide a corrective 

action if their interests are expropriated. 

Finally, in relation to management structure and executives' information, only one 
investment analyst in Thailand recommends this item because he wants the information 

to be disclosed consistently across all companies. He comments that: 

`Regarding the corporate governance, a good company when producing its 
annual report will publish both the management structure and 
personal/educational details and experiences of the executives. But this is not 
a general practice. Only good companies adopt this. I would like to see all 
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companies adopt this practice, and would be happy if the authorities would 
regulate this as a requirement... ' (T-IN2) 

7 out of 17 investment analysts suggest that not only should there be a development in 

the regulations, but also that enforcements on the regulations are necessary. For example, 

T-IN9 suggests that there should be a '... continuous development according to situation 

changes', while T-IN7 comments that 'I'11 be very appreciated, if corporate governance 
disclosure is to be regulated and I think that all investors may think the same ... '. 

Nonetheless, five respondents (i. e. M-IN3, M-AUI, S-IN3, S-AU1, and T-AU4) 

question the regulations of corporate governance disclosure. It is commented that 

mandatory disclosure could lower the flexibility of disclosure and may not give much 

value to the users of information. For example, one Malaysian auditor argues that: 

'If corporate governance disclosure regulations are set, would it limit the 
flexibility of the disclosure? ..., 

having regulations is good in the sense that 
it reduces choice for the listed companies which should improve 
comparability in the same industry. But again, those standardised wordings 
would not give much value... ' (M-AU I) 

Two sell-side analysts in Thailand indicate that more corporate governance disclosure 

does not guarantee a better corporate governance system. Specifically, T-IN4 suggests 

that `Quantity is not quality and ... I wait to see the actual results vs. what they have 

planned. ', while T-IN3 suggests that it depends on presentation skill. Based on these 

responses, any researchers conducting studies on corporate governance which collect 

data from the disclosure should be aware when making any conclusions that the 

information disclosed might not represent the actual practices. 

8.2.1.2 Importance of corporate governance practices - Respondents' views 

15 out of 25 listed companies and 6 out of 17 investment analysts across Malaysia, 

Singapore and Thailand suggest that following the 1997 Asian economic crisis, 

corporate governance becomes very significant. It is suggested by one of the sell-side 

analysts that: 

'Before the financial crisis in 1997, the corporate decisions were not well 
structured; meaning the issue of good corporate governance was ignored. 
After the crisis, almost all listed companies on the stock exchange have re- 
structured their corporate governance to a certain standard level. '(T-IN2) 
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Another sell-side analyst suggests that `Corporate governance is one of the most 

important parts for my analysis because this affects jects the company's long term prospect 

and prosperity. ' (T-IN4), and: 

`Corporate governance matters greatly to institutional investors who 
primarily intend to be passive investors. They do not have the expertise to 
operate the company so must, above all, trust the management. They 
understand that competent, credible and careful management will deliver 
secure and rising profits ... ' (T-IN I) 

Various benefits in having good corporate governance are suggested by the respondents. 
They include maintaining shareholders and attracting potential investors. For example, 

S-LI5 suggests that `... trust and reliability bring about confidence in the company, 
hence investors and stakeholders are able to value the company and extend a 

relationship on a longer term basis. '. Good corporate governance can also increase 

investor confidence about the financial figures provided. One of the sell-side analysts 

suggests that '... Corporate governance can also increase our confidence in relation to 

the financial figures which we use in the analysis. ' (T-IN6). Other benefits include 

helping companies operate on a secure foundation, bringing added value to their 

business, encouraging company growth, and increasing potential competition with other 

operators (T-L19 and T-LI10). 

Finally, 20 out of 25 listed companies and 15 out of 17 investment analysts across 

Malaysia, Singapore and Thailand suggest that corporate governance practices could 

have an influence on a company's market value. The following are examples of the 

responses which clearly refer to the relationship between corporate governance practices 

and market value. One of the listed companies suggests that `... Currently, analysts and 

investors place significant attention to the links between good corporate governance and 

a firm's market value by incorporating it as a part of their qualitative analysis. ' (T- 

LI15), while another listed company suggests that: 

`... Corporate governance should encourage the company's competitiveness, 
our growth and long-term shareholders value while taking into account the 
interests of other stakeholders. That should reflect on the market value of the 
company. ' (T-L19) 

Nonetheless, six listed companies are not sure on how much a good system of corporate 

governance can add to their market values, for example, T-LI8 comments that '... We 

firmly believe that corporate governance gives our company a price premium over the 
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market, but there are difficulties in ascertaining as to how much ... '. One of the listed 

companies suggests that corporate governance can only have an indirect influence on the 

market value, for example: 

'The impact of good corporate governance practices and processes adopted 
by a company ... on the company's market value is indirect rather than 
direct. It assures investors the reliability of the company's 
financial statements and that all decisions taken by the company are taken 
objectively in the interests of the company. '(S-L16) 

The issue of the possible association between corporate governance practices and market 

value is discussed in detail in Chapters 7 and 9. They deal directly with the issues of the 

influence of corporate governance disclosure and practices on market value based on 

statistical findings and the respondents' views, respectively. 

According to the responses from the regulatory body in Thailand, the overall corporate 

governance implementation seems to be satisfactory88. However, there is still room for 

improvement: 

`... the overall result of implementation based on the latest assessment from 
Thai IOD [7hai Institute of Directors Association] is satisfactory. The 
results show good sign of corporate governance development among listed 
companies. However, there is room for companies to improve to get better 
scores. ' (T-RE2) 

8.2.1.3 Comments 

Overall, the responses suggest that corporate governance disclosure is perceived as 

important by both preparers and users of information (23 listed companies, 15 

investment analysts, and 10 external auditors). The importance placed on the disclosure 

could result from the importance and benefits of having good corporate governance 

practices following the 1997 crisis (see detailed discussion in section 3.3.4). The 

significance of corporate governance disclosure suggested by respondents, such as 

providing assurance about reliability of financial statements and attracting potential 
investors, justifies the research on corporate governance disclosure in Malaysia, 

Singapore and Thailand. 

However, as shown in section 8.2.1.1, the current level of corporate governance 

disclosure does not seem to meet the demand for information by two main users, i. e. 

88 Unfortunately, the regulatory bodies in Malaysia and Singapore declined to respond to the question. 
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investment analysts and external auditors. The findings suggest that there should be an 

improvement in certain areas of corporate governance (see Table 8-1). Any changes, 

however, should be considered by comparing the cost and the benefit. Although 

mandatory disclosure could help improve comparability across companies, it could also 

lead to superficial changes in corporate governance disclosure. Companies may not 

actually follow the spirit of the codes or principles of corporate governance. In addition, 

companies may decide only to follow the requirements, hence lowering the disclosure of 

other corporate governance information which might help stakeholders evaluate their 

corporate governance system and make changes if necessary. The researcher argues that 

the development of the regulations should be conducted with care. It should be able to 

satisfy the users' needs, whilst maintaining certain flexibilities for companies in relation 

to the less important types of corporate governance information. Furthermore, regulatory 
bodies may want to raise awareness about corporate governance disclosure through 

education and training. To benefit users of corporate governance information, 

management should also be made aware which area of corporate governance, if 

disclosed, may benefit market participants. The education and training by the 

professional bodies in each country, i. e. Malaysian Institute of Directors, Singapore 

Institute of Directors, and Thai Institute of Directors Association, could be a way 

forward to help develop professional ethics and commitment to stakeholders. 

Two sell-side analysts in Thailand suggest that the amount of corporate governance 

disclosure might not guarantee that companies will have a good system of corporate 

governance. Hence, just disclosing more corporate governance information might not 

guarantee investments in the company. Thai companies may need to have good actual 

corporate governance practices to attract the investors. Thailand was severely affected by 

the 1997 crisis, hence having good corporate governance may mean more to the 

investors, when compared to Malaysia and Singapore. Any researchers conducting 

studies on corporate governance which collect data from the disclosure should be aware 

about this issue when making any conclusions. 

Respondents also suggest that good corporate governance practices become significant 

following the 1997 crisis (see section 8.2.1.2). The importance of the practices, including 

their benefits, and the possible impact on market value, supports the disclosure of 

corporate governance information. By disclosing information, it may help promote 
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sound capital markets and regain stakeholders' confidence (Stanwick and Stanwick, 

2005). 

Overall, the importance of both corporate governance disclosure and practices to market 

participants justify the inclusion of both disclosure and practices variables in the 

statistical models in Chapter 7 which examine factors influencing market perceptions of 

company performance. The examination of both variables in the same model helps to 

determine their competing influences and understand the magnitude of their impacts on 

market perceptions of companies. This should partly help respond to the doubts of listed 

companies regarding the magnitude of the impact of corporate governance practices on 

market value. 

8.2.2 Importance of annual report on corporate governance disclosure 

8.2.2.1 Respondents' views 

From the responses of the listed companies, the annual report is regarded as the most 
important form of communication across Malaysia, Singapore and Thailand (25 out of 

25). This provides justification for examining annual reports for this thesis. However, the 

listed companies indicate that there are also other channels that they use for corporate 

governance disclosure. The motivations in disclosing the information in various sources 

are to gain credence, trust and recognition as a transparent company with no hidden 

agenda (for example, S-L15). Table 8-2 shows the forms of corporate governance 

communication employed by the listed companies responding to the question. 

Table 8-2: Number of listed companies employing different forms of corporate 
governance communication 

Forms Total (25) Malaysia (4) 
_Singapore 

(6) Thailand (15) 
Annual report 25 (100%) 4(100%) 6(100%) 15(100%) 
Company's website 22(88%) 3(75%) 5(83.33%) 14(93.33%) 
Communication with the 20 (80%) 3 (75%) 4 (66.67%) 13 (86.67%) 
company (through company 
visit or investor relations 
department) 
Employee's 6 (24%) 1 (25%) 0 (0%) 5 (33.33%) 
manual/handbook/ 
code of conduct 
Others documents issued 9 (36%) 2 (50%) 3 (50%) 4 (26.67%) 
such as company's 
newsletter and press release 
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Forms Total (25) Malaysia (4) Singapore (6) Thailand 15 
Regulatory announcements 16 (64%) 3(75%) 4 (66.67%) 9 60% 
Figures in brackets (in the headings) show the total number of listed companies that responded in 
relation to the question about the forms of corporate governance communication. Each listed company 
can answer on more than one form of communication. 
% is the total number of companies indicating their use of that channel for corporate governance 
disclosure, as a percentage of the total number of companies who responded. 

Besides the annual report, the company's website, communication with the company 

(either through the visit or requesting information via investor relations department), and 

regulatory announcements (websites and other announcements) are the three forms most 
frequently suggested by the listed companies for corporate governance disclosure, hence 

suggesting that they are preferred modes of communication across Malaysia, Singapore 

and Thailand. Providing corporate governance information to outsiders may give 
investors a good impression on the company (T-L16). This could be interpreted as related 

to signalling theory (see section 2.3.5). 

As well as the responses from the listed companies discussed above, 14 out of 17 

investment analysts also suggest that the annual report is a very important mode of 

corporate governance communication. It is mainly suggested by the investment analysts 

that the annual report provides the most detailed information to stakeholders and that it is 

used as the primary information to understand the company's corporate governance 

system. Furthermore, communication with the company is also regarded by 12 out of 17 

investment analysts as significant. It is suggested by one of the sell-side analysts that `... 

investors do not seek information on corporate governance in a vacuum but constantly 

evaluate company executives in their normal interactions with the company. ' (T-IN1). 

Furthermore, it is suggested that: 

'In practice, what is written in annual reports form only a part of the 
investors' view on a company's corporate governance. The information 
needs to be accurate and comprehensive ... To invest in a company, the fund 
manager must know the country, the industry and feel comfortable with the 
company. That requires the fund manager to trust the corporate governance 
of the company on an ongoing basis. Such trust is established not just by 
reading what is disclosed in the annual report but from dialogue and 
interaction with the company management on a regular basis. '(T-IN 1) 

8.2.2.2 Comments 

Overall, the responses show that the annual report seems to be the most important source 

of corporate governance information, supporting its use in this thesis. Nonetheless, other 
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sources of corporate governance information such as communication with the company 

are also important for market participants. This could be because the annual report may 

not provide up-to-date information. Due to other forms of communication employed by 

listed companies, corporate governance disclosure scores measured based on the annual 

report should not be considered as conclusive scores for the extent of corporate 

governance disclosure. This is a limitation of research which relies on the annual report 

as a source for examining corporate governance disclosure. Future research may 

examine annual reports along with other channels of corporate governance disclosure, to 

see whether they add any value to the disclosure in annual reports. 

Another implication from the responses is the importance of the primary source of 

corporate governance information. The dialogue and interaction with the company 
management on a regular basis may help establish trust on the company. Furthermore, 

stakeholders can obtain additional information which is not disclosed elsewhere through 

the primary source. 

8.2.3 Perceptions of the reliability of corporate governance information disclosed in the 

annual report 

8.2.3.1 Respondents' views 

5 out of 8 investment analysts in Malaysia and Singapore who were asked about the 

reliability of corporate governance information disclosed in the annual report claim that 

generally the companies report reliable and credible information. Examples of the 

responses are as follows. 

`For those companies we invest in, generally speaking they are companies 
with good track records and good corporate governance. Information 
provided in the annual reports of those companies is reliable. '(S-IN1) 

`The directors have the responsibilities to ensure that there is no 
misstatement of fact and inconsistency with the information disclosed in the 
annual report. An audited annual report is usually regarded with high 
assurance and reliable in the eyes of the public... ' (M-IN2) 

Contrary to the responses from the five investment analysts discussed above, 6 out of 9 

investment analysts in Thailand question the reliability of corporate governance 
information disclosed in the annual report. One of the sell-side analysts suggests that `... 

only 70%-80% of corporate governance information disclosed is reliable. ' (T-IN4), 
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while an external auditor in Thailand even suggests that `Based on my experience as 
listed companies' auditor, I would say that the information is there just to make the 

company looks good. They said only good things, not all facts. ' (T-AU3). These 

responses suggest that the information might not actually reflect actual corporate 

governance practices in Thailand. 

The perceived reliability of corporate governance information disclosed is affected by 

the audit committee, the internal audit and internal control of the company (i. e. M-IN3, 

M-AU1, S-1N4, S-AU2, T-AU4, and T-AU7). For example, one of the external auditors 

suggest that `Generally, I would say it [corporate governance disclosure] is quite 

reliable provided that the listed company has a proper structure such as having an 

establishment of internal auditor, audit committee, ... ' (M-AU1). Another external 

auditor also suggests that ̀ ... If companies have good system of internal control, it is less 

likely that there will be an abuse of the use of information for the benefits of 

management. ' (S-AU2). 

The penalty which can incur if management discloses inaccurate information is another 
factor affecting the perceived reliability of corporate governance disclosure. For 

example, a sell-side analyst suggests that `Management has to be responsible for all the 

information disclosed, hence they may provide reliable information to avoid a potential 

penalty. ' (M-IN2). Furthermore, two external auditors in Thailand (T-AUI and T-AU7) 

suggest that the reliability could also depend on the honesty and credibility of the 

company's management. However, these characteristics are rather difficult to assess, 

hence they might not be good measures for the reliability of information. 

8.2.3.2 Comments 

Overall, the responses seem to suggest that there is an issue regarding the perceived 

reliability of corporate governance disclosure in Thailand. This is consistent with Nam 

and Nam (2004) who suggest that the information disclosure in Thailand is incomplete 

and seriously flawed89. Investors might perceive companies disclosing more information 

in Thailand as doing so in order to try to win reporting awards (Deegan, 2002), which 

could raise the profile of that individual company. Because of the benefits associated 

with good publicity, this in turn could have a positive influence on a company's 

89 They examine the information disclosure before the crisis. 
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reputation. This could cast doubt on the reliability of the information disclosed, hence 

motivates users of information to verify information through other sources, such as a 
discussion with management of the company. The possibility of inaccurate information 

may also provide a warning sign to the research community not to conclude that 

corporate governance disclosure reflect actual corporate governance practices. It can be 

used as a possible explanation on why corporate governance disclosure in annual reports 
does not have an impact on market perceptions of company performance for Thailand, as 

shown in section 7.4.3.1 in Chapter 7. 

The perceived reliability of corporate governance disclosure may be improved through a 

more stringent examination of disclosure by regulatory bodies, as well as increasing the 

penalty should information be found to be inaccurate, such as imposing fines on 

companies or publicising the fact that particular companies have disclosed inaccurate 

information. Companies themselves could also improve the perceived reliability through 

having a majority of independent members sitting on the audit committee, internal audit 

unit, and corporate governance committee (if applicable) for providing checks and 

monitoring on the company. Furthermore, the communication about their responsibilities 

and activities should also help assure stakeholders about the reliability of corporate 

governance disclosure. 

8.2.4 Perceived users of corporate governance information by listed companies 

The listed companies suggest that there are two main audiences of corporate governance 
information disclosed in the annual report: 1) shareholders, analysts, and prospective 
investors, and 2) internal officers. All of the respondents (25) cite shareholders, analysts, 

and prospective investors as the most important group of users of corporate governance 
information, while 13 out of 25 listed companies suggest that the internal officers such 

as employees and management are also significant users of information. The respondents 

mainly suggest that the latter use the information for the successful operation of the 

business, i. e. to learn what is expected of them in relation to controlling the company's 
direction and monitoring its operation. One of the listed companies suggests that `For 

employees, our company also integrates corporate governance policy into the Code of 
Conduct, a book distributed to every employee, as working guidelines. ' (T-L12). Since 

the investment decisions made by shareholders, analysts and potential investors can have 

an impact on the market value of the company, the company needs to satisfy their 

267 



demand for corporate governance information. The discussion with these users about 

their needs may help achieve this objective. 

8.3 Relationship between respondents' opinions and corporate governance 
disclosure scores (Questions: Part One) 

The analyses in this section are based on the responses to Part One of the questions 

shown in Appendix 4-G, and the corporate governance disclosure scores discussed in 

Chapter 5. Table 8-3 shows composite corporate governance disclosure scores and the 

rankings for the listed companies examined in this thesis which responded to the 

questions in Part One. 

Table 8-3: Composite corporate governance disclosure scores and the rankings for 
the listed companies examined in this thesis which responded to the questions in 
Part One 

Dichlnd Text lnd Com Bea ComBer 
Respondents Score Rank Score Rank Score Rank Score Rank 
Malaysia 
M-LI1 0.50 16 0.41 64 0.76 25 0.49 30 
M-L13* 0.55 5 0.73 24 0.69 43 0.55 23 
Singapore 
S-LI3* 0.35 76 0.40 66 0.60 62 0.36 74 
S-LI4 0.10 89 0.16 90 0.16 85 0.10 85 
S-LI6 0.56 3 0.68 28 0.87 6 0.65 10 
Thailand 
T-LI1 * 0.43 46 0.24 85 0.79 16 0.52 28 
T-LI2 0.51 12 0.57 39 0.91 3 0.66 9 
T-LI3 0.38 69 0.38 71 0.79 16 0.68 7 
T-LI4* 0.31 82 0.70 26 0.71 40 0.63 13 
T-LI8* 0.43 46 0.48 56 0.83 8 0.57 20 
T-LI9* 0.42 52 0.50 51 0.74 29 0.54 24 
T-LI10* 0.47 26 0.92 8 0.80 13 0.64 11 
T-LI11 * 0.49 19 0.83 14 0.89 4 0.76 3 
T-LI12 0.48 22 0.78 19 0.88 5 0.59 16 
T-L113 0.54 9 1.31 1 0.85 7 0.76 3 
T-LI14* 0.47 26 0.95 7 0.83 8 0.61 14 
T-LI15 0.44 41 0.80 17 0.81 11 0.64 11 
The ranKings snown in me rao, e are oases on the scores tor all 9U companies in the sample. 
* indicating 9 listed companies which state that corporate governance disclosure is very important. 
Dichind =A dichotomous method 
Textlnd =A relative number of text units method 
ComBea =A method adapted from Beattie eta!. (2004) 
ComBer =A method adapted from Beretta and Bozzolan (2004) 
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Although all 17 listed companies in Malaysia, Singapore and Thailand shown in Table 8- 

3 suggest that corporate governance disclosure is important or very important, their 

corporate governance disclosure scores still indicate variations in disclosure level. For 

listed companies which state that corporate governance disclosure is very important (9 

out of 17), only 5 out of 9 show that the rankings based on their corporate governance 

disclosure scores are in the top 10 based on at least one of the disclosure measures, i. e. 

M-L13, T-L18, T-LI10, T-LI11, and T-LI14. This suggests that there should be other 
factors influencing corporate governance disclosure, besides the attitude of the 

management towards the disclosure. The rest of the listed companies (4 out of 9) have 

relatively lower disclosure, and are not even in the top 10, for example, S-L13 and T-LI1. 

This suggests that even in large listed companies where management has a good attitude 

towards corporate governance disclosure, there can still be a wide range of disclosure 

levels across listed companies. Overall, the variations in disclosure for these companies 

suggest that there are other factors, besides company size and management attitude, 

which can have an impact on corporate governance disclosure (see sections 8.4 and 8.5 

for the discussion of other potential factors). 

7 out of 17 listed companies (i. e. M-LB, T-L12, T-LB, T-L18, T-LI10, T-LI11, and T- 

LI14) suggest that although corporate governance disclosure is important, there are 

difficulties in ascertaining how much the disclosure will affect the company's market 

value. These listed companies seem to provide a high level of corporate governance 

disclosure (i. e. in top 10) for at least one of the corporate governance disclosure scores. 

This implies that because of the uncertainty of the benefits in disclosing the information, 

listed companies tend to play it safe by providing high disclosure, in comparison with 

other companies. 

8.4 Linking the survey findings to statistical results and relevant disclosure theories 

- Factors influencing corporate governance disclosure (Questions: Parts One and 

Two) 

Table 8-4 shows factors discussed with the respondents which are included in the 

statistical models in Chapter 6 with regard to variables influencing corporate governance 

disclosure. The researcher allows respondents to answer freely relating to the possible 

factors influencing corporate governance disclosure. However, if the responses do not 
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cover all the factors incorporated in the statistical models, the missing factors are 

specified to the respondents so that the findings can be compared to the statistical 

results90. 

Table 8-4: Factors potentially influencing corporate governance disclosure included 
in the statistical models 

Factors Section 
I. Corporate governance practices 8.4.1 
1. Proportion of independent non-executive directors 8.4.1.1 
2. Separation of the roles of CEO and chairman / 

Independent chairman 
8.4.1.2 

3. Board size 8.4.1.3 
4. Proportion of shares held by top ten shareholders 8.4.1.4 
5. Proportion of shares held by executive directors 8.4.1.5 
IL Market-related factors 8.4.2 
6. Capital need 8.4.2.1 
7. Listing age 8.4.2.2 
8. Listing status 8.4.2.3 

III. Country factors 8.4.3 
9. Country factors 8.4.3 

IV. Com an -s ecific/control factors 8.4.4 
10. Company size 8.4.4.1 
11. Profitability 8.4.4.2 
12. Leverage 8.4.4.3 
13. Indust sector 8.4.4.4 

Table 8-5 is used throughout this entire section. It shows the comparison of the overall 

results between those of the statistical analyses and the survey responses in relation to 
factors influencing corporate governance disclosure for Malaysia, Singapore and 
Thailand separately. 

90 Specifying the factors could possibly bias the findings. This is because respondents may have a 
tendency to reply that the factors will have an influence on corporate governance disclosure. However, 
for comparability with the statistical findings, it was decided to specify the factors to respondents. 
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In Table 8-5, the number of responses is reported only for the respondents who suggest 

either a positive or negative influence of the factor on corporate governance disclosure. 

The rest of the respondents do not indicate an impact on the disclosure. Reasons given 

for the possible effect (positive or negative) of each factor on corporate governance 

disclosure are summarised along with the possible related theories. Additional 

explanations given which complement or contradict the theories and explanations given 

in section 6.4.3, standard multiple regression results, are marked by asterisks. Out of 58 

respondents, 41 (19 listed companies, 13 investment analysts, 7 external auditors and 2 

regulators) answered the questions about factors influencing corporate governance 

disclosure in Parts One and Two91(questions are shown in Appendix 4-G). 

Each factor is discussed separately below. Only the significant findings with regard to 

the comparison between statistical findings and survey responses across Malaysia, 

Singapore and Thailand and the applicable theories are discussed. 

8.4.1 Corporate governance practice factors 

8.4.1.1 Proportion of independent non-executive directors 

The majority of the responses in Singapore and Thailand (5 out of 8 and 22 out of 24, 

respectively) support the positive impact of the proportion of independent non-executive 

directors on corporate governance disclosure, supporting the statistical findings in 

Thailand, and partly supporting those of Singapore. The reasons given for the positive 

association are consistent with agency theory (see section 2.3.1). In particular, the 

respondents suggest that independent directors normally will be involved in the 

disclosure decision of the company and they will consider the adequacy and suitability 

of the information disclosed so that investors can understand the ways company operates 

and feel more assured about the management. Furthermore, they also suggest that since 

independent directors normally have to look after the minority shareholders' interests, 

having independent directors could lead to more corporate governance disclosure so that 

they can communicate important governance practices to those minority shareholders. 

91 When the questions were sent out via e-mail for the first time, only the questions in Part One were 
sent because it was felt that if too many questions were asked, potential respondents would not 
respond. When the researcher received responses based on questions in Part One, then questions in 
part Two were sent out (see section 4.4.5.2). 
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Based on these responses, it implies that disclosing corporate governance information 

should help reduce the monitoring cost of both majority and minority shareholders. 

For Malaysia, the responses lean towards the idea that the proportion of independent 

directors should have no impact on corporate governance disclosure (6 out of 9), 

consistent with the insignificant findings in the statistical analyses for Malaysia. The 

explanation given is consistent with signalling theory (see section 2.3.5). In particular, 

respondents suggest that there is a possibility that companies may only appoint 
independent non-executive directors to signal to the public that they follow the codes or 

principles of corporate governance, hence employing good corporate governance 

practice. These responses imply the possibility that the opinions of independent directors 

may not be taken seriously during the board meetings and/or the directors may not really 

understand the company's business. Furthermore, their independence is continuously 

questioned. One of the external auditors comments that `... the extent of independence is 

unknown to me. '(M-AU1). This raises the question of whether the independent directors 

can perform in the best interest of the company and all their stakeholders. Their 

independence depends on who appoints the directors to the board, whether they receive 

share options as remuneration, and whether they are drawn from a small pool of people 

(M-IN3). The period that the directors have served on the board and whether the 

directors are also the major shareholders are also suggested to be factors determining 

directors' independence (M-IN4). The researcher argues that when there is a clear 

separation of ownership and control, i. e. in the widely-held companies, the independent 

directors are not normally tied to major shareholders. Hence, the independent directors 

should be able to operate and express their concerns and opinions freely. However, 

widely-held ownership is the characteristic for only a small number of companies in the 

sample in this thesis (Appendix 6-A in Chapter 6). 

8.4.1.2 Separation of the roles of CEO and chairman /Independent chairman 

Most of the respondents across Malaysia, Singapore and Thailand (see Table 8-5) do not 

consider either the separation of the roles and the presence of an independent chairman 

as important in influencing corporate governance disclosure. This is consistent with the 

statistical findings across the three countries. The respondents mainly suggest that 

although it is indicated in the annual report that there is a separation of the roles of CEO 

and chairman and/or that the chairman is independent, the chairman may not actually 
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have an independent mind. This is because companies are closely-held and the chairman 

could be elected by the major shareholders (i. e. M-L12, S-IN4, and T-AUI). 

Only 16 out of 41 respondents across Malaysia, Singapore and Thailand support the 

positive influence of the separation of the roles of CEO and chairman and the 

independence of the chairman on corporate governance disclosure. The explanations can 
be interpreted as related to agency theory (see section 2.3.1). The respondents suggest 

that CEO should not be the same person as the chairman and, if possible, the chairman 

should be independent, so that there will be a balance of power (i. e. M-LI1, S-IN3, T- 

IN9, and T-AU3) and a monitoring mechanism within the board when it has to make 
decisions on corporate governance disclosure to meet the demand of information by both 

majority and minority shareholders (i. e. M-IN2, S-1N3, and T-L16). 

8.4.1.3 Board size 

15 out of 19 listed companies in Malaysia, Singapore and Thailand which responded to 

the questions suggest that the board of directors is responsible for the disclosure of 

corporate governance information. For example, S-L16 indicates that `... the details as 

to the company's corporate governance practices and processes ... are approved by the 

board before publication. '. However, the majority of the respondents across Malaysia, 

Singapore and Thailand (in total 29 out of 41) do not indicate that the size of the board 

can have an influence on corporate governance disclosure. This is consistent with the 

statistical findings across the three countries. Most of them (21 out of 29) suggest that it 

is the composition of the board that matters, i. e. whether the directors are independent, 

whether they are experienced and knowledgeable, and whether they have a positive 

attitude towards disclosing corporate governance practices. The composition ultimately 

will define the extent and quality of corporate governance disclosure, rather than the size 

of the board alone. 

Nonetheless, 7 out of 41 respondents across Malaysia, Singapore and Thailand suggest 

that there might be a positive impact of board size on corporate governance disclosure. 

These respondents prefer a large board size when it comes to dealing with corporate 

governance disclosure. The main reasons given are the diversification of background, 

knowledge and experience of directors towards corporate governance disclosure 
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following the issue of the codes or principles of corporate governance in the country. For 

example, one of the external auditors argues that: 

`... when there is a large number of directors, the board would have more 
diversified (in terms of the background and knowledge) and experienced 
people to run the company which would then have a positive influence on the 
ways the company discloses corporate governance information. The 
diversification of the background might motivate the company to increase its 
corporate governance disclosure to make it comparable with their rivals, as 
well as other international companies. '(T-AU4) 

5 out of 41 respondents across Malaysia, Singapore and Thailand suggest that there 

could also be a negative influence of board size on corporate governance disclosure. A 

small board might disclose more corporate governance information. The respondents 

mainly suggest that a small board can be more efficient and effective in relation to the 
disclosure. This can be interpreted as related to agency theory (see section 6.2.1.3). For 

example, one of the external auditors suggests that when the board size is too large, 'It 

cannot make good decision, the board may not be able to perform their monitoring 
functions effectively, and the directors may not be able to fully involve in decisions on 

corporate governance disclosure. ' (T-AU4). One of the buy-side analysts further 

suggests that `There might be a problem of communication and co-ordination among 
board members if the board is too large. ' (S-1N4). 

8.4.1.4 Proportion of shares held by top ten shareholders 

The responses with regard to this factor are mixed, though they are leaning towards an 

insignificant influence on corporate governance disclosure (24 out of 41 respondents 

across Malaysia, Singapore and Thailand). All of the respondents from Malaysia suggest 
insignificant influence, consistent with the statistical findings. Half of the respondents 
from Singapore suggest that the factor should have a positive influence on corporate 

governance disclosure, consistent with all statistical findings which show that this factor 

is significant. Consistent with signalling theory (see section 2.3.5), respondents mainly 

suggest that the benefits of corporate governance disclosure, i. e. promoting a good 
impression and enhancing investors' trust, together with the ability of the top ten 

shareholders to influence the board of directors, are possible explanations for the positive 
influence. As for Thailand, the responses show equal positive and negative responses. 

This can be interpreted as consistent with the significance of the factor in only one 

regression. 
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The negative influence of the factor on corporate governance disclosure suggested 

mainly by Thai respondents can be interpreted as consistent with agency theory (see 

section 2.3.1). The respondents mainly suggest that the company will disclose more 

corporate governance information if there is a separation between management and 

shareholders. For example, as suggested by one of the sell-side analysts: 

`This has to do with the separation theorem. In Thailand, if management and 
shareholders are the same group, this company will provide less information 
on the management structure and on how the company is transparently 
governed. But if the company management is hired by the shareholders, or 
there is a separation between management and shareholders, such company 
will be more transparent in providing the corporate governance information. 
This is still much true for companies in Thailand today. ' (T-IN2) 

The researcher argues that the lower the proportion of shares held by top ten 

shareholders, the more likely that the two parties are separated. Hence, based on the 

above argument, the company will have a higher disclosure of corporate governance 

practices. This argument can be used to explain the negative relationship for the 

statistical finding based on Thai data. 

8.4.1.5 Proportion of shares held by executive directors 

Statistical findings for Thailand indicate that there is a strong negative relationship 
between the proportion of shares held by executive directors and corporate governance 
disclosure. This direction of impact is a characteristic in only Thailand and is supported 
by a majority of respondents in the country (14 out of 24). The main reason is related to 

cost-benefit theory (see section 2.3.8). In particular, when executive directors own a 
large proportion of shares in the company, there might be less pressure and demand from 

outside shareholders to disclose corporate governance information due to the cost 
incurred, for example: 

`When executive directors own a large part in the company, proportion of 
outside shareholders becomes smaller, hence there might be no real need to 
disclose corporate governance information in the annual reports. This is 
because external shareholders cannot or are not willing to put pressure on 
the company which could be because of the cost in doing so. '(T-IN7) 

Furthermore, executive directors who own shares in the company will already be 

involved in the company's corporate governance system (which can be interpreted as 
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being related to agency theory), and will also have access to the information (i. e. T-L16, 

T-IN7 and T-AU4). For example, an external auditor suggests that: 

'..., companies whose ownership and management coincide will disclose less 
corporate governance information. This is because executive directors are 
also the owners of the company. They are already involved in the corporate 
governance system and should normally be able to obtain the information 
privately, hence there is less desire to disclose information in the annual 
reports. ' (T-AU4) 

However, the survey responses seem to weaken the theories used to explain the negative 
impact of the proportion of shares held by executive directors on corporate governance 
disclosure. In particular, the responses suggest that it is possible that the executive 
directors, who hold large number of shares, may want to communicate to stakeholders 

that they act suitably and in their best interests, consistent with legitimacy theory (see 

section 2.3.4). 

For Malaysia, the insignificant statistical findings are supported by 7 out of 9 

respondents from the country. Two external auditors in Malaysia (M-AU2 and M-AU3) 

suggest that corporate governance disclosure depend on executive directors' attitude 

towards corporate governance. This implies that if executive directors regard disclosure 

of corporate governance information as having benefits to the company, e. g. signalling 

their accountability and increasing investor confidence, they may decide to disclose 

corporate governance information anyway, regardless of the number of shares they own 

(see section 8.5.4 for detailed discussion on attitude towards corporate governance). 

8.4.2 Market-related factors 

8.4.2.1 Capital need 

The reliance on finance from the capital market, both local and international, is another 
factor which is believed by the respondents to drive corporate governance disclosure. 

This factor is supported by 22 out of 41 respondents across Malaysia, Singapore and 
Thailand and can be interpreted using capital need theory (see section 2.3.6). One listed 

company even suggests that `Without capital from the public, the company does not need 

to disclose such [corporate governance] information to the public ... ' (T-L17). The rest 

of the respondents (19 out of 41) who do not indicate an association between capital 

need and corporate governance disclosure argue that regardless of the need for capital, 
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corporate governance disclosure and practices should always be of high quality. They 

suggest that this is really important if companies want to be able to stay ahead in the 
business and achieve sustainable growth. 

The mixed responses are consistent with the significance of the factor in only two of the 

pooled regressions. 

8.4.2.2 Listing age 

The insignificant findings from the statistical analyses in Malaysia and Singapore are 

consistent with the responses from respondents in these countries. The respondents 

mainly suggest that companies should disclose all corporate governance information 

perceived to be useful to the market when they are first listed on the stock exchange, and 

regularly update the information. However, for Thailand, surprisingly although most of 
the respondents (19 out of 24) do not indicate that listing age should have influence on 

corporate governance disclosure, this factor is shown to have a significantly negative 
impact on corporate governance disclosure in two models. This could occur because 

most of the listed companies which agreed to respond to the questions are well 

established and have been listed in the stock exchange for quite some time. Therefore, 

their responses might not fully reflect those of recently listed companies in the sample. 

8.4.2.3 Listing status 

The analysis in this section focuses on Singapore because none of the Malaysian or Thai 
listed companies in the sample is listed abroad. 6 out of 8 respondents from Singapore 

suggest that there should be a positive relationship between multiple listings and 

corporate governance disclosure. The reason given can be related to environmental 
determinism theory (see section 2.3.7), in particular the need to comply with the rules 

and regulations in all the relevant stock markets. In contrast to the responses, the 

statistical findings indicate a significant negative relationship between multiple listings 

and all corporate governance disclosure scores examined. Two respondents in Singapore 

(S-IN3 and S-AU1) offer possible explanations for the negative association in which 

they can be related to environmental determinism theory. In particular, they suggest that 

companies which are primarily listed in Singapore may be more motivated to improve 

their corporate governance disclosure to restore investors' confidence following the 1997 

crisis. 
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8.4.3 Country factors 

In relation to the statistical findings, the respondents were asked whether listed 

companies in Singapore provide less corporate governance information in the annual 

reports when compared with those in Malaysia and Thailand. 12 out of 41 responses 

across Malaysia, Singapore and Thailand agree. Furthermore, when asked whether there 

is a possibility that Thai listed companies may provide a higher level of corporate 

governance disclosure, when compared to Malaysia and Singapore, 17 out of 41 

responses agree, in which the responses are mainly from Thai respondents (14 out of 17). 

This is consistent with the findings for Thai companies for 2 out of 4 pooled regressions. 

The explanations given by the respondents for the relatively high disclosure in Thailand 

and relatively less disclosure in Singapore can be used to complement the interpretation 

of the statistical findings. There are three explanations offered and they can all be related 

to environmental determinism theory (see section 2.3.7). The first explanation is 

suggested by nine respondents and it is related to the impact of the 1997 crisis. The Thai 

economy was seriously affected by the crisis, while Singapore was able to avoid serious 
damage to its economy. For example, one listed company suggests that: 

`The 1997 crisis is one of the factors contributing to Thailand disclosing 
more corporate governance information, compared with Malaysia and 
Singapore. This could result in enhancing the confidence of market 
participants. '(T-LI14) 

The second explanation offered by seven respondents in Thailand is the encouragement 

given by the regulatory bodies, including the benefits offered to companies having high 

corporate governance disclosure (see section 8.5.9 for examples of the benefits given to 

listed companies in Thailand). Examples of the comments are as follows. One listed 

company suggests that `... The Stock Exchange of Thailand encourages That listed 

company to have good corporate governance disclosure. ' (T-L19), while another listed 

company argues that `We have a strong SEC [Securities and Exchange Commission] 

who wants to set standard for the list companies. ' (T-LI1). 

The final explanation is the cultural and social values in Thailand as suggested by three 

respondents in Thailand. They suggest that Thai people are normally caring and 

sympathising towards others. Hence, management is likely to disclose more corporate 

governance information for the benefits of their stakeholders. 
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8.4.4 Company-specific/control factors 

8.4.4.1 Company size 

28 out of 41 respondents across Malaysia, Singapore and Thailand do not indicate that 

size of the company should have an impact on corporate governance disclosure. These 

responses are consistent with the statistical findings across the three countries, with the 

exception of only one regression in Malaysia. Ten respondents suggest that all 

companies listed on the stock exchange, regardless of their size, should be able to 

provide corporate governance information beneficial to their stakeholders. They argue 

that this is due to the relatively low cost incurred for providing corporate governance 
information, consistent with cost-benefit theory (see section 2.3.8). 

8.4.4.2 Profitability 

With regard to the profitability, most of the responses (31 out of 41) across Malaysia, 

Singapore and Thailand do not indicate any association between profitability and 

corporate governance disclosure. These responses are consistent with all of the statistical 
findings in Malaysia and Thailand and two regressions in Singapore. 

The respondents who support a positive relation between profitability and corporate 

governance disclosure provide an explanation related to signalling theory (see section 

2.3.5). This contradicts the hypothesis developed in section 6.4.2.4, where only negative 

relationship is expected. For example, a regulatory body in Thailand suggests that '... A 

firm [with high profitable] has enough resources to implement corporate governance 

principles. ' (T-RE2). The researcher argues that if a company has resources to comply 

with good corporate governance principles, it is likely that it may be more motivated to 

disclose corporate governance information to signal its corporate governance quality. 
The main reason given by three respondents for the negative relationship between 

profitability and corporate governance disclosure is also related to signalling theory. 

There may be a need to assure investors that poor performance is not due to bad 

corporate governance to avoid negative effects on management reputation, remuneration, 

or job security. 
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8.4.4.3 Leverage 

The negative association between leverage and corporate governance disclosure shown 
in only a small number of regressions for Singapore and Thailand and insignificant 

findings for Malaysia are consistent with the responses from the respondents in these 

countries which mainly indicate no impact of leverage on corporate governance 
disclosure. 

8.4.4.4 Industry sector 

Most of the responses across Malaysia, Singapore and Thailand (36 out of 41) do not 
indicate that industry sector (i. e. whether companies are in financial sector or not) could 
have an influence on corporate governance disclosure. These are relatively consistent 

with the statistical findings which also show mainly insignificant results for industry 

sector factor across the three countries (i. e. with the exception of one regression each for 

Singapore and Thailand). 

8.5 Other factors potentially influencing corporate governance disclosure 

This section discusses additional factors which respondents suggest could have an 
influence on corporate governance disclosure but are not captured in the statistical 

models in Chapter 6. The inclusion of these factors in the models, if possible, might 
increase the explanatory power of the findings. Only 41 out of 58 respondents (19 listed 

companies, 13 investment analysts, 7 external auditors and 2 regulators) responded. The 

summary of the factors is shown in Table 8-6. 

Table 8-6: Other factors suggested by respondents to potentially influence 
corporate governance disclosure 

Factors Qualitative/ 
Quantifiable Section 

1. Codes or principles of corporate governance Qualitative 8.5.1 
2. Listing requirements Qualitative 8.5.2 
3. International comparison Qualitative 8.5.3 
4. Attitude towards corporate governance Qualitative 8.5.4 
5. Management accountability Qualitative 8.5.5 
6. Quality of management Qualitative 8.5.6 
7. Desire to boost a company's image and 

reputation 
Qualitative 8.5.7 

8. Demand for information Qualitative 8.5.8 
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Factors Qualitative/ Section Quantifiable 
9. Benefits from corporate governance disclosure Qualitative 8.5.9 
10. Committees Quantifiable 8.5.10 

The factors can be categorised into: 1) qualitative factors which are difficult to measure 

accurately, and 2) quantifiable factor (there is only one quantifiable factor suggested by 

the respondents, i. e. the existence of committees). These indicate that factors influencing 

corporate governance disclosure are more complicated than that assumed by the 

quantitative approach alone. 

Table 8-7 provides a summary of the responses with regard to these factors and it is used 

throughout this section. The number of respondents which supports each factor is given 
for each country, along with the reasons suggested and theoretical interpretation made by 

the researcher. 

8.5.1 Codes or principles of corporate governance 

The factor most frequently cited by the respondents (39 out of 41) across the three 

countries as determining corporate governance disclosure in the annual report is the 

existence of codes or principles of corporate governance in each country. The researcher 

argues that having a set of codes or principles of corporate governance can provide 

guidance for companies on how to disclose the information. Consistent with political 

cost theory (see section 2.3.9), ten respondents suggest that companies follow the 

guidelines to avoid potential pressure, scrutiny or further regulations by the regulatory 
bodies. 
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8.5.2 Listing requirements 

34 out of 41 respondents suggest that listing requirements can also have a positive 
influence on corporate governance disclosure. This is not surprising because the listing 

requirements in Malaysia, Singapore and Thailand indicate that companies have to 

disclose the way in which they apply the principles of corporate governance according to 

their circumstances, as well as providing explanations for the deviation from the 

principles (see sections 3.4.1 - 3.4.3 for detailed discussion for each country). The 

examination of the regulations in Malaysia, Singapore and Thailand also shows that 

there are also disclosure requirements for certain specific corporate governance items 

with which companies have to comply, such as total remuneration of directors, 

information about directors (see Appendix 4-C for the mandatory items in each country). 

26 out of 34 respondents suggest that if companies do not comply, they could be 

penalised by the regulators, consistent with political cost theory (see section 2.3.9). 

Seven respondents even suggest that companies may disclose more information if there 

are more requirements because they will have to clarify mandatory disclosure to make it 

more understandable to the market. The researcher argues that this information could be 

regarded as voluntary disclosure. Therefore, there is a possibility that there will be a 

positive relationship between mandatory and voluntary disclosure (i. e. a complementary 

effect). 

8.5.3 International comparison 

International comparison is cited mainly by the respondents from Thailand (17 out of 
19). Ten listed companies in Thailand suggest that when they prepare corporate 

governance information to be disclosed in annual reports, they also study the ways in 

which their rivals in other countries (i. e. their overseas counterpart) disclose the 

information and follow the good practice. One of the listed companies suggests that 

`There is no point in being better than the worst companies. We should always aim to be 

better than the best companies, wherever they are in the world. ' (T-L16). Seven of them 

even suggest that they benchmark their corporate governance disclosure in accordance 

with the international corporate governance standard because investors are comprised of 
both local and foreign investors. This implies that corporate governance disclosure may 

help promote a good impression of the company management, consistent with signalling 
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theory (see section 2.3.5), and hence could, in turn, help companies competing for funds 

in the international capital market, consistent with capital need theory (see section 2.3.6). 

The importance of this factor for Thailand is not surprising because the country is less 

developed, when compared with Malaysia and Singapore. Disclosing their corporate 

governance practices may help in attracting funds from the capital market when other 

things being equal. 

The researcher argues that if companies do not disclose corporate governance items 

which their rivals normally disclose, the market may interpret this as bad news, i. e. they 

may interpret it as companies having something to hide. This could occur because if the 

information can strengthen the position of the companies, management would normally 
disclose the information because the cost of preparing and disclosing corporate 

governance information is relatively small (see the discussion about the cost in section 
8.4.4.1). 

8.5.4 Attitude towards corporate governance 

29 out of 41 respondents across Malaysia, Singapore and Thailand suggest that the 

attitude of management towards corporate governance practices and disclosure is a 

possible factor influencing corporate governance disclosure. In relation to corporate 

governance practices, an external auditor suggests that 'Management that emphasises on 

corporate governance is more inclined to disclose more ... ' (M-AU3). With regard to 

corporate governance disclosure, thirteen respondents suggest that if management 

believes that corporate governance disclosure could benefit companies by restoring 
investor confidence in the company, thereby leading to a higher value of the company, 

then they may be motivated to disclose more corporate governance information. This 

argument is consistent with cost-benefit theory (see section 2.3.8). 

Besides the attitude of management towards corporate governance practices and 
disclosure, shareholders' attitudes are also suggested as being important, since these will 
influence the ways in which a company discloses corporate governance information. An 

external auditor suggests that: 

`There are certain companies whose shareholders are known for their 
attitudes towards good corporate governance. These groups of shareholders 
will go all out to enforce the value they believe in and will implement 
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everything within their means towards a better corporate governance 
structure... '(M-AU3) 

The researcher argues that the attitude of shareholders can play a major role on corporate 

governance disclosure for listed companies in Malaysia, Singapore and Thailand 

because these companies tend to have high ownership concentration. 

8.5.5 Management accountability 

15 out of 41 respondents across Malaysia, Singapore and Thailand suggest that 

management with high accountability towards existing shareholders, potential investors 

and other stakeholders will be more willing to disclose corporate governance 
information voluntarily. One regulatory respondent argues that 'If directors understand 

their duty ... they will influence company to implement corporate governance and 
disclose the information to the public. ' (T-RE2), while an external auditor suggests that 

`Corporate governance practices are disclosed to show the management's responsibility 

to the public. ' (S-AU1). This implies that disclosure may help the users of the 

information understand the ways in which companies operate so that they can perform 

monitoring functions if necessary. This can be regarded as consistent with agency theory 

(see section 2.3.1). 

8.5.6 Quality of management 

26 out of 41 respondents across the three countries suggest that the quality of 

management, particularly management experience and knowledge, could have a positive 

impact on corporate governance disclosure. Consistent with signalling theory (see 

section 2.3.5), companies with high quality management may be motivated to disclose 

more corporate governance information in order to provide signals to investors on how 

well the company is being managed, hence increase management reputation. 

8.5.7 Desire to boost a company's image and reputation 

22 out of 41 respondents across Malaysia, Singapore and Thailand believe that the desire 

to boost a company's image and reputation can be partly attributable to the increase in 

level of corporate governance information disclosed in the annual report. Fifteen 

respondents suggest that the desire has been quite strong following the 1997 crisis in 

order to allow companies to restore investor confidence. This argument can be 
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interpreted as being related to signalling theory (see section 2.3.5). The researcher argues 

that the disclosure of corporate governance information can be used to signal the 

efficiency and effectiveness of the company's operation, as well as to respond to 

negative media attention. This could lead to a boost in the image and reputation of the 

company. 

Examples of the comments given are as follows. An external auditor (T-AU3) suggests 

that `... a listed company may disclose more information to get it to be known in the 

market... 'and '... I would say that the information in there just to make the company 

looks good.... Additionally, according to one of the listed companies, 'Good disclosure 

will boost the company image among investors. However, if it is used as a PR tool to 

push successes and gloss over failures, it can be very negative. Investors are not idiots 

and see through such things very quickly. ' (S-L12). 

8.5.8 Demand for information 

The demand for information is another reason for companies to disclose corporate 

governance information in the annual report. 19 out of 41 respondents support this view. 

The main reason given is the effect of corporate governance information on investors' 

investment decisions which is supported by ten respondents. For example, a listed 

company suggests that: 

'... One of the major factors is having to meet investors on a regular basis 
and hearing from them what they want to see. It is not the same for any two 
companies ... Our suggestions for improvements are given thoughtful 
consideration, ... '(S-L12) 

It can be inferred from the above argument that if there is an increase in demand for 

corporate governance information by investors, companies may attempt to fulfill their 

expectations to gain analyst's trust, boosting investor confidence, as well as promoting 

company's shares. Hence, companies may be able to raise funds at the cheapest cost 

possible, consistent with capital need theory (see section 2.3.6). 

8.5.9 Benefits from corporate governance disclosure 

The motivation/desire to obtain the benefits by disclosing corporate governance 

information is suggested by 21 out of 41 respondents across Malaysia, Singapore and 

Thailand as another important factor positively influencing disclosure. This can be 
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regarded as related to cost-benefit theory (see section 2.3.8). The benefits suggested 
include an increase in recognition from the public (such as M-IN4 and S-AU2), lowering 

investors' uncertainty about management's actions (such as M-1,12 and T-1,16) and 

providing a good impression with regard to the company's system of corporate 

governance (such as M-LI1, S-IN3, and T-L16). 

In Thailand, in particular, there are certain advantages in having a good corporate 

governance rating (i. e. a score of 7 or higher). For example, the Securities and Exchange 

Commission (SEC) will give a company an eligibility for the fast track process in 

relation to the securities public offerings and a 50% discount in the offering and annual 
fees, while the SET offers the 50% reduction in the listed company's annual fee for two 

years (Montreevat, 2006). As the evaluation of corporate governance practices to 

determine the rating is normally based on the information disclosed in the annual report, 

corporate governance disclosure can be regarded as an important factor for companies to 

obtain those benefits. 

8.5.10 Committees 

22 out of 41 respondents across Malaysia, Singapore and Thailand suggest that having 

audit and corporate governance committees might help improve corporate governance 

disclosure. Ten respondents suggest that these committees are normally responsible for 

preparing corporate governance disclosure in the annual report. This is consistent with 

Zulkafli et al. (2007) who suggest that committees are important as they can help in 

enhancing management monitoring and accountability towards shareholders. 

The existence of the committees can be measured by using dummy variables: I if the 

committee exists in the company and 0 otherwise92. 

8.6 Summary and conclusions 

This chapter analyses the responses from listed companies, investment analysts, external 

auditors and regulatory bodies on issues related to corporate governance disclosure. The 

92 The existence of audit and corporate governance committees was not included in the statistical 
models in this thesis. This is because all of the sample companies have audit committees, while only a 
small number of companies (10 out of 90 companies across the three countries) have a corporate 
governance committee. 
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discussions include the importance of corporate governance disclosure and practices, the 

importance of an annual report on corporate governance disclosure, the perceptions of 

the reliability of corporate governance disclosure in the annual report, and the users of 

corporate governance information perceived by listed companies. The relationship 

between respondents' opinions and corporate governance disclosure scores discussed in 

Chapter 5 is also examined. Respondents' opinions are also analysed to shed further light 

on factors influencing corporate governance disclosure. The statistical findings in 

relation to the variables tested in Chapter 6 and the survey responses are compared to 
help the interpretation of statistical findings and the understanding of the theoretical 

frameworks in relation to corporate governance disclosure for Malaysia, Singapore and 
Thailand separately. Additional factors which are not included in the statistical models 

are identified by respondents, both the qualitative and quantifiable factors. 

Overall, the significance of corporate governance disclosure suggested by listed 

companies, investment analysts and external auditors, such as providing assurance about 

reliability of financial statements and attracting potential investors when other things 

being equal, justifies the research on corporate governance disclosure in Malaysia, 

Singapore and Thailand (see section 8.2.1.3). The importance of the practices, including 

their benefits, and the possible impact on market value, in turn, also supports the 

disclosure of corporate governance information (see section 8.2.1.3). The responses 

received suggest that the annual report is the most important form of corporate 

governance disclosure, supporting its use in this thesis (see section 8.2.2.1). However, 

because of other forms of communication employed by listed companies, corporate 

governance disclosure scores based on the annual report should not be considered as 

conclusive scores for the extent of corporate governance disclosure. Hence, this is a 
limitation for this thesis. Investment analysts in Malaysia and Singapore claim that 

generally corporate governance information disclosed in the annual report is acceptably- 

reliable and credible. However, the reliability is questioned by investment analysts in 

Thailand (see section 8.2.3.1). This is a warning sign not to conclude that corporate 

governance disclosure reflect actual corporate governance practices. It may also be used 

as a possible explanation on why corporate governance disclosure in annual reports does 

not have a significant influence on market perceptions of company performance for 

Thailand, as shown in the statistical findings in section 7.4.3.1 in Chapter 7. 
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The survey findings seem to add strength to the explanation of the statistical findings, as 

well as support theories discussed in Chapter 6 as follows. In relation to corporate 

governance practices, the survey responses seem to strongly support agency theory (see 

section 8.4.1). Mainly the respondents suggest that corporate governance practices such 

as proportion of independent non-executive directors, separation of the roles of the CEO 

and chairman, and independent chairman can be used as a mechanism to influence 

corporate governance disclosure. This is because they can provide a balance of power 

and a monitoring mechanism on the board when it has to make decisions on corporate 

governance disclosure. Capital need theory is used to explain the effect of capital need 

on corporate governance disclosure (see section 8.4.2.1). Companies will disclose more 

corporate governance information to justify their operations when they want to raise 
funds in the capital market. Environmental determinism theory is the theory that helps 

explain the effect of country factors on corporate governance disclosure (see section 
8.4.3). The theory suggests that the environment in which companies operate can have 

an influence on their disclosure. The main environmental factors suggested by the 

respondents are the effect of the 1997 crisis, the encouragement by the regulatory bodies, 

and the cultural and social values. However, the survey responses seem to weaken the 

theories used to explain the negative impact of the proportion of shares held by executive 

directors on corporate governance disclosure (see section 8.4.1.5). The responses suggest 

that it is possible that the executive directors, who hold large number of shares, may 

desire to legitimise their actions through corporate governance disclosure, hence could 

positively affect corporate governance disclosure. 

There are ten additional factors recommended by the respondents that could potentially 
have an impact on corporate governance disclosure (see section 8.5), suggesting that 

factors influencing corporate governance disclosure are more complicated than that 

assumed by the quantitative approach alone. These additional factors may account for 

the unexplained variation in the statistical results in Chapter 6. Including them in the 

statistical tests, if can be measured accurately, might help increase explanatory power of 

the model. The factors can be categorised into: 1) qualitative factors which are difficult 

to measure accurately such as the desire to boost a company's image and reputation, and 

2) quantifiable factor, i. e. the existence of audit and corporate governance committees. 

Responses across Malaysia, Singapore and Thailand in relation to all these factors are 

consistent across the three countries, with the exception of the international comparison 
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factor which is mainly focused in Thailand, the less developed country (see section 
8.5.3). 

The possible theories which may be used in explaining the influence of these additional 
factors on corporate governance disclosure are political cost theory, signalling theory, 

capital need theory, cost-benefit theory, and agency theory (see section 8.5 for detailed 

discussion). Consistent with political cost theory, management may disclose more 

corporate governance information in order to avoid, for example, pressure, scrutiny or 
being penalised by regulatory bodies. In relation to signalling theory, companies may be 

motivated to disclose corporate governance information in order to provide a good 
impression of the company's operations and signal the superiority of company 

management. Based on capital need theory, high corporate governance disclosure may 
be expected if companies intend to raise funds in either local or international capital 

markets. With regard to cost-benefit theory, it seems from the responses that the cost of 
disclosing corporate governance information is outweighed by the benefits, such as the 

increase in the recognition from the public and the decrease in investors' uncertainty 

about management's actions. Finally, in relation to agency theory, companies with high 

management accountability may increase their disclosure in order to help the users of the 

information understand the ways in which companies operate so that they can perform 

monitoring functions if necessary. 

The next chapter discusses survey responses on issues related to the influence of 

corporate governance disclosure on market perceptions of companies, compared to 

corporate governance practices. 
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CHAPTER 9: COMPARISON BETWEEN STATISTICAL FINDINGS AND 
RESPONDENTS' VIEWS - INFLUENCE OF CORPORATE GOVERNANCE 
DISCLOSURE ON MARKET PERCEPTIONS OF COMPANIES 

9.1 Introduction 

This chapter answers specific research questions (SRQs) 9 and 10 (section 1.4): 

SRQ 9: How do the opinions of preparers and users of corporate governance information 

help validate and complement the statistical findings in relation to the effect of corporate 

governance disclosure on market perceptions of company performance, when compared 

with corporate governance practices? 

SRQ10: How do the opinions of preparers and users of corporate governance 
information help with an understanding of the theories relating to how corporate 

governance disclosure affects the market perceptions of companies? 

These questions are answered by analysing the responses to questions about factors 

influencing market perceptions of companies from listed companies and investment 

analysts (questions are in Appendix 4-G)93. Section 9.2 analyses the responses in relation 

to factors influencing market perceptions of the company which are included in the 

statistical models in Chapter 7 (see section 7.2). In particular, section 9.2 discusses the 

impact of corporate governance disclosure on the market perceptions of the listed 

companies, in contrast to the influence of corporate governance practices. The statistical 

findings and the expectations of the respondents are compared, and related theories are 

discussed. Section 9.3 discusses additional factors suggested by the respondents which 

can help further understand the impact which corporate governance disclosure has on 

market perceptions of a company. Each influencing factor is linked to the applicable 

theory. Section 9.4 provides a summary and conclusions. 

93 In comparison with the findings in Chapter 7, market perceptions of company performance 
measured by Tobin's Q, the term ̀ market value' from the responses is equated to market perceptions. 
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9.2 Linking the survey findings to statistical results and relevant theories - Factors 

influencing market perceptions of companies (Questions: Parts One and Two) 

This section attempts to relate the survey results to the findings from the statistical 

models shown in section 7.4.3, and discusses the relevant theories. The importance of 

each corporate governance practice is also discussed in order to justify the disclosure of 

that particular information to market participants. Where possible, the recommendations 
for improving the disclosure for each corporate governance practice are presented. 

Respondents were asked whether each of the factors, included in the statistical models in 

Chapter 7 (as shown in Table 9-1), could have an influence on market perceptions of 
listed companies. The factors are specified to the respondents so that the findings can be 

compared to the statistical results. Only listed companies and investment analysts were 
investigated because they are regarded as the preparers and the main users of corporate 

governance information, respectively. All of the respondents from Malaysia, Singapore 

and Thailand (i. e. 42 out of 42) responded to the first set of questions (Part One) which 

asked about the importance of corporate governance disclosure, but only 35 out of the 42 

respondents responded to the second set of questions (Part Two), related to corporate 

governance practices and company-specific/control factors94. Because of the low 

response rate, the number of respondents is lower from Malaysia and Singapore, when 

compared to Thailand (see discussion in section 4.3.2). 

Table 9-1: Factors potentially influencing market perceptions of companies 

Factors Section 
I. Corporate governance disclosure 9.2.1 
1. Corporate governance disclosure 9.2.1 

it Corporate governance practices 9.2.2 
2. Proportion of independent non-executive directors 9.2.2.1 
3. Separation of the roles of CEO and chairman / 

Independent chairman 
9.2.2.2 

4. Board size 9.2.2.3 
5. Proportion of shares held by top ten shareholders 9.2.2.4 
6. - Prop ortion of shares held by executive directors 9.2.2.5 

III. Company-specific/control factors 9.2.3 
7. Company size 9.2.3.1 

94 Generally, when the questions were sent out via e-mail for the first time, only the questions in Part 
One were sent because it was felt that if too many questions were asked, potential respondents would 
not respond (see section 4.4.5.2). Seven companies, who declined to respond to the questions in Part 
Two, indicated that they did not have the time to respond to such detailed questions. 
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Factors Section 
8. Leverage 9.2.3.2 
9. Industry sector 9.2.3.3 
10. Listing age 9.2.3.4 

Table 9-2 is used throughout this entire section. It compares the overall results from the 

statistical analyses and the survey responses, separately for Malaysia, Singapore and 
Thailand. The number of responses show those respondents who suggest that the factor 

has either a positive or negative influence on market perceptions of companies. The rest 

of the respondents do not indicate that the factor can have an impact on market 

perceptions of companies. Reasons given for the possible effect (positive or negative) of 

each factor on market perceptions of companies are summarised, along with possible 

related theories. Additional explanations given which complement or contradict the 

theories and explanations given in section 7.4.3, standard multiple regression results, are 

marked by asterisks. 

Each factor is discussed separately below. The quotations are labelled to identify the 

respondent who made the comment (see Appendix 4-B for the labels used). 

9.2.1 Corporate governance disclosure 

This section explains the importance of corporate governance disclosure to market 

perceptions of companies across Malaysia, Singapore and Thailand. Table 9-2 shows 

that 35 out of 42 respondents (6,8, and 21 for Malaysia, Singapore and Thailand, 

respectively) believe that the disclosure of corporate governance practices in the annual 

reports can have a positive impact on a company's market value. The positive influence, 

however, is consistent only with the statistical findings found using Singaporean data 

(see section 7.4.3.1 for discussion of the statistical findings). This result suggests that 

although users of corporate governance information in Malaysia and Thailand regard 

corporate governance disclosure in annual reports as important, there could be other 

competing influences/factors having a more significant effect on their perceptions of 

companies. These competing factors could explain the insignificant results for the 

corporate governance disclosure in these countries (see sections 7.4.3.2,7.4.3.3, and 9.3 

for discussion of the possible competing factors). 
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The reasons given and, where applicable, theoretical interpretations for the influence of 

corporate governance disclosure on market perceptions of companies are discussed in 

section 9.2.1.1 as follows. 

9.2.1.1 Discussion about the reasons for the influence of corporate governance 
disclosure on market perceptions of companies 

9.2.1.1.1 Signalling theory 

In relation to signalling theory (see section 2.3.5), 20 out of 35 respondents who believe 

corporate governance disclosure has a positive effect on market perceptions of 

companies suggest that disclosure of corporate governance information can enhance the 

visibility of the companies and help reflect how well the company is being managed, for 

example, information about the experience and qualifications of board members and key 

executives, and the conduct of a board's affairs. Furthermore, the respondents suggest 

that corporate governance disclosure could help companies distinguish themselves from 

the badly-governed ones. For example, one of the listed companies suggests that: 

`Corporate governance disclosure can enhance the visibility of the company 
to its stakeholders. It is important to every company, especially a listed 
company. Transparency can increase public confidence in the company .... ' (S-L14) 

In addition, 15 out of 35 respondents suggest that corporate governance disclosure can 
be used to promote a positive image with regard to the management of the company, 

thereby positively affecting the long-term market value. For example, one listed 

company suggests that: 

`Corporate governance disclosure reflects the firm's good governance which 
enhances investors' confidence and consequently promotes good image of 
the firm. Theoretically, these should improve the firm's market value in the 
long run. '(T-L13) 

These responses imply that corporate governance information can help investors feel 

assure about the management of the company which could then increase investors' 

confidence, and, in turn, have a positive impact on market perceptions of companies. 
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9.2.1.1.2 Capital need theory 

Another reason brought up by 28 out of 35 respondents who suggest corporate 

governance disclosure has a positive effect on market perceptions of companies is that of 

responses to the demand for information by investors. For example, one sell-side analyst 

indicates that 'The formal information in the annual report on corporate governance 

must necessarily meet the minimum requirement of the investor... ' (T-1N1). This could 

be interpreted as related to capital need theory (see section 2.3.6). The researcher argues 

that companies with growth opportunities may need external finance, equity or debt, as a 

means of supporting their operations. Hence, they may need to fulfill the demand for 

information by the existing and potential investors. Corporate governance disclosure can 

help assure investors about the management of the company and reflect the credibility 

and quality of financial information provided (see section 8.2.1.1). 

9.2.1.1.3 Understanding company's management 

20 out of 35 respondents, suggesting a positive corporate governance disclosure effect 

on market perceptions of companies, argue that corporate governance disclosure can 

help investors understand the management of the company. For example, one sell-side 

analyst suggests that `If the company discloses enough/clear information compare to 

others, the investor will have more confidence to invest in the company. ' (M-IN2). 

Furthermore, one listed company suggests that `We believe that corporate governance 

disclosure helps the investment community understand our firm. Then, it reflects in our 

market value. '(T-LI11), while another listed company suggests that: 

`Good corporate governance disclosure is one important factor that helps 
increase market value of the company as it gives important information such 
as the bank's policy in doing business and provides confidence for 
investors... '(T-L12) 

The key factor in the explanations discussed is market confidence in the company. If 

investors have information about the corporate governance practices, they should be able 

to assess their appropriateness, hence could improve confidence on the part of investors. 

This will then be positively reflected on the market perceptions of companies. 
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9.2.1.2 Categories of corporate governance information - Responses from 17 listed 

companies 

This thesis categorises corporate governance information into six main categories, i. e. 1) 

codes or principles of corporate governance, 2) board matters, 3) audit and internal 

control matters, 4) nomination matters, 5) remuneration matters, and 6) stakeholders (see 

Table 4.3). Listed companies in Malaysia, Singapore and Thailand were asked to rank 

the importance of each category of corporate governance information to the investors in 

the market. This section reports and discusses the findings from 17 listed companies 

which responded to the question'. 

Table 9-3 shows the average ranking of the importance of each category of information 

perceived by the 17 listed companies, in comparison with the average corporate 

governance disclosure scores of these companies measured based on the dichotomous 

method and the relative number of text units method96. The purpose of this table is to 

determine whether the importance placed on each category of corporate governance 

information by listed companies is reflected in the level of disclosure in their annual 

reports. 

Table 9-3: The comparison of the average ranking of the importance of each 
category of corporate governance information and the average corporate 
governance disclosure scores - 17 listed companies 

Categories Ranking* Dichlnd* Textlnd* 
Codes or principles of corporate governance 1.75 0.56 0.01 
Board matters 1.75 0.41 0.18 
Audit and internal control matters 2.50 0.48 0.24 
Nomination matters 3.13 0.58 0.04 
Remuneration matters 3.50 0.58 0.08 
Stakeholders 3.38 0.35 0.10 
* These are the average ranxmgs/scores based on 17 listed companies. 
Ranking represents the importance of information perceived by the listed companies. It can range 
from i to 6 for each corporate governance category, where I indicates the highest ranking. 
Dichlnd and Textlnd are corporate governance disclosures measured based on the dichotomous 

method, and the relative number of text units method. 

As shown in Table 9-3, the results based on the average ranking suggest that the codes or 

principles of corporate governance and board matters are the top two categories of 

95 The main reason for not providing the ranking indicated by the respondents is that the companies 
regard all categories of corporate governance information as equally important. 
96 The table does not report the findings separately for Malaysia, Singapore and Thailand because of 
the small sample size (3,4, and 11, respectively). 
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corporate governance information. For example, one of the listed companies suggests 

that: 

'The starting point of good corporate governance is for a company to have 
clear and suitable corporate governance principles so that it can be 
understood and followed by the management and employees. There is also a 
need for companies to disclose the ability, experience, conflict of interest 
and profile of the directors because they are the leading persons in the 
company. Disclosing this information could boost investors' confidence and 
enhance the transparency of the company. ' (T-L16) 

Furthermore, Table 9-3 suggests that although listed companies perceive a category of 
information as important, they do not always disclose the information accordingly. 
Some categories are perceived as very important by the respondents but the disclosure is 

rather low, for example, codes or principles of corporate governance which has the 
lowest average relative number of text units index. This indicates that when compared 

with other corporate governance information disclosed in the annual reports, this 

category has the lowest average amount of disclosure. Another example is board matters. 
On average, this category is regarded as equally important to the codes or principles of 

corporate governance category. However, the average dichotomous index is only 0.41, 

suggesting that less than half the board items are disclosed by the listed companies. 

Although some categories are perceived as being less important by the listed companies, 

the average disclosure is rather high. For example, although the average ranking for audit 

and internal control matters is 2.50, lower than that of codes or principles of corporate 

governance and board matters, this category has the highest average relative number of 

text units index. These findings imply that there could be other factors, besides the 

perceived importance of information by listed companies, influencing the disclosure in 

each category, for example, the mandatory disclosure and the desire to disclose audit 
information in order to help investors feel assured about companies' corporate 

governance practices (see section 5.4 for the detailed discussion about the possible 

explanations on why some categories are disclosed relatively more than the others). 

9.2.1.3 Discussion of other comments on the influence of corporate governance 

disclosure on market perceptions of companies 

Although most of the respondents (35 out of 42) suggest that corporate governance 
disclosure can affect market perceptions of companies, 18 out of 42 respondents believe 

that the effect is difficult to measure. For example, one listed company suggests that `... 
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it is difficult to prove in absolute term how much corporate governance disclosure has 

added to the company's market value ... '(T-1,12). Another listed company suggests that: 

`We believe the market value reflects many concerns of investors, and does 
not simply measure a set of financial parameters... Thus, there are other, 
more esoteric considerations by investors that will be inserted in the market 
value but are difficult to separate and hold up to the light. One of these 
things is, how do you govern the company, and from the investor's point of 
view, do I believe that is what you do. '(S-L12) 

12 out of 42 respondents suggest that although corporate governance disclosure can have 

a positive impact on the market value, the influence might not be so considerable when 

compared to the financial information and management's strategies. As indicated by one 
listed company: 

`... currently the market seems to pay much more attention to the real 
financial figures and management's strategies than the disclosure of 
corporate governance. Therefore, I'd say that the corporate governance 
disclosure does have some impact on the firm's market value but not so 
considerable. ' (T-L13) 

All in all, the above responses suggest that although good corporate governance is a 
fundamental practice which a company should have, its value is difficult to measure and 

might not be considerable when compared with that of financial information. This could 

partly help explain why corporate governance disclosure is not statistically significant in 

explaining the variations in market perceptions of companies, measured by Tobin's Q 

(as shown in section 7.4.3.1), especially for Malaysia and Thailand. Furthermore, it 

could help explain why the intention to issue shares in the following financial year (i. e. 

capital need) does not have a statistically significant impact on corporate governance 
disclosure of listed companies (as shown in section 6.4.3.2.1) for a large number of 

regressions. 

In addition, 7 out of 14 investment analysts even suggest that by the time the annual 

report is published, the information is already outdated, hence there is lack of association 

with the market value. An example of the response from the sell-side analyst is as 
follows: 

`The information given in the annual report is outdated. We normally give 
such little interest/value. We generally visit and talk to the management, ask 
for the information we need and come out with our own analysis on how 
sound the corporate governance should be. This means that we are paying 
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attention or interest to the primary source of information, rather than the 
secondary source, to keep up-to-date on the change/development of the 
company. ' (T-IN2) 

Although investors obtain corporate governance information via the primary source, 

such as company visit, before the annual report is issued, the researcher argues that the 

information in the annual report may still be useful to them. This is because it can 

confirm their knowledge about company's corporate governance and can provide 

additional detailed information, if required. Additionally, it could be used for 

fundamental analysis of the overall quality of a company's management. 

6 out of 9 investment analysts in Thailand question the reliability of corporate 

governance information disclosed in a company's annual report (see detailed discussion 

about this issue in section 8.2.3). This could explain the insignificant impact of corporate 

governance disclosure on the market perceptions of company performance in the country 

as shown in the statistical findings in section 7.4.3.1 in Chapter 7. This also implies that 

there is a need for stringent examination of corporate governance information being 

provided to the market. Management ethics could also be a very important area affecting 
the reliability of the information disclosed. Hence, an improvement in educational and 

training programmes for management in this area offered by, for example, Thai Institute 

of Directors Association, might increase their awareness about the importance of reliable 
disclosure. 

9.2.2 Corporate governance practices 

This section discusses responses regarding the importance of corporate governance 

practices (included in the statistical models in Chapter 7) on market perceptions of 

companies97. The responses given are related to the possible theories. Although the 
importance given to these practices suggest possible competing factors affecting market 

perceptions of companies, it may help indicate the areas of corporate governance 
information worthy of being disclosed in the annual reports. These are discussed in the 

relevant corporate governance practice sections as follows. 

91 Specifying corporate governance practices in the questions could possibly bias the findings. This is 
because respondents may have a tendency to reply that the factors will have an influence on market 
perceptions of companies. However, for comparability with the statistical findings, it was decided to 
specify the factors to respondents. 
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There were 35 respondents in total to the questions related to corporate governance 

practices. It is suggested by 15 out of 21 listed companies and 7 out of 14 investment 

analysts that the corporate governance practices of companies are important in helping 

investors making investment decisions and that the market value would normally reflect 

the company's corporate governance quality. For example, one sell-side analyst suggests 

that: 

'... companies with low corporate governance quality exist and investors do 
buy their shares. However, the share price usually reflects the lower 
corporate governance rating. Companies with good corporate governance 
tend to sell at a premium to their peers ... ' (T-IN 1) 

Another sell-side analyst suggests that: 

`Good corporate governance is important for us when we make investment 
decisions. Areas like connected parties transactions, structure of the board 
and credible independent directors, as well as the track record of the 
management are of interest to me. ' (S-IN 1) 

However, the corporate governance practices of companies may be more important to 

investors who are interested in investing for the long-run, rather than short-term 

investments. 6 out of 14 investment analysts suggest that in the short-term, they focus 

more on the return generated by the investment. 

Because of the potential significance of corporate governance practices mentioned, this 

section discusses the importance of each corporate governance practice included in the 

statistical models in Chapter 7, in addition to the disclosure. 

9.2.2.1 Proportion of independent non-executive directors 

Table 9-2 shows that the responses are consistent with the statistical findings. Most of 

the respondents (25 out of 35) do not indicate that the proportion of independent non- 

executive directors can have an impact on market perceptions of companies across 

Malaysia, Singapore and Thailand. However, relatively few respondents (2,3 and 5 for 

Malaysia, Singapore and Thailand, respectively) suggest the opposite, i. e. that the 

proportion of independent directors may have an influence on market perceptions of 

companies. The reasons given are consistent with agency theory and signalling theory 

(see sections 2.3.1 and 2.3.5, respectively). 
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In relation to agency theory, the main reason given is the motivation of independent 

directors to monitor management in order to protect their reputation, hence it is likely 

that they will perform their duties in order to maximise shareholders' interests, as well as 

to protect minority shareholders' investments. In relation to signalling theory, 4 out of 14 

investment analysts suggest that having over 50% of independent directors on the board 

would make a company more attractive to shareholders and potential investors. In 

particular, having such a large proportion of independent directors can signal an ability 
to run and monitor the business so that investors' interests are well protected. 

The importance of the proportion of independent directors to the market may reflect the 

need for companies to disclose that information. Examination of the disclosure of this 
information suggests that a large number of companies do disclose this information 

across Malaysia, Singapore, and Thailand, i. e. 100%, 80% and 96.67%, respectively (see 

Appendix 5-B). The importance of this factor could also warrant the disclosure of other 
items of information related to independent directors. The areas disclosed by a relatively 

small number of companies and which might need further regulations are the meaning of 
independence (in Malaysia and Singapore), and (in all three countries) information about 

whether non-executive directors meet among themselves to discuss management 

problems without the presence of the management (see Appendix 5-B). The information 

should help the market assess the monitoring functions of companies. 

However, in relation to the insignificant effect of the proportion of independent 

directors, 17 out of 25 respondents argue that without independent directors, a company 

can still have a good system of corporate governance. They suggest that it depends on 
the attitude of both management and employees towards corporate governance. For 

example, a listed company suggests that: 

`... this is putting the onus on a specific group of people for the success of 
corporate governance. In fact, even with no independent directors, a 
company can have good corporate governance - it just depends on whether 
all staff [management and employees] understand and abide by the 
principles. '(S-L12) 

Furthermore, 8 out of 25 respondents argue that because of the relatively limited 

knowledge of the business, when compared to the executive directors, having a large 

number of independent directors might not help increase the market value of a company. 
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For example, one of the listed companies suggests that 'The number of independent 

directors is overrated if they do not know the industry as well as insiders. '(S-1,12). 

Overall, the responses imply that the attitude of management may affect the importance 

place on companies' independent directors. 

9.2.2.2 Separation of the roles of CEO and chairman / Independent chairman 

Table 9-2 shows that almost half of the responses (17 out of 35) suggest that the 

separation of the roles of CEO and chairman can positively influence market perceptions 

of companies, while 12 out of 35 indicate that the presence of an independent chairman 

will also affect the market perceptions of companies positively. The theories which can 

be used to explain the positive relationship are agency theory and signalling theory (see 

sections 2.3.1 and 2.3.5, respectively). The reason given by 12 out of 35 respondents is 

the ability to monitor/oversee management and the balance of power. These mechanisms 

could be interpreted as helping to reduce agency cost, consistent with agency theory. 

With regard to signalling theory, 11 out of 35 respondents suggest that separation of the 

roles and independence of the chairman could be related to the credibility and 

transparency of the company, as perceived by market participants. 

The negative effect for having an independent chairman is suggested by a relatively large 

proportion of responses in Thailand (12 out of 22), consistent with the statistical 

findings. This can be regarded as consistent with the environmental determinism theory 

(see section 2.3.7). Eight respondents indicate that, following the severe impact of the 

1997 Asian economic crisis, Thai listed companies may need executive directors to 

enhance company value, instead of focusing on the monitoring of the company. The 

researcher argues that an independent chairman may not have enough knowledge and 

skills with regard to the industry and company's business and too much monitoring by 

the independent chairman could lead to a slower response to events. Hence, this would 

affect the decision making of the board of directors as a whole and could lower market 

perceptions of companies. Overall, this implies that the usefulness of an independent 

chairman could depend on the environment of the country which the companies are 

listed in. 

The possible effects of these factors on market perceptions of companies may justify the 

disclosure of information about the separation of roles and the presence of independent 
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chairman. The examination of the disclosure for the sample companies suggests that the 

information is disclosed by a high proportion of companies in Malaysia, Singapore and 

Thailand (86.67%, 100%, and 100% for the separation of roles and 100%, 80%, and 

96.67% for the independence of the chairman) (see Appendix 5-B). However, when the 

roles are combined, only 28.57% of the Malaysian sample disclose the reasons for 

combining the roles, while in Thailand, none of the companies disclose this information 

(see Appendix 5-B). This suggests that most listed companies may regard role duality as 

appropriate for their circumstances, hence combing the roles may not warrant 

explanations. However, disclosing the reasons for combining the roles, such as whether 

there are independent elements on the board to balance the chairman power, may help 

market participants assess management conduct. In Singapore, 71.43% of the sample 
disclose the reasons for combining the roles (see evidence in Appendix 5-B). 

Despite the possibility of a relationship between market perceptions of companies and 

the separation of the roles or independent chairman factors discussed, 18 out of 35 

respondents for the separation of the roles and 7 out of 35 respondents for the 

independent chairman suggest that there should be no relationship between them. These 

findings, however, mainly come from Thai responses. The main reason given is that the 

market perceptions of companies should depend on the capability of management, rather 

than a mere separation of the roles, or indeed whether or not the chairman is 

independent. This could help in explaining the insignificant statistical findings for the 

separation of the roles factor across Malaysia, Singapore and Thailand, and results of the 

independent chairman factor based on Malaysian and Singaporean data. 

9.2.2.3 Board size 

Table 9-2 shows that most of the respondents in Singapore and Thailand (5 out of 7 for 

Singapore and 14 out of 22 for Thailand) do not indicate that the number of directors on 

the board can have an impact on market perceptions of companies. 4 out of 6 

respondents for Malaysia suggest that there should be a negative association between 

board size and market perceptions of companies which could be explained by the cost- 
benefit theory (see section 2.3.8). Overall, these responses are consistent with the 

statistical findings in each country. 

308 



The respondents, who support the insignificance of board size, mainly suggest that 

composition of the board, for example, proportion of independent directors and 
directors' background, is more important than number of directors. The importance of 
board composition warrants the disclosure of board information. On examination, key 

information regarding directors is disclosed by a large proportion of companies in 

Malaysia, Singapore and Thailand (100%, 96.67% and 100%, respectively) (see 

Appendix 5-B). However, information about: 1) director on-going training (in Thailand), 

2) factors used in determining the directors for nomination, and 3) factors used in 

determining the size of the board, is disclosed by less than half of the sample companies 
(see Appendix 5-B). This suggests that less attention is paid to informing the market 

about how a company develops its directors' skills and how the directors are chosen onto 
the board. The disclosure of this information should help investors assess the suitability 

of the directors and to suggest changes, if necessary. 

The negative relation between board size and market perceptions of companies for 

Malaysia suggested by the respondents indicates that listed companies in Malaysia 

perceive having a small board size as rather important. In relation to cost-benefit theory, 

4 out of 6 respondents suggest that it would be more effective and efficient in the 

operations if company has small board size. This is because it is likely that a small board 

would not suffer from diffusion of responsibility and co-ordination and communication 

might be better when compared to a large-sized board. These benefits could outweigh 

the cost of obtaining professional advice about the company business. 

9.2.2.4 Proportion of shares held by top ten shareholders 

Table 9-2 shows that, for Thailand, half of the Thai responses (11 out of 22) suggest a 

negative association between the proportion of shares held by the top ten shareholders 

and market perceptions of companies, which can be explained by the cost of capital 

argument. In particular, there is a possibility that market liquidity will decrease when 

there are a large proportion of shares held by the top ten shareholders (high ownership 

concentration). For example, one listed company suggests that '... too concentrated 

shareholder base would affect the public flow of shares available and thus the liquidity' 

(S-L14). The decrease in market liquidity can lead to an increase in the cost of capital, 
hence the lower market value. 
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The responses for Malaysia and Singapore show an inconclusive effect of the proportion 

of shares on market perceptions of companies, consistent with the statistical findings. 

However, some interest from market participants about the proportion of shares may 
justify disclosing this item. The investigation of the disclosure suggests that the 

proportion of shares is disclosed by all sample companies in Malaysia and Thailand, and 

disclosed by 80% of companies in Singapore. This is very promising, as market 

participants can use the information to determine the liquidity of company shares, 

thereby affecting their investment decisions. 

9.2.2.5 Proportion of shares held by executive directors 

Table 9-2 shows consistent results between the statistical findings and survey responses 
for Malaysia and Singapore, i. e. there seems to be a mixed response for the effect of 

proportion of shares held by executive directors on market perceptions of companies. 
For Thailand, most of the respondents (17 out of 22) do not indicate that the factor can 
have an impact on market perceptions of companies. This is inconsistent with the 

statistical findings which show a strong negative relationship. Nonetheless, few 

respondents do offer explanations for this negative association. In particular, with regard 

to agency theory (see section 2.3.1), when executive directors have high ownership 

stakes in the company, they may attempt to expropriate the company to increase their 

own benefits. The disclosure of the proportion of shares held by executive directors may 
help investors determine whether there is a need to increase the monitoring on executive 

directors to assure that there interests are well protected. This problem of expropriation 

could especially be the case in Thailand where there is the lowest institutional 

governance structure to ensure the protection of shareholders' rights as discussed in 

section 3.3.5. 

For example, one of the sell-side analysts in Thailand suggests that: 

`... as per how the executives run the companies, I am seeing/experiencing 
that these executives are operating the companies on the interest of their own 
security, rather than otherwise. This should continue to be an unsolved issue 
of a good corporate executive. ' (T-IN2) 

6 out of 35 respondents, however, argue that the proportion of shares held by executive 
directors could positively affect a company's market value. The possible reasons given 

can be interpreted as consistent with agency theory and signalling theory (see sections 
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2.3.1 and 2.3.5, respectively). In relation to agency theory, there could be less conflict of 
interest between management and shareholders when the executive directors' stakes are 
high. This can result in the decrease in agency costs. With regard to signalling theory, 

having a high proportion of shares owned by executive directors can reflect the 

confidence which the directors themselves place on the company. Furthermore, it is 

suggested by two companies from Thailand that, by having stakes in the company, 

executive directors may be more motivated to increase the company's performance 
because it can result in increasing benefits distributed to them, such as dividend and 

remuneration. In other words, when executive directors are highly motivated to improve 

company performance, efficiency and effectiveness in the company's operations may 
increase which could lead to an increase in the company's market value. 

9.2.3 Company-specific%ntrol factors 

9.2.3.1 Company size 

Most of the respondents (30 out of 35) suggest that the higher the size of the company, 

the higher the possibility that the company will have a higher market value. Overall, this 

is consistent with the statistical findings of the pooled data. The reasons given by the 

respondents can be related to signalling theory (see section 2.3.5). In particular, larger 

companies may attract investors because of their stability, the relatively low risks 

attached to them, and less volatility in their market value. 

9.2.3.2 Leverage 

Table 9-2 shows that most of the respondents (in total 26 out of 35) expect companies 

with higher leverage to have a higher market value, consistent with the statistical 
findings in Malaysia and Thailand. Hence, it could affect positively on market 

perceptions of companies. The main reason given is that management in the companies 

with high leverage may be motivated to invest their resources in value-maximising 

projects in order to increase their profits, thereby avoiding bankruptcy and assuring their 

creditors that they are able to repay any debt. 

Only a small number of respondents (3 out of 35, i. e. 1 respondent each in each country) 

expect that higher leverage companies will have a lower market value, and that lower 

leverage companies will increase their market value. A listed company in Thailand 
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suggests that `... too much leverage could reflect the inefficiency in company's 

operation. ' (T-L16). Additionally, a sell-side analyst in Singapore suggests that `... 

having lower leverage could be related to a lower of that company's risk, as perceived 

by investors. ' (S-IN3). This can help with assurances about the company's stability and 

might attract more investors, i. e. as a result it could help enhance the company's market 

value. 

9.2.3.3 Industry sector 

Table 9-2 shows that most of the respondents (in total 27 out of 35) expect financial 

sector to positively affect market value, consistent with the statistical findings in 

Malaysia and Thailand. The main reason given by 15 respondents for a possibly higher 

market value for financial sector companies in relation to other industries can be related 

to environmental determinism theory (see section 2.3.7). In particular, there is a high 

reliance on funds being obtained from the financial sector in these countries, reflecting 

the importance of this sector in the market. Additionally, 5 out of 8 investment analysts 
in Thailand suggest that companies in the financial sector, especially banks, are rather 

stable and have constant growth, compared to other sectors. This implies that these 

companies may have higher levels of investor confidence which could lead to a higher 

market value. 

9.2.3.4 Listing age 

Table 9-2 shows consistent results between the statistical findings and the survey 

responses. Most of the responses across Malaysia, Singapore and Thailand (in total 24 

out of 35) suggest that listing age should not have an impact on market perceptions of 

companies. The respondents suggest that it does not really matter how long the company 
has been listed, it is the ability to attract high quality management that matters. This 

suggests that management is the one who directs and runs the business and having high 

quality management could help restore investor confidence and, subsequently, enhance 

the market perceptions of companies. 

A small number of companies (11 out of 35 respondents across Malaysia, Singapore and 

Thailand) suggest that the period of listing on the stock exchange may have a positive 
impact on market perceptions of companies, in particular, the longer the listed period, 

the higher the market value. Respondents who support this positive relationship suggest 
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that longer listed companies may be operating more efficiently and effectively. This is 

because these companies will have more experience about how to run the business, when 

compared to recently listed companies. 

9.3 Other factors potentially influencing market perceptions of companies 

This section discusses other factors which could have an influence on the market 

perceptions of companies, as suggested by the respondents. Table 9-4 summarises these 

factors, as well as the reasons given and a theoretical interpretation for each factor (a 

detailed explanation can be found in sections 9.3.1 - 9.3.3). The inclusion of these 

additional factors in the regression, if they could be quantified accurately, might increase 

the explanatory power of the model in relation to those factors influencing market 

perceptions of companies. However, these factors can also be regarded as providing 

competing influences in relation to corporate governance disclosure, and could lower its 

influence over the market perceptions of companies. 

Table 9-4: Other factors suggested by respondents to potentially influence market 
perceptions of companies 

Number of res onses* i l Factors Total Malaysia Singapore Thailand Reasons given ca Theoret 
interpretations 

out of 35 (out of 6) (out of (out of 22) 
Quality of Positive (10) Positive (2) Positive (3) Positive (5) Contribute to Cost-benefit 
management (28.57%) (33.33%) (42.86%) (22.73%) the success and theory 

stability of the 
company 

Perceived Positive (8) None Positive (1) Positive (7) Investors will Agency theory 
trustworthiness (22.86%) (14.29%) (31.82%) invest in a 
of company if 
management they can trust 

the 
management to 
act in their best 
interests 

Future growth Positive (3) None None Positive (3) Ability in Signalling 
(8.57%) (13.64%) generating theory 

future owth 
* The columns show the number of responses which supports the impact of each factor on market 
perceptions of companies. The rest of the respondents do not indicate that the factor can have an 
impact on market perceptions of companies. % is the total number of companies indicating the impact, 
as a percentage of the total number of companies who responded. 

9.3.1 Quality of management 

The quality or the competence of management is suggested by 10 out of 35 respondents 

to have an impact on market perceptions of companies. The respondents suggest that the 

313 



market value of a company with high quality management will be higher than that of 

their peers (with lower quality management). Management with experience and 
knowledge can contribute to the success and stability of the company, thereby enhancing 
investors' confidence and in turn improve a company's market value. Therefore, it will 

be very useful if companies were to disclose information about their management, such 

as their background, training and qualifications obtained. This argument could be 

interpreted as being consistent with cost-benefit theory (see section 2.3.8). In particular, 

companies would have to consider the cost of securing high quality management, such as 

their remuneration, and the benefits that they could bring to the company. This factor, 

however, is difficult to measure accurately. 

9.3.2 Perceived trustworthiness of management 

Perceived trustworthiness of management is suggested by 8 out of 35 respondents to 

have a positive impact on market perceptions of companies. This factor is perceived to 

be relatively important in Thailand, where the levels of economic and capital market 
developments are the lowest. The main reason given can be interpreted as consistent 

with agency theory (see section 2.3.1). Investors will only invest in a company if they 

can trust the management to act in their best interests. This implies the importance of the 

alignment of interest between management and investors. The researcher argues that the 

higher the trustworthiness, the lower the potential agency cost will be. Although this 

factor is regarded as significant, it seems to be difficult to quantify accurately. 

9.3.3 Future growth 

Future growth is supported as a potential factor influencing market perceptions of 

companies by only a small number of respondents (3 out of 35). The respondents are all 
from Thailand, the least developed country when compared to Malaysia and Singapore. 

They suggest that the decision to invest in a company by investors could rely on the 

potential for that company to generate future growth. The researcher argues that 

companies which have a high growth potential may enhance their good impression, 

thereby attracting more investors and leading to a higher market value. This is consistent 

with signalling theory (see section 2.3.5). 
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Proportion of capital expenditure to total assets can be used as a proxy for growth, for 

example, Haniffa and Hudaib (2006)98. 

9.4 Summary and conclusions 

This chapter reports on and discusses the responses from the market participants, i. e. the 

listed companies and investment analysts, on issues related to the influence of corporate 

governance disclosure on market perceptions of companies, when compared to corporate 

governance practices. The findings with regard to the factors tested in the statistical 

models in Chapter 7 are compared with the survey responses to help validate and 

complement the interpretations given for the statistical findings in relation to corporate 

governance disclosure and practices. Where possible, the explanations given by the 

respondents are related to the relevant theories to form a general view of the theories 

applicable to each possible factor influencing market perceptions of companies (see 

Tables 9-2 and 9-4). 

In relation to corporate governance disclosure, the survey responses not only validate the 

interpretation of the statistical findings, but also provide additional explanations in 

relation to their effects on the market perceptions of companies in Singapore. This 

supports the use of a qualitative approach to complement the quantitative approach. 
Three main reasons are given to explain the positive impact of disclosure on the market 

perceptions of companies. Firstly, consistent with signalling theory, disclosure can help 

show how well companies are being managed and can be used as a tool to promote a 

positive image of the company (see section 9.2.1.1.1). Secondly, consistent with capital 

need theory, by responding to the demand for corporate governance information, it can 

attract potential investors, whilst also maintaining the existing investors (see section 
9.2.1.1.2). Finally, it offers the opportunity for investors to understand the management 

of a company through disclosure, hence could increase investor confidence in the 

company (see section 9.2.1.1.3). 

The comparison between statistical findings on corporate governance disclosure and 

survey responses in Malaysia and Thailand, however, provides contradictory results. The 

majority of the respondents in these countries suggest that corporate governance 

98 This factor is used in the robustness test in Chapter 7 (see section 7.4.3.3.3 for the results). 
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disclosure should have a positive impact on market perceptions of companies, while 
insignificant results are shown in the statistical findings. Possible explanations are 

competing factors which can affect market value of the company, such as board size, 
leverage and industry sector (in Malaysia), and non-independent chairman, proportion of 

shares held by the top ten shareholders, and future growth (in Thailand) (see sections 
7.4.2.2,7.4.2.3, and 9.3). Although corporate governance disclosure can affect the 

perceptions of companies, the respondents suggest that it may be difficult to measure the 

extent of this influence, and that the impact may not be considerable when compared to 

the financial information. 

Comparison between the average ranking of the importance of each category of 
information, and the average corporate governance disclosure scores shows that, 

although listed companies perceive the category of information as important in the 

qualitative research, they do not always disclose the information accordingly (see section 
9.2.1.2). These findings imply that there could be other factors, besides the perceived 
importance of information by listed companies, influencing the disclosure in each 

category, such as mandatory disclosure of corporate governance information (see section 
5.4 for possible explanations on why some categories are disclosed relatively more than 

the others). 

Overall, the respondents not only suggest that corporate governance disclosure in annual 

reports can have an influence on the market perceptions of companies but also certain 

corporate governance practices have an impact on the market perceptions (see section 
9.2.2). These results imply that not only annual reports, but also other channels of 

corporate governance disclosure, such as communication with the company, may be 

useful in providing information about these corporate governance practices to interested 

users (see section 8.2.2.1 for other channels that companies use for corporate governance 
disclosure). 

The importance of corporate governance practices supports the usefulness of disclosing 

information relevant to these practices to market participants. Examples of the items, for 

which only a small number of companies disclose the information, are the meaning of 
independence for directors (especially in Malaysia and Singapore), information about 

whether non-executive directors meet among themselves to discuss management 

problems without the management presents (for all three countries), clarification of the 
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combining of the roles of CEO and chairman (especially in Malaysia and Thailand), and 

information about the factors used when determining directors for nomination (see 

detailed discussion in section 9.2.2). 

As suggested by respondents, not only quality of management can have an impact on the 

market perceptions of companies (see section 9.3.1), but it can also potentially have an 

influence on corporate governance disclosure (as discussed in section 8.5.6). This 

suggests that high quality management is the key factor which can enhance a positive 
impression for the company. 

The next chapter discusses the main results and concludes the thesis. 
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CHAPTER 10: CONCLUSIONS, LIMITATIONS AND SUGGESTIONS FOR 
FURTHER RESEARCH 

10.1 Introduction 

This chapter discusses the main results and provides conclusions for this thesis. Section 

10.2 outlines the research objectives and methods used. The main statistical findings and 

survey responses are discussed in section 10.3. Section 10.4 highlights the contributions 

of the study. Section 10.5 discusses the limitations of the study, while section 10.6 

provides suggestions for further research. 

10.2 Summary of research objectives and methods 

This study focuses on examining corporate governance disclosure in the annual reports 

of companies included in the Kuala Lumpur Composite Index (KLCI), Straits Times 

Index (STI), and the Stock Exchange of Thailand (SET) 50 index for the year 2004, 

following the development of the codes or principles of corporate governance for 

Malaysia, Singapore and Thailand, respectively. The research objectives and methods 

are summarised as follows: 

10.2.1 Research objectives 

The objectives of the study are as follows: 

Objective la: To investigate the robustness of corporate governance disclosure 

scoring methods and the sensitivity of association testing of factors 

influencing corporate governance disclosure in annual reports 
Objective lb: To assess the applicability of disclosure theories, derived from both 

financial and non-financial disclosure, to corporate governance 
disclosure 

Objective 2a: To assess the impact of corporate governance disclosure in corporate 

annual reports on market perceptions of company performance, when 

compared with corporate governance practices 

Objective 2b: To assess the applicability of theories explaining the impact of 

corporate governance disclosure on market perceptions of company 

performance 
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Objective 3: To employ a qualitative approach in validating and complementing the 

interpretation of statistical findings, and to identify additional factors 

not included in the statistical models 

Objective 4: To explore the similarities and differences in the findings across 

Malaysia, Singapore and Thailand for both quantitative and qualitative 

approaches 
Objective 5: To make observation on policy implications of implementing codes or 

principles in relation to corporate governance disclosure 

These objectives have been achieved through answering all the specific research 

questions (SRQs) (see Table 1-1). 

10.2.2 Research methods 

This thesis has employed both a quantitative approach (statistical analyses) and a 

qualitative approach (questionnaires and interviews) to answer ten specific research 

questions. The research methods employed to answer each question are summarised as 
follows: 

SRQ 1 has been answered by analysing annual reports using a researcher-constructed 

corporate governance disclosure checklist. Four scoring methods have been employed in 

scoring corporate governance disclosure: 1) a dichotomous method, 2) a relative number 

of text units method, 3) a method adapted from Beattie et al. (2004), and 4) a method 

adapted from Beretta and Bozzolan (2004) (see section 4.4.3). 

SRQ 2 and SRQ 4 have been answered by running multiple regression models. A 

number of procedures have been employed to evaluate whether the data met the 

assumptions of normality, homoscedasticity and linearity (see section 4.5.1). Because the 

normality tests show that the distribution of the data deviates from normality, all 

variables (both dependent and continuous independent variables) were transformed into 

normal scores. The significance of independent variables examined is decided based on 

statistical significance at either 1% or 5%. Variables which are significant at the 10% 

level were reported as marginally significant. 

SRQ 3 and SRQ 5 have been answered by relating the statistical findings to relevant 

theories (see sections 6.4.3 and 7.4.3, respectively). 
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SRQ 6, SRQ 7 and SRQ 9 have been answered by employing questionnaires and 

interviews with 25 listed companies, 17 investment analysts, 13 external auditors, and 3 

regulators. The questions comprise both open-ended and closed questions (see section 

4.4.5.2). The analyses are based on written responses received via e-mails and on 

transcripts prepared after each interview. The responses were analysed using content 

analysis (see section 4.4.5.2). Themes from the responses to each question are put in the 

table to allow separate frequency scoring for each country. 

SRQ 8 and SRQ 10 have been answered by interpreting the responses from 

questionnaires and interviews to assess the applicability of theories relating to factors 

influencing corporate governance disclosure and the influence of corporate governance 
disclosure on the market perceptions of companies, respectively (see Tables 8-5 and 8-7 

for SRQ 8 and Table 9-2 for SRQ 10). 

10.3 Discussion of the main research results 

10.3.1 Factors influencing corporate governance disclosure (Objectives la, 1b, 3 and 4) 

10.3.1.1 Quantitative approach (Objectives la, lb and 4) 

In relation to the quantitative approach, the tests are designed to explore: 1) the 

sensitivity of association testing of factors influencing corporate governance disclosure 

based on different scoring methods (objective 1a), 2) the applicability of disclosure 

theories (derived from the studies of financial and non-financial disclosure) on corporate 

governance disclosure (objective lb), and 3) country similarities and differences in the 

factors influencing corporate governance disclosure (objective 4). These involve a large 

number of regression analyses, covering pooled data and separate country regressions. 

Results and discussion based on the pooled data 

When corporate governance disclosure is explored, relatively different findings are 
found for each disclosure scoring method (see Table 6-3). The only exception is the 

proportion of independent non-executive directors, which is significant at the 1% level 

across all scoring methods. For example, with the dichotomous method, a capital need 

variable is found to have a significant positive association with corporate governance 
disclosure. However, with the relative number of text units method, the variable is not 

320 



significant. This indicates that when listed companies are planning to obtain funds in the 

capital market, they will focus more on the breadth of corporate governance information 

disclosed (measured by the dichotomous method), than on the relative significance of 

corporate governance information (measured by the relative number of text units) (see 

section 6.4.3.2.1 for detailed analysis of the capital need variable). The findings help 

point to the importance which companies place on a `checklist' approach, whenever 

capital need is being considered. A similar argument can be applied to the listing age 

variable, i. e. if companies have been listed longer on the stock exchange, they will focus 

on the breadth of corporate governance information disclosed (see section 6.4.3.2.2 for 

detailed analysis of the listing age variable). 

In relation to objective la, based on the findings for pooled data, the researcher argues 
that different scoring methods should not be used in isolation. The regression results 
based on different scoring methods may bring out different sets of explanatory variables. 
This can help provide a clearer explanation or picture of those factors influencing 

corporate governance disclosure. Researchers who employ only one scoring method in 

their study should interpret the results with particular relevance to the scoring method 

used. For example, researchers who want to determine the depth of disclosure may 

employ the depth index in their study. If the examination of the breadth of disclosure is 

the objective of the study, the dichotomous method can be adopted. If the corporate 

governance policies are the focus of the study, researchers may employ the outlook 

profile index. 

The pooled data also show that the robustness of identifying a country effect on 

corporate governance disclosure is sensitive to the choice of scoring method (see Table 

6-3). Based on the method adapted from Beretta and Bozzolan (2004), the findings show 

significantly that Thai listed companies provide the highest extent of corporate 

governance disclosure, while listed companies in Singapore disclose the lowest. Other 

scoring methods, e. g. the method adapted from Beattie et al. (2004), show less marked 

country differences, though, on balance, the findings suggest that there is evidence for 

country differences. 

In relation to objective 4, environmental determinism theory, which suggests that the 

environment in which companies operate can have an influence on their disclosure, is the 

main explanation for country differences. Section 6.4.3.3 discusses about the possible 
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explanations relating to differences in corporate governance disclosure and they are 

summarised and discusses as follows. 

It is possible that companies listed in Thailand, which has a weaker institutional 

governance structure and is less developed in terms of economics and capital market, are 
likely to provide a higher level of corporate governance information. Management may 

want to assure stakeholders that its conduct is desirable and appropriate, and that it 

operates with the stakeholders' interest in mind, thereby boosting the company's image. 

Furthermore, the reasons can be related to the cultural aspects in each country. For 

example, based on relatively high uncertainty avoidance scores in Thailand, more 

corporate governance information may be disclosed to avoid potential conflicts with the 

market participants and other stakeholders. Corporate governance disclosure could help 

to avoid conflicts with stakeholders which can occur if they do not have the necessary 
information to examine and monitor management. The lower power distance score in 

Thailand also suggests that higher corporate governance disclosure will be evidenced 
due to less of a desire to maintain inequalities of power. Finally, since Thailand is 

influenced by both civil law and common law systems, and as under the civil law, rules 

are normally set by national legislators, public expectations about disclosure of 

companies in Thailand may be higher than in Malaysia and Singapore. This can lead to 

increased motivation among management to disclose information. 

For listed companies in Singapore, the findings show that they tend to provide less 

corporate governance information. Because Singapore is more advanced, when 

compared with Malaysia and Thailand, with regard to the institutional governance 

structure and country developments, there is a possibility that listed companies in the 

country are less motivated when it comes to informing stakeholders about their corporate 

governance. Stakeholders may already have high confidence in the companies due to the 

sound governance structure in the country and the success in economic and capital 

market developments. This is reflected in the relatively lower corporate governance 
disclosure requirements in that country. Another possible explanation is based on the 

culture in each country. For example, the relatively lower uncertainty avoidance score in 

Singapore, when compared to that of Malaysia and Thailand, suggests that listed 

companies in the country are willing to absorb greater risk and may be less motivated in 
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order to avoid possible conflicts with their stakeholders. Hence, they may disclose less 

corporate governance information. 

For listed companies in Malaysia, one possible reason for corporate governance 

disclosure being less than that of Thailand, and higher than that of Singapore, is the 

severity of the impact of the 1997 Asian economic crisis, in which one of the main 

contributing factors of the crisis is the poor corporate governance and a lack of 

transparency. Thailand was among the most affected by this crisis, and Singapore the 

least affected, while the effect on listed companies in Malaysia was in the middle. 

Additionally, Malaysian institutional governance structure and country developments are 

behind those of Singapore but more advanced than those of Thailand. 

Results and discussion based on separate country data 

Table 10-1 summarises the findings of multiple regressions for corporate governance 

disclosure based on four different scoring methods for each country (in relation to 

objective 1b, see the full explanations of theories relevant to each independent variable 

in section 6.4.3). The statistical results in the table were used as the basis for rejecting 

the null hypotheses developed in section 6.2. 

Based on separate country regressions, the significance of certain explanatory variables 

is more robust to the corporate governance disclosure scoring method than others 

depending on each country's environment. For example, listed companies in Singapore 

with a higher concentration of ownership disclose more corporate governance 

information. In relation to signalling theory, managers may disclose more corporate 

governance information to counter the risk of unfavourable impressions of inadequate 

governance quality through close ownership (see section 6.4.3.1.4). The raw data 

indicate that, on average, Singapore has a higher ownership concentration compared to 

Malaysia and Thailand. In the case of Thailand, the result shows that companies which 

have a higher proportion of independent non-executive directors disclose more corporate 

governance information. Stanwick and Stanwick (2005) argue that companies in a 

country severely affected by the crisis are likely to disclose more corporate governance 

information in an attempt to regain stakeholders' confidence and promote a sound capital 

market. This finding can be regarded as consistent with agency theory. In particular, it is 

related to the desire to reduce bonding and monitoring costs (see section 6.4.3.1.1). 
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However, some regressions indicate that corporate governance disclosure computed 

based on different scoring methods may be associated with different variables. For 

example, when using Malaysian data, the size variable, measured by market 

capitalisation, is positively significant in explaining corporate governance disclosure 

only when measured using the dichotomous method (see section 6.4.3.4.1). For 

Singapore, the proportion of independent non-executive directors only has a significant 

positive impact on corporate governance disclosure when measured using certain 

methods, e. g. the method adapted from Beretta and Bozzolan (2004) (see section 
6.4.3.1.1). These findings suggest that although separate country regressions may be 

more robust to different scoring methods, when compared to the pooled regression, 

relatively different findings can still be found for each disclosure scoring method. This 

again suggests that different sets of factors can affect the ways in which companies 
disclose corporate governance information differently. Hence, the researcher argues that 

different scoring methods should not be used in isolation. However, if researchers 

choose to employ only one scoring method, the findings should be interpreted with 

particular relevance to the scoring method used. Because of the potential differences in 

variables influencing corporate governance disclosure across countries, the researcher 

also argues that comparisons with prior studies which based their analyses on groups of 

countries need to be made with caution. 

Overall discussion of results from both the pooled and separate country data 

(Objective lb) 

The findings suggest that financial and non-financial disclosure theories can be applied 

to the area of corporate governance disclosure. However, the researcher argues that the 

explanations of the theories should be interpreted with particular relevance to the context 

of corporate governance disclosure. The possible differences between the explanations of 
factors influencing corporate governance disclosure and the explanation of factors 

influencing financial and other non-financial disclosure justify studying corporate 

governance disclosure separately from other areas of disclosure. 

Examples of the explanations given for corporate governance disclosure are as follows 

(see detailed discussion in section 6.4.3). Legitimacy and agency theory can help explain 

the significantly negative impact of the proportion of shares held by executive directors 
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on corporate governance disclosure in Thailand (see section 6.4.3.1.5). In relation to 

legitimacy theory, managers of listed companies in Thailand, who have either relatively 

low shareholdings (or none) in their hands, might consider disclosing more corporate 

governance information as a way to legitimise their actions in order to restore 

stakeholders confidence in the managers. Furthermore, in relation to agency theory, 

corporate governance disclosure can be used as a way to scrutinise management and to 

provide monitoring functions when executive directors have small stakes (or none) in the 

company. These explanations are particularly relevant for Thailand, one of the countries 

severely affected by the 1997 crisis, because corporate governance problems have been 

cited as a factor contributing to the severity of the crisis (e. g. Mitton, 2002; and Chang 

Aik Leng and Abu Mansor, 2005). Another example is the positive influence of the 

proportion of shares held by top ten shareholders in Singapore, which can be explained 

by signalling theory. Managers may disclose more corporate governance information in 

order to avoid the risk of creating an unfavourable impression of inadequate governance 

quality through close ownership (see section 6.4.3.1.4). Additionally, in relation to 

environmental determinism theory, the explanation for country variables with regard to 

institutional governance structure is relevant to the context of corporate governance 

disclosure (see section 6.4.3.3). The more advanced a country is in relation to 

institutional governance structure, the more likely it is to disclose less corporate 

governance information. 

10.3.1.2 Qualitative approach (Objectives 3 and 4) 

Factors included in the statistical models 

To help validate and complement statistical findings on the factors influencing corporate 

governance disclosure, questionnaires and interviews with listed companies, investment 

analysts, external auditors and regulatory bodies were conducted. Table 10-2 summarises 

section 8.4 with regard to the possible theoretical interpretations, based on reasons given 

by respondents, in relation to factors influencing corporate governance disclosure (Panel 

A). Reasons are shown in the table for board size factor, where applicable theories are 

not available (Panel B)99. 

The link between the reasons given by respondents and theoretical interpretations, and the theories 
relevant to company-specific/control variables, are not shown in this table for economy of space. 
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Table 10-2: Theoretical interpretations and reasons given for factors influencing 
corporate governance disclosure 

Factors Sign Theoretical Interpretations/ 
Reasons given 

Panel A: Theoretical interpretations 
Corporate governance practices 
Proportion of independent non-executive 
directors 

Positive " Agency theory 

Separation of the roles of CEO and 
chairman 

Positive " Agency theory 

independent chairman Positive " Agency theory 
Board size Negative " Agency theory 
Proportion of shares held by top ten 
shareholders 

Positive " Signalling theory 

Negative " Agency theory 
Proportion of shares held by executive 
directors 

Positive " Legitimacy theory 

Negative " Cost-benefit theory 
" Agency theory 

Market-related factors 
Capital need Positive " Capital need theory 
Listing age Positive " Signalling theory 

Negative " Capital need theory 
" Environmental determinism 

theory 
Listing status Positive/ 

egative 
" Environmental determinism 

theory 
Count factors 
Country Positive/ 

Negative 
" Environmental determinism 

theory 
Panel B: Reasons given 

Corporate governance practice 
Board size Positive " Having diversification of 

background, knowledge and 
experience 

See number of respondents for each factor in each country in Table 8-5. 
For full discussion of each factor, see section 8.4. 

The findings show that respondents give several suggestions for the competing theories 

relating to those factors which could, potentially, influence corporate governance 
disclosure. These are factors suggested by the respondents as possibly having a positive 

or a negative impact on corporate governance disclosure, for example, proportion of 

shares held by executive directors and listing age. These possible competing theories 

suggest the need for caution when generalising the findings. Nonetheless, comparison 

between the statistical findings and the survey responses suggests that the majority of 

respondents give reasons which support the statistical findings in the case of corporate 
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governance practice variables and capital need variable (see section 8.4). Hence, the 

findings show that the qualitative approach can strengthen the explanation of related 

theories discussed in the statistical findings in Chapter 6. 

In relation to objective lb, Table 10-2 shows that, in relation to corporate governance 

practice variables, the responses seem to strongly support agency theory. Mainly, the 

respondents suggest that corporate governance practices can provide a balance of power 

and a monitoring mechanism for the board whenever it has to make decisions on 

corporate governance disclosure, and can, therefore, be used as a mechanism to influence 

corporate governance disclosure (see section 8.4.1). This is especially relevant for listed 

companies in countries with high ownership concentration as in Malaysia, Singapore and 
Thailand where expropriation by management and family shareholders from minority 

shareholders is more likely to occur. Capital need theory is used to explain the effect of 
the capital need factor on corporate governance disclosure (see section 8.4.2.1). 

Respondents suggest that companies will disclose more corporate governance 
information to justify their operations when they want to raise funds in the capital 

market. Environmental determinism theory is the theory which helps explain the effect 

of country factors on corporate governance disclosure (see section 8.4.3). The main 

environmental factors suggested by the respondents are the effect of the 1997 crisis, 

encouragement by the regulatory bodies, and cultural and social values. 

Other factors potentially influencing corporate governance disclosure 

(Objectives 3 and 4) 

Table 10-3 summarises section 8.5 relating to the possible theoretical interpretations, 

based on reasons given by respondents, regarding the additional factors which can 

potentially influence corporate governance disclosure. A suggested reason is shown in 

the table for the committee factor, where an applicable theory is not available'00. 
Responses across Malaysia, Singapore and Thailand in relation to these factors are 

consistent across the three countries, with the exception of the international comparison 
factor which is mainly focused in the least developed country of the three, i. e. Thailand 

(see section 8.5.3). 

10° The link between the reasons given by respondents and theoretical interpretations is not shown in 
this table for economy of space (full details are shown in Table 8-7). 

328 



Table 10-3: Theoretical interpretations and reason given - additional factors 
influencing corporate governance disclosure 

Factors Sign Theoretical interpretations/ 
Reason given 

Panel A: Theoretical inter retations 
Codes or principles of corporate 
governance 

Positive " Political cost theory 

Listing requirements Positive " Political cost theory 
International comparison Positive " Signalling theory 

" Capital need theory 
Attitude towards corporate governance Positive/ 

Negative 
" Cost-benefit theory 

Management accountability Positive " Agency theory 
Quality of management Positive " Signalling theory 
Desire to boost a company's image and 
reputation 

Positive " Signalling theory 

Demand for information Positive " Capital need theory 
Benefits from corporate governance 
disclosure 

Positive " Cost-benefit theory 

Panel B: Reason given 
Committees: audit and corporate 
governance committees 

Positive " Responsibility towards corporate 
governance disclosure 

See number of respondents for each factor in each country in Table 8-7. 
See the full discussion of each factor in section 8.5. 

The additional factors can be categorised into: 1) qualitative factors which are difficult to 

measure accurately, such as the desire to boost a company's image and reputation, and 2) 

quantifiable factor, i. e. the existence of audit committees and corporate governance 

committees. These additional factors imply that factors influencing corporate governance 

disclosure are more complicated than those assumed by the quantitative approach alone. 

Including the additional factors in the statistical tests, where quantifiable, might help 

capture the unexplained variation of corporate governance disclosure, thereby increasing 

the explanatory power of the model. 

Table 10-3 shows an indication of the main theories applicable in explaining the 

influence of these other factors on corporate governance disclosure, i. e. signalling theory 

(3 out of 10 factors), cost-benefit theory (2 out of 10 factors), capital need theory (2 out 
of 10 factors), and political cost theory (2 out of 10 factors). In relation to signalling 

theory, companies may be motivated to disclose corporate governance information to 

provide a good impression of, and to signal the superiority of, company management. 

Based on cost-benefit theory, it would seem from the responses that the costs of 
disclosing corporate governance information are outweighed by the benefits, such as an 
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increase in recognition from the public. Consistent with capital need theory, high 

corporate governance disclosure may be expected if companies intend to raise fund in 

either local or international capital markets. Finally, based on political cost theory, 

management may disclose more corporate governance information to avoid, for 

example, pressure, scrutiny or being penalised by regulatory bodies for not disclosing 

corporate governance information. 

10.3.2 The effect of corporate governance disclosure on the market perceptions of 

companies (Objectives 2a, 2b, 3 and 4) 

10.3.2.1 Quantitative approach (Objectives 2a, 2b and 4) 

Table 10-4 summarises the findings of multiple regressions for the impact of corporate 

governance disclosure on market perceptions of company performance, when compared 

with corporate governance practices. The findings are based on four different scoring 

methods for each country (see the full explanations of theories relevant to each variable 

in section 7.4.3)101. Each corporate governance disclosure variable is included in a 

separate regression for each set of data (Malaysia, Singapore, or Thailand). The 

significant findings for corporate governance practices variables are the same in all 

regression models for each country. The statistical results in the table were used as the 

basis for rejecting the null hypotheses developed in section 7.2. 

Table 10-4: Summary of standard multiple regression results for the influence of 
corporate governance disclosure on market perceptions of company performance 
in Malaysia, Singapore and Thailand - Four corporate governance disclosure 
scoring methods 

Independent variables Malaysia Singapore Thailand 
Corporate governance disclosure variables 
Dichlnd x /* + x 
Textlnd x x x 
ComBea x /** (+) x 
ComBer x /* *+ x 

Corporate governance practice variables 
Proportion of independent non-executive directors x x x 
Separation of the roles of CEO and chairman x x x 

101 The findings in this section are based on the corporate governance disclosure scores measured 
using both mandatory and voluntary disclosures. This is based on the assumption that when market 
participants use corporate governance information, they will focus on both mandatory and voluntary 
items to form their perceptions of the company. The results of the company-specific/control variables 
are not shown in this table for economy of space. 
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Independent variables Malaysia Singapore Thailand 
Independent chairman x x /*** - 
Board size x x 
Proportion of shares held by top ten 
shareholders (ownership concentration) 

x x 

Proportion of shares held by executive directors x x /*** - 
For operationalisations/proxies of the independent variables, see Table 7-2. 
Dichlnd, Texdnd, ComBea, and ComBer are corporate governance disclosures measured based on the 
dichotomous method, the relative number of text units method, the method adapted from Beattie el al. (2004), 
and the method adapted from Beretta and Bozzolan (2004), respectively. 
/ statistically significant, x not statistically signif icant. 

"s, '" and * statistically significant at the 1% level, 5% level, and 10% level, respectively. 
Signs are reported in brackets. 

Singapore 

Overall, the findings suggest that, in Singapore, corporate governance disclosure can 
have an impact on Tobin's Q, a proxy for market perceptions of company performance. 
These results suggest that market participants see value in corporate governance 
disclosure in annual reports above corporate governance practices in Singapore. Most 

corporate governance items provided in the annual report of listed companies in 

Singapore are voluntarily disclosed, suggesting that the disclosure may be more 

appreciated by market participants. Furthermore, if institutional governance mechanisms 
(such as rules and regulations, and enforcement) are strong, market participants may 
have more confidence in the disclosure of listed companies. Hence disclosure via annual 

reports may be enough to assure market participants that the company has an appropriate 

corporate governance system able to deal with any issues which may arise in the 

company. This argument is consistent with environmental determinism theory (see 

section 7.4.3.1). 

However, the findings show that when corporate governance disclosure is explored 
based on different scoring methods, it could lead to different findings for each scoring 

method. For example, Table 10-4 shows that only corporate governance disclosure 

scores measured by a method adapted from Beattie et al. (2004) and a method adapted 
from Beretta and Bozzolan (2004) show a statistically significant impact on market 

perceptions of company performance102. Further analyses into the components suggest 

that listed companies may want to focus on relative amount of disclosure, the breadth of 
information (measured by relative number of non-empty sub-topics) and the depth of 

102 The corporate governance disclosure scores measured by the dichotomous method are only 
marginally significant. 

331 



disclosure so that it can help stakeholders understand and be able to examine the 

company more cautiously. The outlook profile index which measures disclosure on 

corporate governance policies is not significant. This suggests that what matters to the 

market is not the policies themselves but the disclosure of the way in which companies 

apply the policies. 

Malaysia and Thailand 

The findings for Malaysia and Thailand show that none of the corporate governance 
disclosure variables could have a significant impact on Tobin's Q. However, there is 

evidence that certain corporate governance practices are significant in explaining 
Tobin's Q in these countries. These findings could be explained by environmental 
determinism theory (see section 7.4.3.1). In particular, for countries with a lower level of 
institutional governance structure, such as rules and regulations, enforcement and a 

culture of corporate governance (i. e. Malaysia and Thailand), market participants tend to 

regard specific corporate governance practices as important, rather than relying on all 

corporate governance disclosure in annual reports. These imply that other channels of 

corporate governance disclosure, such as communication with the company, may be 

more efficient in providing information about these practices to the interested users than 

the annual reports. Through these other sources of communication, the information 

received by users may be timelier, and thereby more useful for them when making 
investment decisions. 

Nonetheless, the analyses of the regulations and annual reports in Malaysia and Thailand 

show that the regulators and listed companies, respectively, still pay attention to 

corporate governance disclosure in annual reports. This suggests that corporate 

governance information disclosed in annual reports may still be useful for stakeholders 

of the company because it could be used for fundamental analysis of the overall quality 

of a company's management. Furthermore, it could be used for verifying the reliability 

of corporate governance information that company receives from other sources, e. g. a 

company's website and press releases. 

10.3.2.2 Qualitative approach (Objectives 3 and 4) 

Overall, the respondents, i. e. listed companies and investment analysts, suggest that 

corporate governance disclosure can have an influence on market values of companies 
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across Malaysia, Singapore and Thailand. The theories interpreted from the reasons 

given by the respondents, to potentially explain the relationship between corporate 

governance disclosure and market value, are signalling theory and capital need theory 103. 

Corporate governance disclosure can help show how well the companies are being 

managed and can be used as a tool to promote a positive image of the company (see 

section 9.2.1.1). Furthermore, companies may need to fulfill the demand for information 

by investors to be able to obtain external finance. 

For Singapore, the responses validate the interpretation of the significant statistical 
findings, and provide additional explanations. For Malaysia and Thailand, while 
insignificant results are shown in the statistical findings, the majority of the respondents 
in these countries suggest that corporate governance disclosure should have a positive 
impact on market value. Possible explanations for this are the competing factors 

included in the regressions. Furthermore, the responses lead to the suggestion that 

investors in Thailand tend to focus more on evaluating the actual practices of corporate 

governance, rather than how much corporate governance information is disclosed in 

annual reports. The reason given is the severity of the impact of the 1997 crisis. 

10.4 Contribution to knowledge 

The contributions of this thesis are summarised in this section. 

10.4.1 Relevance and applicability of disclosure theories (Objectives Ib and 2b) 

The findings suggest that financial disclosure theories can be applied to the area of 

corporate governance disclosure. However, explanations of the theories should be 

interpreted with particular relevance to the context of corporate governance disclosure. 

Examples of the explanations given for corporate governance disclosure are as follows 

(see detailed discussion in sections 6.4.3 and 8.4). Signalling theory can be used to 

explain the positive influence of the proportion of shares held by top ten shareholders in 

Singapore. Managers may disclose more corporate governance information in order to 

counter the risk of unfavourable impressions of inadequate governance quality through 

close ownership (see section 6.4.3.1.4). Additionally, in relation to environmental 
determinism theory, the explanation for country variables with regard to the institutional 

103 See section 9.2.1.1.3 for reason given by respondents where relevant theories are not available. 
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governance structure is relevant to the context of corporate governance disclosure. The 

most advanced country, in terms of institutional governance structure, is likely to 
disclose the least corporate governance information (see section 6.4.3.3). 

The analyses of factors influencing corporate governance disclosure also show that 

theories originating from western countries are able to explain variations in corporate 

governance disclosure in the context of Southeast Asia. For example, agency theory, 

which arises due to the divergence of interest between principals and agents, is normally 

applied to the context of widely-held companies. Although, in the case of Malaysia, 

Singapore and Thailand, widely-held companies are relatively few, agency theory may 

still be applied. The conflict will be between controlling blockholders and minority 

shareholders (see section 2.3.1). In this context, where there are relative few minority 
shareholders to put pressure on a company to disclose information, corporate governance 

practices, such as the proportion of independent non-executive directors, may have more 
influence on corporate governance disclosure. 

Additionally, the analyses of statistical results and survey responses lead to the 
development of the theoretical interpretation particularly for corporate governance 
disclosure in the area of: 1) factors influencing corporate governance disclosure, and 2) 

the influence of corporate governance disclosure, compared to corporate governance 

practices, on market perceptions of company performance. The findings for factors 

influencing corporate governance disclosure, and the influence of the disclosure on 

market perceptions of company performance, suggest that the applicability of disclosure 

theory varies across countries. This justifies the examination of corporate governance 
disclosure on a country-by-country basis. Different approaches to scoring corporate 

governance disclosure can also affect the theories which can be used to explain 

variations in corporate governance disclosure. For example, in relation to capital need 
theory, when listed companies are planning to obtain funds in the capital market, they 

will focus more on the breadth of corporate governance information disclosed, measured 
by the dichotomous method, rather than other elements, such as relative number of text 

units. In addition, the researcher argues that each country's environment needs to be 

considered before applying any theories to explain corporate governance disclosure, so 

that the explanation can be context-specific. 
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Finally, the findings show that there are some suggestions by respondents for competing 

theories related to certain potential factors influencing corporate governance disclosure 

(see Table 10-2). These possible competing theories suggest that there is a need to be 

cautious about the generalisability of the findings. 

10.4.2 Methodological extension (Objectives ]a and 3) 

The thesis provides a methodological extension from prior corporate governance 
disclosure studies. It incorporates not only the dichotomous method, widely followed by 

prior corporate governance disclosure studies, but also other scoring methods, such as 

those from contexts of general corporate reporting and risk communication, to the 

specific objectives of corporate governance disclosure (see section 4.4.3). This extension 

of scoring methods helps examine the sensitivity of association testing based on different 

scoring methods. The analyses in Tables 10-1 and 10-4 suggest that different scoring 

methods should not be used in isolation because there is a possibility that they will 

provide different findings. For example, based on the pooled data, the capital need 

variable is statistically significant in explaining corporate governance disclosure based 

on the dichotomous method only. This significance helps point to the importance which 

companies place on a ̀ checklist' approach whenever capital need is being considered. 

The analyses also show that the qualitative approach (questionnaires and interviews) can 
help confirm and enhance the interpretation of statistical findings, as well as the relevant 

theories. In addition, it can help further unravel factors influencing corporate governance 

disclosure, especially the qualitative factors which are difficult to measure accurately 

and are not captured in the statistical models. Examples are the quality of management 

and the desire to boost a company's image and reputation. These additional factors imply 

that factors influencing corporate governance disclosure are more complicated than those 

assumed by the quantitative approach alone. Including the additional factors in the 

statistical tests, where quantifiable, might help capture the unexplained variation of 

corporate governance disclosure. 

10.4.3 Understanding corporate governance disclosure from different environmental 

perspectives (Objective 4) 

The thesis provides a comparative analysis of corporate governance disclosure across 

three countries. It helps with an understanding of corporate governance disclosure from 
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different environmental perspectives, such as culture and levels of economic and capital 

market developments. The analyses of statistical findings suggest that, across the 

countries examined, there is a potential difference in variables influencing corporate 

governance disclosure (see Table 10-1) and the impact of corporate governance 
disclosure on market perceptions of company performance (see Table 10-4). These 

findings lead to the suggestion that comparisons with prior studies which based their 

analyses on groups of countries need to be made with caution. 

10.4.4 Policy implications (Objective 5) 

The analyses of corporate governance disclosure in annual reports and the responses 
from the preparers and users of corporate governance information help provide 

suggestions in relation to the possible improvement for corporate governance codes or 

principles, as well as the enforcement related to corporate governance disclosure. As 

discussed in sections 5.4,8.2.1.1 and 9.2.2, the analyses show the lack of disclosure in 

certain important corporate governance areas, such as board performance and factors 

which determine the nomination of directors. Any changes, however, should be 

considered by comparing the cost and the benefit (see section 8.2.1.3). Although 

mandatory disclosure could help improve comparability across companies, it could also 
lead to superficial changes in corporate governance disclosure. Companies may not 

actually follow the spirit of the codes or principles of corporate governance. 
Furthermore, companies may decide only to follow the corporate governance disclosure 

requirements, hence lowering the disclosure of other corporate governance information 

which might help shareholders and other stakeholders evaluate their corporate 

governance system and make changes if necessary. The researcher argues that the 
development of the regulations should be conducted with care. It should be able to 

satisfy the users needs, whilst maintaining a certain flexibility for companies in relation 

to the less important types of corporate governance information. Management should 

also be made aware of those areas of corporate governance which, if disclosed, may 
benefit market participants. Education and training provided by the professional bodies 

in each country, i. e. Malaysian Institute of Directors, Singapore Institute of Directors, 

and Thai Institute of Directors Association, could be a way of developing professional 

ethics and commitment to stakeholders (see section 8.2.1.3). 
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Overall, the responses suggest that there is an issue regarding the perceived reliability of 

corporate governance disclosure by market participants in Thailand (see section 8.2.3.2). 

In particular, investors might perceive companies disclosing more information in 

Thailand as doing so in order to try to win reporting awards (Deegan, 2002), which 

could raise the profile of that individual company. The perceived reliability of corporate 

governance disclosure in Thailand may be improved through a more stringent 

examination of disclosure by regulatory bodies, as well as an increase in penalties for 

inaccurate disclosure, such as imposing fines on companies or publicising the fact that 

particular companies have disclosed inaccurate information to market participants. 
Public announcements in particular should decrease a company's motivation to 

manipulate information, since this could decrease market confidence in not only the 

corporate governance disclosure area, but also other disclosure areas which are highly 

important for investment decisions (e. g. financial information). 

10.5 Limitations 

The main limitation in this thesis is the generalisability of the findings. Only ninety 

companies, in total, were examined. The sample size is a compromise between the 

constraints of manual collection of data and the desire to have sufficient data for 

parametric testing. Firstly, the data collection is labour-intensive. The researcher has to 

read through all possible sections in the annual report to decide whether or not the item 

is disclosed, and to identify the number of sentences or pieces of information. Secondly, 

there is a large number of items in the checklist (191 items in total). It takes more time to 

score corporate governance disclosure if the checklist contains a large number of items 

because the researcher needs to make a finer judgement. Although, the number of items 

could be reduced so that the researcher can examine more companies and make the 

results more generalisable, it needs to be traded off with the depth of the analysis. 
Finally, because four scoring methods were employed, significant effort has to put into: 

1) collecting the data, and 2) computing corporate governance disclosure scores. 

In addition, the use of the top thirty companies listed on each country's main index based 

on market capitalisation may also affect the generalisability of the findings. These 

companies may be more likely to disclose additional corporate governance information 
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to satisfy the demand of investors and other stakeholders. Hence, the findings may not be 

generalisable to smaller and less actively traded companies. 

In relation to the qualitative approach, response rates for questionnaire and interview 

from Malaysia and Singapore are relatively low when compared with those of Thailand 

because of the lack of contacts in those countries, in comparison to Thailand (see section 
4.3.2). The relevant findings, therefore, should be regarded as only initial evidence for 

corporate governance disclosure. Finally, due to the respondents' time constraints, 

questions in the second part were not answered by all respondents. 

The researcher also recognises that developing a checklist involves judgement in 

selecting those items to be included. Furthermore, examining whether the company 
discloses each item in the checklist, but ignoring other corporate governance information 

disclosed, is just a partial form of content analysis. This is because items of interest are 
determined in advance. Nonetheless, the researcher argues that the items included in the 

checklist are considered appropriate for corporate governance disclosure analyses in the 

context of this study. Furthermore, as the checklist is newly developed specifically for 

the purpose of examining corporate governance disclosure for listed companies in 

Malaysia, Singapore and Thailand, the results might not be comparable with those of 

prior corporate governance disclosure studies. Finally, some researchers may not agree 

with the way the checklist is separated into general and enhanced items in this thesis, 

even though every care is made to ensure that the separation serves its purpose (i. e. to 

help users of information gain a better understanding of each particular area of 

company's corporate governance system). Despite the limitations, the checklist is still a 

very useful tool in measuring the disclosure of particular information researchers want to 
investigate. 

The scoring methods are based on an unweighted approach, hence corporate governance 
disclosure scores in this study may not reflect the unequal importance of different items 

or categories of corporate governance information. Future research may assign 

weightings to each item or category of corporate governance information (see section 
10.6 as follows). The use of total number of pages in the annual report, rather than total 

number of text units, as the denominator for measuring relative number of text units can 

also be regarded as a limitation in this study (see section 4.4.3.2). In particular, if the 

total number of text units was used, the disclosure score could better reflect the 
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significance of corporate governance information in relation to other information 

disclosed in the annual report. The researcher, however, argues that collection of the 

total number of text units in the annual report would require a disproportionate amount 

of manual work and time, since most of the companies in the sample have relatively 

large amounts of information in their annual reports. With regard to the composite 

corporate governance disclosure indices based on the method adapted from Beattie et al. 

(2004) and Beretta and Bozzolan (2004), the limitation is that these can only show the 

combined effect of disclosure components. Hence, to examine different dimensions of 

corporate governance disclosure in detail, each disclosure component is also explored. In 

addition, due to resource constraint (i. e. cost), only intra-coder testing was possible, i. e. 

where the same coder codes the same content more than once and sees whether the 

results are invariant (see section 4.4.1). 

This study only examines one source of corporate governance disclosure, the company 

annual reports. There are other channels which listed companies use for corporate 

governance disclosure such as the company's website and regulatory announcements 

(see section 8.2.2.1). Hence, corporate governance disclosure scores in this thesis should 

not be considered as absolute scores for the extent of corporate governance disclosure. 

Nonetheless, based on the responses, annual reports can be regarded as the most 

important channel of corporate governance disclosure across Malaysia, Singapore and 

Thailand. Availability and accessibility also contribute to the use of annual reports in this 

study. In addition, with regard to the use of the Thai version of annual reports, there is a 

possibility that using these may introduce bias to the findings, especially when the 

pooled data are examined. This is because for Malaysia and Singapore the English 

version of annual reports is employed. Nonetheless, the researcher argues that the Thai 

version of the annual reports is preferable because English is not the language of 

business communication in Thailand. Hence, the English version of the annual reports 

may not be as detailed as the Thai version and this could affect corporate governance 

disclosure scores (see section 4.3.1). However, it should be noted that care was taken 

during the scoring process to ensure comparability of the scores based on sentence count 

for both Thai and English versions of the Thai annual reports, whenever there were 

uncertainties about the reliability of the comparison. 
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10.6 Suggestions for further research 

As the study only examines companies which have relatively high market capitalisation, 
future research could extend this study to middle- and small-sized companies. The 

number of questionnaires and interviews in Malaysia and Singapore can also be 

extended by seeking the collaboration of academics in these countries. By doing so, it 

could enhance the generalisability of the findings. Furthermore, in relation to the 

qualitative approach, future study may design a questionnaire to examine the effect of 

each country's culture on corporate governance disclosure. Time-series study is also 

another avenue for further research. This could help assess whether corporate 

governance disclosure continues to improve or decline. 

In relation to research method, future research might want to refine the corporate 

governance disclosure scoring methods by giving weightings in relation to the 
importance of each item or category of corporate governance information. The weight 

could be determined based on an average ranking scores obtained from questionnaires to 

market participants. In addition, future research may further examine the corporate 

governance disclosure database developed in this study, for example, testing the 

robustness of the results based on the subset of the checklist developed. If the findings 

are robust, future research may rely on a smaller number of items in the checklist, hence 

researchers may be able to increase the sample of companies examined. This could then 

increase the generalisability of the findings. Future research may examine different 

combinations for composite corporate governance disclosure index to obtain the 

components which have no or low correlations with each other. If resource (i. e. cost) is 

available, future research may also want to verify the reliability of the scoring by 

checking inter-coder reliability. 

Prior research has questioned the presumption that the quantity of financial disclosure is 

equivalent to the quality of disclosure (Marston and Shrives, 1991; Beattie et al., 2004), 

and points to a need to develop specific quality measures (Core, 2001; Beattie et al., 
2004; Beretta and Bozzolan, 2004). This discussion could be related to the context of 

corporate governance disclosure. Hence, future research may want to develop a measure 
for the quality of corporate governance disclosure by, for example, sending out 

questionnaires or interviewing market participants. It may be possible that a company 
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may disclose more information just to bury the important corporate governance 

aspects' 04. 

Another avenue for future research is to examine other channels of corporate governance 
disclosure, such as company websites and regulatory announcements. However, some of 

these channels, e. g. internal documents, such as the employee manual/handbook/code of 

conduct, may not be available to outsiders. If the documents are accessible, examining 
them will help provide a complete picture about a company's corporate governance 
disclosure. 

The findings of variables influencing corporate governance disclosure in the context of 
Malaysia show that almost none of the variables could explain the level of corporate 

governance disclosure (see Table 10-1). These results suggest that there may be other 
factors, such as government ownership, determining corporate governance disclosure in 

the country. Future research may want to explore additional factors to increase the 

explanatory power of the statistical model. 

This study uses Tobin's Q as a measure for market perceptions of company performance 
because it is a proxy commonly used in corporate governance research. A further 

investigation into other measures such as share prices (e. g. a value relevance study) may 
be necessary to investigate the effect of corporate governance disclosure on the market 

perceptions. However, some other measures may be difficult to measure accurately, such 

as cost of capital. 

104 The researcher thanks the referee for the special issue of Accounting, Auditing and Accountability 
Journal for this suggestion. 
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