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Abstract
In light of recent scandals, frauds, and corporate misdoings involving Chinalinked stocks listed in Singapore, including Fibrechem Technologies, Beauty China and
Sino-Environment, this research study began with one fundamental question: Do board
matters REALLY matter? That is, have board governance practices improved in
Singapore and do they impact firms’ performance and/or risk profiles?
This research is important as to the researcher’s knowledge, it is the first study
to look at the effects of the introduction of the code of corporate governance practices in
Singapore, and provides empirical proof of whether this has resulted in improvement(s)
by listed companies in Singapore of their board governance practices and, if so, whether
these have impacted firm performance and/or risk.
Using agency theory as the theoretical framework and a sample size of 227
companies listed on the mainboard of the Singapore Exchange, the study tests several
hypotheses concerning six board variables under the ‘Board Matters’ section of the
Singapore code of corporate governance.
A comparative analysis found that between the application of the 2001 Code
and the revised version (2005 Code), the change was significant and positive for five
(out of six) of the board variables and the board quality composite measure, with
compliance with the spirit of the code changing more than in form. The change,
however, was not statistically significant for the board leadership variable.
The study also found that from a firm performance perspective, the only board
variable that was positively associated with the return on equity accounting measure
was linked to companies that undertook a formal evaluation of their boards while from a
risk perspective, it found that firms that had boards with greater independence and a less
independent chairman were associated with lower share price volatility.
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CHAPTER 1
INTRODUCTION TO THESIS
Satyam’s boss confesses to cooking the books
“Dear Board Members,
The balance sheet carries as of September 30, 2008,
a. Inflated (non-existent) cash and bank balances of 50.4 billion1 rupees
(as against 53.61 billion reflected in the books).
b. An accrued interest of 3.76 billion rupees which is non-existent.
c. An understated liability of 12.30 billion rupees on account of funds
arranged by me.
d. An overstated debtor position of 4.90 billion rupees (as against 26.51
billion reflected in the books).”
1.1 Introduction
The above is an extract of the letter by the Chairman of Satyam Computer
Services Ltd, B. Ramalinga Raju on 7 January 2009 to his board of directors in which
he confessed to “cooking the books” for an incredible eight years (Choudhury 2009),
the impact of which caused the company’s share price to plunge by 78% after the
announcement was made.
Satyam is not just an ordinary company. It is one of the leading companies in the
world in the area of information technology solutions and services, with nearly 40,000
employees worldwide, serving more than 560 companies globally, including 163
Fortune 500 corporations, and was listed on the New York Stock Exchange in May
2001 (iloveindia 2009). In the area of corporate governance, it also won the coveted
Golden Peacock Award for excellence in corporate governance for 2008 from The
World Council for Corporate Governance, which-was presented at the Ninth

1

This is equivalent to $1.51 billion at $1 to 33.38 Indian rupees.
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International Conference on Corporate Governance held in London (The Financial
Express 2008). In the words of the Indian market regulator, the Securities and Exchange
Board of India, this confession was an event of horrific magnitude (Choudhury 2009).
Unfortunately, debacles like this are more common in today’s environment, with
similar cases found globally. For example, the US had Enron, WorldCom, Bear Stearns,
and Lehman Brothers, while the UK had Polly Peck, Bank of Credit and Commerce
International, and most recently the Royal Bank of Scotland, which required a bailout
by the UK government (Dahya, McConnell & Travlos 2002; Clarke 2004; Kirkpatrick
2009; Wighton 2009). Corporate misadventures like these have also occurred in the
Middle East, when arrests were made of employees of Dubai Holdings from Dubai and
Tamweel from the United Arab Emirates on allegations of bribery and embezzlement,
and in the Asian region, with Ocean Grand in Hong Kong, where accounting
irregularities were found following the disappearance of its financial controller
(AsiaSentinel 2006; Economist.com 2008). Incidentally, that company also had the
“who’s” who of Hong Kong sitting on its board in the likes of Herbert Hui, Chairman of
the Hong Kong Institute of Directors and former Head of the Listing Committee of the
Hong Kong Stock Exchange, and Chao Po Fun, who was a board member of CITIC2
and a National Committee delegate of the Chinese People’s Political Consultative
Conference.
Closer to home, Singapore has not been spared the wrath of corporate
governance failures, as seen from the recent number of high profile failures among the
China based-Singapore listed companies, commonly known as the “S-Chips.”
Some of these cases were: (a) China Sun Bio-Chem, which had unverifiable
bank, cash, and receivable balances as reported by PWC, (b) Fibrechem Technologies,
2
This was formerly known as the China International Trust and Investment Company, a state-owned investment
company.
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which also had unverifiable cash and receivable balances, (c) Beauty China, which had
its shares suspended when the Chairman’s pledge of his stockholding of the company
was force-sold by his brokers, (d) Sino-Environment, which had the same situation as
Beauty China when the Chairman’s stockholding of the company was held hostage by
hedge funds threatening to sell them into the open market, leading to a potential breach
of certain loan covenants, and (e) Oriental Century, when the Chief Executive Officer
admitted that cash and sales figures were inflated over a period of time with the cash
diverted to an unspecified interested party (Khoo & Oh 2009; Lee 2009a; Tan 2009;
Yang 2009).
1.2 Research rationale and questions
These and other cases of corporate malfeasance lead one to wonder if company
boards, as agents of the shareholders, are really doing their job. In other words, as
encapsulated in the title of this research study, do board matters really matter?
Additionally, the high incidence of corporate failures in Singapore is made even more
surprising in the context of the perception of Singapore’s strength and reputation in the
area of integrity and accountability (particularly among Asian countries), a strong
corporate and regulatory regime and high media coverage on the benefits of good
governance practices (Singh 2005; Murray 2006).
In light of the above, this study aims to gain a better understanding of the
corporate governance practices of Singapore’s mainboard listed companies, focusing
into the area of board governance, although it is acknowledged that other variables
within the corporate governance environment could impact firm performance (for
example, the Finance and Investment Committee as noted by Klein (1998) and the
presence of an Audit Committee as found by Chen et. al (2005).
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Accordingly, the study is structured to answer the following four questions.
First, have board governance practices improved over the years? Second, do the board
variables related to independence and leadership enhance firm performance of
Singapore companies? Third, if board governance practices have improved over time,
but no link is observed between board independence and leadership to firm financial
performance, would a combination of all these factors enable a better association to be
observed? Fourth, given the recent volatility in share price movements, does better
board governance reduce the riskiness of firms?
1.3 Research relevance
In answering the above questions, the study aims to increase the body of
knowledge in the field of corporate governance, particularly in the context of Singapore.
Accordingly, given the practical nature of the topic, this study has potential relevance to
four interest groups.
The first group is the companies listed on the Singapore Exchange (SGX). Here,
the study aims to address the underlying skepticism of most companies about the value
of “good corporate governance” as elaborated on in a speech by Tharman
Shanmugaratnam, the Minister for Education and Second Minister for Finance, at the
2007 Singapore Corporate Awards presentation (Siow 2007), given the spiraling cost
increases associated with getting good and qualified independent directors on boards
(Lee 2007). The benefits of good governance were also supported by the Executive
Chairman of PWC, Gautam Banerjee, when he told 200 senior corporate executives at
the PWC forum on Governance for Performance – Achieving the Right Balance that
improving governance leads to better run businesses, quicker access to opportunities
and improvements in the competitive position, all of which improve shareholder value
(Khoo 2008).
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This study examines where this value comes from – in particular, which aspects
of the boards are the main contributors to this value and if the issue of substance over
form is relevant. The last point is especially important in the context of Singapore, given
the general opinion that companies in Singapore are merely complying in a box-ticking
fashion. This was highlighted in a speech by Lim Hwee Hua, the Minister of State for
Finance and Transport, at a seminar on board transformations and renewal (Quah 2006),
and in a letter to the editor of The Business Times on 13 January 2009 by Tan Lye Huat,
founder of HIM Governance, a private corporate governance consulting firm in
Singapore when he commented that although compliance in form has improved,
compliance in spirit seems to be lacking (Tan 2009a).
The second interest group this research has implications for is the Singapore
regulator given its dual regulatory and commercial roles, which involve the delicate
balance of ensuring market integrity under their regulatory responsibilities as well as
promoting the capital markets of Singapore as the preferred place for Asian companies
to list their stocks. Given the recent financial crisis – which some have blamed on poor
regulatory supervision – regulators globally will need to review and ponder their roles
in an increasingly interconnected and dynamic world (Mak 2008). This review is
particularly relevant in the light of recent criticism of the Singapore regulator for being
opaque in its disciplinary actions toward companies that have committed regulatory
infringements (Mak 2008). This is also inconsistent with the first pillar of the OECD
principles of corporate governance which states: “Supervisory, regulatory and
enforcement authorities should have the authority, integrity and resources to fulfill their
duties in a professional and objective manner. Moreover, their rulings should be timely,
transparent and fully explained” (Organisation for Economic Co-Operation and
Development 2004, p. 17).
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The third interest group that potentially can benefit from this research is the
investors, given the dearth of studies in the Singapore market on how understanding
board governance issues can improve the investment decision making process. This
study provides valuable information and evidence about board matters in Singapore,
which is timely in light of recent comments on board failures in the current financial
crisis.
For example, in a scathing remark, veteran Singapore director Hsuan Owyang,
who has been tracking Wall Street for the past 56 years, commented that greed,
incompetence and complacency were the primary causes of the financial crisis (Uma
2008). In particular, most experts seem to point their finger at the boards of companies
for failing to monitor and supervise management, given the reaction of participants at
the inaugural Investors’ Corporate Governance Conference organised by the Securities
Investors Association of Singapore, as reported in The Business Times by Chan (2008).
Professor Steen Thomsen, the director of the Centre for Corporate Governance at the
Copenhagen Business School who was present at that conference, summed it up nicely
when he said that boards did not have sufficient expertise in finance to supervise the
managers (Chan 2008).
The horrendous financial losses suffered by investors through the global
financial tsunami is estimated by the International Monetary Fund to be US$1.4 trillion,
which is more than US$630 for every individual on the planet (Conway 2009). Given a
string of company failures in Singapore due to corporate misbehaviours (Tan 2009;
Yang 2009) and the revelation that government failings are among the key causes of the
financial crisis (Yeung 2008), it is not surprising that investors are scurrying away from
investing in equities. Investors are also left to wonder why, in a world in which
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improvements in corporate governance are purported to have occurred and are supposed
to be good for investors, such events still occur with alarming frequency?
With these concerns in mind, the study incorporates the implications of the
results to investors trying to understand if corporate governance is relevant or if an
alternative perspective should be adopted? In other words, can a better understanding of
board governance improve the investment decision making process?
Finally, the study offers suggestions for future research for the scholars of
corporate governance. In particular, the study will seek to understand whether the
methodological technique used by extant studies under the SumScore approach
(whereby variables are added together to obtain a score) could be improved upon given
its prevalent use in the construction of governance indices. Additionally, as the study
also examines the impact of corporate governance practices on firm risk, it provides
evidence as to whether good board governance practices reduce the firm’s risk profile,
which is another area on which future research can focus.
1.4 Data and methodology
One problem in undertaking such a research project in the context of the
Singapore market is the lack of a reliable data source from which to extract information.
This is more acute in the area of governance-related data, the main sources of which are
proprietary and based in local Singapore tertiary institutions like the National University
of Singapore and the Singapore Management University.
For this research, an enormous amount of time was spent extracting the relevant
information

from

annual

reports.

All

the

data

were

hand-collected

and

compartmentalised according to the requirements of the study, which is estimated at
over 100,000 data points.
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As one of the study’s objectives was to measure whether changes in the area of
board governance has improved over time, the research covered all the companies listed
on the mainboard of the SGX that were in existence when both versions of the
Singapore code of corporate governance was applied. This totaled 227 companies for
each period.
The methodology used in this study involved a variety of techniques. First, t test
was used to understand if significant changes between the two periods had occurred for
the board variables tested, which incorporated both a ‘Compliant’ approach (operational
measure for observed minimum compliance) and a ‘Weighted’ approach (operational
measure for observed degree of compliance). Second, OLS regression was used to
determine if similar results could be found that were consistent with previous studies on
the uncertain relationship between board independence and/or leadership to firm
performance. This same technique was also applied to the SumScore approach (whereby
board variables are added together) to establish if a composite measure that was created
under the label of a board quality index was positively associated with firm performance
and negatively associated with firm risk. Lastly, a cluster analysis, using the TwoStep
cluster analysis procedure was applied to determine if similar outcomes could also be
found under this approach as an alternative technique for validation purposes.
1.5 Research findings and general implications
The results of the study found that the change between the two periods of the
first and the revised code of corporate governance for Singapore companies was
significant and positive for five (out of six) of the board variables and the board quality
composite measure. However, the change was not statistically significant for the board
leadership construct. This result was the same under both the ‘Compliant’ and
‘Weighted’ approaches.
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The general implications of these findings are as follows. From a company’s
perspective, at the overall board governance level, the compliance bar has been raised in
both substance and form, which has led to across-the-board cost increases in the fees of
directors. As the impact of this bandwagon effect has led to improvements in
compliance with the recommendations of the Singapore code of corporate governance,
the regulator may be less inclined to adopt a more legalistic or Sarbanes-Oxley (SOX)like approach if time pressure is not an important criterion, given that the “comply or
explain” approach (which is more commercially friendly) can be considered just as
effective in changing the behaviour of Singapore listed companies. The only exception
to this relates to the structure of board leadership, whereby in Singapore the chairman of
the board continues in both periods to be less independent, due perhaps to the high
concentration of substantial shareholders3 predominantly in the form of the government
or families. In light of the above, the regulators should continue to review and revise the
best practices as espoused in the Singapore code of corporate governance to ensure that
they reflect contemporary developments in Singapore and overseas.
Although board governance in Singapore has improved along with the increased
cost of compliance, media reports suggest that the public remains unconvinced that the
improvements are in the spirit of the code (Quah 2006). This could be due to the high
profile failures of a small number of companies globally that are perceived to hold high
standards in the area of corporate governance, as well as the view that such companies
have the checks and balances in place to avoid such pitfalls. Investors would be advised
to review their perception of such firms and take a more proactive stance in questioning
boards at annual general meetings (AGMs), where a lack of in-substance compliance is
suspected. Lastly, for scholars of governance, more work could be done in the context

3

These companies are generally related.
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of Singapore to determine why the board leadership structure remains largely
unchanged and how the lack of independence of the chairman of the board impacts firm
performance and/or risk.
As for board independence and/or board leadership variables, the study found
the association to firm performance as measured by the return on equity and the marketto-book value to be not significant for both periods. However, under additional analysis
incorporating the risk variables, board independence was found to be negative and
statistically significant under the volatility measure but not under the beta measure. The
same outcome was also present with the inclusion of the substantial shareholder when it
was added as a new control variable. However, in that instance, in addition to the board
independence variable being negative and statistically significant, the board leadership
construct (under a separate structure) also turned out to be positive and statistically
significant.4
The implications of this finding to the stakeholders are summarised as follows:
First, for companies, the evidence suggests that greater independence of the board
and/or the leadership structure does not lead to greater firm value. On the contrary,
greater board independence seems to reduce the riskiness of the firm as proxied by its
share price volatility. This suggests that firms could reassess their board composition to
target an optimal proportion of independent directors to have on the boards.
From the regulator’s perspective, this proportion could be set to a minimum of
50% given that the majority of companies are already at that level, alleviating the
concern of corporate governance activists while signaling the intent of the SGX to be
proactive publicly toward improvements in the corporate governance practices of
Singapore companies.
4

An alternative interpretation is share price volatility was found to be more volatile under a separate leadership
structure vis-à-vis a combined leadership structure.
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Investors can also benefit from these findings by adding a board governance
dimension to their investment decision making process. Companies that have a higher
level of independent directors together with a non-executive chairman, executive
chairman or combined leadership appear less risky, based on a share price volatility
measure.
Lastly, scholars of governance could engage in research with more of a focus on
the impact on firm risk as opposed to only firm performance. Essentially, future studies
could also examine whether a more independent board is important to protect
shareholders against a powerful CEO/chairman type of leadership structure, as well as
explore further the complexities involved in the interaction between board variables of
leadership and independence with and without substantial shareholders to firm risk.
Finally, no association was found between the board quality index and firm
performance using the SumScore approach of combining six of the key board variables,
as recommended by the Singapore code of corporate governance. Similar outcomes
were also found under the TwoStep cluster analysis procedure, as no cluster group(s)
were formed that had all of the six board variables that were statistically significant to
firm performance and/or firm risk. However, from the risk perspective, under the OLS
regression technique, the board quality index was found to be positive and statistically
significant to the volatility measure.
Under the TwoStep cluster analysis process, a positive and statistically
significant association for the board evaluation construct when measured against the
accounting-based performance measure of return on equity was found which was
validated further using the OLS regression approach. Furthermore, in the additional
analysis incorporating substantial shareholders as a new control variable, the TwoStep
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cluster analysis determined the board evaluation construct to be the most important
variable in the clustering process.
The implications of this set of findings are summarised as follows: First, for
companies, given the cost increases associated with complying with the code of
corporate governance, without any discernable benefit in terms of firm value, the study
has shown that a possible missing link in the value proposition could be the lack of
evaluation of the effectiveness and efficiency of the boards. The regulator could assist in
this aspect, which is commercially beneficial, by subsidising the use of external
consultants to undertake such evaluation exercises for the listed firms and/or provide
subsidies for the training of the directors to conduct self-evaluations.
For investors, a benefit of this research could be to implement a profiling
technique to aid in their investment decision making process. Specifically, investors
could look for companies that undertake an evaluation of their boards and that have a
corporate structure typically comprising a higher proportion of non-executive directors
with an average board size of eight directors, holding between four to five board
meetings per year, with the directors being paid an average fee of $50,000. These
companies are most likely to be found in the construction and multi-industry sectors,
with an average market capitalisation of $1.4 billion.
Lastly, in respect to the scholars, an important finding from this study relates to
the appropriateness of the SumScore methodological approach whereby board variables
are combined in an additive manner. Given the multifaceted nature of corporate
governance variables, future studies could examine the suitability of such a measure,
given that it is used widely in corporate governance research.
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1.6 Summary
This introductory chapter provides the background and rationale for undertaking
the research in which the primary question is: if corporate governance practices have
improved over time, why do corporations that are perceived to hold high standards in
this area continue to engage in unacceptable behaviours? In short, is this drive for
corporate governance reform “a costly exercise in wishful thinking” (Durfee 2006, p. 8).
In presenting the findings of the research results, the thesis is structured as
follows. Chapter two reviews the literature relevant for this research while chapter three
details the data and methodologies used for the study. Chapter four describes the general
profile of the sample companies, followed by chapter five, which reports the results of
the analytical procedures. Chapter six concludes the study with a discussion of the key
implications of the results for the different stakeholders.
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CHAPTER 2
LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT
2.1 Introduction
The previous chapter provided an introduction to the thesis. This chapter
presents a review of the literature associated with the research topic leading to the
development of the hypotheses to be tested.
The chapter is structured in the following manner. Section 2.2 provides a
summary of the literature that examines how corporate governance practices have
evolved over time. It also introduces the main section of the Singapore code of
corporate governance relevant to the thesis. Section 2.3 evaluates the literature
associated with two widely studied board governance constructs of independence and
leadership.
Section 2.4 examines the notion that a better measure of the association between
board governance variables to firm performance and in some instances firm risk could
be through the combination of these variables into a composite measure. This part
therefore evaluates the corporate governance literature associated with composite
measures, as well as reviewing the literature on the remaining board variables that are
linked to the Singapore code of corporate governance. Section 2.5 states the hypotheses
to be tested in this study and section 2.6 provides a summary of the chapter.
2.2 Evolution of corporate governance
In 1602, the Dutch East India Company, which possibly was the first known
joint stock company, went bankrupt and failed. The primary reasons for its failure were
corrupt practices among board members and undeserving remuneration arrangements
(Beatty 2008). Fast forward to the twenty-first century, and failures like WorldCom and
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Enron still occur for similar reasons. The question that comes to mind then is: has
anything changed?
2.2.1 Early theories of the firm
The starting point for review of the relevant literature begins with the seminal
paper The Nature of the Firm authored by Coase in 1937. In that paper, several
important concepts were developed that would form the platform for the creation of a
number of theories on the existence of firms. The paper’s most important contribution
was the assertion that using transaction costs as a unit of analysis – as long as the cost of
mobilising resources in a firm is less than that of individual contractors using the price
mechanism to deliver similar goods and services to the marketplace – provides an
economic logic for such institutions to exist, as it ultimately is the lowest cost producer
that survives (Coase 1937). In this instance, within the firm, the price mechanism is
superseded by the organisational abilities of the entrepreneur-coordinator.5
It is also interesting to note that 50 years after the publication of the paper, in a
commentary written to update his views, Coase’s position still remained unchanged,
although greater emphasis is placed on the importance of making assumptions that are
realistic (Coase 1988; Coase 1988a).
With the beginnings of a theory of firms emerging,6 the landmark book by Berle
and Means in 1932 entitled The Modern Corporation and Private Property which was
to be their magnum opus, provided the concept that through the evolutionary process of
an increasing number of firms in the US, they perceived a divorce of responsibilities of
the shareholders as owners of the firm from that of its management who control it.
In fact, their different backgrounds in law and economics possibly enabled both
authors to synthesise the deficiencies of profitability, being the dominant feature of
5

This term was used commonly during that time period. In the current environment, this normally is referred to as the
manager of the firm.
6
Coase revealed in his paper in 1988 that he probably conceptualised why firms exist in the summer of 1932.
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firms and the abdication of control by a large body of shareholders who are part owners
of a corporation (Berle & Means 1932). Therein lies the foundation for future
development of agency theory commonly incorporated into studies of corporate
governance.
This study examines corporate governance and the definition of a corporate in
the Singapore Companies Amendment Act (2006), is “a company incorporated pursuant
to this Act or pursuant to any corresponding previous written law.”
2.2.2 Theories on corporate governance
Although agency theory was one of the early forerunners related to corporate
governance issues, over the years other theories have also emerged to explain the
purpose for having directors of firms. These competing theories are summarised briefly.
One of the earlier theories on corporate governance matters related to resourcedependency matters, which conceptualised that firms co-opted board members for their
network and resources capabilities (Pfeffer 1972; Pfeffer & Salancik 1978). Another
theory, which opposes agency theory is stewardship theory where the focus is on board
members acting as stewards of the company working towards generating profits and
returns for shareholders (Donaldson & Davis 1994).
One prominent theory that was developed in response to explaining corporate
governance in the 1990s was stakeholder theory. Here, Clarkson (Clarkson as cited in
Hawley & Williams 1996) explained that the firm exists in the context of a larger
ecosystem where the host provides the legal and market infrastructures while the firm
co-operates with its stakeholders.
As a consequence of historical influences, another model that was introduced in
the literature of corporate governance was the political model (Roe 1994). In this
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scenario, the balance of power between the stakeholders of a firm is determined by the
political party in power or government.
In 1996, Hawley & Williams (1996) produced a background paper for the
Organisation of Economic Cooperation and Development on corporate governance
practices in the US and suggested a simple finance model to explain corporate
governance practices. In this model, which is argued by some to be a sub-set of the
political model, it is the firm that designs the rules and incentives (as opposed to the
legal, regulatory or political systems) for it to follow.
Besides the above models, new theories on analysing corporate governance are
emerging in the 21st century that consider it from a cultural, power and cybernetics
perspective. Briefly, the cultural aspect suggests that the governance of the firm is
undertaken at the micro level through the internal networks (Hollingsworth, Schmitter
& Streeck as cited by Hawley & Williams 1996). A power model is proposed that
suggests that certain individuals or groups involved with the firm are essentially
controlling the firms, while cybernetic theory is concerned with the role that
information plays in determining control of the firm (Hawley & Williams 1996). Figure
2.1 provides a simple representation of the various theories associated with corporate
governance.
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Figure 2.1 – General theories associated with corporate governance
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2.2.3 Agency theory
Despite the plethora of theories and models that have been developed over time
to try to explain the purpose of corporate governance, the most dominant theory used by
scholars in extant studies is agency theory. Given the pre-dominant usage of this theory,
which also is the theoretical underpinning under the Singapore Code of Corporate
Governance, the thesis adopts this theory as its theoretical base for model development
purposes.
Using the most widely referenced paper on agency theory, an agency
relationship is defined simply as “a contract under which one or more persons (the
principal) engages another person (the agent) to perform some service on their behalf
which involves delegating some decision making authority to the agent” (Jensen &
Meckling 1976, p. 308).
The key mechanism underlying this arrangement is the crafting of the
contractual arrangement between the principal and the agent whereby it is in the interest
of the principal to design a contract that maximises the efficiency of information in the
organisation with the associated risk bearing cost (Eisenhardt 1989) as the principal
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delegates to the agent what work needs to be done (Eisenhardt 1985). Figure 2.2
provides a simple yet powerful model of what this relationship looks like schematically,
whereby the agent’s role is to convert the inputs into an outcome that is derived from
the agent’s effort and some random factor associated with the undertaking (Shavell
1979).
Figure 2.2 – Simple Principal-Agent model
Principal

Inputs

Agent

Effort

Outcome

Unfortunately, the dilemma with the above process is the uncertainty of whether
the agent will in fact act in accordance with the wishes of the principal, leading to what
is known in scholarly literature as agency problems. These problems arise due to a
combination of the human elements of self-interest, bounded rationality and risk
aversion (Eisenhardt 1989) with the ineffective enforcement of the contractual
arrangements (Fama & Jensen 1983a).
Consequent to these weaknesses, responses from scholars addressing these
problems generally have been divided into two categories under the labels of a positive
theory of agency and a principal-agent relationship (Jensen 1983). Although both
address the same concern associated with the contractual relationship between two selfinterested individuals (Uecker, Schepanski & Shin 1985) seeking to maximise their
individual utility (Walkling & Long 1984), they differ in approach, with the positivist
being non-mathematically and empirically inclined, while that of the principal-agent
having greater mathematical rigour, but being non-empirically oriented (Jensen 1983).
In resolving this dilemma, positivist agency uses the governance structure to
mitigate these agency problems, the conception of which was influenced greatly by
three articles. The first was the seminal article of Jensen & Meckling (1976) that
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integrates the disciplines of agency, property rights and finance into that of ownership.
The second was that of Fama (1980), who considers the firm a conduit in which there is
a contractual relationship between the organisation’s “factors of production” and that
these agents realise that they are interdependent on each other (the principal) for their
survival. The third was from the paper by Fama & Jensen who suggest that the role of
the board as the “common apex of the decision control systems of organisations” (Fama
& Jensen 1983, p. 323) is to monitor these agents’ behaviour.
The principal-agent approach, however, looks to solve this agency problem
through the relationship aspect via the design of optimal contracts. Extensive studies in
this area have been undertaken by a variety of scholars in different manners, like
Shavell (1979), who considers it from a Pareto optimal fee arrangement, involving the
agent’s sharing of the risk with the principal; Hughes (1982), who extends the argument
by considering the stochastic dominance of the agent’s efforts to the second and third
order; and Baiman, May & Mukherji (1990) who, using a one-period model, show that
even with asymmetric information flows, the principal can use this imperfect
monitoring system to manage the agent’s behaviour.
Accordingly, by combining both approaches, from a corporate governance
perspective, agency theory is concerned with the protection of shareholder interests due
to these agency problems, which typically are of two forms. First, a moral hazard
problem occurs when the objectives of the principal and agent differ (Walker 1989), and
second, due to asymmetrical information flow from the agent’s perspective, there is the
concern that the principal may be unable to monitor the activities of the agent to ensure
that actions taken will not be to their detriment (Frankforter, Berman & Jones 2000).
Jensen & Meckling (1976) explained that the consequence of the above is to incur an
agency cost that essentially is the summation of a monitoring expense (for the
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principal), a bonding expense (for the agent) and a residual loss (due to conflicting
objectives). In the words of Hindley, there is not much reason to doubt that “if managers
are free from the control of the owners, they will divert wealth from them” (Hindley
1970, p. 186).
In order to mitigate these weaknesses, scholars have studied and tested various
mechanisms extensively. For example, in respect to moral hazard and monitoring of the
agent’s behaviour, the principal can reduce the firm’s specific risk by holding a welldiversified portfolio of securities (Crutchley & Hansen 1989). In the case of managing
the behavioural problem associated with moral hazard, three types of controls generally
have been discussed in the literature. These interest aligning methods include stock
ownership (Kosnik 1987), contingent based compensation (Eisenhardt 1989) and golden
parachutes (Lambert & Larcker 1985).
For monitoring the agents’ behaviour, mechanisms here can be categorised into
two areas. The first involves using the directors of the boards, who are able to observe
and control key decisions of the company. Two highly popular approaches under this
perspective are to have a higher degree of independent directors who sit on these boards
(Cochran, Wood & Jones 1985) and/or to have the leadership structure of the firm
separated, with the chairman preferably an outside director (Rechner & Dalton 1989).
The second method involves the market for corporate control in which these
agents behave appropriately to avoid the potential threat of being taken over. Here, this
behaviour incentive is based on the assumption that shareholders (either as individuals
or as a group) are able to take control of the company by increasing their stakes in the
firm as a last resort to replace managers who are dishonest or incompetent (Manne
1965; Walkling & Long 1984).

21

2.2.3 Catalyst for corporate governance practices
Although scholars have used the early theoretical frameworks pioneered by
Berle & Means (1932), Jensen (1976) and Fama (1980) as their basic platform to
research corporate governance matters, the agency problems discussed in the earlier part
of this chapter were primarily the catalyst that led to the development of these theories.
For example, in the US, post-mortem analysis of the large-scale corporate
failures in the Great Depression revealed how severe these problems were when it was
discovered that an array of factors ranging from the manipulation of the market, insider
trading, corporate mismanagement and disregard for the rights of shareholders were
prevalent among public listed companies, causing a horrendous loss of value to
shareholders to the tune of 86% in market capitalisation between 1929 and 1933 (Soros
1998). The consequence of this was a cry for greater regulation and the enactment of a
slew of legislation including the Glass-Steagall Act (1932), Banking Act (1933),
Security Exchange Act (1934), Public Utility Holding Company Act (1935), Trust
Indenture Act (1939), Investment Advisors Act (1940), Investment Company Act
(1940) and the Bank Holding Company Act in 1955 (Clarke 2004).
Unfortunately, this was not to be the end. Following the ebb and flow of the
economic cycles, in which economic expansions relegate corporate governance matters
to the backseat in preference to wealth creation, while economic recessions are
accompanied by company failures due some argue to the lack of corporate governance,
regulation often is developed as a consequence of these failures, rather than as a means
of preventing them.
This can be seen starting in the post war period of the 1970s with a number of
corporate scandals, followed by the 1980s when the US markets were enamored with
the commoditising of companies through leveraged buyouts, management buyouts and
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junk bonds to problems in the twenty-first century that led to a sequence of such high
profile corporate failures like Enron, WorldCom, Tyco International, Adelphia
Communications, Global Crossing, Quest Communications, Computer Associates and,
unbelievably, Arthur Anderson, one of the big global accounting firms (Clarke 2004).
At the end of this period, governments reacting to public outrage and outcry imposed
even greater regulatory controls over listed companies, leading to enactment by the US
Congress of the Sarbanes-Oxley Act 2002, which placed onerous compliance
requirements on the directors of boards (Addison Hewitt Associates 2003).
On the other side of the Atlantic, similar problems were surfacing in Britain.
These problems became apparent in the late 1980s and early 1990s, when a number of
well-known companies like Ferranti, Colorol Group, Maxwell Communication, Bank of
Credit and Commerce International, and Pollypeck collapsed due to fraud (Dahya,
McConnell & Travlos 2002).
The situation was made even worse when some of these companies filed for
bankruptcy shortly after receiving healthy reports from their auditors, making their
stakeholders aghast (Clarke & Bostock 1994). With public confidence badly shaken on
the institutional character of corporate governing structures, British authorities
commissioned a number of committees to look at how improvements could be made to
the governing of companies in the UK.
This led to a number of reports being produced: the Cadbury report in 1992, the
Greenbury report in 1995, the Hampel report in 1998, the Turnbull report in 1999, the
Smith report in 2003 and the Higgs report in 2003, the main principles of which have
been incorporated into the listing requirements for companies quoted on the London
Stock Exchange (Pass 2006).
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Of these reports, the Cadbury and the Hempel reports, which recommended ‘The
code of best practice’ and ‘The principles of good governance code,’ respectively, were
synthesised into a ‘Combined code’ in 1998, while that of the Smith and Higgs reports
were further incorporated with the ‘Combined code’ into a new ‘Revised combined
code on corporate governance’ issued by the Financial Reporting Council Ltd in 2003
(Pass 2006).
With global coverage of these failures resonating in the media, the impact of
poor governance practices started to take prominence in Asia in the financial crisis of
1997–1998, the effects of which exposed weaknesses in the governing systems, often
due to cronyism, accounting opacity and special concessions to privileged members of
the business community who were closely tied to the political incumbent’s leadership
(Clarke 2004). Interestingly, studies have also shown that failures in corporate
governance, in particular those associated with the protection of minority shareholders,
was a better explanation for the decreases in asset prices and currency during the Asian
financial crisis when compared with standard macroeconomic measures (Johnson et al.
1999).
The more important question to ask is whether Asia has learnt from these
experiences and made positive steps to improve the situation? The general consensus is
positive. For example, a report by McKinsey found that as a consequence of the Asian
financial crisis, affected countries began to realise the importance that good governance
can have on the country and companies and have started making such improvements –
particularly in the area of transparency and independence (Barton, Coombes & Wong
2004). Complementary to improvements in the regulatory framework, enforcement of
corporate misgivings have also been on the rise as can be seen in a number of high
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profile prosecuted cases in South Korea, Hong Kong and China (Barton, Coombes &
Wong 2004).
One indication that corporate governance practices have “arrived” in Asia can be
deduced from the number of organisations that have been set up post-1997–1998 in
response to promoting and educating the business community that such practices can
have financial rewards in the form of increased returns to shareholders. One direct
example is the formation of the Asian Corporate Governance Association, which was
founded in 1999 on the belief that “corporate governance is fundamental to the longterm development of Asian economies and capital markets” (Asian Corporate
Governance Association 2009). Other examples include the Academy of Corporate
Governance and the Asian Centre for Corporate Governance in India, the Malaysian
Institute of Corporate Governance, the China Centre for Corporate Governance,
Corporate Governance Japan and the Centre for Good Corporate Governance in South
Korea.
Another indication that improvements in corporate governance practices are on
the rise in Asia can also be seen in the adoption in a number of countries of codes of
best practices for corporate governance. Cheung and Chan (2004), note that some of the
Asian countries, like Malaysia, South Korea, Thailand, Hong Kong and China, already
have modeled their codes after the standards used in the OECD countries, and that since
the 1990s, many countries in the Asia-Pacific region have made dedicated efforts to
enhance and improve their corporate governance standards.
For Singapore, a relevant starting point would be when the Corporate
Governance Committee, jointly commissioned by the Ministry of Finance (MoF), the
Monetary Authority of Singapore (MAS) and the Attorney-General’s Chambers was
formed in January 2000 to undertake a review of the corporate governance practices in
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Singapore, with the objective of recommending the appropriate governance principles
and best practices that Singapore could adopt (Hu 2001).
This committee, which then was headed by the Chairman of Singapore
Telecommunications Limited and comprised senior and respected members of the
business and regulatory community, presented the first Singapore code of corporate
governance report to the government on 21 March 2001 (2001 Code).7 This
subsequently was accepted on 4 April 2001 (Ministry of Finance 2004). In this code,
Singapore adopted the balanced approach that was disclosure-based as exemplified by
the way it is operated in Canada and the UK (Singapore Exchange 2009). Accordingly,
“Listed companies are thus required to disclose their corporate governance practices and
give explanations for deviations from the code in their annual reports for AGMs held
from 1 January 2003 onwards” (Singapore Exchange 2009, point 14).
Subsequent to this, in the spirit of enhancing the standing of Singapore as a hub
for finance and business activities, a review of the 2001 Code was commissioned by the
government, aimed toward making improvements to corporate governance practices by
listed companies in Singapore. The responsibility for this review was undertaken by the
Council on Corporate Disclosure and Governance (CCDG) that was set up on 16
August 2002 with 15 members drawn from business, the professions, academia and the
government and chaired by the Chairman of SGX (Ministry of Finance 2002).
The review took place in May 2004 and included a 10-week consultation process
from 1 December 2004 to 15 February 2005 with the public, as well as consideration of
international developments in this area. The recommendations were submitted on 3 June
2005 in a letter by the Chairman of CCDG, J. Y. Pillay, to the Permanent Secretary of
the Ministry of Finance, Lim Siong Guan. The Permanent Secretary of the Ministry of

7

See appendix 2.1 for a copy of the Singapore Code of Corporate Governance issued on 21 March 2001.
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Finance, in his letter to the Chairman of the Council on 11 July 2005, responded
favourably to the recommendations made by the CCDG except for two points related to
how independent directors are to be defined and on remuneration matters for directors.
On 14 July 2005, the Ministry of Finance issued a press release to announce the
revised code, known as ‘The code of corporate governance 2005’ (2005 Code),8 which
was to replace the first code issued in March 2001 (Ministry of Finance 2005). Similar
to the 2001 Code, the “comply or explain” approach was adopted and was applicable to
companies that hold their AGMs from 1 January 2007 (Monetary Authority of
Singapore 2008).
2.2.4 Singapore’s code of corporate governance – 2001 and 2005
When the first code of corporate governance came into effect in 2003, it was
designed to be disclosure-based to enable investors to make appropriate judgments on
the “company’s performance and governance practices” (Singapore Exchange 2009,
point 18). These recommendations were presented in the form of 15 principles and
associated guidance notes divided into four sections of: (a) Board Matters, (b)
Remuneration Matters, (c) Accountability & Audit, and (d) Communication with
Shareholders. In the revised code of corporate governance (2005 Code), the four
sections and 15 principles remained unchanged; however, within those areas, a number
of improvements were recommended. Key highlights of these recommendations as
documented in Annex 1 of the letter from the Chairman of the CCDG to the MoF on 3
June 2005 were in the area of the structure of the code, which was changed from being a
principle and guidance notes format to that following a structure of principles,
guidelines and commentaries; the disclosure requirement in the code, which
recommends that a positive confirmation on adherence to the code is made in the annual

8

See appendix 2.2 for a copy of the Singapore Code of Corporate Governance issued on 14 July 2005.
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reports; a tightening in the definition of an independent director; a requirement to
disclose the exact remuneration of the directors; and a recommendation to companies to
incorporate a whistle-blowing policy as part of their internal operations procedure. As
highlighted previously in the response by the MoF to the CCDG on 11 July 2005, all of
the recommendations made were accepted except for tightening the definition of
directors’ independence and disclosure of the exact remuneration of the directors.
2.2.5 Research questions on board governance in Singapore
Given that a number of the corporate governance failures have come from poor
governing of companies by their boards of directors (Uma 2008; Kirkpatrick 2009;
Muhiudeen 2009; Wighton 2009), the focus in this section is on the quality of boards. It
therefore is expected that in view of the evolutionary process in which corporate
governance globally has developed, albeit in a different manner and pace, “Corporate
governance in Singapore has similarly undergone evolution” (Shanmugaratnam 2007, p.
3). This, when combined with the increasingly important roles that boards play in
ensuring that the company is well-governed, coupled with their duties of loyalty and
fiduciary responsibilities (Phan 1998), suggests that in Singapore board governance
matters should have improved.
The six key principles on ‘Board Matters’ in the 2001 version of the code and
retained in the 2005 version of the code (referred to hereafter as The Codes) are used in
this study. This will enable a comparative analysis to be undertaken for both periods.
These are related to: (a) the board’s conduct of (its)9 affairs, (b) board composition and
(balance)10 guidance, (c) chairman and chief executive officer, (d) board membership,
(e) board performance, and (f) access to information.

9

This refers to 2001 version.
This refers to 2001 version.

10
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In addition to the above, one other area merits further attention given the
growing concern by corporate governance practitioners and the government that
companies merely are complying only with the form of the codes (Quah 2006; Tan
2009a). For example, in the latest Governance and Transparency Index launched by The
Business Times and the Corporate Governance and Financial Reporting Centre
(CGFRC) at the National University of Singapore (NUS), it was reported that the initial
results of the index found that companies are still largely undertaking the practice of
box-ticking (Yap 2009).
To address this concern, the study will incorporate two approaches to determine
whether companies comply with the letter or the spirit of The Codes. The first uses a
‘Compliant’ only approach that will determine whether the minimum requirements as
extracted from the relevant parts of the ‘Board Matters’ category has improved between
the two periods of The Codes. The second uses a ‘Weighted’ approach that attempts to
measure the degree of compliance of these operationalised variables with The Codes
over the two periods.
2.3 Board composition and leadership
Two of the most commonly studied variables in the corporate governance
literature are those related to the composition of the board and its leadership structure
(Cochran, Wood & Jones 1985; Rechner & Dalton 1989). Unfortunately, although
promoted as an effective agency cost mitigation solution, there has been no clear
conclusion of its effect on firm performance. This section reviews the literature on those
two board variables.
2.3.1 Board composition
The jury still is out on whether there is a relationship between a board’s
composition and firm performance (Barnhart, Marr & Rosenstein 1994). For example,
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in some studies that focused on outside directors as the main component of board
composition, a positive relationship was found to exist (Baysinger & Butler 1985;
Schellenger, Wood & Tashakori 1989; Rosenstein & Wyatt 1990; Pearce & Zahra 1992;
Ezzamel & Watson 1993; Coles & Hesterly 2000). Other studies, like those done by
Bathala & Rao (1995) and Hutchinson (2002) observed a negative relationship, while
scholars like Chaganti, Mahajan & Sharma (1985), Kesner, Victor & Lamont (1986),
Zahra & Stanton (1988) and Daily & Dalton (1992) found no relationship between
board structure and performance.
Why these differences? There are a number of possible reasons. The first reason
could be the different types of performance measurement variables used in the studies
(Gani & Jermias 2006). The second reason could be the data collection sources and
methodology applied to perform the tests (Young 2003). A third reason could be the
inconsistencies of operationalising aspects of board composition used for data
measurement purposes. Dalton et al. for example used four moderating influences of
board composition: “inside director proportion, outside director proportion, affiliated
director proportion and independent/ interdependent director proportion” (Dalton et al.
1998, p. 272).
The fourth reason could be the non-inclusion or moderating effects of other
explanatory variables. For example, a comprehensive study by Muth & Donaldson
(1998), using a lagged design methodology of 145 public listed companies on the
Australian Stock Exchange (ASX), found that in addition to board independence,
network connections emanating from the resource dependency theoretical approach also
had interactive effects. Finally, the fifth reason could be the direction of causality
whereby some studies found evidence that the firm’s performance determined the
board’s composition (Hermalin & Weisbach 1988; Boeker & Goodstein 1991) rather
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than the other way around, which is consistent with organisational theory when poor
performance acts as the catalyst for initiating changes (Kiesler & Sproull 1982;
Tushman & Romanelli 1985).
One of the major changes to come from the evolution of corporate governance
practices is increased participation of independent directors. For example, in the US,
outside directors, with the majority being “independent,” are now common features in
board composition (Bhagat & Black 1999). CalPERS11 for instance has indicated that
the ideal board should include the CEO as the only inside director (Bryant 1997). In the
UK, this was the other main recommendation to come from the Cadbury Committee,
which was for the inclusion of at least three independent directors12 (Dahya, McConnell
& Travlos 2002).
Some reasons articulated for the existence of these directors are to: (a) minimise
agency costs13 (Williamson 1979), (b) implement, monitor and ratify management’s
strategies (Fama & Jensen 1983), and (c) to prevent collusion and improve management
effectiveness (Fama 1980). Baysinger & Butler further suggest that such directors
should extend beyond the realms of a governance function and be used for strategic
purposes together with admirable qualities of “judgment, maturity and leadership”
(Baysinger & Butler 1985, p. 108).
Since that time, using a myriad of permutations, scholars have been searching
for answers as to whether the presence of independent directors impacts the firms’
performance on the premise that such directors make for effective boards (Dalton et al.
1998).
Some examples showing positive outcomes are: Cochran et al. (1985), who
found a positive relationship with outside directors in the case of the adoption of golden
11

The California Public Employees’ Retirement System.
This was because, historically in the UK, boards were heavily dominated by inside directors.
13
This comprises of a monitoring expense, a bonding expense and a residual loss.
12
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parachutes, suggesting alignment of management and shareholder interest; Kosnik
(1987), who found a positive relationship between a greater diversity of outside
directors and their tendency to use greenmail; Weisbach (1988), who found that
outsider-dominated boards were associated with higher CEO turnover using stock
returns and earnings changes following the resignation of the CEO,14 and Rosenstein &
Wyatt (1990), who found a positive and significant reaction to the share price when an
independent director’s appointment is announced using a standard event-time
methodology employed by Furtado & Rozeff (Furtado & Rozeff as cited in Rosenstein
& Wyatt 1990).15
One possible explanation for the above outcomes could be the quality of the
directors and their need to preserve their reputation given the significant investment
involved in establishing it (Ricardo-Cambell 1983). Known as reputational capital, this
is consistent with the view of Fama & Jensen (1983) and Weisbach (1988) that if the
monitoring of management is not done effectively, it may impact their probability of
further employment as a non-executive director. Another reason could be related to
improvements made in monitoring decisions of management teams (Chin, Vos & Casey
2004), as non-executive directors often have sufficient experience and expertise to
handle the delicate process of directing top management when warranted (Fama &
Jensen 1983).
At the opposite end of the spectrum, some examples showing an inverse
relationship are: Bathala & Rao (1995) who (employing OLS regression technique)
found a direct negative relationship between independence as measured by the

14
Additionally, he found that outsiders were more willing to join the board following poor performance of the firm
and that ownership, size or industry had no impact on the results obtained.
15
However, in a follow-up study, Barnhart, Marr & Rosenstein (1994) discovered that controlling for managerial
ownership, the relationship between board independence as measured by the proportion of independent directors to
firm performance was curvilinear in nature. The reason for incorporating managerial ownership was based on
previous studies that suggested endogeneity between board composition and firm performance (Hermalin &
Weisbach 1992). This finding was similar to those of Morck et al. (1988) and McConnell & Servaes (1990).
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proportion of outside directors to total directors and firm performance as measured by
net sales growth rate (using a sample size of 261 US firms), and Bhagat & Black (1999),
who found a negative relationship when comparing firm performance with the degree of
board independence where using data from the Institutional Shareholder Service (ISS)
database in the US from the middle of 1991, they found that if the independent
directors’ percentage on a board exceeds 40%,16 their performance is negative when
compared to the other firms.
One explanation for the negative relationship could be due to other agency
mitigating mechanisms within the company. For example, Bathala & Rao found that
“firms optimally choose the board composition depending on the extent to which
alternative agency conflict-minimising devices are utilised” (Bathala & Rao 1995, p.
67).
Another reason criticises independent directors lack of inside knowledge and
information, particularly when such directors serve on many boards and do not spend
sufficient time trying to understand the business (Baysinger & Hoskisson 1990). Along
this line of reasoning, issues related to the quality of information given to these nonexecutive directors may be questioned, as it is this very group of individuals they are
supposed to monitor that provide the necessary financial and strategic information
(Conyon & Peck 1998).
Conyon & Peck (1998) additionally give two more reasons why independent
directors may be unable to perform the role of monitoring management. First, in the UK
(which has a similar legal infrastructure as Singapore), this executive and non-executive
split is artificial, as the law clearly requires all directors to have collective
responsibilities. Therefore, how this legal requirement is reconciled with their agency
16
This percentage corresponds to the study’s median board number of 11 members, with seven independent directors,
one affiliate director and three insider directors.
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responsibilities is a conundrum. Second, the independent directors who have a small
shareholding in the company may not have the moral courage and financial incentives
to remove the CEO when there is poor financial performance given the fact that as reelection and directors’ compensation tend to be influenced heavily by the CEO, there is
no benefit in making any fuss about it if collecting their fees is the objective (Nickell
1995).
Although the above give examples of either a positive or negative relationship
between board independence and firm performance, most studies have found that a
relationship does not exist. One example is in a study done by Baysinger & Butler
(1985) who found no significant relationship in a specific focus to test the relationship
of the monitoring component aspect of outside directors to firm performance using a
sample of 266 US corporations involved in the transportation and distribution business
over the period from 1970–1980, while a more recent study done by Chin, Vos & Casey
(2004) found no relationship between board composition and firm performance on all
listed firms (426 annual observations) in the New Zealand Stock Exchange from 1996–
2001 using OLS technique, Tobin’s q as the measure of firm’s performance and
percentage of outside directors to total directors as a measure of independence.
Finally, in a meta-analytic17 review between board composition and financial
performance, Dalton et al. (1998), using a sample of 159 data-points (n = 40,160) from
54 empirical studies, concluded that there was no meaningful relationship between
board composition and the performance of the firm. Even after moderating for the size
of the firm, performance indicators (accounting-based versus market-based) and
operationalisations of board compositions, the evidence of a no relationship outcome
remained unchanged.
17
This approach provides for the results of a number of studies to be aggregated to enable estimates for a true
relationship between two variables to be determined.
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2.3.2 Board leadership
One of the recommendations to come out of the code of best practices from the
Cadbury Committee was related to the separation of roles between the chairman and the
CEO (Cadbury 1992). This came about primarily because of the high profile bankruptcy
cases of a number of UK companies like Pollypeck, Bank of Credit & Commerce
International, and Maxwell Communication during the 1980s to 1990s through media
hype about the dominance of the CEO (Dahya, McConnell & Travlos 2002), as these
individuals wielded substantial power18 (Haleblian & Finkelstein 1993) to influence the
operations of the firm because of a weak governance system. Such CEOs who operate
in turbulent environments (Keats & Hitt 1988) tend to manage information flow through
censorship, fear and politics within the firm (Eisenhardt & Bourgeois 1988; Hambrick
& D'Aveni 1992).
At the board level, the two forms of leadership structure are the combined
leadership structure, whereby the chairman and the CEO is the same person, and the
separate leadership structure, whereby the two roles are held by different individuals. A
number of reasons are given for firms choosing a particular leadership structure. First, it
provides for efficiency on how the board monitors the firm’s operations through the
chairman’s responsibilities for agenda setting, convening of the board and shareholder
meetings, and monitoring of board committees (Sundaramurthy, Mahoney & Mahoney
1997). Second, it provides accountability for a firm’s outcome directly to an individual
(Anderson & Anthony 1986). Third, it provides an orderly process for succession
planning purposes (Coles & Hesterly 2000), which also seems to be supported by
empirical evidence, as detailed by Vancil (1987) and Harrison, Torres & Kukalis
(1988).
18
Power here is defined as “the capacity of individual actors to exert their will” (Haleblian & Finkelstein 1993, p.
848).
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The question at hand therefore relates to whether this combined or separate
leadership structure makes a difference in firm performance? Proponents of the
combined leadership structure argue that there will be clarity in terms of strategy
formulation and execution (Stoeberl & Sherony 1985; Anderson & Anthony 1986). In
fact, Baliga, Moyer & Rao (1996) suggested that not having this structure could lead to
the dilution of the CEO’s powers, potential rivalry with the chairman, external
confusion with two public spokespersons, and second guessing by the board, limiting
innovation and entrepreneurship, which could impact firm performance. Boyd (1995)
additionally suggested that the combined leadership structure is expected to be
beneficial due to greater knowledge of the firm and industry as well as having higher
commitment levels.
Studies in support of a combined leadership structure started to emerge
following the incorporation of stewardship theory as the basis for understanding
corporate governance issues. For example, Donaldson & Davis, using a cross-sectional
methodology with a sample size of 337 US companies and controlling for both industry
and firm size, found that “shareholder returns, in terms of return on equity are superior”
(Donaldson & Davis 1991, p. 59) when a combined leadership exists.
At the other end, those in favour of a separate leadership structure argue from
the point of view of independence and control for governance and oversight purposes.
Other reasons relate to avoiding issues associated with conflict of interest as noted by
Rechner & Dalton (1989) and having a single focal point from a leadership perspective
that reduces distraction of board members (Anderson & Anthony 1986). Additionally,
Carver (1990) explained that too much power in the hands of the CEO would intimidate
insecure directors, leading them to be less honest in their evaluation of the firm’s
performance, which in the long-run could cause the organisation to stagnate.
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Some evidence in support of this proposition can be found from companies
adopting shareholder dilution mechanisms like golden parachutes, poison pills and antitakeover defense measures. Daily & Dalton explained that “It would be naïve to believe
that CEOs could reasonably divorce themselves from their interests as managerial
agents of the corporation when issues affecting their job security arise” (Daily & Dalton
1993, p. 69). This is more pronounced when the CEO and chairman is the same
individual.
One example of a study that has found a positive relationship between a separate
leadership structure and firm performance is that of Rechner & Dalton (1989). Using a
sample of 141 US companies selected from the Fortune 500 over a period of six years
(1978–1983), they found strong evidence through performance differentiation in the
return on investment, return on equity and profit margin, using the MANOVA method.
However, the majority of results obtained by extant research have found the
relationship between board leadership structure and firm performance to be
inconclusive. One reason for this could be the business situation of the company. For
instance, Finkelstein & D’Aveni (1994) indicate that the choice of leadership structure
is temporal in nature, suggesting that changing circumstances impact the type of
leadership required. For example, in situations in which the company is doing well, they
argue that a separate leadership structure is preferred, as there is fear that their ability to
monitor the CEO’s actions could be impacted, hence adversely affecting their oversight
responsibilities.
Another example can be found from an important piece of work by Dalton et al.
(1998) where using a meta-analytic approach employing the Hunter & Schmidt
guidelines (Hunter & Schmidt as cited in Dalton et al. 1998), they found no meaningful
relationship between a firm’s leadership structure and its financial performance. The
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data for this comprised a sample of 69 studies with 12,915 data points consisting
predominantly of large organisations.
The outcome was also consistent with the inclusion of moderating variables to
account for the size of the firm as well as the nature of the performance indicators
(either accounting or market-based). Other studies that have found no significant
relationship (in differing circumstances and environments) between the board’s
leadership structure and firm performance were Berg & Smith (1978), Daily & Dalton
(1992), Daily & Dalton (1993), Mak & Kusandi (2005) and Wan & Ong (2005).
2.3.3 Research questions on board independence and board leadership
It is evident from the above review of the literature related to board composition
and board leadership that the findings to date are inconclusive. Although presented as an
important feature for good corporate governance and adopted into the codes of
corporate governance in many countries, the failure to conclusively link such
“purported” good practices to a beneficial outcome in the form of firm performance
could reduce the incentives for companies to adopt these structures.
As most of the studies into this area were performed outside of the Asian region,
predominantly in the US, this study seeks to determine if the results apply in the
Singapore context.
2.4 Corporate governance and board matters
The research questions identified in sections 2.2 and 2.3 focuses on whether
corporate governance practices in Singapore have improved between the two periods of
The Codes and if there is any relationship between board composition, leadership and
firm performance in Singapore.
As the codes of corporate governance have more requirements in relation to
board matters than just board composition and leadership, it is possible that firm
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performance may be explained better by reference to a combination of a number of
board attributes. This in essence is the subject of this section of the literature review.
2.4.1 Corporate governance and performance relationship
In February 2003, Grompers, Ishii & Metrick (2003) published the result of their
findings linking corporate governance practices to firm performance, which quickly
would become a benchmark for further studies in this area. Using a ‘Governance Index’
(G-Index) of 24 governance rules as a proxy for shareholder rights in 1,500 companies
from the Investor Responsibility Research Centre (IRRC), they found that “corporate
governance is strongly correlated with stock returns during the 1990s” (Gompers, Ishii
& Metrick 2003, p. 144).
Using data similar to the above study, Bebchuk, Cohen & Ferrell (2004) created
an “Entrenchment Index” based on six of the 24 rules used in the Grompers, Ishii &
Metrick (2003) model involving the “constitutional aspects” and “takeover readiness”
elements; they found this index to be substantially correlated to the 24 governance rules
as tracked by the IRRC. This “entrenchment” is premised on the general view that
contractual arrangements that seek to keep managers in the company are not good for
the shareholders (Bebchuk 2002).
An important outcome of this finding was that although a large number of
commercial organisations and corporate governance associations like ISS, which now is
part of the RiskMetrics Group (2009), Governance Metric International (2009), and in
Singapore the Corporate Governance and Financial Reporting Centre (2006) have
developed a complex array of indices that purport to measure the quality level of a
firm’s corporate governance practices, in reality, as suggested by Bebchuk, Cohen &
Ferrell (2004), perhaps only a small subset of these measures is relevant in determining
a firm’s value.
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The two studies above focused on external governance mechanisms. However,
the general view is that good corporate governance requires both external and internal
governance mechanisms to be effective. Cremers & Nair (2005) fill that void in their
study by using the G-Index as a proxy for an external governance mechanism in
combination with two internal governance mechanisms of the active shareholders from
both institutional and public pension funds. Their study found a positive relationship
with long-term shareholder returns, using a Two-Step weighted least squares regression
methodology.
However, one weakness in the Cremers & Nair (2005) study was its
predetermined use of shareholder activism as the proxy for internal governance
measures, given the universe of potential variables that could also be used. In order to
fill this gap in the literature, Brown & Caylor (2006) using information from the ISS,
reduced 51 governance factors under eight general categories into a seven-factor
measure linked to firm valuation, with two factors external and the remaining five
internal. Their results further confirm the findings of Cremers & Nair (2005) that a
parsimonious approach to understanding the real drivers of firm value are made up of a
few important corporate governance variables. This same general conclusion was also
reached by Larcker, Richardson & Tuna (2007) when they used principal component
analysis to cut down 39 broad measures of corporate governance to 14 dimensions.
Although most of the influential research to date on corporate governance to
firm performance has emanated out of the US, the desire to find if this linkage also
holds true in other countries currently is creating high interest among scholars. For
example, in Canada, using data from 219 Canadian firms, Adjaoud, Zeghal & Andaleeb
(2007) found significant links between a corporate governance index known as ‘Score’
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published in the Canadian National Newspapers and economic-value measures of
market value added and economic value added.
Similar findings were found in Britain. Using an interesting colour coding
system known as ‘The institutional voting information service’ that measures the
compliance level of UK listed companies to best practices in the area of corporate
governance, Selvaggi & Upton (2008) analysed 361 companies over a 60-month period
and found that good governance generally leads to higher share prices. They further
reported, using an investing methodology similar to that of Gompers, Ishii & Metrick
(2003), that over the period studied, investments in a portfolio of well-governed
companies would have outperformed an investment in a portfolio of poorly-governed
companies by 18%. The study also introduced the concept of risk into the analysis when
it reported that the well-governed companies were less volatile and generated a greater
risk-adjusted return when compared with poorly-governed companies.
In a European study, using a high quality data set from the Oslo Stock
Exchange, Bøhren & Ødegaard (2004) found a relationship between governance and
performance as measured by Tobin’s q, with insider ownership mattering the most
while outside substantial shareholders destroyed market value. Similar results were
found by Drobetz, Schillhofer & Zimmermann (2004) in Germany. Using 30
governance proxies as an index for the quality of corporate governance practices in
German companies, and a buy-hold strategy for two portfolios (an Agent portfolio and a
Principal portfolio), a difference of 12% in value was recorded, suggesting a strong
positive relationship between governance and firm performance.
The quest to find the holy grail of whether there is a positive link between good
corporate governance and firm performance has also been taken up in emerging
markets. Black (2001) was perhaps one of the early pioneers when his study of 21

41

Russian firms found an astounding potential of a 700-fold increase in firm value once
improvements in corporate governance are made. Although limited by the small sample
size, the study does suggest that corporate governance could have a significant impact
on a firm’s valuation in countries where legal and corporate behaviour are weak.
In Asia, studies of this nature, while still in their infancy, have also started to
gain momentum – the main problem being related to gaining access to a reliable, useful
and relevant database. Some of these studies are discussed below.
In the context of the Chinese capital markets, Bai, Liu et al. (2004), controlling
for standard corporate governance variables and accounting for anomalies within the
Chinese market over a three-year period, found a positive relationship among two of the
eight variables used when measured against market-value indicators of both Tobins q
and (unreported)19 market-to-book value ratios. These were associated with the share
ownership variable of the largest shareholder and financial transparency due to a foreign
listing on the Hong Kong Stock Exchange. However, they also reported that the
combined leadership structure when the CEO is also the chairman or vice chairman and
the government as the largest shareholder had a negative impact on firm performance.
Possible reasons for the positive results could be a combination of efforts by the
Chinese government to educate companies on the benefits of good corporate
governance practices (Qian 1996; Che & Qian 1998) with that of the well studied
benefits of cross-listing (Lang, Lins & Miller 2003; Reese & Weisbach 2003; Doidge,
Karolyi & Stulz 2004; Firth, Fung & Rui 2007), while the reasons for the negative
effect, in particular on the role of the government, are well documented by other
Chinese scholars (Zheng, Liu & Bigsten 1998; Xu & Wang 1999; Zhang, Zhang &
Zhao 2001).
19

The figures were unreported as they found a high degree of correlation (a coefficient of 0.996) between both
measures that produced similar results in the empirical work.
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A similar study by Black, Jang & Kim (2006), reported a strong linkage between
a corporate governance index and firm performance for Korean public companies.
Using a unique legal feature applicable to Korean companies, they constructed an index
comprising 515 Korean companies based on the survey of the Korean Stock Exchange
in 2001. After controlling for an extensive range of variables as suggested by
Himmelberg, Hubbard & Palia (Himmelberg, Hubbard & Palia as cited by Black, Jang
& Kim 2006) and potential endogeneity problems through using an instrumental
variable approach, they found evidence of a “causal relationship between an overall
governance index and higher share prices” (Black, Jang & Kim 2006, p. 367), as well as
a positive relationship between higher board independence and higher share prices.
The results of these findings may not be too surprising if one considers that
better corporate governance is a proxy for better legal protection for shareholders where
extant studies have found a positive relationship between such protection and stock
value (Wurgler 2000; La Porta et al. 2002). In fact, Klapper & Love (2004) found it is
because of these weak legal systems that firms adopting good corporate governance
practices can differentiate themselves from other companies in the country. Using a
corporate governance index provided by Credit Lyonnais Securities Asia for 495 firms
in 25 emerging market countries, Klapper & Love (2004) found that there was a
positive relationship between the corporate governance index and the country’s overall
legal system, growth rate of the company and if it also was dual listed in the US, while a
negative relationship was found with the company’s fixed assets.
Durnev & Kim (2005), using the same dataset as Klapper & Love (2004) but
with the addition of an alternative dataset provided by Standard and Poor’s as a means
to improve the robustness of the analysis, also found similar results. They posit that “the
quality of governance practices is positively related to the growth opportunities,
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concentration of cash flow rights and the need for external financing” (Durnev & Kim
2005, p. 1463) – particularly in countries where the legal system is weak. In short,
companies in the emerging markets enjoy better share price valuation if they adopt good
governance practices.
Finally, in an interesting review of corporate valuation globally, Chua, Eun &
Lai (2007), using country-level Tobin’s q as a measure of all public listed firms in a
country, found that higher corporate valuations are associated with the degree of
openness in the country. They also found that when looked at from a corporate
governance perspective, the relationship to ownership concentration is negative and
reasoned that where protection for shareholder rights is weak, this is mitigated by the
role that such concentrated ownership play to remedy the agency problems.
However, although the majority of studies seem to suggest that a positive
relationship does exist between governance and performance, particularly in the
emerging markets, the results are not conclusive. For example, Wilson (2006) quoting
an anonymous governance scholar from a book, Inside the Boardroom: How Boards
Really Work and the Coming Revolution in Corporate Governance by Leblanc and
Gillies, says “The academic research [on linking corporate governance to performance]
is garbage, most of it” (Leblanc & Gillies 2005, p. 68). The author then concludes that
trying to find a direct relationship between governance to performance is difficult
(Wilson 2006). The findings were also consistent with Young’s view in her report on
governance and performance that “there is no governance magic bullet and no substitute
for thoughtful, contextual analysis” (Young 2003, p. 5). Others suggest that this
inability to link corporate governance to firm performance may be due to intervening
variables between governance and performance, such as the firm’s external environment
as measured by the growth opportunities (Marion & Gul 2004) and board processes as

44

operationalised by shared beliefs, conflict management and the intellectual capital of the
directors (Wan & Ong 2005).
2.4.2 Board matters
From a structure perspective, the board of directors is responsible for how the
firm is governed and operated, as typically represented in organisational charts (Nadler
& Tushman 1980). Jensen explains the board has “the final responsibility for the
functioning of the firm” (Jensen 1993, p. 862) while Nicholson & Kiel state that “as an
organisation’s ultimate decision-making body, the board is inexorably linked to
corporate performance” (Nicholson & Kiel 2004, p. 457). Given the above, it is
puzzling that scholars are still unable to find a tenable link between the board of
directors and firm performance, which to some extent is explained by the limited
modeling done in this area (Warther 1998).
One possible reason is that most studies focus on a single feature of the board
and try to link it with firm performance. For example, and as developed in section 2.3,
the relationship between board independence and leadership still remains unclear while
that of other studies, like size-to-performance (Yermack 1996; Conyon & Peck 1998;
Berghe & Levrau 2004), diversity-to-performance (Carter, Simkins & Simpson 2003;
Erhardt, Werbel & Shrader 2003; Walt & Ingley 2003) and committees-to-performance
(Klein 1998; Vafeas 1999) have also shown uncertainty in their findings.
In section 2.2.4, the board governance variables associated with both versions of
the Singapore code of corporate governance were introduced. Section 2.3 reviewed the
relevant literature linked to two of the most common variables of board independence
and board leadership and concluded with a research question: do the inconclusive
results found in the research also apply in Singapore? This step was undertaken
following the approach used by Klein, who wanted to “validate previous results” (Klein
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1998, p. 286) and to show that the board to performance link is more evident when a
combination of other factors is synthesised. The rest of this section reviews the limited
literature relevant on the remaining four board variables under the category of ‘Board
Matters’ in The Codes.
2.4.2.1 Board attendance
One interesting discovery made by Brown & Caylor (2006) in their review of
the Grompers, Ishii & Metrick (2003) results was that out of the 24 variables used in the
creation of the G-Index, seven were deemed to be highly linked to the G-Index, which
accounted for most of its relationship with the firm’s value. Of these seven variables,
one was related to the directors meeting attendance record. Specifically, under two
separate methodologies of: (a) regressing Tobin’s q on all the 51 governance factors
associated with the ISS, and (b) mirroring the technique adopted by Bebchuk, Cohen &
Ferrell (2004), it was found that the variable requiring “all the directors attend at least
75% of board meetings or had a valid excuse for non-attendance” (Brown & Caylor
2006, p. 419) to be significant at the 5% and 10% levels, respectively.
The importance of board attendance was also relevant in the study done by
Cornforth (2001). In researching the measures of what influences board performance, he
found that board attendance (as part of the board structure) as measured by the
percentage of members who attend board meetings was “significantly correlated with
board effectiveness” (Cornforth 2001, p. 225).
From an index construction point of view, board attendance generally also is an
important part of the overall subset of variables that make up the composite index. For
example, in the corporate governance index constructed by Black, Jang & Kim in their
study of 515 Korean companies, “directors attend at least 75% of meetings on average”
was a part of the board procedures sub-index (Black, Jang & Kim 2006, p. 372).
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2.4.2.2 Board membership
In both the 2001 and 2005 versions of the Singapore code of corporate
governance, the key principle associated with board membership matters was the
establishment of a nominating committee to undertake the various responsibilities
applicable in that area. Given that the board of directors is at the apex of the
organisation, the quality of these directors invariably impacts firm performance. As the
corporate governance codes of Singapore, through the role of the nominating committee
start to influence the way in which directors of companies are appointed, this committee
is expected to play an important role in the overall quality of the board.
According to the literature, there are a number of benefits in having nominating
committees. Hill (1982), for instance, suggests that such a “group” produces better
quality decisions. Vafeas (1999) contends that a group role reduces individual biasness
and enlarges the knowledge base. Jensen (1993) proposes that it allows for the potential
dominance of the CEO in the director selection process to be reduced. Andrews
promotes its use for greater independence reasons (Andrews, cited in Vafeas 1999)
while Ruigrok et al. (2006) believe it improves the effectiveness of the board.
However, research into the roles that nominating committees play as part of the
board’s responsibilities has been sparse. Klein (1998) was perhaps one of the early
scholars who started looking into the impact that board committees have on the
performance of the firm. Specifically, using a sample of 485 companies in 1992 and 486
companies in 1993 from the S&P 500, she found that the investment and finance
committees that have a higher percentage of inside directors have a positive relationship
with stock market performance measures. Although there was limited description of the
role that nominating committees played in her study, the result was noteworthy in that it
provided evidence of the impact that board committees could have on firm performance.
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In terms of direct relevance, the study by Vafeas (1999) into the relationship
between the nominating committee and board quality is more appropriate. Using data
from the Silver Platter database on 606 large US public firms, he found that although
the nominating committee had no impact on the number of outside directors on the
board, there was more impact on the quality of the board because of the greater
independence of these directors. Additionally, the findings also suggest that companies
having a nominating committee are more protective of the interest of shareholders.
Ruigrok et al. (2006), studying the board composition of 210 companies on the
Swiss Stock Exchange and interweaving three theoretical approaches of agency,
resource-dependency and group effectiveness, found support for how agency and
resource-dependency theories help explain how boards are composed as well as how
they behave, but no support for the element of diversity that suggests in part that “A
multi-theoretic approach to corporate governance is essential for recognising the many
mechanisms and structures that might reasonably enhance organisational functioning”
(Daily, Dalton & Cannella 2003, p. 372).
2.4.2.3 Board evaluation
“Board evaluation can contribute to effective boards and improved corporate
financial performance” (Minichilli, Gabrielsson & Huse 2007, p. 609). Another way of
looking at this is to consider board evaluation as part of what makes a board effective
and thereafter relate it to how it results in a superior performance for firms (Warther
1998). However, as noted by Minichilli, Gabrielsson & Huse, there is no “one size fits
all” evaluation mechanism that companies can use, as these board evaluations have to
address “the agent, the addressee, the content and the modalities” (Minichilli,
Gabrielsson & Huse 2007, p. 610).
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Seen by companies as an unnecessary evil due to increasing demands from
institutional investors (Conger, Finegold & Lawler III 1998), director rating systems
(Daily & Dalton 2003) and compliance with the various codes of corporate governance
relevant to the incumbent’s listing status (Kiel & Nicholson 2005), the evaluation of
boards has been slow to take off. This is even less so if the evaluation includes
individual directors, as reported by Heidrick & Struggles and the University of Southern
California in their 10th annual corporate board effectiveness study covering the period
2007–2008.
Reasons why this is not happening quickly are varied and discussed below. For
example, in the area of individual directors evaluation, Tricker (Tricker as cited in
Ingley & Walt 2002) explained that in some countries the board is seen as a team with
individual directors being members of that team and contributing their skills,
knowledge, experience and expertise when needed. In the area of the board, Kazanjian
(2000) gives three reasons for this behaviour. The first is the process oriented, form over
substance argument that distracts the company from more important tasks. The second
lies with not wanting to cause embarrassment that the company does not want to deal
with formally, like exposing the poor performance of directors who are close friends or
relatives. The third reason could be to avoid the collegiality of board members that open
expression of assessment (which could be unreliable) may cause.
Given the importance attached to evaluation by both board members (Conger,
Finegold & Lawler III 1998), external parties (Kiel & Nicholson 2005) and academia
(Sonnenfeld 2002), research into board evaluation matters has focused largely on
content (Conger, Finegold & Lawler III 1998; Kazanjian 2000; Ingley & Walt 2002)
rather than other factors that may impact the evaluation process and ultimately firm
performance.
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2.4.3.4 Board access to information
A preeminent economist once wrote; “information is a valuable resource”
(Stigler 1961, p. 213). More importantly, from the directors’ point of view, it is the
quality and volume of information that is critical in helping them make good decisions
for the company (Nowak & McCabe 2003).
In the governance codes of Singapore, the importance of information is written
as the sixth principle under the category of ‘Board Matters,’ where it states that as part
of the responsibilities as directors, information should be provided that is “complete,
adequate and timely”.20 In addition, the importance attached to information is enshrined
in the statutes and laws of Singapore as found in the Singapore Companies Act, Section
157(1), which requires that “A director shall at all times act honestly and use reasonable
diligence in the discharge of the duties of his office” (The Companies Amendment Act
2006), while that of the SGX listing manual chapter seven makes it an offence if
disclosures of material information are not made in a timely manner (SGX-ST Listing
Manual 2008).
The importance of the above can be traced back to weaknesses associated with
adopting the agency concept as the theoretical underpinning for corporate governance
matters. In fact, early scholars in this area already have identified information
asymmetry as a potential hurdle from a board effectiveness perspective (Jensen &
Meckling 1976; Fama 1980), where there is an imbalance in the flow of information
between the agent and the principal, with the agent typically in possession of more
information. Williamson (1979) further argued that in addition to information
asymmetry problems, the impact of information was lessened due to the complexity of
information and the limited processing ability of the receiving party.

20

This is found in the 2001 Code, p. 4 and the 2005 Code, p. 8.
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In order to mitigate this weakness, it is important that board members have good
access to information about the company. If achieved, studies show that a number of
benefits will accrue to the firm. For example, McNulty & Pettigrew (1999) found that
information impacts how the board is involved in the strategic direction of the company,
Rutherford & Buchholtz (2007) note that the ability of the board to gather relevant
information will positively impact its ability to perform its duties, while Pettigrew &
McNulty (Pettigrew & McNulty as cited by Rutherford & Buchholtz 2007) note that the
expertise in the board from outside directors is maximised when the right type of
information is collected.
Studies into the façade of board information, though limited, are also promising.
Nowak & McCabe (2003), for instance, using a novel grounded theory approach,
interviewed 45 directors of Australian listed companies and found that the CEO and
executive directors of the company have the power to manage the flow of information to
the non-executive directors. The study also found that access to relevant information
requires the directors to be proactive in their information harvesting activities, but
eventually conceded that for both inside and outside directors, integrity, honesty and
transparency are the underlying keys.
Rutherford & Buchholtz (2007) concur with the findings above. Their study
revealed that board vigilance reduces the level of information asymmetry between
outside directors and the CEO. Using a survey method from 149 companies in a defined
industry segment of US firms, they found a positive association between the use of
outside directors and their tenor of service with better information quality.
In both of the above studies, being proactive in the quest for information is the
dominant theme to improve quality. This is consistent with the early findings of
Eisenhardt (1989), who suggested that a way to reduce information asymmetry is

51

through an increase in the frequency of interaction with one another, while Roberts,
McNulty & Stiles in their work on understanding the effectiveness of the board, propose
that in doing so, the approach should be “engaged but non-executive”, “challenging but
supportive” and “independent but involved” (Roberts, McNulty & Stiles 2005, p. S13–
S15) which suggests a behavioural process that involves asking challenging questions,
probing further when required, engaging in an open debate when appropriate and
exploring alternative options where necessary.
2.4.2.5 Board quality
In summary, the review of the literature suggests that board governance does
matter. However as reported by McKinsey, who undertook a survey of CEOs and top
executives at the Stanford Director’s Conference in which they indicated that they
would be willing to pay on average up to 16% more for good governance, it is not one
factor that is important, but a combination of variables (Felton, Hudnut & Heeckeren
1996).
2.4.3 Research questions on board matters
In this section, the review focuses on the current direction in the literature to
look at composite corporate governance measures as the independent variable to be
tested against firm performance and, in limited instances, firm riskiness. Studies
(Bebchuk, Cohen & Ferrell 2004; Cremers & Nair 2005; Larker, Richardson & Tuna
2007) have also shown that despite the numerous variables used to create an index as a
surrogate for a firm’s level of corporate governance practices, only a small subset of
these characteristics are the real drivers of firm performance – in short, parsimony is
preferred. Specifically, section 2.4.1 concluded that although most of the studies to date
have been positive in their research on governance and performance, the magic bullet of
certainty still is missing, while section 2.4.2 focused on the internal governance
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mechanism of how boards play a crucial role in managing the company. Here, the
emphasis was on how boards are pivotal in ensuring the success of the company they
manage, while the rest of the section briefly reviewed the relevant literature on the
remaining four board variables in The Codes that were not covered as part of the
development under section 2.3 of board independence and leadership.
In the context of the Singapore market, with limited studies on board matters
undertaken to date (e.g. Mak & Li 2001; Mak & Kusnadi 2005), particularly in testing
for any relationship to firm performance and given the relative infancy of the corporate
governance culture among public listed companies in Singapore, the objective here is to
combine both parts to determine if a simple composite construct synthesising key board
variables as proposed in both versions of the Singapore code of corporate governance
has an impact on firm performance. Additionally, given the limited studies done on
governance and firm riskiness (Selvaggi & Upton 2008), the hypotheses also consider
this aspect in addition to firm performance.
This direction is consistent with research done by Finegold, Benson & Hecht
(2007), who in their review post-Zahara & Pearce (1989) indicated that although the
board-to-performance conundrum still exists, progress has been made in answering
some of the empirical and theoretical issues. However, as with all journeys, new
discoveries are found along the way that have provided the platform for a more
comprehensive understanding of how board characteristics relate to firm performance.
Additionally, they argue that a more integrative approach – taking into account the
recent discoveries in this area – would help to expand the knowledge base even further.
This approach is in line with the multi-theoretical approach espoused by Daily, Dalton
& Cannella (2003). From an investor’s perspective, Felton, Hudnut & Heeckeren (1996)
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sum it up nicely by concluding that a company with good governance will perform
better over time and that good governance reduces risk.
In measuring how good board governance impacts both firm performance and
risk, a composite measure incorporating all six operationalised variables associated with
the ‘Board Matters’ category in The Codes is created for this purpose, using the
SumScore technique consistent with studies associated with composite measures
(Gompers, Ishii & Metrick 2003; Bebchuk, Cohen & Ferrell 2004; Cremers & Nair
2005; Black, Jang & Kim 2006; Brown & Caylor 2006) to produce a board quality
index as the independent variable.
2.5 Hypotheses development
Based on the review of the Singapore codes of corporate governance and the
literature, the following hypotheses will be tested in this study.
2.5.1 Hypothesis one
The first research question stated at the conclusion of section 2.2 relates to
changes in corporate governance practices in Singapore between the 2001 Code and the
2005 Code. In view of the increased global focus on corporate governance following a
number of high profile corporate collapses, it is expected that compliance with The
Codes will increase. Therefore, the following hypotheses are tested:
H1:

There is a higher degree of compliance by companies in the area of ‘Board
Matters’ for the 2005 Code as compared with the 2001 Code in both form and
substance.

H1ai: There is a greater degree of compliance by companies to publish their board
attendance record for the 2005 Code as compared with the 2001 Code.
H1aii: There is a higher degree of attendance at board meetings by board members
under the 2005 Code as compared with the 2001 Code.
H1bi: There is a greater degree of compliance with the minimum recommended
composition of independent directors of the board for the 2005 Code as
compared with the 2001 Code.
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H1bii: There is a greater degree of independence of board members under the 2005
Code as compared with the 2001 Code.
H1ci: There is a positive change in the number of companies having a chairman who
is separate from the chief executive for the 2005 Code as compared with the
2001 Code.
H1cii: There is a greater degree of independence of the chairman of the board under
the 2005 Code as compared with the 2001 Code.
H1di: There is a greater degree of compliance with the minimum recommended
composition in the nominating committee for the 2005 Code as compared with
the 2001 Code.
H1dii: There is a greater degree of independence in the nominating committee under
the 2005 Code as compared with the 2001 Code.
H1ei: There is a greater degree of compliance with the formal evaluation of the boards
for the 2005 Code as compared with the 2001 Code.
H1eii: There are more companies adopting the practice of evaluating the boards under
the 2005 Code as compared with the 2001 Code.
H1f:

There is a greater degree of compliance with board members having access to
information in the company for the 2005 Code as compared with the 2001 Code.
2.5.2 Hypothesis two
The second research question stated at the conclusion of section 2.3.3 concerned

whether a relationship exists between board independence and board leadership to firm
performance in the context of Singapore companies. Given the predominant findings of
extant studies of no association, although undertaken mainly in the US and European
countries, this study tests the null form of the hypotheses for Singapore companies. The
hypotheses relevant to answer this question are:
H2a: There will be no association between firm performance and the number of
independent directors serving on its board.
H2b: There is no difference in firm performance under a separate or combined board
leadership structure.
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2.5.3 Hypothesis three
The third research question stated at the conclusion of section 2.4.3 deals with
whether a composite of board variables extracted from The Codes under the section of
‘Board Matters’ impacts the performance and risk profile of the firm. With a larger
number of studies on composite corporate governance indices supporting a positive
relationship to firm performance and a negative relationship to firm risk, it is expected
that the parsimonious use of the six board variables in The Codes will be positively
related to firm performance and inversely related to firm risk. The hypotheses relevant
to test this question are:
H3a: There will be a positive association between board quality and firm
performance.
H3b: There will be a negative association between the board quality and firm risk.
2.6 Summary
In this chapter, a review of the literature relevant for the thesis was undertaken.
The review covered three main areas based on the questions posed in chapter one. These
are: (a) Has board governance improved in Singapore between the two periods of The
Codes? (b) Is there any relationship between board independence, board leadership and
firm performance? and (c) Is there a relationship between board quality and firm
performance and/or between board quality and risk? Subsequent to that review, a
number of hypotheses were developed that will be used as a basis of answering the
questions posed above.
In the next chapter, the relevant data and proposed methodologies are outlined
and the methodology applied to operationalise the board constructs used to test the
hypotheses is explained.
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CHAPTER 3
RESEARCH DESIGN AND METHODS OF ANALYSIS
3.1 Introduction
In the previous chapter, the relevant literature on corporate governance and firm
performance was reviewed and the hypotheses relevant to the thesis were developed.
These hypotheses focused on: (a) determining whether there was a positive change in
corporate governance practices in Singapore during the two periods studied, (b) whether
the null hypothesis of no association with the leadership structure or board composition
to firm performance applies to listed companies in Singapore, (c) postulating that a
better measure of board governance to firm performance could be through the use of a
composite instead of individual constructs, and (d) suggesting that the formulated
composite has a negative association to the risk profile of the firm.
In this chapter, the primary focus is on developing and designing the appropriate
research methodologies to test the various hypotheses developed in the previous
chapter. The chapter is structured in the following manner. Section 3.2 provides a
description of the sample of companies used for this thesis, together with an explanation
on how the data was collected and finalised. Section 3.3 details the coding process
involved in operationalising the constructs developed for this research. Section 3.4
develops the appropriate models that are used in the analysis, together with the
associated methodologies, while section 3.5 provides a summary of the chapter.
3.2 Sample and data collection process
Under The Codes, compliance was based on when the AGM of the company
was held. For the 2001 Code, this was effective for AGMs that were held from 1
January 2003, while the 2005 Code was effective for AGMs that were held from 1
January 2007. In order to avoid having to deal with companies presenting partial
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financial information, which would make comparisons difficult, the sample for the
research covered all mainboard listed companies that were incorporated in Singapore by
31 December 2001.
The AGMs are relevant because the Codes recommended that these should be
effective for AGMs commencing in 2003 and 2007 for the 2001 and 2005 Codes,
respectively. As a result, data points were based on the appropriate financial year-end
dates, the majority of which were in December 2002/2006 and March 2003/2007 for the
2001 and 2005 Codes, respectively. As an example, Singapore Press Holdings’ financial
year-end date is 31 August and it holds the AGM in December of the same year. For the
2001 (2005) Code, the financial year-end period would be 31 August 2003 (2007), as it
would be complying with the Code that is for the AGM after 1 January 2003 (2007),
given that it would have held its AGM in December 2003 (2007).
Foreign incorporated companies listed in Singapore at that time were also
excluded from the initial list. The rationale for their exclusion from the research was to
avoid complications resulting from their dual compliance with the laws and regulations
of their home country as well as of Singapore. It also enabled the study to focus its
analysis solely on Singapore incorporated companies that were governed under the laws
and regulations of the Republic of Singapore.
3.2.1 Sample
As of 1 May 2008, there were 621 companies listed on the SGX that were
incorporated in Singapore. Of the 621 companies, 227 companies or 454 covering both
periods of the study were finally used in the thesis. This is derived as follows as shown
in table 3.1:
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Table 3.1 – Derivation of the sample
Description

Sub-Total

Number of listed companies on SGX

Total

621

Less: Number on SESDAQ

(138)

Number incorporated from 2002 onwards
Number with data collection problems
• Price problems
• Dual listing under US ADR program
• Incomplete information from AR
• Delisted companies
• Companies undergoing restructuring

(199)
8
3
27
9
10

Number of companies in the sample

(57)

227

The above is classified by industry as follows:
Commerce (COM)

41

Construction (CONS)

11

Electricity/Gas/Water (EGW)
Finance (FIN)

1
16

Hotels & Restaurants (HOTELS)

9

Manufacturing (MFG)

76

Multi-Industry (MULTI)

14

Properties (PROP)

20

Services (SERV)

24

Transportation/Storage/Communication (TSC)

15

227

3.2.2 Data collection process
The data collection process consisted of two stages. The first stage, collection of
the raw data, took six months to complete, commencing in May 2008 and ending that
October. It is estimated that with an average board size of eight members, there were
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more than 100,000 data inputs. This initial stage consisted of gathering a broad range of
information from the annual reports, predominantly in the financial and board related
corporate governance areas, which were all done manually.
The primary data sources for the annual reports came from Mergent online, the
SGX web site and the web sites of the companies, while share price information came
from Yahoo Finance, ShareInvestor.com and DataStream.
As the data were hand-collected, verification occurred under a two-step process.
The first step focused on ensuring that the data collected were consistent, given the
variety of ways in which the information was presented in the annual reports. The
second step involved checking manually through a box-ticking process that the data
collected were incorporated into the correct fields. While undertaking the above steps,
the researcher also looked out for unreasonable values in the respective data fields and
made corrections where necessary. For example, in the ‘Financial Summary
Information’ section of the data input sheet, warning flags were raised if the return on
equity and/or market-to-book ratio numbers were at extreme values, as these figures
suggested that the data input fields of profit/(loss) after tax, stock price and/or units on
issue may have incorrect values in them. It is estimated that no more than 1% fell into
this category.
After the raw data were captured and verified, using a user-created macro
program within Excel, the relevant data were transposed and transferred into a master
data sheet. At the end of this process, this master data sheet had approximately 20,000
data points associated with the sample of companies.
In the last phase of this first stage, the relevant data collected in the master data
sheet was reduced further into the required data set. This reduction involved removing
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fields that were not relevant to the hypotheses tested in this research. The number of
data points at the end of this first stage approximated 15,000.
The second stage of the data collection process took one week to complete,
beginning on 19 January 2009. In this stage, the values of the risk variables that were
used in the testing of the final hypotheses were computed. The software used for this
was from an Excel finance add-in macro program developed by Hoadley (2009).
This program essentially automated the extraction of a user-defined time-series
of data from the ‘Yahoo Finance’ web site21 and computed both of the risk measures
required for the testing of the third hypothesis. The program also featured an error
tracking mechanism that signaled potential errors in the data series, based on whether
the prices adjusted for either or both dividends and share splits.22
When such warnings were highlighted by the system, the alternate data series
from the ShareInvestor.Com website was substituted into the program’s datasheet and
used in the computation of the risk measures. The results were accepted if no further
warning signals were flagged by the system. However, if the error messages still
continued, a manual cross-check of the data series was undertaken against the existing
company’s information datasheet used in stage one to determine if the errors were due
to a change in the number of shares outstanding in the company. Where this was not the
case, the computed measures were accepted; where it was the case, the numbers were
rejected. Of the nine companies that fell into this category, only three were eventually
left out of the sample due to price reliability issues.
At the end of this second stage, the final data set, consisting of just over 15,500
data points, was retained for further analysis. These were separated into two categories:

21

The data series uses the price data adjusted for corporate actions.
Hoadley refers to these potential errors as emanating from the non-adjustment of prices from stock splits, which
occurs occasionally in the Yahoo Finance database, particularly for non-US markets.

22
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a corporate profile dataset and an analysis dataset. Sections 3.2.3 and 3.2.4 summarise
these two categories.
3.2.3 Corporate profile dataset
The primary purpose for creating the corporate profile dataset was to enable a
more ordered way of extracting information from the sample, which included both a
summary and the associated changes for the two periods being studied. These outputs
were then used to describe the general profile of the companies in the sample, given the
uniqueness of the Singapore market. The variables are explained briefly below:
1. SGX industry classification. The SGX uses its own proprietary industry
classification system, which is based on the Singapore standard industrial
classification 1996 standards. In this system, the industries are classified into 13
sectors – agriculture, commerce, construction, electricity/gas/water, finance, hotels
& restaurants, manufacturing, mining/quarrying, multi-industry, others, properties,
services, and transportation/storage/ communication.
2. Market capitalisation. This was computed by multiplying the price of the equity at
the relevant financial year-end date by the published number of shares outstanding
in that year.
3. Number of board meetings. This was the number of board meetings formally held as
published in the annual report.
4. Number of directors. This was computed based on the relevant financial year-end
dates. For consistency, directors who resigned prior to the end of the financial yearend were excluded, while directors who joined during the year and who remained as
directors at the financial year-end were included. It is estimated that less than 10%
fell into this category.
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5. Number of non-executive directors. This variable captured the total number of
directors who were classified as non-executives in the company, as disclosed in the
annual report. Directors who were not remunerated by the company as a full-time
employee and not eligible to be classified as independent director were also included
into this category.
6. Number of independent directors. This variable captured the total number of
directors classified by the company as independent. Within The Codes, the guideline
on defining independence is one “who has no relationship with the company, its
related companies23 or its officers that could interfere, or be reasonably perceived to
interfere, with the exercise of the director’s independent business judgement with a
view to the best interest of the company”.24
7. Number of executive directors. This variable captured the total number of directors
who were classified as executives in the company, as disclosed in the annual report.
These generally were directors who worked directly for the company in a
management capacity and were remunerated by the company as employees.
8. Number of males.
9. Number of females.
10. Directors’ fees25. This value was the annual remuneration paid to the non-executive
directors of the company.
3.2.4 Analysis dataset
The analysis dataset contains the information required for testing the hypotheses.
Information relevant to this dataset was subdivided further into four categories: (a)
Board quality, (b) Financial measures, (c) Risk measures, and (d) Control measures.

23

A related company in relation to a company includes subsidiary, fellow subsidiary or parent company.
This is found in the 2001 Code, p. 1 and the 2005 Code, p. 2.
25
The source for this variable was obtained from the Notice of Annual General Meeting as part of the board
resolution that requires shareholder approval. The figures are normally stated as cash figures.
24
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Details of these categories and the related variables within it are stated below and
explained in section 3.3.
1. Board quality
a. Board attendance
b. Board independence
c. Board leadership
d. Board membership
e. Board evaluation
f. Board access to information
2. Financial measures
a. Return on equity
b. Market-to-book value
3. Risk measures
a. Stock historical volatility
b. Stock beta
4. Control measures
a. Board size
b. Leverage
c. Director ownership
d. Firm size
e. Substantial shareholders

3.2.5 Final reliability check
After the raw data were consolidated into their end form, a final reliability check
on the accuracy of the data values was performed. This involved reconfirming a random
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sample of 50 companies (more than 20% of the sample) against the information in the
annual reports. It is estimated that the error rate was no more than 2%.
3.2.6 Statistical software
The main software package used for analysis of the dataset is version 17.0 of the
SPSS statistical software package named PASW. As an upgraded version was available
after the initial analyses was completed, the additional analyses under the TwoStep
cluster analysis procedure used the upgraded version 18.0, which had improved
analytical features that were useful for that part of the study.
3.3 Coding and operational measures
This section explains how the operational measures were developed and coded.
For the research, three categories of variables are needed for the statistical analysis:
independent variables, dependent variables and control variables. Each category of
variables is described in sections 3.3.1 to 3.3.3.
Additionally, the research also computed values for both a ‘Compliant’ and
‘Weighted’ approach. Under the former, a binary outcome of zero or one was assigned
to the variable if the company was not compliant or compliant with The Codes while a
value between zero to one was assigned under the ‘Weighted’ approach.
On the basis of this scoring process, the general principle under the ‘Compliant’
approach was based on whether the company complied with the minimum requirements
of The Codes, while the ‘Weighted’ approach attempts to measure the degree of
compliance with The Codes. For example, in the area of board independence, a score of
one would be attached to a company if one-third of its board was composed of
independent directors (hence meeting with the minimum one-third independent director
board composition proportion recommendation), while under the ‘Weighted’ approach,
this same company would have a score of 0.33. The ‘Weighted’ approach thus aims to
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measure the substance of the compliance on the basis that greater independence is better
than less independence. For example, by improving the controlling mechanism for the
behaviour of the agent as noted by Cochran, Wood & Jones (1985), a higher value
would be given to the company under the ‘Weighted’ approach as the proportion of
independent directors on the board increases. This same logic is used for the remaining
board variables, which are explained in section 3.3.1.
3.3.1 Independent variable measures
The hypotheses tested in this study used the framework associated with The
Codes as its reference point; hence, the constructs created for the independent variables
were linked to the six areas under the section on ‘Board Matters’. In the coding process,
some of these labels were renamed without changing the intent, to reflect the operation
of the construct better. In presenting these measures, the following format is used. The
first part describes the relevant section of The Codes from which the variables were
extracted – focusing primarily on the main principle and the relevant guidelines
accompanying it. The second part explains how these attributes were then
operationalised.
In operationalising these measures, the following four steps were taken. First, as
part of the study focused on the changes in the board variables over two time periods, a
key criterion was to ensure that the operational measures chosen were applicable for
both periods. Second, where possible, the constructs followed those that were developed
and used in previous studies by scholars in the field of corporate governance.
Third, where previous studies have not defined an appropriate operational
measure to use, new operational measures were created or adapted. These were
developed according to three principles: (a) identifying a suitable variable using the
guidance notes in The Codes accompanying the objective of the principle under the
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section on ‘Board Matters’ with the order in which the notes were presented signifying
their degree of importance,26 (b) determining whether the variable is measurable and
easily available from the annual reports, and (c) ensuring that the chosen variable is
consistent with existing theory as covered under the literature review section.
Additionally, where possible, practical applications based primarily on legal cases will
be cited to justify the choice of the constructs used.
The only exception to this was based on the variable associated with the board
quality composite. The ideology behind this lies in the rationale that as the composite
measures the cumulative effect of the individual board variables, it also incorporates the
basis behind how all these variables were formulated.
Finally, as the research looked at both the ‘Compliant’ and the ‘Weighted’
approaches, the coding process also incorporated this variation to allow for the different
treatment associated with most of the constructs. Specifically, the ‘Compliant’ method
uses the binary outcome of assigning value, where one represents compliance with the
minimum requirement and zero signifies noncompliance,27 while under the ‘Weighted’
approach, a range of values is assigned to each construct in attempting to measure the
degree of compliance with The Codes. In terms of the methodology used in determining
this value, a variant of the Likert scale was followed; instead of representing the
responses into a five- or seven-part range of outcomes, a scale of between zero to one
represents the possible range of outcomes for each of the constructs measured. Details
of this process are covered individually under the relevant variables.
Before proceeding on to discuss the development of the individual independent
variables, a note on how corporate governance practices in Singapore listed companies
26

The level of importance of the points in the guidance notes and guidelines is based on an assumption that the first
point is of higher importance than the next point and so on, and is the approach taken by the researcher in the absence
of clarity in The Codes on whether the order in which the points are made also signify their importance.
27
This does not apply to the board leadership construct which was based on the type of leadership structure and is
explained in section 3.3.1.3.
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are disclosed is warranted. The system adopted by The Codes follows the principle of
“comply or explain.” A problem with this approach from the data collection perspective
is that if a particular governance practice is not disclosed and not explained as a
deviation, under the “comply or explain” approach, it can be argued that the company
has complied with the point.
The existing practice of Singapore companies listed on the SGX, however,
generally is to go beyond the requirement of The Codes by disclosing their compliance
or noncompliance with the corporate governance recommendations. In fact, some
companies (like the SGX) even go to the extent of providing a box-ticking
representation

of

their

compliance

(or

noncompliance)

with

each

of

the

recommendations in The Codes.28
However, it is acknowledged that there still is a risk of misclassification where
silence may mean compliance. For this thesis, the research used only the published
information in annual reports in the coding process. It is anticipated that this approach,
together with the narrow focus on an element of each of the independent variables,
reduces the ambiguity associated with the nondisclosure, is practical and also follows
the assumption that it is in the best interest of the company to disclose publicly when it
complies with The Codes.
3.3.1.1 Board attendance
The first principle under the heading of ‘Board Matters’ in The Codes is
presented as ‘The Board’s Conduct of (its)29 Affairs.’ In the context of studies into
board governance matters, a review of the literature has provided some direction in the
operationalising of this variable, but nothing specific. This implies that in order to

28
29

See appendix 3.1.
This applies only for the 2001 Code.
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measure this principle, an operational construct had to be adapted for use in the study.
This was undertaken using the four-step process described earlier and detailed below.
The first step was to carry out a comparison of the variables available between
both versions of The Codes with the objective of extracting similarities in the guidelines
and guidance notes associated with the first principle. Starting with the differences first,
in the 2001 Code, the primary principle there was focused on the board leading and
controlling the company. While the 2005 Code also retained this principle, it added to
the 2001 version by providing greater clarity associated with the hierarchy of
responsibilities – with management accountable to the board and the board ultimately
answerable to the shareholders as owners.
Furthermore, the 2005 version expanded the guidelines by adding other
responsibilities through: (a) an explanation of the roles of the board, which is to provide
leadership, assess and manage risk, review management performance and develop the
culture of the company to be consistent with shareholders objectives,30 (b) specifying
that looking after the company’s interest is the overriding objective of the board,31 (c)
increasing the disclosure of the board committees’ delegation of authority parameters,32
and (d) incorporating a formal process in the appointment of directors to the board.33
As for the similarities, these were that: (a) both versions recommended the need
to meet regularly and as required, with disclosures on the attendance records of such
meetings as well as those of the respective board committees to be made in the annual
reports,34 (b) both versions suggested that disclosure of the relevant authorities that have
been granted to the board be made public,35 and (c) both versions also propose that the

30

Point 1.1 (2005 Code).
Point 1.2 (2005 Code).
32
Point 1.3 (2005 Code).
33
Point 1.7 (2005 Code).
34
Point 1.1 (2001 Code), Point 1.4 (2005 Code).
35
Point 1.2 (2001 Code), Point 1.5 (2005 Code).
31
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training of directors be adopted as a continuous process, especially for first time
appointee(s) covering accounting, legal and industry specific matters.36
Having determined the similarities, the second step was to look at how important
those variables were within the principle itself. The approach used to test for this degree
of importance was based on the order in which they appeared in the guidelines and
guidance notes. In this instance, the variable associated with the disclosure of the
directors’ attendance at board meetings appeared ahead of the other two variables.37
After concluding the second step, the third step involved determining if the
variables had measurable properties with data that were easily available from public
sources. Here, the ‘attendance record of the directors’ was preferred over the other two
variables because: (a) the information was readily available from the published annual
reports, (b) it could be defined easily without ambiguity (i.e. either the attendance
record was published or it was not), and (c) if computed on a percentage basis, it was
able to provide a range of outcomes that could be useful from an analytical point of
view and was consistent with how other scholars have operationalised board attendance
matters (Black, Jang & Kim 2006; Brown & Caylor 2006).
These benefits dominated when compared with the other two variables; in the
case of the ‘type of authorities’ variable, although the information was also accessible
from the annual reports, the purpose of the point was aimed more toward formalising
the framework for the board to operate within; whilst that of ‘training programs for the
directors,’ the monotonic acknowledgement in the majority of annual reports on the
participation of directors in training programs without any elaboration on how useful
these programs were, particularly in helping them better discharge their responsibilities,
had no practical benefit.
36
37

Point 1.3 (2001 Code), Point 1.6 (2005 Code).
In the 2001 version, this appeared as the first point; in the 2005 version, it was the fourth point.
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The final stage in the development of this operational construct was to find a
means of justifying it. Two studies support this choice. The first is from Cornforth
(2001), whose

research found the attendance record of board members to board

effectiveness to be significantly correlated, while Brown & Caylor (2006) found the
attendance record of board members that is over 75% to be one of the seven variables
that fully drive the results of the Grompers, Ishii & Metrick (2003) G-Index. Ancillary
support comes from studies done by Black, Jang & Kim (2006), who also used this
variable to construct their ‘Board Procedures Sub-Index.’
Interestingly, from a practical perspective, the importance attached to board
attendance was also relevant in identifying directors’ commitment to the firm. This can
be seen from a recent legal case involving the directors of Chuan Soon Huat Industrial
Group Ltd, a Singapore listed company, who were charged by the courts of Singapore
for negligence in discharging their duties as directors of the company.
As reported in The Business Times, following a probe of the 2004 and 2005
annual reports by the Singapore Commercial Affairs Department, it was discovered that
the company’s Executive Chairman, Lee Tian Teck, was disclosed to be an active
member of the company despite his nonattendance at board meetings, which later was
found to be false as he, in fact, had suffered a stroke in 2003 (Yap 2008).
Specifically, according to filings by the company to the SGX, on 27 August
2008, three of the executive directors were charged in the “Subordinate Courts of
Singapore under Section 157(1) of the Companies Act, Chapter 50 of Singapore, for
failing to use reasonable diligence in the discharge of their duties as directors of the
company, by failing to disclose a change in the effective control of the company to the
Singapore Exchange Securities Trading Limited, that Lee Tian Teck had in the period of
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1 January 2004 to 31 October 2006 ceased to discharge his duties as executive chairman
of the company” (Singapore Exchange Securities Trading Limited 2008a).
On 7 October 2008, the court found the defendants guilty of the charges and
meted out punishments in the form of a $5,000 fine as well as “the disqualification from
acting as a director, or taking part, whether directly or indirectly, in the management of
a company or of a foreign company registered under the Act, for five years commencing
on 6 October 2008” (Singapore Exchange Securities Trading Limited 2008b).
Further investigation into the court documents also revealed that in addition to
the executive directors being convicted, the two independent directors, Peter Moe and
Sng Keng Ling, were charged and convicted of the same crime with the punishment of a
fine of $2,000 and a disqualification from acting as a director for two years (Chew
2008). In his submission, the Public Prosecutor stated, “The executive directors’
flagrant disregard of their duties as directors of a listed entity and the independent
directors’ culpable inaction are worthy of punishment, not merely to deter the individual
offenders but to deter like-minded directors who may wish to treat their duties to public
investors with similar disdain.” He further stated that “the facts of this case are so
aggravating that the court ought to send a strong signal denouncing the behaviour of the
executive and independent directors of Chuan Soon Huat as unacceptable” (Chew 2008,
p. 9).
This case clearly highlights the importance of the attendance record of directors
at board meetings, as it was through this information source that the authorities were
able to identify and punish the directors of the company for failing to discharge their
duties properly.
However, as a means to determine how the board conducts its affairs, it is
acknowledged that the measure still has limitations, but was the only feasible
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operational measure that was consistent with both versions of The Codes, was easily
measurable and freely available from public sources. Additionally, in order to reflect
better what the variable was attempting to measure, the label associated with this part
was renamed to board attendance (BA).
From the computational perspective, under the ‘Compliant’ approach, a value of
zero was accorded to companies that did not publish the attendance record of directors
at board meetings, while a value of one was given if such attendance record was
published. Under the ‘Weighted’ approach, as this measure attempts to determine
whether a higher attendance record by directors is positively related to the quality of the
board (Cornforth 2001), the value here was based as a ratio of the total number of board
meetings attended by directors over the total number of board meetings held by the
company.
3.3.1.2 Board independence
The second recommendation in The Code on ‘Board Matters’ is related to the
area of ‘Board Composition and (Balance)38 Guidance.’ The objective of the principle
stated by The Codes is to have a strong element of independence on the board.
In achieving this objective, the guidelines proposed: (a) that the number of
independent directors on the board should be at least one-third39 in proportion, (b)
where the tests for independence40 is not met, independence of the director still can be
declared by the company provided full disclosure is made of the relationship,41 (c) a
consideration of the size of the board42 is undertaken, and (d) that the directors should
comprise of competent people particularly in the area of accounting/finance,
business/management with experiences in the industry, type of customers and strategic
38
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planning.43 Additional measures proposed in the 2005 Code include requiring the nonexecutive directors to challenge and develop strategy proposals and review the
performance of management,44 preferably without the presence of management45 in the
meeting.
The primary purpose of this construct therefore seeks to measure the aspects
associated with the independence of the board. Some examples of this characteristic
include a director who: (a) was not an ex-employee of the company (or its related
companies) in the last three years,46 (b) does not have any immediate family member
(who is in a senior management capacity) employed in the company (or its related
companies) either currently or in the previous three years,47 (c) has not himself (or his
immediate family members) received any compensation except for services rendered as
a director for both the current and preceding year, and (d) was not involved with the
company as an ‘Interested Party’48 in the current or preceding financial year(s).49
In operationalising the variable that was consistent with both versions of the
codes, the approach used by scholars (e.g. Coles & Hesterly 2000) in the field of
corporate governance to measure the independence of the board by computing the
percentage of independent directors to the total number of directors in the company was
adopted for the ‘Weighted’ method. The assertion is that the greater degree of
independence, as suggested by a higher proportion of independent directors to total
directors, would have a positive impact on the overall quality of the board.
With the ‘Compliant’ approach, a binary outcome was applied, based on the
minimum requirements as set out in The Codes. In this case, as The Codes specify that a
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minimum of a third of the board is to be made up of independent directors, a zero score
was attached if less than one-third of the board consisted of independent directors, while
a score of one was given if they made up at least one-third of the board.
Given the highly researched nature of this variable, the label associated with this
area was renamed board independence (BI) to reflect more accurately what the variable
was attempting to measure.
3.3.1.3 Board leadership
The third principle under The Codes, is entitled ‘Chairman and Chief Executive
Officer’, which deals with how responsibilities at the top of the company are allocated.
The objective of the principle is to balance power at the top of the company, thus
avoiding a concentration of power issues.
The main recommendation associated with board leadership matters is for the
roles of the chairman and the CEO to be separated.50 In addition to this, the guidelines
recommend that the chairman should: (a) lead the board and set its agenda in
consultation with the CEO, (b) ensure timely and relevant information flows to board
members, (c) manage the relationships among the directors as well as with the
management of the company, (d) manage the communication of information with
shareholders, and (e) promote a high standard of corporate governance practices in the
company.51 The guidelines also indicate that the list recommended is not an exhaustive
range of responsibilities for the chairman to perform.52
A key difference between the 2001 Code and the 2005 Code is the inclusion of a
commentary section in the 2005 version, which incorporated a recommendation that an
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independent director should take on the lead role when there is a combined leadership or
leadership closeness (by family ties or executive relationship).
Similar in concept to how the operational measure for the BI variable was
determined, the construct used here followed those applied in previous studies on board
leadership research (Rechner & Dalton 1989; Daily & Dalton 1993). This applied
directly to the ‘Compliant’ method and is adapted for the ‘Weighted’ approach.
Under the ‘Compliant’ approach, given that both versions of the codes require
only a separation in the leadership structure between the chairman of the board and the
CEO, a binary outcome was employed, where zero signified that the chairman and CEO
is the same person, while the value of one signifies different persons.
However, from a practical perspective, although companies can comply formally
with the requirements as recommended in The Codes, it is possible that the separation
could be in form only. For instance, it is quite common to find a number of familyowned companies in which both the chairman and CEO positions are held by different
people who are also executive directors of the company or are related to each other. An
example is a company called City Development Limited, where the Executive
Chairman, Kwek Leng Beng, is the older brother of the CEO/MD, Kwek Leng Joo (City
Development Limited 2007).
Therefore, as a means to mitigate this measurement weakness, following the
principle that greater independence as suggested under principle two of The Codes on
board independence is a better governance proposition, the ‘Weighted’ approach aims to
measure the degree of independence at the board leadership level. This is achieved by
measuring the degree of independence of the chairman (given that the CEO’s status is a
constant as he always is an executive officer of the company). In Singapore, this could
take the form of three categories: the chairman is an executive director of the company
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and is a separate person from the CEO, a non-executive director who is not independent,
or an independent director. This approach is also consistent with the comments made by
Rechner & Dalton (1989), who indicated a preference for a separate chairman who is
also an outside director.
To quantify these distinctions, the ‘Weighted’ approach adopted a weighting
system based on the premise that from a level of independence perspective, an
independent director status prevails over that of a non-executive director status, which
in turn prevails over that of an executive director. While the actual weighting is
somewhat arbitrary, the direction of the weightings reflects the premise as stated in the
previous sentence. Formally, where the board leadership was separate, for scoring
purposes, a value of one-third (0.33) was applied if the chairman was an executive
director, two-thirds (0.67) if he was a non-executive director and one (1) if he was an
independent director.
Similar in reasoning to the previous construct, given the highly researched
nature of this variable, the label associated with this area was renamed board leadership
(BL) to reflect more accurately what the variable is attempting to measure.
3.3.1.4 Board membership
The fourth principle is related to board membership (BM) matters. In terms of
the labeling linked to the construct, the thesis adopts the same terminology as that used
in The Codes. Here, the objective of the principle is to ensure that a formal and
transparent process is undertaken in the appointment of new members to the board.53
Underlying this key objective, the guidance notes also provide a number of suggestions
that could be followed to achieve this.
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Point 4 (2001 & 2005 Codes).

77

The recommended first and primary way of achieving this objective is through
the establishment of a formal body known as the nominating committee (NC). The key
requirements for the NC are to have at least three directors on the committee and to
have the majority of members (including the chairman) consist of independent
directors.54 Other recommendations include the responsibility in the re-nomination of
directors,55 determining the independence of the directors,56 assessing directors who
have multiple board representation on their commitment ability,57 describing how board
members are selected and appointed58 and in providing general information and the
curriculum vitae of the directors in the annual reports.59
Consistent with the BA construct, in the context of studies related to ‘Board
Matters’, with no known specific studies undertaken in the area on operationalising the
recruitment of board members, a new measure had to be adapted from the limited
studies available in related areas in order to measure this variable. Following the
principles enumerated at the beginning of this section, the following steps were taken.
The first step was to ensure that the variable captured the key objective of both
versions of The Codes. Coincidentally, the 2001 and 2005 Codes were almost identical,
except for the additional requirement under the 2005 Code of no direct relationship
between the chairman of the NC and a substantial shareholder.60 Given the clarity of
that key principle, a precise objective under the BM variable could be determined:
essentially to follow the principle of formality and transparency in the recruitment of
new directors to the company.
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The second step in the development of this construct required it to be suitable,
measurable and have some theoretical justification attached to it. From a suitability
perspective, the order in which the points in the guidance notes/guidelines appeared
indicated the degree of importance attached to this area. Additionally, a closer
examination of the notes also revealed that the information could be categorised into
one of a structure and responsibility framework, with the first guidance note/guideline
defining the structure while the remaining notes covered the responsibilities associated
with the structure.
Accordingly, looking at the first guidance notes/guidelines, reference is made to
the establishment of a NC and the recommended composition of that committee. These
are that: (a) the chairman of the NC is an independent director, (b) the NC comprises at
least three members, and (c) the majority of the members are independent directors. As
the establishment of a committee provides the formality, and the requirement for the
chairman and a majority of members of the committee being classified as independent
directors satisfies the transparency requirement, these points essentially address the
requirements under the BM construct.
Having developed this construct as suitable, the next part was to determine if it
was measurable and easily available from public records. As most of the annual reports
publish information related to the NC and its associated structure (e.g. the number of
members, independence of members and chairman, and frequency of meetings), the
extraction of the relevant information was practical.
The final part was to justify the choice of this construct. As indicated earlier,
with no known studies undertaken specifically on board membership to board quality or
board effectiveness, references were made to related studies closely connected with the
recruitment of directors onto the board. Two papers studying the roles that NC plays are
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referenced for this construct. These are Vafeas (1999), who contended that the use of a
NC improved the quality of the board through having more directors who are
independent and Ruigrok et al. (2006) who found in their study that boards with NCs
find directors who fulfill the roles that are consistent with agency and resourcedependence theories.
From a scoring perspective, under the ‘Compliant’ approach, a value of one was
accorded to the construct if the minimum requirements as specified in the above
guidance notes/guideline were complied with. Where these conditions were not met, the
value of zero was assigned to the construct. Under the ‘Weighted’ approach, the
computation of the value used the procedure adopted by Klein who took the “inside and
outside directors’ membership on board committees as proxy for their duties on the
board…as a test for the linkages between board structure and board effectiveness”
(Klein 1998, p. 276). Computationally, the range of values accorded to this construct is
therefore a function of the proportion of independent directors to the total number of
directors who are members of the NC which postulates that a higher degree of
independence on the NC is positively related to the board’s quality, consistent with the
view of Vafeas (1999).
3.3.1.5 Board evaluation
The fifth principle in The Codes, relates to matters associated with board
performance. The key recommendation by The Codes is for the inclusion of a formal
assessment of the board which also takes into account the contribution of each director
to the overall effectiveness of the board. The guidance notes/guidelines recommend
that: (a) this evaluation process be undertaken by the NC and is disclosed in the annual
reports,61 (b) the NC be charged with the responsibility of determining the criteria to be

61

Point 5.3 (2001 Code) & Point 5.1 (2005 Code).

80

used in the evaluation process,62 (c) the evaluation yardstick should also include a
comparison with the Singapore Straits Times Index, a relevant industry benchmark
index over a five-year period and other performance indicators like the return on equity,
the return on assets & the economic value added,63 and (d) the individual evaluation of
directors should focus on their effectiveness of contribution and demonstrated
commitment to the company.64
As with the previous construct, for the purpose of this research, a new measure
had to be adapted to specifically capture the key attributes associated with The Codes.
Similar in approach to the construction of the operational measures undertaken
previously, the first step was to determine similarities in principle between the two
versions of The Codes. This was simplified considerably as both versions of the codes
state the exact same principle, which is for: (a) the board to be formally assessed, and
(b) that the directors’ contributions be incorporated into the board performance
evaluation exercise.
However, although the objective of the principle is the same, the application
differed as reflected in the way the guidance notes/guidelines are written. For instance,
in the 2001 version, the guidance note was concerned predominantly with the view that
the board should be evaluated, with the directors’ individual contributions being a part
of the overall board evaluation process. This was similar in structure and content to the
2005 version except for the additional note included in the 2005 version, which
specifically recommends that the directors’ contributions be assessed at the individual
level as opposed to in conjunction with the board’s evaluation. This inclusion provided
greater clarity on the treatment of the evaluation of the individual directors of the
company, which applied specifically to the 2005 version of the code. The above is
62

Point 5.1 (2001 Code) & Point 5.2 (2005 Code).
Point 5.2 (2001 Code) & Point 5.3 and 5.5 (2005 Code).
64
Point 5.4 (2005 Code).
63

81

important as it provides a clear direction that the remaining common variable for
comparison purposes between The Codes was whether a formal evaluation of the
board’s performance was undertaken in the financial year.
With the similarities defined, the next step was to determine how to
operationalise the construct based on the principle of suitability, measurability and
theoretical justification. Given the two requirements of formality and evaluation, from a
suitability and measurability perspective, the data required was simply an
acknowledgement in the annual report that a formal process was undertaken in the
evaluation of the board’s performance or, if not stated, that the evaluation was
undertaken by a body (like the board or a committee) as a proxy for the formal process.
It is important to note that in this formal process, the relevant guidance
notes/guidelines consistent with both versions of the codes recommended that this be
undertaken by the NC, which is also responsible for defining the terms of reference for
the board evaluation process. However, in order to avoid the myriad of possible
permutations when taking into account the similarities in the guidance notes/guidelines,
the study focused on only the formality of the evaluation process, suggesting that an
appropriate body (like the board in the case of DBS Bank) could also undertake this
task.
Theoretical support in the area of board evaluation from academia has focused
largely on content (Conger, Finegold & Lawler III 1998; Kazanjian 2000; Ingley &
Walt 2002). However, a small but growing number of studies have started to look at it
from an effectiveness perspective (e.g. Warther 1998; Minichilli, Gabrielsson & Huse
2007) and generally conclude that, if done correctly, leads to improvement in financial
performance.

82

Having satisfied the three requirements to operationalise the construct and given
the focus on the evaluation process, the variable was renamed board evaluation (BE).
From a computational perspective, under the ‘Compliant’ approach, a value of one was
accorded when there was a formal process involved in the board evaluation process.
Where this was not the case, a value of zero was assigned to the construct.
A limitation under the ‘Compliant’ approach is its inability to account for
companies that recognise the importance of having a board evaluation exercise but do
not undertake it in the form recommended by The Codes. In order to incorporate these
groups of companies into the study, and to determine whether it is the evaluation
process itself or the formality of the process that is important, the ‘Weighted’ approach
was used to account for this, as there is no “one size fits all” solution (Minichilli,
Gabrielsson & Huse 2007, p. 610).
Accordingly, to compute this value, the sensitivity of the analysis was based on
how the evaluation took place as opposed to whether the evaluation was undertaken on
a formal basis, and adopts the same methodology that was used in computing the value
for the ‘Weighted’ BL construct. Hence, as the emphasis was on the process of
evaluation, it was assumed that a formal status prevails over that of an informal process,
which prevails over that in which no evaluation takes place.
In the same vein, the assigned values are also somewhat arbitrary, but reflect the
degree of importance associated with how an evaluation of the board was undertaken.
Specifically, as there are only three possible outcomes, the values assigned were: (a)
zero when no performance evaluation was undertaken, (b) a half point when an informal
assessment was undertaken, and (c) a full point when a formal appraisal was
undertaken.
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3.3.1.6 Board access to information
The sixth and final part of the board variable associated with The Codes relates
to informational access. In terms of the labeling linked to the construct, the thesis
adopted a similar terminology as that used in The Codes.
The requirement that both codes emphasised was the need for board members to
have access to “complete, adequate and timely information”.65
The guidance notes/guidelines further stipulate that it is insufficient to rely just
on what is supplied to the board, but to also engage with management through further
queries, in order to discharge their duties as directors appropriately. The suggested
practise to achieve the above is for board members to have separate and independent
access to the company’s senior management.66 Subsequent guidelines on the objective
of the principle are more procedural in nature and incorporates: (a) the type of
information to be included in documents presented to the board,67 (b) clarity on the role
of the company secretary – particularly in the area of compliance with board procedures
and coordination of information flow within the company, which includes having
unrestricted access to the company secretary,68 (c) a provision for the directors to take
independent advice at the expense of the company,69 and (d) a recommendation that the
nomination of the company secretary is for the board to decide.70
As this variable is unique to the study, the operationalising of this construct had
to be adapted from existing studies on board information matters. Following the
approach used in operationalising the earlier independent variables, the first step looked
at the similarity of both codes as indicated in their guidance notes/guidelines
accompanying the main principle. In this case, the examination of the above guidance
65

This is found in the 2001 Code, p. 4 and the 2005 Code, p. 8.
Point 6.1 (2001 & 2005 Codes).
67
Point 6.2 (2001 & 2005 Codes).
68
Point 6.3 (2001 & 2005 Codes).
69
Point 6.4 (2001 Code) & point 6.5 (2005 Code).
70
Point 6.4 (2005 Code).
66

84

notes/guidelines indicated that the theme associated with both versions of the codes
remains largely similar. For example, three of the guidelines had identical sentences
while another had the point expanded to include additional responsibilities for the
company secretary. The differences between both codes related to the treatment of the
company secretary with regard to his appointment or dismissal, which in the 2005 Code
requires the board’s approval.
Using the three guidelines that were similar as the starting point, the second step
involved in developing the operational construct looked at whether the measure had
properties of suitability and measurability. Of the three points of similarities, one of
them had measurement limitations. This was related to the second item in the guidance
notes/guidelines of both The Codes, where it indicated the type of generic information
that was to be presented to board members. Accordingly, because different companies
operate differently and may have their own way of presenting the information, it would
be problematic to ascertain from the publication in the annual reports if what was
disclosed met the criteria suggested in the guidance notes/guidelines. To avoid
interpretation ambiguity, the point was excluded.
Of the remaining two points of similarity, although both were measurable
through a statement in the annual report, one of them had suitability issues. This was
related to the last point in both of The Codes that recommended a procedure for
directors to take independent professional advice at the company’s expense. As the
main principle relates to being provided with complete, adequate and timely information
from the company, this point does not achieve that objective, as it is concerned more
with helping the directors to improve their decision making on the information already
provided or obtained. Furthermore, as it was the last point under the guidance
notes/guidelines in both of the codes, it was also deemed to be the least important.
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Accordingly, through the process of elimination, the only remaining point of
similarity that could be used to measure the construct of board access to information
(BAI) fell on the first point in both versions of the codes. Essentially, this was related to
having unrestricted access to the senior management of the company, which enabled the
directors to independently question the management on what has or has not been
provided. Additionally, this ability would ensure that the directors discharge their duties
properly, as the note also stipulated that just accepting the information presented may be
insufficient if the director is expected to fulfill his role.
Having determined the appropriate measure to use, the final requirement was to
justify its usage. The guiding theoretical base behind the use of this construct can be
found from agency theory whereby early scholars have identified that information can
flow in an asymmetric fashion from the agent to the principal, potentially causing a
reduction in the board’s effectiveness (Jensen & Meckling 1976; Fama 1980).
In order to mitigate this risk, studies have shown that directors’ access to
information should not be reactive but proactive in their information harvesting
activities, as suggested by Nowak & McCabe (2003). This essentially would involve
asking challenging questions, probing further when warranted, engaging in open debate
and, when appropriate, exploring alternative options (Roberts, McNulty & Stiles 2005).
In view of the above, the directors’ access to information is not only critical to them in
discharging their duties but more importantly keeping them on the right side of the law
(SGX-ST Listing Manual 2008; The Companies Amendment Act 2006).
Although it is expected that compliance in this area will be high given its
indoctrination within the statutes and relevant laws of Singapore, there is a risk of
potential misclassification here, especially when no indication of compliance in this area
was stated. However, to remain consistent with the approach used throughout this
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thesis, it is assumed that in the spirit of good corporate governance practises, if the
recommendations in The Codes were complied with, it is in the best interest of the
company to disclose such compliance in their annual reports.
Accordingly, following the steps taken above, it is postulated that the most
appropriate proxy to measure the construct of BAI, where the key requirements are on
receiving complete, adequate and timely information that is common to both versions of
the codes and that have measurable properties, is through a declaration in the annual
report that separate and independent access to the senior management of the company is
allowed. As the outcome can be only one of two forms – “No” if not indicated and
“Yes” if indicated – for computation purposes, a zero value is attached if no information
on the access to senior management is declared in the annual reports and a value of one
is given when such information is specified. Given that there is no other variation
associated with this outcome, the same value applied for both the ‘Compliant’ and
‘Weighted’ approaches. Additionally, as will be seen in chapter five, given the high
scores associated with this variable, it is not unusual for companies to include a
statement to this effect in their annual reports.
3.3.1.7 Board quality
As reported in chapter two, a number of studies on board attributes fail to
convincingly link board governance variables to firm performance. This could be due to
the limited modeling done on a composite of board variables (Warther 1998) and the
general focus by extant studies on a single board variable (e.g. Daily & Dalton 1992;
Daily & Dalton 1993; Conyon & Peck 1998; Carter, Simkins & Simpson 2003),
although it is acknowledged that there has been an increase in research studies using a
composite of board variables in recent years (see for example Cremers & Nair 2005;
Brown & Caylor 2006).
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In an attempt to address this limitation, the thesis postulated that perhaps linking
board governance matters to firm performance can be better explained through a
composite measure as opposed to using individual variables. This presents a practical
solution (Kennedy 1998) given that the variables are all likely to be highly correlated
with each other due to the fact that they relate to the same underlying issue associated
with board matters (Callahan, Millar & Schulman 2003). The challenge, however, is in
the creation of an appropriate composite measure, given that no studies using a
composite measure for only board quality could be found either in Singapore or other
countries.
To address this dilemma, the researcher used the following process. The first
step was to examine how previous studies that used composite measures for corporate
governance computed these values. These were covered in the literature review section
of the previous chapter, in which a number of studies, like Grompers, Ishii & Metrick
(2003), Bebchuk, Cohen & Ferrell (2004), Cremers & Nair (2005) and Brown & Caylor
(2006), dealt with this issue by adding a list (also known as SumScore) of corporate
governance attributes, which are in binary form, to determine the overall score of the
company. Accordingly, given the consistent use of the SumScore methodology, this
research adopts the same approach by adding a number of variables to determine the
composite score.
With the first step resolved, the next step was to determine which variables to
use. Given that the study focused primarily on The Codes, and with the independent
variables being studied emanating from the six principles under the section of ‘Board
Matters’, the study uses the same six independent variables under the ‘Compliant’
approach in computing the composite value (hereon referred to as the BQ index). This
choice is to be expected as most companies natural inclination would gravitate towards
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a written code recommended by the authorities given the relative infancy of corporate
governance practises in Singapore. The only exception to this was related to the
computation of the overall degree of compliance value under the ‘Weighted’ approach,
which was used for testing of the first hypothesis where the intention was to determine
whether the change between two similar measures has occurred.
3.3.2 Dependent variable measures
In chapter two, the dependent variable was introduced through hypotheses two
and three. Two types of dependent variables were proposed. The first focused on a
performance measurement aspect, while the second looked at a risk measurement
perspective. The approach to using both performance and risk as dependent variables is
rarely used in studies on corporate governance. However, current research is moving in
that direction, as seen in recent studies by Selvaggi & Upton (2008), who combined
both measures to find that better governed companies deliver a higher risk-adjusted
return, while Black, Jang & Kim found that better governed companies “appear to enjoy
a lower cost of capital” (Black, Jang & Kim 2006, p. 368). This research also includes
measures of performance and risk consistent with the well accepted view in finance that
looking at returns in isolation from risk is an incomplete picture of the overall end result
(Sharpe 1964).
3.3.2.1 Performance measures
Under the performance measurement category, studies in the area of corporate
governance have used a variety of variables to measure performance. These can be
generalised into two broad categories: accounting-based measures and market-based
measures, with both equally justifiable when accounting for the effects of market
efficiency and the relevance of information as suggested by Fama (1970).
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Given the extensive debate associated with performance measurement and with
no consensus on the preferred indicator to use (Dalton et al. 1998), this thesis employs
multiple measures of firm performance as suggested by Zahra & Pearce (1989) in order
to evaluate adequately the independent variables being tested. Accordingly, the study
uses both an accounting-based and a market-based measure as its first set of dependent
variables.
Accounting-based
Proponents of accounting-based measures generally argue that such numbers are
a direct result of managers’ efforts, which is particularly suited to investigating
relationships between corporate governance variables and firm performance
(Hutchinson & Gul 2004). Additionally, in the context of Singapore, as these stocks are
thinly traded, the last traded price may not be reflective of the firm’s true value due to
contagion and bandwagon effects, which accounting measures are able to isolate (Phan,
Lee & Lau 2003).
Some examples of studies that employ accounting-based measures are; Rechner
and Dalton (1991), who used the return on equity, return on investment and profit
margin as measures of performance in their study of CEO duality, Boyd (1995), who
used only the return on investment as the measure of performance, and Baliga, Moyer &
Rao who used the “return on equity, return on total assets, operating cash flow/total
assets and operating cash flow/sales” (Baliga, Moyer & Rao 1996, p. 47). Other
examples include Fizel & Louis (1990), Haleblian & Finkelstein (1993), Black, Jang &
Kim (2006) and Bhagat & Bolton (2008), who used return on assets, return on sales,
earnings per share, total sales, sales growth and return on equity as their variables for
performance measures.
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Given the variety of choices available, this thesis uses the return on equity
(ROE), computed as profit after tax divided by the total equity of the shareholders, as its
accounting-based performance measure, which is easily available from public sources.
Additionally, the approach is consistent with studies associated with composite
measures (e.g. Adjaoud, Zeghal & Andaleeb 2007).
Market-based
Proponents of market-based measures argue that these indicators have less
ambiguity from an interpretive point of view (particularly for companies operating in
many different industries), with the added advantage of producing values that are risk
adjusted for performance (Nayyar 1992). They also contend that accounting-based
measures are subjective in nature, given the ability by management to manipulate the
accounts through valuations, depreciation policies and the treatment of revenues and
expenses (Chakravarthy 1986), as well as being untimely, given the historical nature of
the numbers that lag the actual performance to which the results relate (Kiel &
Nicholson 2003).
There are also many studies employing market-based performance measures.
Banhart, Marr & Rosenstein (1994), for example, used the market-to-book ratio of
common equity (computed as the market capitalisation of the company divided by its
book value) as their performance measure, given its simplicity in cross-sectional work
over a period of time, while Millstein & MacAvoy (1998) used a more recent measure
of performance adopted by the commercial world – excess returns – which is a
derivative of the economic value-added concept made famous by Stern Stewart (1994).
This excess return basically is the difference between the actual returns and the cost of
capital that resolves a number of limitations in existing market-based measures.
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Tobin’s q is another commonly used method of performance measurement.
Griffith, followed the Lewellen & Badrinath methodology by using the market value of
the firm’s common stock, preferred stock and debt divided by the firm’s replacement
value of its assets (Lewellen & Badrinath, as cited by Griffith 1999), while Kiel &
Nicholson used a variant version by Chung & Pruitt whereby the market value of the
preferred stock and debt was substituted by its book value while the firm’s replacement
value was substituted by the firm’s total assets at book value (Chung & Pruitt, as cited
by Kiel & Nicholson 2003). Other studies have found Tobin’s q and the market-to-book
value to be closely correlated and adopted the market-to-book value as a good proxy for
Tobin’s q (Conyon & Peck 1998; Shin & Stulz 2000).
Accordingly, given the cross-sectional structure of the sample and the simplicity
involved in accessing the share price information, the study adopted the approach used
by Banhart, Marr & Rosenstein (1994), Conyon & Peck (1998) and Shin & Stulz
(2000) of the market-to-book value (MBV) as the variable for measuring market-based
performance. In the same vein as the accounting based measure, this measure is also
consistent with studies using composite measures as its dependent variable (Black, Jang
& Kim 2006).
3.3.2.2 Risk measures
One of the main contributions of this study involves the incorporation of risk
measures into the analysis to determine if a relationship exists between the qualities of
the board as measured by the BQ index and that of the firms’ risk. The inclusion of a
risk element is important given recent emphasis and interest by both practitioners and
scholars in the field of corporate governance.
For example, Buehler, Freeman & Hulme, using TXU Corporation as an
example of “making risk a strategic organising principle” (Buehler, Freeman & Hulme
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2008, p. 106), discussed how aligning the governance and organisational structure
around the risk of the company led to superior wealth creation for the shareholders of
TXU Corporation. In another example, it was reported that Standard & Poor’s is
positioning its governance ratings methodology toward this direction through its
observation that “governance is moving beyond regulatory compliance towards broader
enterprise risk and strategic oversight” (Dallas & Bukspan 2006, p. 84). This linkage is
reinforced by the governance frameworks applied in the developed world. For example,
in the UK, under its “comply or explain” approach, it is a requirement that enterprise
risk management be embedded within the scope of policies and systems associated with
corporate governance practises (McCrae & Balthazor 2000).71
Given the understanding that managing risk is an increasingly important matter
for boards to consider, the next question focuses on which measure(s) to use that would
operationalise the risk dimensions of the firm appropriately. Given the variety of risk
measures used in previous work (for example, Z-Score by D'Aveni & Ilinitch 1992;
ordinal risk by Collins & Ruefli 1992; variance by Lubatkin, Merchant & Srinivasan
1993; beta by Roberts, McNulty & Stiles 2005; volatility by Selvaggi & Upton 2008),
the study uses the more common approach proposed by Ruefli, Collins & Lacugna, who
undertook a survey over a 16-year period from 1980 to 1995, encompassing a sample of
more than 100 articles, and concluded that the most widely used operational variable for
measuring risk was the “CAPM72 or a variance-related measure of risk” (Ruefli, Collins
& Lacugna 1999, p. 179), which are common risk measures adopted from the field of
finance.
In light of the above, the availability of data and the coincidental parallel in
which these two measures replicate the basis for which the rationale for the performance
71
72

Found in Principle 1, Guideline 1.1(a).
Capital Asset Pricing Model.
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measures of the ROE and MBV were employed as the other set of dependent variables
(which looked at both a firm specific level as well as a market-related aspect), the study
used these same constructs in the form of volatility and beta as the operational variables
for measuring the riskiness of the firm, similar in concept to the studies of Roberts,
McNulty & Stiles (2005) and Selvaggi & Upton (2008).
Volatility
Mathematically, the volatility (VOL or σ) is computed by taking the standard
deviation of an asset over a period of time (which is essentially taking the square-root of
the variance). Conceptually, this value captures how dispersed the asset values are
around its mean, where in a normal distribution curve, a one standard deviation around
the mean would account for approximately 68% of all the values in the sample. From a
computational perspective, this formula under Excel adopts the ‘N-1’ method and is
shown in Equation 3.1 as follows:
Equation 3.1
Where:
σ

= Standard deviation
= The sum of the squared difference between each number
and the mean

N–1

= The number in the sample less one

As the data is time series-based, the period chosen was between the two
financial year-end dates associated with The Codes using the daily closing prices. This
time period was chosen as it enabled the full effects of changes between the first and
second versions of The Codes to be captured in the prices.73

73

As a result of using the period between the 2001 and 2005 Codes, the volatility values are associated only with the
2005 Code. The volatility value of the 2001 Code was not computed as it also would require four years of historical
data, which would have reduced the sample size.
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Beta
Mathematically, the beta (BETA or β) is computed by taking the covariance of
the asset and market return divided by the return of the market (Schwendiman &
Pinches 1975). The formula, which can be found in most finance textbooks, is shown in
Equation 3.2 below (Bodie, Kane & Marcus 1989).
Equation 3.2
Where:
=

Beta of the asset

=

Covariance of the asset and market

=

Variance of the market

In this study, to remain consistent with the computation of the VOL measure, the
closing prices of the stock between the two financial year-end dates consistent with The
Codes were used to compute the stock’s variance. This process of using the same series
of data will also enable the measure to consider every possible event inherent during
that time period, increasing the robustness of the results.
As for the market index, the most widely used market indicator in Singapore as
presented by the newspapers and finance-related web sites is the Straits Times Index
(STI). This index is based on a market value-weighted methodology that tracked the
Singapore equities market from 31 August 1998 up to 10 January 2008 (Wikipedia
2008), when this benchmark was replaced by the FTSE ST Index, developed jointly by
Singapore Press Holdings, SGX and the FTSE Group.
Additionally, from a theoretical perspective, this period of approximately four
years was appropriate, based on past studies that involved understanding the stability of
the beta measure. For example, a study by Alexander & Chervany (1980) using the
mean absolute deviation for measuring the stability of betas found that the optimal
period for computing the value of beta was in the range of four to six years. This was
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consistent with a separate study done by Francis (1979), using data from the New York
Stock Exchange, which found that betas were relatively stable in the one-to-five-year
time period, and Bartholdy & Peare (2001), who concurred with both practitioners74 and
academics that a five-year period is appropriate to use as it produces more efficient beta
estimates.
3.3.3 Control measures
In order to control for other elements that could have an influence on the
profitability of the company, and also to reduce spurious correlations, five of the more
commonly used control variables found in previous studies of corporate governance are
included in the analysis. These are the board size, the leverage of the company,
ownership levels of directors in the company, the size of the company and the
ownership levels of the substantial shareholder. Given their widespread use in research
studies, these are described briefly below.
3.3.3.1 Board size
Most studies on board size (BDSIZE) have been inconclusive regarding the
directional impact that it has on firm performance. The approaches used by scholars
generally fall into two categories; the first is in relation to board functioning and hence
corporate performance as found by Pfeffer (1972), while the second looks at the board
as a decision making group and its effectiveness (Van den Berghe & Levrau 2004).
On the positive front, Haleblian & Finkelstein (1993) found a direct relationship
between large teams and firm profit as measured using accounting-based ratios of return
on assets, return on sales and return on equity. In another study, Dalton et al., using a
meta-analysis approach of 27 studies and 131 samples accounting for 20,620

74

As used by Merrill Lynch and Ibbotson Associates.
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companies, found that the

“board size–financial performance association strongly

suggests a nonzero, positive relationship” (Dalton et al. 1999, p. 678).
On the negative front, in a widely quoted paper, Yermack (1996) found an
inverse relationship between board size and firm value, which appeared on both a
latitudinal basis and as a longitudinal analyses within individual companies. Similar
results were obtained by Eisenberg, Sundgren & Wells (1998), when they approached it
from a small firm perspective, and Conyon & Peck (1998), when they found a negative
relationship between board size and return on shareholder equity. From an Asian
perspective, this outcome was evident when Mak & Kusnadi (2005), studying the
relationship between corporate governance variables and firm value of Singapore and
Malaysian firms, found an inverse relationship between board size and firm value.
Given the inconclusiveness in the direction associated with the size of the board
to firm performance, but the statistical significance of the findings by scholars of a
relationship, this variable is included as a control variable for the thesis using the
approach by Conyon & Peck (1998) and in the Singapore context, Wan & Ong (2005),
of using the total number of directors on the board as the measure for board size.
3.3.3.2 Leverage
Leverage (LEV) is added to the list of control variables due to the role it plays
from an external governance control point of view. This comes in part because creditors
of the firm are expected to occupy an important monitoring role as they manage their
credit exposure to the firm, which takes on greater importance when the capital structure
of the company becomes more highly geared (Hutchinson & Gul 2004). Additionally,
having this control in place would account for “economic conditions during the period
under study which could mask board structure effects” (Muth & Donaldson 1998, p.
14).
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Another reason for including leverage as a control variable is to account for the
unique feature of the Singapore capital market, which is quite different from those of
the developed countries like the US and UK, where the presence of substantial
shareholders (usually the Singapore government and family owned companies) is
normally quite high (Mak & Li 2001). In the case of Singapore, La Porta et al. (1998)
have estimated this to be as high as 49%, which, as found by Chaganti & Damanpour
(1991), is likely to have an impact on firms’ financial performance and leverage.
Following the work of Chaganti & Damanpour (1991) and Muth & Donaldson
(1998), leverage in this study is computed as a standard ratio of the total debt of the firm
divided by its shareholder equity.
3.3.3.3 Director ownership
Although studies of the relationship between director ownership (DIROWN) and
firm performance generally have been mixed (Morck, Shleifer & Vishny 1988;
curvilinear in the case of McConnell & Servaes 1990; Mehran 1990; Dalton et al.
1999), the possibility that such a relationship exists suggests that studies involving
elements of board members must control for this variable (Kesner 1987; Joh 2003). One
reason for this relationship is the incentivisation of the directors to ensure that the firm
continues to create value – which generally correlates positively to the directors’ own
personal wealth (Morck, Shleifer & Vishny 1988). Another reason to include this
variable is to control for the negative relationship between inside ownership
concentration and the number of independent directors as found by Hermalin &
Weisbach (1992).
Accordingly, following the recommendation by Bhagat & Black (1999), the
study incorporates this variable. The computed value follows the ratio used by Morck,
Shleifer & Vishny (1988) of dividing the total number of shares owned by all the
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directors75 (including deemed interest) of the firm to the total number of shares
outstanding by the company.
3.3.3.4 Size of the company
The size of the company has been one of the most used control variables in
empirical analysis (Gani & Jermias 2006), as a number of authors have found that
company size influences firm performance (Banz 1981; Fama & French 1992;
Ramaswamy 2001; Frank & Goyal 2003). Such effects may impact the discretionary
behaviour by the CEO and the directors, who are less constrained in smaller
organisations (Eisenhardt & Schoonhoven 1990; Daily & Dalton 1992; Daily & Dalton
1993), or as a leverage into the environment given the ability of the firm to garner the
necessary support from critical constituencies when necessary (Pfeffer & Salancik
1978). Additionally, as noted by Bathala & Rao (1995), larger firms tend to have a
higher number of outside directors.
Although a number of measures have been used to measure firm size (see for
example Kiel & Nicholson 2003; Black, Jang & Kim 2006), following the recent work
of Shin & Stulz (2000) and Brown & Caylor (2006), the research adopts the log of total
assets (LOGTA) as its measure of firm size, which also has the benefit of reducing the
amount of heteroscedasticity.
3.3.3.5 Substantial shareholders
One unique feature of Asian companies is that they tend to be family or
government controlled. This feature is also evident in Singapore, where the founding
family and the government, through government-linked corporations, represent major
shareholders in public listed companies. La Porta (1998) has estimated this (based on
the top three largest shareholders) to be around 49% while Mak & Li (2001) found the
75

Strictly speaking, Morck, Shleifer & Vishny (1988) excluded directors whose stakes are below 0.2% of the
outstanding shares, which is due to data limitation as their data source of using the Corporate Data Exchange
excluded these shareholders.

99

levels as computed by shareholding above 5% ranges between 20% to 98%, with the
mean at 62%.
Although studies on ownership structures and firm performance generally have
been conflicting (Demsetz & Lehn 1985; McConnell & Servaes 1990; Demsetz &
Villalonga 2001), given the corporate profile of Singapore companies, the importance
that these substantial shareholders play and the positive relationship with firm
performance of a recent study on listed companies in Malaysia (Ahmad, Aliahmed &
Ab Razak 2008), substantial shareholders are also included as a control variable in the
study.
However, there is a problem with data consistency. The data for this variable
available in the annual reports is shown a few months after the relevant financial yearend dates, whereas all other data for this study collected from the annual reports were at
the relevant financial year-end dates. Hence, to deal with the problem of data
consistency, the analysis of data is completed in two phases. The first phase of analysis
excludes substantial shareholders and is reported in the study as the main results. In the
second phase analysis, substantial shareholders are included as an additional control
variable to see if there are any changes to the results from phase one; this is reported in
chapter five under the additional analyses section.
For computation purposes, the data for the substantial shareholders are extracted
from the annual reports under the ‘Shareholder Analysis’ section, where only those
shareholders who hold in excess of 5% of the ordinary shares of the company (including
deemed interest) are incorporated, consistent with the approach used by Mak & Li
(2001).
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3.4 Model development and methodology
This section of the chapter develops the models and explains the methodologies
used in the testing of hypotheses one to three for the phase one analysis.
3.4.1 Hypothesis one – Measuring changes in board governance practises
In hypothesis one, the objective was to determine whether mainboard listed
companies in Singapore have improved their corporate governance practises between
the two periods when the Singapore code of corporate governance was introduced and
revised. The hypothesis included two variants of a ‘Compliant’ only approach and a
‘Weighted’ approach, which attempts to measure an absolute compliance and the
degree of compliance with The Codes.
The data used to test for this hypothesis were extracted from the relevant board
variables associated with the ‘Board Matters’ category in The Codes. Mathematically,
this hypothesis seeks to measure whether a positive change in compliance has occurred
between the two periods of The Codes. The methodology applied to test for this
hypothesis is the paired-samples t test which computes whether the means of the two
samples in each of the independent variables are significantly different. The equation is
expressed as follows:

Equation 3.3
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Where:
= The means of the composite and the six independent board
variables under the ‘Compliant’ and ‘Weighted’ approaches
where:
BQ represents the board quality composite
BA represents the board attendance variable
BI represents the board independence variable
BL represents the board leadership variable
BM represents the board membership variable
BE represents the board evaluation variable
BAI represents the board access to information variable
3.4.2 Hypothesis two – Testing of board independence and leadership constructs
In hypothesis two, the objective was to undertake a reliability study through
evaluating the view of extant studies on board independence and board leadership, that
at the individual level, these board governance variables have indiscernible impact
against firm performance. Consistent with previous research, the variables used will
replicate those undertaken in extant studies, where the BI constructs follows that of the
‘Weighted’ approach while the BL construct follows that of the ‘Compliant’ approach
under both performance measures of accounting-based (ROE) and the market-based
(MBV). Mathematically, the equations are expressed as follows:
Equation 3.4

Equation 3.5
Where:
=

The return on equity at year t

=

The market-to-book value at year t

=

Represents the two independent board variables at year t
where:
BI is the board independence using the ‘Weighted’
measure
BL is the board leadership using the ‘Compliant’
measure
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=

Represents the four control variables under at year t
where:
BDSIZE is the total number of directors on the board
LEV is the debt to equity ratio
DIROWN is the percentage of share owned by the
directors
LOGTA is the log of the total assets

3.4.3 Hypothesis three – Testing of the board quality construct
In hypothesis three, it was postulated that a better way to account for how the
board variables could respond positively to performance was to combine the individual
variables into a single composite measure – akin to the concept of synergy where the
whole is greater than the sum of the individual parts. This combination was achieved
under the SumScore technique by which the ‘Compliant’ scores of the six board
variables were added together to obtain a BQ index. The hypothesis also suggested that
this same composite measure could be used to determine the effects that the quality of
the board has in respect to the riskiness of the firm, where a negative association is
expected.
In order to test for the validity of the above hypothesis, two statistical techniques
were used. The first followed the approach by Morey et al. (2009) in a study involving
time-series dataset from the emerging markets, which is well suited as a comparison
with this thesis – where they used the OLS regression technique. In this instance, the
BQ index was regressed against the dependent variables associated with the
performance and risk measures. This is represented diagrammatically in Figure 3.1 and
mathematically in Equations 3.6 and 3.7.
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Figure 3.1 – SumScore and OLS regression approach
BA
BI

BL

Board
Quality
Index

Association

Firm
Performance
& Risk

BM

BE
BAI

Sum-Score Approach

OLS Regression Approach

Mathematical Equations
Equation 3.6

Equation 3.7
Where:
= The firm’s value at year t where:
ROE is the return on equity
MBV is the market-to-book value
= The firm’s riskiness at year t where:
VOL is the stock’s historical volatility
BETA is the stock’s beta
= The board quality index at year t
= Represents the four control variables under at
year t where:
BDSIZE is the total number of directors on the
board
LEV is the debt to equity ratio
DIROWN is the percentage of share owned by
the directors
LOGTA is the log of the total assets
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The second step used the TwoStep cluster analysis procedure, a relatively new
statistical clustering technique to determine if the same results as obtained under the
OLS regression approach can be found under this procedure.
This technique was chosen as an alternative measurement approach to validate
the results of the OLS regression outcomes, given the potential measurement errors that
could arise from using multiple regression analysis on multidimensional measures.76
Larcker, Richardson & Tuna contend that one reason for the mixed results arising from
corporate governance studies is the inability of regression analysis to capture “the
essence of these complex constructs,” given that most studies use single variable
measures or composite indices that are “naively summed to form some type of
governance index” (Larker, Richardson & Tuna 2007, p. 964).
To address this potential problem under the OLS regression approach, the
primary objective of this technique is to determine if a cluster group consisting of all six
board variables can be formed that has statistically significant characteristics associated
with the dependent measures of firm performance (ROE & MBV) and/or firm risk
(VOL & BETA) for results validity purposes. Additionally, as this is an exploratory
study of the board variables, the analysis will also report on which other board variables
gave a statistically significant outcome with the above dependent variables.
3.4.3.1 The TwoStep cluster analysis technique
The basic concept of cluster analysis is to find groups within a sample that fit
naturally together or, in statistical terms, have a multivariate profile that has a high
homogeneity within the group and high heterogeneity between the groups of clusters
that have been found (Hair et al. 2006). In short, cluster analysis aims to reduce data
size to a more manageable level for further use, particularly in the area of hypothesis
76

See Bollen (1989, p. 159 & 167) as referenced by Larker, Richardson & Tuna (2007, p. 964) to further understand
that “corporate governance variables does not necessarily attenuate the estimates or results in conservative
assessments of statistical significance.”
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testing. It is exploratory, non-inferential and descriptive (Chan 2005) and has been used
in many studies, like the validation of course objectives (Kettenring et al. 1976),
marketing research purposes (see Punj & Stewart 1983), understanding market
segments in the baby food market (Silver 1995) and for a new product development
process (Huang, Soutar & Brown 2002).
In the field of corporate governance, no studies (to the researcher’s knowledge)
have used this technique, given the wide prevalence of work using the more common
regression approach. However, given the increasing recognition in recent research
papers of the inherent problems of the incompatibility of using multidimensional
constructs in a unidimensional statistical environment, there are early signs that other
statistical procedures are being employed in corporate governance studies.
One such paper, by Larcker, Richardson & Tuna (2007), used a variant of the
cluster analysis procedure – exploratory principal component analysis – to find groups
of corporate governance variables that impact the organisation’s performance. In their
study of 2,106 firms from the US, they found that from an initial 39 measures of
corporate governance attributes, only 14 elements were statistically important in
explaining operating performance and excess stock returns.
One practical feature of using cluster analysis is the limited requirement to make
assumptions about the underlying distribution profile of the data that plague the
requirements of many other statistical procedures (Norušis 2008). This, according to
Hair et al (2006), then enables the researcher to specify what variables to use as
opposed to empirically trying to estimate the variant. Therefore, given the
multidimensionality of organisational matters, clustering “represents a way to
meaningfully capture the complexity of organisational reality” (Ketchen & Shook 1996,
p. 441).
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Methods and techniques associated with cluster analysis basically fall into two
categories. The first is known as the hierarchical method, which uses either an
agglomerative or divisive process in which clusters are formed in a stepwise fashion
until all the observations in the dataset are consolidated into either one main or many
other cluster(s). These results then can be presented in a graphical manner using the
nested grouping or dendrogram diagrams for interpretation purposes. The second
method, known as the nonhierarchical approach operates in an iterative manner with the
researcher defining the number of clusters (known as seed clusters). Once that is known,
with the aid of a computer program using a variety of algorithm structures, these
observations are assigned into these cluster groups based on patterns of similarities
(Kettenring et al. 1976).
Fundamental to this process is the choice of the variables to be used in the
clustering analysis, of which three approaches commonly are applied – inductive,
deductive and cognitive (Ketchen, Thomas & Snow 1993). The inductive approach is
more exploratory in nature, whereby as many variables as possible are included in the
observations to enable a greater possibility of finding groups with similarities
(McKelvey 1975). In the deductive approach, theory determines the number of clusters
as it gives the most internally consistent structure across all the groups (Ketchen,
Thomas & Snow 1993). The cognitive approach is a variant of the inductive approach
whereby the views of the experts and industry specialists are the important determinants
on what variables go into the model (Reger & Huff 1993). This study adopts the
cognitive approach, given the recommendations espoused by the Singapore code of
corporate governance, which are produced by formal committees comprising experts
and industry specialists.
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After the variables are determined, the next important step is the choice of the
clustering methodology to be used. As the study uses both categorical (from the
‘Compliant’ scores) and continuous variables (from the dependent and control
variables), the TwoStep cluster analysis method from SPSS’s PASW statistics software
was employed. The main reason for the choice is the methodology’s ability to work
with a large number of observations under a continuous or categorical variable form
(SPSS 2009). This new addition in the toolkit of SPSS “does what analysts have always
wanted clustering to do,” says Bob Muenchen, Manager of Statistical Consulting at the
University of Tennessee’s Office of Information Technology.
The procedure uses only one pass and has two steps. The first step is the preclustering stage, in which clusters are formed based on a distance criterion through the
creation of a modified cluster feature tree. Once this is completed, the second step uses
the information in the pre-clusters as individual data points to form the main clusters,
using the agglomerative hierarchical process (Norušis 2008). In forming these clusters,
two methods are made available in the software: the Bayesian information criterion or
the Akaike information criterion. In this study, the auto selection criteria under the
Bayesian information criterion, as expressed mathematically in Equation 3.8, was used
(Universität Hamburg Regionales Rechenzentrum 2008).

Equation 3.8

Where:

As the above procedure uses the distance measure criterion, the software
provides two options, the log-likelihood or the Euclidean distance measures. Given the
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limitations of the Euclidean approach, with its ability to deal only with continuous
variables, the log-likelihood option was chosen for this study as the technique can
accommodate both categorical and continuous variables. In this probability-based
distance measure, the relationship between the two cluster groups is an inverse function
of the log-likelihood and is expressed mathematically in Equation 3.9 (Universität
Hamburg Regionales Rechenzentrum 2008).
Equation 3.9
Where:

Notations for equations 3.8 and 3.9 are shown as follow:

N

Total number of continuous variables
Total number of categorical variables
Number of categories for the k-th categorical variable
The range of the k-th continuous variable
Number of data records
Number of data records in cluster k
The estimated variance of the k-th continuous variable
The estimated variance of the k-th continuous variable in cluster j

d(j,s)
< j, S >

The number of data records in cluster j whose k-th categorical
variable takes the i-th category
Distance between clusters j and s
Index that represents the cluster formed by combining clusters j
and s

After both the variables and methodology have been selected, the final step is to
establish the validity of the clusters. This is an important step to address two of the main
weaknesses associated with cluster analysis: the importance attached to the researcher’s
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judgment in interpreting the results and the inability of the process to have statistical
rigor in the form of test statistics (Reger & Huff 1993).
Although a number of methods are available to test for validity, like the hold out
sample procedures and criterion-related approaches (Hair et al. 2006), sample and data
limitations restrict this study to adopt the recommendation of Ketchen & Shook (1996)
by using the triangulation approach. This technique essentially uses an alternative
statistical approach under the same conditions as the cluster analysis, to determine if the
constructs produce statistically significant outcomes that can serve to confirm the results
of the TwoStep cluster analysis under a more rigorous statistical environment.
3.5 Summary
This chapter looked at the data and the proposed methodologies for testing the
hypotheses developed in the previous chapter. It started with a description of the sample
and the data collection process before proceeding with developing the coding and
operational measures used in the research. Considerable attention was given to the
development and justification of the independent variables, followed by a description of
how these variables were measured against (the dependent variables), after accounting
for known factors that could influence the outcome of the study (the control variables).
Table 3.2 summarises the abbreviations associated with the variables used in this study.
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Table 3.2 – Summary of independent, dependent and control variables
Abbreviations
Independent Variables
BA
BI
BL
BM
BE
BAI
BQ (SumScore)

Description

Board attendance
Board independence
Board leadership
Board membership
Board evaluation
Board access to information
Board quality which is the addition of a list of variables
together to obtain the composite value

Dependent Variables
ROE
MBV
VOL
BETA

Return on equity
Market-to-book value
Stock historical volatility
Stock beta

Control Variables
BDSIZE
LEV
DIROWN
LOGTA
SUBSHR

Board size
Leverage
Director ownership
Size of the company
Substantial shareholders

Others
‘Compliant’
‘Weighted’

Operational measure for compliance in form
Operational measure for compliance in substance

The chapter concluded with the development of the mathematical models that
are used in the hypotheses testing, together with the proposed methodologies. The next
chapter describes the samples associated with the corporate profile dataset, looking at
the structure of Singapore boards from a market capitalisation and industry perspective,
together with the changes of the board structure between the 2005 and the 2001 codes.
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CHAPTER 4
PROFILE OF SINGAPORE COMPANIES
4.1 Introduction
The previous chapter documented the process associated with the collection of
data for the thesis, which included explaining the rationale and justification for using the
independent variables under the ‘Compliant’ approach and the basis associated with the
development of the ‘Weighted’ approach. The dependent and control variables then
were explained with appropriate justifications. The chapter ended with a description of
the models and methodology used in the testing of the hypothesis developed in chapter
two.
This chapter describes the data associated with the corporate profile dataset as
explained in section 3.2.3, the purpose of which is to set the scene by providing a
general overview of the type of public companies listed on the mainboard of the SGX
from the market capitalisation perspective and industry viewpoint.
Specifically, it will describe the general profiles of the companies in the study
for the 2001 Code and the 2005 Code, as well as comment on the changes that have
occurred in the board structure between these two periods. The chapter is structured in
the following manner. Sections 4.2 and 4.3 describes the profile of the companies under
the 2001 Code and 2005 Code, respectively, while section 4.4 reports on the changes
that have occurred in the board structure between these two periods. Section 4.5
concludes the chapter with a summary of the main findings.
4.2 Profile of companies under the 2001 code
At the overall level, Singapore boards were male dominated, with 93.5% males
with an average of 7.51 directors, consisting of 2.76 executive directors (EDs), 1.31
non-executive directors (NEDs) and 3.44 independent directors (IDs). From a board
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composition perspective, ED comprised 36.8%, NEDs 17.4% and IDs 45.8%. Board
meetings held during the financial year averaged 4.19 times, with the fees paid to the
NEDs and IDs averaging $180,476 per company or $38,039 per director. Table 4.1
summarises the information associated with the directors for the 2001 Code.
Table 4.1 – Summary of directors information for the 2001 Code
Description

Male

Female

EDs

NEDs

IDs

TD

Mtgs.

Remn.

Absolute number/amount

1593

111

627

297

780

1704

950

$40,968,020

Average number/amount
Percentages
Avg. per director (NEDs & IDs)

7.02

0.49

2.76

1.31

3.44

7.51

4.19

$180,476

93.50

6.50

36.80

17.40

45.80

100

-

-

-

-

-

-

-

-

-

$38,039

4.2.1 Market capitalisation perspective
From a market capitalisation perspective, the average market value per firm was
$674,063,629, with 59.9% of the total number of companies categorised as small cap77
firms, 30% being mid cap78 while the remaining 10.1% fell into the large cap79
category. However, from a size-weighted perspective, small companies comprised only
4% of the total market capitalisation of all the sample firms, or an average value of
$45,485,565 per firm, while that of the medium sized capitalised firms accounted for
14.5% or $325,333,473 per firm, with the majority of 81.5% going to the large cap
firms with an average market value of $5,421,901,338.
The gender split within the three capitalisation groups remained fairly similar as
the general trend, ranging between 92.7% and 95.6% male directors. In the case of
board size, it was 6.85 directors for small cap firms, 8.03 directors for mid cap firms and
9.83 directors for large cap firms. The composition of these boards within their
respective segments was as follows: small cap firms had more EDs at 44.4% than that of
mid cap firms at 32.4% and large cap firms at 15.9%. They, however, had fewer NEDs

77

These are companies with a market capitalisation that is less than $100 million.
These are companies with a market capitalisation between $100 million to $1 billion.
79
These are companies with a market capitalisation that is greater than $1 billion.
78
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at 14.6%, compared to 19.8% for mid cap firms and 23.5% for large cap firms making
up the board. In the case of the IDs, the board composition was 41% in small cap firms,
47.8% for mid cap firms and 60.6% for large cap firms, all of which suggest that
compliance with the recommendation to have one-third of the board to be composed of
IDs was adhered to for the majority of companies in the sample.
From the directors’ remuneration perspective, small cap firms paid an average
per firm of $122,779 or $32,236 per director, while that of mid cap firms was $212,505
per firm or $39,161 per director with large cap firms having the highest at $426,914 per
firm or $51,679 per director. The number of board meetings was also more for the
larger firms at six times per financial year, compared with the medium sized firms at
4.44 times and 3.75 times for the smaller firms. Table 4.2 summarises the information
for the 2001 Code from the market capitalisation perspective.
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Table 4.2 – Summary of directors information for the 2001 Code by market capitalisation
Description

Number

Male

Female

EDs

Absolute number/amount

227

1593

111

627

Average number/amount

-

7.02

0.49

2.76

Percentages

-

93.50%

6.50%

36.80%

Avg. amount per director (NEDs & IDs)

-

-

-

-

NEDs

IDs

TD

Meetings

Dir Remn.*

Market Cap.

297

780

1.31

3.44

1704

950

$40,968,020

$153,012,443,787

7.51

4.19

$180,476

17.40%

$674,063,629

45.80%

100.00%

-

-

-

-

-

-

-

$38,039

All Companies

< $100 M (small cap)
Absolute number/amount

136

864

68

414

136

382

932

510

$16,698,009

$6,186,036,877

Average number/amount

-

6.35

0.50

3.04

1.00

2.81

6.85

3.75

$122,779

$45,485,565

Within segment/amount*

-

92.70%

7.30%

44.42%

14.59%

40.99%

100.00%

-

$32,236

-

59.91%

54.24%

61.26%

66.03%

45.79%

48.97%

54.69%

53.68%

40.76%

4.04%

Within category
$100 M to $1 B (medium cap)
Absolute number/amount

68

513

33

177

108

261

546

302

$14,450,353

$22,122,676,139

Average number/amount

-

7.54

0.49

2.60

1.59

3.84

8.03

4.44

$212,505

$325,333,473

Within segment/amount*

-

93.96%

6.04%

32.42%

19.78%

47.80%

100.00%

-

$39,161

-

29.96%

32.20%

29.73%

28.23%

36.36%

33.46%

32.04%

31.79%

35.27%

14.46%

Within category
> $1 B (large cap)
Absolute number/amount

23

216

10

36

53

137

226

138

$9,819,020

$124,703,730,771

Average number/amount

-

9.39

0.43

1.57

2.30

5.96

9.83

6.00

$426,914

$5,421,901,338

Within segment/amount*

-

95.58%

4.42%

15.93%

23.45%

60.62%

100.00%

-

$51,679

-

10.13%

13.56%

9.01%

5.74%

17.85%

17.56%

13.26%

14.53%

23.97%

81.50%

Within category

*This denotes value on a per director basis.
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4.2.2 Industry viewpoint
From an industry perspective, the key highlights are as follows. From the 13
industry types grouped by the SGX, three types – agriculture (AGR),
mining/quarrying (MNQ) and others (OTHERS) – did not have any companies from
the sample, leaving a total of 10 industry types, of which manufacturing (MFG) and
commerce (COM) had the highest representation of 33.5% and 18.1%, respectively,
with the rest hovering at around the 10% level or below. However, under the market
capitalisation perspective, MFG and COM ranked third and seventh, respectively,
with finance (FIN) and transport/storage/communications (TSC) taking the first and
second positions at 35.7% and 24.8%, respectively.
On gender representation, two points are worthy of mention. First, the
electricity/gas/water (EGW) industry was the only one that did not have any female
directors on its boards, and second, the service (SERV) industry had the highest
proportion of females at 11.6%, representing the boards in the industry, almost double
the sample’s average.
In relation to the composition of the board, the construction (CONS) and
COM industries had the highest percentage of EDs on their boards, at 50% and
45.6%, which was above the average of 36.8%, while the multi-industry (MULTI)
and FIN industries had the lowest, at 21.4% and 26.9%, respectively. NED
proportions were broadly in line with the average of 17.4%, except for CONS, which
had the lowest representation at 9%, and property (PROP), which had the highest
representation at 25.3%. In the case of IDs, the FIN industry had the highest
proportion of this type of directors sitting on their boards at 57.9%, followed by the
MULTI industry at 55.6%, while EGW and COM had the lowest at 40% and 40.1%,
respectively. All industries, however, had on average more than one-third of their
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boards composed of IDs which was above the minimum requirements as specified in
the 2001 Code.
The frequency of board meetings ranged from 3.33 for the hotels & restaurants
(HOTELS) industry to 5.57 for the MULTI industry, with the majority of industries
falling in line with the overall average of around 4.19 meetings per financial year.
Finally, in the area of directors’ remuneration, the majority of firms fell between a
plus/minus $40,000 band of the general average of $180,000, except for the EGW
industry, which had the lowest remuneration of $65,000 per firm or $21,667 per
director, while firms in the MULTI industry paid their boards almost double the
general average at $356,724, with the FIN industry coming in a distant second at
$284,690. Table 4.3 summarises the information for the 2001 Code from the industry
perspective.
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Table 4.3 – Summary of directors information for the 2001 Code by industry type
Description

Number

Male

Female

EDs

NEDs

IDs

TD

Meetings

Dir Remn.*

Market Cap.

Commerce (COM)
Absolute number/amount

41

273

21

134

42

118

294

144

$5,813,589

$3,257,293,083

Average number/amount

-

6.66

0.51

3.27

1.02

2.88

7.17

3.51

$141,795

$79,446,173

Within segment/amount*

-

92.86%

7.14%

45.58%

14.29%

40.14%

100.00%

-

$36,335

-

18.06%

17.14%

18.92%

21.37%

14.14%

15.13%

17.25%

15.16%

14.19%

2.13%

Within category
Construction (CONS)
Absolute number/amount

11

72

6

39

7

32

78

40

$1,365,750

$525,641,596

Average number/amount

-

6.55

0.55

3.55

0.64

2.91

7.09

3.64

$124,159

$47,785,600

Within segment/amount*

-

92.31%

7.69%

50.00%

8.97%

41.03%

100.00%

-

$35,019

-

4.85%

4.52%

5.41%

6.22%

2.36%

4.10%

4.58%

4.21%

3.33%

0.34%

Within category
Electricity/Gas/Water (EGW)
Absolute number/amount

1

5

0

2

1

2

5

4

$65,000

$49,600,000

Average number/amount

-

5.00

0.00

2.00

1.00

2.00

5.00

4.00

$65,000

$49,600,000

Within segment/amount*

-

100.00%

0.00%

40.00%

20.00%

40.00%

100.00%

-

$21,667

-

0.44%

0.31%

0.00%

0.32%

0.34%

0.26%

0.29%

0.42%

0.16%

0.03%

Within category
Finance (FIN)
Absolute number/amount

16

140

5

39

22

84

145

73

$4,555,033

$54,636,239,471

Average number/amount

-

8.75

0.31

2.44

1.38

5.25

9.06

4.56

$284,690

$3,414,764,967

Within segment/amount*

-

96.55%

3.45%

26.90%

15.17%

57.93%

100.00%

-

$42,972

-

7.05%

8.79%

4.50%

6.22%

7.41%

10.77%

8.51%

7.68%

11.12%

35.71%

Within category
Hotels & Restaurants (HOTELS)
Absolute number/amount

9

59

4

21

13

29

63

30

$1,479,662

$1,742,612,455

Average number/amount

-

6.56

0.44

2.33

1.44

3.22

7.00

3.33

$164,407

$193,623,606

Within segment/amount*

-

93.65%

6.35%

33.33%

20.63%

46.03%

100.00%

-

$35,230

-

3.96%

3.70%

3.60%

3.35%

4.38%

3.72%

3.70%

3.16%

3.61%

1.14%

Within category

118

Manufacturing (MFG)
Absolute number/amount

76

496

31.00

214

90

223

527

330

$11,261,406

$22,551,360,899

Average number/amount

-

6.53

0.41

2.82

1.18

2.93

6.93

4.34

$148,176

$296,728,433

Within segment/amount*

-

94.12%

5.88%

40.61%

17.08%

42.31%

100.00%

-

$35,979

-

33.48%

31.14%

27.93%

34.13%

30.30%

28.59%

30.93%

34.74%

27.49%

14.74%

Within category
Multi-Industry (MULTI)
Absolute number/amount

14

122

4

27

29

70

126

78

$4,994,134

$13,225,039,637

Average number/amount

-

8.71

0.29

1.93

2.07

5.00

9.00

5.57

$356,724

$944,645,688

Within segment/amount*

-

96.83%

3.17%

21.43%

23.02%

55.56%

100.00%

-

$50,446

-

6.17%

7.66%

3.60%

4.31%

9.76%

8.97%

7.39%

8.21%

12.19%

8.64%

Within category
Properties (PROP)
Absolute number/amount

20

161

13

50

44

80

174

78

$4,240,845

$13,293,763,274

Average number/amount

-

8.05

0.65

2.50

2.20

4.00

8.70

3.90

$212,042

$664,688,164

Within segment/amount*

-

92.53%

7.47%

28.74%

25.29%

45.98%

100.00%

-

$34,200

-

8.81%

10.11%

11.71%

7.97%

14.81%

10.26%

10.21%

8.21%

10.35%

8.69%

Within category
Services (SERV)
Absolute number/amount

24

152

20

56

33

83

172

102

$3,950,822

$5,753,069,044

Average number/amount

-

6.33

0.83

2.33

1.38

3.46

7.17

4.25

$164,618

$239,711,210

Within segment/amount*

-

88.37%

11.63%

32.56%

19.19%

48.26%

100.00%

-

$34,059

-

10.57%

9.54%

18.02%

8.93%

11.11%

10.64%

10.09%

10.74%

9.64%

3.76%

Within category
Transportation/Storage/Communication (TSC)
Absolute number/amount

15

113

7

45

16

59

120

71

$3,241,779

$37,977,824,327

Average number/amount

-

7.53

0.47

3.00

1.07

3.93

8.00

4.73

$216,119

$2,531,854,955

Within segment/amount*

-

94.17%

5.83%

37.50%

13.33%

49.17%

100.00%

-

$43,224

-

6.61%

7.09%

6.31%

7.18%

5.39%

7.56%

7.04%

7.47%

7.91%

24.82%

Within category
*This denotes value on a per director basis.
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4.3 Profile of companies under the 2005 Code
At the overall level, under the 2005 Code, Singapore boards continued to be
male dominated, with 93.4% male, and had an average board size of 7.50 directors,
which was made up of 2.48 EDs, 1.32 NEDs and 3.70 IDs. From a board composition
perspective, these translate to 33.1% EDs, 17.6% NEDs and 49.4% IDs. Board
meetings held during the financial year averaged 4.43 times, with the fees paid to the
NEDs and IDs averaging $263,727 per company or $52,560 per director. Table 4.4
summarises the information associated with the directors for the 2005 Code.
Table 4.4 – Summary of directors information for the 2005 Code
Description

Male

Female

EDs

NEDs

IDs

TD

Mtgs.

Remn.

Absolute number/amount

1589

113

563

299

840

1702

1005

$59,866,040

Average number/amount
Percentages
Avg. per director (NEDs & IDs)

7.00

0.50

2.48

1.32

3.70

7.50

4.43

$263,727

93.36

6.64

33.08

17.57

49.35

100

-

-

-

-

-

-

-

-

-

$52,560

4.3.1 Market capitalisation perspective
The average market value per firm was $1,624,025,231, with 33.5% of the
total number of companies categorised as small cap firms, 47.6% mid cap and the
remaining 18.9% in the large cap category. However, from a size-weighted point of
view, small companies comprised less than 1% at only 0.9% of the total market
capitalisation of all the sample firms, or an average value of $45,011,549 per firm,
mid cap firms accounted for 9.4% or $321,148,715 per firm, with the majority of
89.7% going to the large firms, with an average market value of $7,687,181,127.
Gender split within the three groupings remained fairly similar to the general
trend, ranging between 92.4% and 95.6% male directors, while the average board size
for the three categories were 6.36 directors for small cap firms, 7.31 directors for mid
cap firms and 9.98 directors for large cap firms. The composition for these boards
within their respective segments was as follows: small cap firms had marginally more
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EDs at 38.5% than that of the mid cap firms at 38%, with large cap firms at 18%.
However, the small cap firms had fewer NEDs, at 15.1%, compared to 16.1% for mid
cap firms and 23.1% for large cap firms. In the case of IDs, the board composition
was 46.4% in small cap firms, 46% for mid cap firms and 59% for large cap firms, all
of which suggest that compliance with the recommendation to have one-third of the
board to be comprised of IDs was adhered to by the majority of companies.
From the director remuneration perspective, small cap firms paid an average
per firm of $136,603 or $34,956 per director, while that of mid cap firms was
$215,049 per firm or $47,398 per director and large cap firms paid the highest at
$610,674 per firm or $74,599 per director. The number of board meetings was also
greater for the bigger firms at 5.42 times per financial year compared with the
medium sized firms at 4.55 times and smaller firms at 3.70 times. Table 4.5
summarises the information for the 2005 Code from the market capitalisation
perspective.
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Table 4.5 – Summary of directors information for the 2005 Code by market capitalisation
Description

Number

Male

Female

EDs

Absolute number/amount

227

1589

113

563

Average number/amount

-

7.00

0.50

2.48

Percentages

-

93.36%

6.64%

33.08%

Avg. amount per director (NEDs & IDs)

-

-

-

-

NEDs

IDs

TD

Meetings

Dir Remn.*

Market Cap.

299

840

1702

1005

$59,866,040

$368,653,727,388

1.32

3.70

7.50

4.43

$263,727

$1,624,025,231

17.57%

49.35%

100.00%

-

-

-

-

-

-

-

$52,560

All Companies

< $100 M (small cap)
Absolute number/amount

76

449

34

186

73

224

483

281

$10,381,812

$3,420,877,696

Average number/amount

-

5.91

0.45

2.45

0.96

2.95

6.36

3.70

$136,603

$45,011,549

Within segment/amount*

-

92.96%

7.04%

38.51%

15.11%

46.38%

100.00%

-

$34,956

-

33.48%

28.26%

30.09%

33.04%

24.41%

26.67%

28.38%

27.96%

17.34%

0.93%

Within category
$100 M to $1 B (medium cap)
Absolute number/amount

108

730

60

300

127

363

790

491

$23,225,258

$34,684,061,245

Average number/amount

-

6.76

0.56

2.78

1.18

3.36

7.31

4.55

$215,049

$321,148,715

Within segment/amount*

-

92.41%

7.59%

37.97%

16.08%

45.95%

100.00%

-

$47,398

-

47.58%

45.94%

53.10%

53.29%

42.47%

43.21%

46.42%

48.86%

38.80%

9.41%

Within category
> $1 B (large cap)
Absolute number/amount

43

410

19

77

99

253

429

233

$26,258,970

$330,548,788,447

Average number/amount

-

9.53

0.44

1.79

2.30

5.88

9.98

5.42

$610,674

$7,687,181,127

Within segment/amount*

-

95.57%

4.43%

17.95%

23.08%

58.97%

100.00%

-

$74,599

-

18.94%

25.80%

16.81%

13.68%

33.11%

30.12%

25.21%

23.18%

43.86%

89.66%

Within category
*This denotes value on a per director basis.
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4.3.2 Industry viewpoint
From an industry perspective, the highlights are as follows. First, based on the
mix of the sample, as the companies were the same as those under the 2001 Code, the
industry composition structure as per the number of companies remained unchanged.
However, under the market capitalisation perspective, MFG and COM ranked fifth
and seventh, respectively, with FIN and TSC taking the first and second positions,
accounting for 29.9% and 23.7%, or more than half of the market capitalisation of the
firms in the sample. This profile was similar to the 2001 Code except for the MFG
industry, which had a higher rank of third in 2001. The gender representation was also
similar to the 2001 Code with the percentage of male directors for all industries
hovering at over 90%.
As for the composition of the board, the CONS and COM industry had the
highest percentage of EDs on their boards, at 46.8% and 41.7%, respectively, above
the general average of 33.1%, while the FIN and MULTI industry had the lowest at
20.9% and 22.8%, respectively. NEDs’ proportions were broadly in line with the
general average of 17.6%, except for CONS, which had the lowest representation at
10.1%, and EGW, which had the highest representation at 25%, although MULTI and
FIN proportions at 24.4% and 23.7% were also relatively high. In the case of IDs, the
TSC industry had the highest proportion sitting on its boards at 56.7%, followed by
the SERV industry at 56.2% and FIN industry at 55.4%. EGW and CONS had the
lowest, at 37.5% and 43%, respectively. All industries had more than one-third of IDs
on their board.
The frequency of board meetings per annum ranged from two for the EGW
industry to 5.5 for the MULTI industry, with three industries recording more than five
board meeting per financial year. The other two industries were FIN (5.13) and TSC
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(5.33). Finally, on director remuneration, the range was from $177,798 in the CONS
industry to $457,420 in the FIN industry on a per firm basis; on a per director basis,
these ranged from $41,216 in the HOTELS industry to $75,996 in the TSC industry.
Table 4.6 summarises the information for the 2005 Code from the industry
perspective.
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Table 4.6 – Summary of directors information for the 2005 Code by industry type
Description

Number

Male

Female

EDs

NEDs

IDs

TD

Meetings

Dir Remn.*

Market Cap.

Commerce (COM)
Absolute number/amount

41

267

28

123

43

129

295

175

$8,074,049

$12,172,185,110

Average number/amount

-

6.51

0.68

3.00

1.05

3.15

7.20

4.27

$196,928

$296,882,564

Within segment/amount*

-

90.51%

9.49%

41.69%

14.58%

43.73%

100.00%

-

$46,942

-

18.06%

16.80%

24.78%

21.85%

14.38%

15.36%

17.33%

17.41%

13.49%

3.30%

Within category
Construction (CONS)
Absolute number/amount

11

72

7

37

8

34

79

34

$1,955,783

$2,127,825,041

Average number/amount

-

6.55

0.64

3.36

0.73

3.09

7.18

3.09

$177,798

$193,438,640

Within segment/amount*

-

91.14%

8.86%

46.84%

10.13%

43.04%

100.00%

-

$46,566

-

4.85%

4.53%

6.19%

6.57%

2.68%

4.05%

4.64%

3.38%

3.27%

0.58%

Within category
Electricity/Gas/Water (EGW)
Absolute number/amount

1

8

0

3

2

3

8

2

$210,000

$117,010,743

Average number/amount

-

8.00

0.00

3.00

2.00

3.00

8.00

2.00

$210,000

$117,010,743

Within segment/amount*

-

100.00%

0.00%

37.50%

25.00%

37.50%

100.00%

-

$42,000

-

0.44%

0.50%

0.00%

0.53%

0.67%

0.36%

0.47%

0.20%

0.35%

0.03%

Within category
Finance (FIN)
Absolute number/amount

16
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7

29

33

77

139

82

$7,318,717

$110,380,415,081

Average number/amount

-

8.25

0.44

1.81

2.06

4.81

8.69

5.13

$457,420

$6,898,775,943

Within segment/amount*

-

94.96%

5.04%

20.86%

23.74%

55.40%

100.00%

-

$66,534

-

7.05%

8.31%

6.19%

5.15%

11.04%

9.17%

8.17%

8.16%

12.23%

29.94%

Within category
Hotels & Restaurants (HOTELS)
Absolute number/amount

9

58

3

20

12

29

61

36

$1,689,875

$3,954,072,334

Average number/amount

-

6.44

0.33

2.22

1.33

3.22

6.78

4.00

$187,764

$439,341,370

Within segment/amount*

-

95.08%

4.92%

32.79%

19.67%

47.54%

100.00%

-

$41,216

-

3.96%

3.65%

2.65%

3.55%

4.01%

3.45%

3.58%

3.58%

2.82%

1.07%

Within category
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Manufacturing (MFG)
Absolute number/amount

76

504

28

192

92

248

532

331

$15,732,044

$37,918,341,626

Average number/amount

-

6.63

0.37

2.53

1.21

3.26

7.00

4.36

$207,001

$498,925,548

Within segment/amount*

-

94.74%

5.26%

36.09%

17.29%

46.62%

100.00%

-

$46,271

-

33.48%

31.72%

24.78%

34.10%

30.77%

29.52%

31.26%

32.94%

26.28%

10.29%

Within category
Multi-Industry (MULTI)
Absolute number/amount

14

121

6

29

31

67
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77

$5,981,019

$38,907,002,188

Average number/amount

-

8.64

0.43

2.07

2.21

4.79

9.07

5.50

$427,216

$2,779,071,585

Within segment/amount*

-

95.28%

4.72%

22.83%

24.41%

52.76%

100.00%

-

$61,031

-

6.17%

7.61%

5.31%

5.15%

10.37%

7.98%

7.46%

7.66%

9.99%

10.55%

Within category
Properties (PROP)
Absolute number/amount

20

158

14

46

36

90

172

84

$6,669,222

$59,632,642,127

Average number/amount

-

7.90

0.70

2.30

1.80

4.50

8.60

4.20

$333,461

$2,981,632,106

Within segment/amount*

-

91.86%

8.14%

26.74%

20.93%

52.33%

100.00%

-

$52,930

-

8.81%

9.94%

12.39%

8.17%

12.04%

10.71%

10.11%

8.36%

11.14%

16.18%

Within category
Services (SERV)
Absolute number/amount

24

156

13

49

25

95

169

104

$5,775,682

$16,267,899,329

Average number/amount

-

6.50

0.54

2.04

1.04

3.96

7.04

4.33

$240,653

$677,829,139

Within segment/amount*

-

92.31%

7.69%

28.99%

14.79%

56.21%

100.00%

-

$48,131

-

10.57%

9.82%

11.50%

8.70%

8.36%

11.31%

9.93%

10.35%

9.65%

4.41%

Within category
Transportation/Storage/Communication (TSC)
Absolute number/amount

15

113

7

35

17

68

120

80

$6,459,649

$87,176,333,809

Average number/amount

-

7.53

0.47

2.33

1.13

4.53

8.00

5.33

$430,643

$5,811,755,587

Within segment/amount*

-

94.17%

5.83%

29.17%

14.17%

56.67%

100.00%

-

$75,996

-

6.61%

7.11%

6.19%

6.22%

5.69%

8.10%

7.05%

7.96%

10.79%

23.65%

Within category
*This denotes value on a per director basis.
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4.4 Commentary of change between the 2005 Code and 2001 Code
At the general level for the samples, the gender composition between both
periods remained essentially unchanged. However, the composition within the boards
had an interesting change between the two periods, with a decrease in the number of
EDs and an increase of an almost equal amount in the number of IDs, while the
number of NEDs remained relatively unchanged.

This outcome translated to a

minuscule decrease of two in the total number of directors between both periods
studied, which suggests that companies were adjusting the composition of their boards
to the new standards while maintaining the size of the board.
The total number of board meetings increased by 5.8% although it did not
translate to a statistically significant increase in the frequency of board meetings at the
firm level in the financial year, while the remuneration of directors increased by
$18,898,020 or 46.1% from 2001 to 2005. One reasons for the increases may be the
increase in the number of IDs.
One interesting change between the two periods was the dramatic rise in the
market value of the firms by 140.9%, or an increase of around $216 billion. This,
however, was lower than the average change in the market index (STI), which, using
month-end valuations associated with the relevant financial year-end between both
periods of The Codes, produced an average of 232.2% change of approximately
1,846.53 index points.
The general increase in the market value of firms in the sample between the
two periods caused an increase in the number of firms moving into the next category
under the area of market capitalisation. This resulted in a reduction by 60 in the
number of firms in the small cap segment and a consequent increase in the number of
firms in both the mid cap and large cap firms by 40 and 20 firms, respectively.
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Although the average size for the small cap and mid cap firms remained stable, the
large cap firms recorded an increase in their average size by more than $2.27 billion,
or a 41.8% increase in value. On the gender profile, the male/female split among all
three segments remained relatively unchanged.
On board composition matters, the small cap firms had a reduction in the
composition of its EDs by 5.9% and an increase in the proportion of IDs by an almost
equal amount, 5.4%. This indicates that these firms are beginning to improve their
compliance in the area of having greater independence of the board through
substitution between the categories of directors. The mid cap firms, however, saw an
increase in the proportion of EDs by 5.6%, with a corresponding decrease in the
proportion of NEDs and IDs by 3.7% and 1.9%, respectively, thus making the board
composition for small and mid cap firms broadly similar. The outcome was
comparable for the large cap firms, which saw an increase in the proportion of EDs on
the board by 2% while the IDs decreased by almost the same percentage.
However, the average number of directors on the boards of companies in all
three segments remained relatively unchanged. One possible explanation of the above
movements is that Singapore boards are quite content with the existing size of their
boards, with the small cap firms making changes in the board structure to comply
with requirements of The Codes, while the mid and large cap firms optimised their
board composition in light of the requirements of The Codes.
The frequency of board meetings in all three segments also had little change,
with the largest decrease being in the large cap category, at 9.7%. Although the
number of board meetings in this category declined, the remuneration paid to the
directors increased substantially, by $183,760 per firm, or a change of 43%, with the
small cap segment coming in next with an increase of $13,823 per firm, or a change
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of 11.3%. Little change was recorded for the mid cap firms. On an individual basis,
directors of large cap firms enjoyed a 44.4% ($22,920) increase in their fees, to
$74,599, while directors of mid cap and small cap firms had their remuneration
increased by 21% ($8,237) and 8.4% ($2,720), to $47,398 and $34,956, respectively.
The increases, particularly in the large cap firms, indicate that firm size may be
another reason for the high amount of the directors’ remuneration under the 2005
Code.
At the industry level, gender profile, as measured by the change within the
male composition, was relatively stable except for a modest increase (3.9%) in the
proportion of males serving as directors in the SERV industry. This is interesting
given the high proportion of females employed in this industry which may be due to
the lack of female IDs in the Singapore market.
At the board composition level, all except for the MULTI industry (which
increased its proportion by 1.4% to 22.8%) recorded a drop in the proportion of EDs
serving on its boards, with the FIN and TSC industry recording the largest declines, of
6% and 8.3%, respectively. For the proportion of NEDs, the FIN industry had the
highest increase of 8.6%, followed by the EGW industry at 5%, while the SERV and
PROP industries saw a fall in their representation, both by 4.4%. The composition of
the IDs was either unchanged or increased, with the largest change, of 8%, in the
SERV industry, followed by the TSC industry, by 7.5%. Consistent with the general
trend, the total number of directors for each industry remained stable, except for the
EGW industry which may not be reflective of the overall trend, given a sample size in
that industry of only one firm.
These changes imply the following. The FIN industry’s composition of more
NEDs can be explained by consolidation in this area through mergers and acquisitions
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resulting in the rise in the number of related shareholders within the companies in this
industry who normally would have board representation. The increases in the IDs in
the SERV industry may be due to the need to improve the diversity of the board given
the multifaceted nature of this industry, while that of the TSC industry may be
explained by the regulatory nature of the industry, which requires a higher degree of
independence of the board.
The number of board meetings also remained stable except for the EGW
industry, which saw a fall in the number of meetings to two per financial year while
that of the CONS industry decreased by 0.55 meetings. Modest increases were noted
in the COM (by 0.76 meetings), HOTELS (by 0.67 meetings), TSC (by 0.60
meetings) and FIN (by 0.56 meetings) industries, all of which suggests that directors
of boards are required to spend more time doing board work due to the increased
complexities of the market environment.
All industries recorded an increase in the fees paid to directors, with the
amounts ranging from 14.2%, or $23,357, per firm in the HOTELS industry to 99.3%
or $214,525 per firm80 in the TSC industry. The big change in the TSC industry can
be explained by its larger boards, specialised knowledge and greater responsibilities
due to the regulated nature of the industry. Table 4.7 summarises the information for
the changes between the 2005 Code and the 2001 Code.

80
Although EGW had the highest increase of 223.08%, it was excluded from the analysis given that the industry
was represented by only one firm.
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Table 4.7 – Summary of key changes between the 2005 Code and the 2001 Code
Description

Male

Female

EDs

NEDs

IDs

TD

Meetings

Dir Remn.

Market Cap.**

-4
[-0.25%]

2
[1.80%]

-64
[-10.21%]

2
[0.67%]

60
[7.69%]

-2
[-0.12%]

55
[5.79%]

$18,898,020
[46.13%]

$215,641,283,601
[140.93%]

-

-

-

-

-

-

-

$14,521
[38.17%]

1,846.53
[232.21%]

0.26%
[0.28%]

-0.26%
[-3.52%]

-5.91%
[-13.31%]

0.52%
[3.57%]

5.39%
[13.15%]

-0.50
[-7.26%]

-0.05
[-1.4%]

$13,823
[11.26%]

-$474,017
[-1.04%]

-1.55%
[-1.65%]

1.55%
[25.66%]

5.56%
[17.14%]

-3.70%
[-18.73%]

-1.85%
[-3.88%]

-0.71
[-8.90%]

0.11
[2.37%]

$2,543
[1.20%]

-$4,184,757
[-1.29%]

0.00%
[-0.00%]

0.00%
[0.09%]

2.02%
[12.68%]

-0.37%
[-1.60%]

-1.65%
[-2.71%]

0.15
[1.53%]

-0.58
[-9.69%]

$183,760
[43.04%]

$2,265,279,789
[41.78%]

-2.35%
[-2.53%]

2.35%
[32.88%]

-3.88%
[-8.52%]

0.29%
[2.03%]

3.59%
[8.95%]

0.02
[0.34%]

0.76
[21.53%]

$55,133
[38.88%]

$217,436,391
[273.69%]

-1.17%
[-1.27%]

1.17%
[15.19%]

-3.16%
[-6.33%]

1.15%
[12.84%]

2.01%
[4.91%]

0.09
[1.28%]

-0.55
[-15.00%]

$53,639
[43.20%]

$145,653,040
[304.81%]

All Companies
Absolute number/amount
Avg. amount per director (NEDs & IDs)/
ST index**
Market Capitalisation
< $100 M (small cap) {-60 firms or/-44.00%}
Within segment/amount

$100 M to $1 B (medium cap) {+40 firms or +58.82%}
Within segment/amount
> $1 B (large cap) {+20 firms or +86.96%}
Within segment/amount

Industry Type
Commerce (COM)
Within segment/amount
Construction (CONS)
Within segment/amount
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Electricity/Gas/Water (EGW)
Within segment/amount

0.00%
[0.00%]

0.00%
-

-2.50%
[-6.25%]

5.00%
[25.00%]

-2.50%
[-6.25%]

3.00
[60.00%]

-2.00
[-50.00%]

$145,000
[223.08%]

$67,410,743
[135.91%]

-1.59%
[-1.64%]

1.59%
[46.04%]

-6.03%
[-22.43%]

8.57%
[56.47%]

-2.54%
[-4.38%]

-0.38
[-4.14%]

0.56
[12.33%]

$172,730
[60.67%]

$3,484,010,976
[102.03%]

1.43%
[1.53%]

-1.43%
[-22.54%]

-0.55%
[-1.64%]

-0.96%
[-4.67%]

1.51%
[3.28%]

-0.22
[-3.17%]

0.67
[20.00%]

$23,357
[14.21%]

$245,717,764
[126.90%]

0.62%
[0.66%]

-0.62%
[-10.53%]

-4.52%
[-11.12%]

0.22%
[1.26%]

4.30%
[10.17%]

0.07
[0.95%]

0.01
[0.30%]

$58,824
[39.70%]

$202,197,115
[68.14%]

-1.55%
[-1.60%]

1.55%
[48.82%]

1.41%
[6.56%]

1.39%
[6.05%]

-2.80%
[-5.04%]

0.07
[0.79%]

-0.07
[-1.28%]

$70,492
[19.76%]

$1,834,425,897
[194.19%]

-0.67%
[-0.72%]

0.67%
[8.94%]

-1.99%
[-6.93%]

-4.36%
[-17.23%]

6.35%
[13.81%]

-0.10
[-1.15%]

0.30
[7.69%]

$121,419
[57.26%]

$2,316,943,943
[348.58%]

3.94%
[4.45%]

-3.94%
[-33.85%]

-3.56%
[-10.95%]

-4.39%
[-22.90%]

7.96%
[16.49%]

-0.13
[-1.74%]

0.08
[1.96%]

$76,036
[46.19%]

$438,117,929
[182.77%]

0.00%
[0.00%]

0.00%
[0.00%]

-8.33%
[-22.22%]

0.83%
[6.25%]

7.50%
[15.25%]

0.00
[0.00%]

0.60
[12.68%]

$214,525
[99.26%]

$3,279,900,632
[129.55%]

Finance (FIN)
Within segment/amount
Hotels & Restaurants (HOTELS)
Within segment/amount
Manufacturing (MFG)
Within segment/amount
Multi-Industry (MULTI)
Within segment/amount
Properties (PROP)
Within segment/amount
Services (SERV)
Within segment/amount
Transportation/Storage/Communication (TSC)
Within segment/amount
Figures in [ ] denotes changes in percentage terms.
**Denotes values for the ST Index.
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4.5 Summary
The general profiles of the companies included in the sample for both periods
of The Codes were described in detail, followed by an analysis of the key changes
between the periods relevant to the structure of the board.
In summary, the observations and findings of this chapter are as follows. At
the general level, Singapore boards are male dominated with more than 90% male
directors and an average board size of 7.5 members. Board composition in terms of
the proportion of IDs serving on the boards has increased in a magnitude similar to
the decrease in the number of EDs serving on the boards between the two periods,
with IDs accounting for approximately 50% representation at the board under the
2005 Code. The number of board meetings also remained relatively constant between
both periods, at four to five meetings per financial year, while directors’ remuneration
increased substantially by 46.1%.
From a market capitalisation perspective, the market value increased
substantially between the two periods studied; however, this increase was less than
the general market as proxied by the STI. The consequence of the rise led to large
firms becoming bigger while firms at the lower levels moved into the higher market
capitalisation categories. This increase also seems to be correlated to the increases in
the remuneration of directors, with the large cap firms increasing the most by 43%, or
$183,760 per firm. On the composition of the boards, within the three categories,
small cap firms saw a decrease in the proportion of EDs in favour of IDs, while the
mid cap and large cap categories saw changes in the opposite direction.
At the industry level, the FIN and TSC categories, which account for more
than half of the market capitalisation of all the companies in the sample, decreased the
proportion of EDs in favour of NEDs for the FIN industry and IDs for the TSC
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industry, with their composition after the adjustments resulting in a higher proportion
of NEDs in the FIN industry vis-à-vis the TSC industry. The proportion of IDs
remained relatively stable for all industries between the two periods, except for the
PROP, SERV and TSC industries, suggesting that the increases in the proportion of
IDs at the general level was due mainly to the increases in these three industries.
Lastly, consistent with the general trend of fee increases of directors and in
line with the larger firm size, TSC and FIN paid the two biggest director remuneration
increases, of $214,525 (99.3%) and $172,730 (60.7%), respectively, per firm between
the two periods of The Codes.
The next chapter reports the statistical analysis of the data, whereby the results
associated with the three main hypotheses being tested are presented and discussed.
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CHAPTER 5
DATA ANALYSIS AND DISCUSSION OF RESULTS
5.1 Introduction
The previous chapter provided descriptive statistics about the companies used
in this study, together with the key changes of the board structure of Singapore
companies between the two periods of The Codes. The main findings were that board
size, board meetings and the proportion of NEDs remained relatively unchanged for
both periods while the proportion of EDs reduced in favour of an increase in the
proportion of IDs, suggesting that boards were making an attempt to increase their
level of independence. Additionally, although in numbers, small cap firms had a
greater proportion of companies in the sample, from a market size perspective, large
firms made up 81.5% of the sample under the 2001 Code, increasing to 89.7% under
the 2005 Code.
From the industry perspective, the TSC and FIN industries accounted for more
than 50% of the market capitalisation of mainboard listed companies in Singapore
under the 2005 Code, while the rise in the proportion of IDs at the general level
seemed to have occurred from increases in the PROP, SERV and TSC industries.
Directors’ remuneration also increased across all industry sectors, with the largest
increase going to the FIN and TSC industries, consistent with the increases under the
large cap categories.
This chapter analyses and reports the results of the models developed in
chapter three. The chapter is structured in the following manner. Section 5.2 reports
on the dataset associated with the analysis dataset explained in section 3.2.4. This is
followed by sections 5.3 to 5.5, which discuss the main results. Section 5.6 then
provides some additional analyses, including the inclusion of substantial shareholders
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as an additional control variable as indicated in chapter three. Section 5.7 concludes
the chapter by summarising the main findings.
5.2 Analysis of data
This section introduces the outputs and analysis of the data relevant for the
study under the 2001 and 2005 Codes for both the ‘Compliant’ & ‘Weighted’
approaches.
5.2.1 Descriptive statistics for the 2001 Code under the ‘Compliant’ approach
Table 5.1 reports the results of the descriptive statistics associated with the six
board constructs used as independent variables in the study under the ‘Compliant’
approach.
Table 5.1 – ‘Compliant’ data for the 2001 Code

N

Valid
Missing
0
1

BA2001C

BI2001C

BL2001C

BM2001C

BE2001C

BAI2001C

BQ2001C

227

227

227

227

227

227

227

0

0

0

0

0

0

0

15 (6.6%)

22 (9.7%)

89 (39.2%)

48 (21.1%)

193 (85.0%) 44 (19.4%)

0 (0.0%)

138 (60.8%) 179 (78.9%)

34 (15.0%) 183 (80.6%)

2 (0.9%)

212 (93.4%) 205 (90.3%)

2

-

-

-

-

-

-

13 (5.7%)

3

-

-

-

-

-

- 34 (15.0%)

4

-

-

-

-

-

- 85 (37.4%)

5

-

-

-

-

-

- 77 (33.9%)

6

-

-

-

-

-

-

16 (7.0%)

Mean

0.934

0.903

0.608

0.789

0.150

0.806

4.190

Std. Deviation

0.249

0.296

0.489

0.409

0.358

0.396

1.024

Variance
0.062
0.088
0.239
0.167
0.128
0.157
1.048
Numbers in () represents proportion of category to the total number of companies.
Where: BA is board attendance, BI is board independence, BL is board leadership, BM is board membership, BE
is board evaluation, BAI is board access to information & BQ is board quality.

Board variables that scored high on compliance with the 2001 Code (above
90%) were BA2001C, which had 212 companies (93.4%) complying with the
requirement to publish their attendance record in their annual report, and BI2001C, in
which 205 companies (90.3%) complied with the requirement to have at least onethird of their boards made up of IDs.
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Board variables that scored just below the high level (around 80%) on
compliance with the 2001 Code were BAI2001C, which had 183 companies (80.6%)
complying with the requirement to allow full and unrestricted access to the senior
management of the company, and BM2001C, in which 179 companies (78.9%)
complied with the requirement to have a NC composed of: (a) the chairman being an
ID, (b) the committee having at least three members and (c) the composition of the
committee being a majority made up of IDs.
Finally, board constructs that scored at the lower level of compliance were
BE2001C in which only 34 companies (15%) complied with the 2001 Code to have
their boards formally evaluated, with the BL2001C construct coming in next, with
138 companies (60.8%) adopting a leadership structure in which the chairman and
CEO are different persons. The BE2001C construct may be at such a low level
because of the infancy of the 2001 Code, with a majority of companies disclosing that
they did not have the time to formulate procedures on how the board should be
evaluated.
Figure 5.1 shows the histogram profile of the cumulative effects of the
companies in the sample’s general compliance with the 2001 Code. On an overall
basis, the BQ2001C index profile shows a negative skew of -0.51, suggesting that the
majority of companies with an average score of 4.19 were in compliance with the
requirements of the 2001 Code in the area of ‘Board Matters’. Additionally, 16
companies (7%) had a perfect compliance score associated with the 2001 Code.
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Figure 5.1 – Histogram of the ‘Compliant’ approach under the 2001 Code

Mean = 4.19
Std. Dev = 1.024
N = 227
Skewness = -0.512

BQ2001C
5.2.2 Descriptive statistics for the 2001 Code under the ‘Weighted’ approach
Table 5.2 reports the results of the descriptive statistics associated with the six
board constructs used as the independent variables in the study under the ‘Weighted’
approach.
Table 5.2 – ‘Weighted’ data for the 2001 Code

N

BA2001W

BI2001W

227

227

227

227

227

227

227

Missing

0

0

0

0

0

0

0

0.00%

15 (6.6%)

0 (0.0%)

89 (39.2%) 38 (16.7%) 176 (77.5%)

44 (19.4%)

0 (0.0%)

0 – 24.9%

0 (0.0%)

5 (2.2%)

0 (0.0%)

0 (0.0%)

0 (0.0%)

0 (0.0%)

6 (2.6%)

25% – 49.9%

1 (0.4%) 131 (57.7%)

51 (22.5%)

5 (2.2%)

0 (0.0%)

0 (0.0%)

74 (32.6%)

50% – 74.9%

12 (5.3%) 80 (35.3%)

0 (0.0%) 145 (63.9%)

17 (7.5%)

Valid

75% – 99.9% 150 (66.1%)

BL2001W BM2001W

BE2001W BAI2001W*

BQ2001W

0 (0.0%) 132 (58.2%)

10 (4.4%)

56 (24.7%)

17 (7.5%)

0 (0.0%)

0 (0.0%)

15 (6.6%)

49 (21.6%)

1 (0.4%)

31 (13.7%)

22 (9.7%) 34 (15.0%)

183 (80.6%)

0 (0.0%)

Mean

0.842

0.456

0.376

0.579

0.187

0.806

3.246

Std. Deviation

0.243

0.149

0.361

0.286

0.366

0.396

0.850

Variance

0.059

0.022

0.130

0.082

0.134

0.157

0.716

100%

Numbers in () represents proportion of category to the total number of companies.
Where: BA is board attendance, BI is board independence, BL is board leadership, BM is board membership, BE
is board evaluation, BAI is board access to information & BQ is board quality.
* The BAI construct uses the same values as that under the ‘Compliant’ approach.
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From the above table, BA2001W had a mean attendance record of 84.2%.
This high level was due primarily to the record of 199 companies (87.7%) of the
sample whose directors attended 75% or more of all board meetings in the reported
year, which was found to be of importance from a firm performance perspective
(Cornforth 2001; Brown & Caylor 2006). Additionally, 49 companies (21.6%) had
100% attendance records.
BI2001W, which measures the degree of independence of the board by the
ratio of IDs to the total number of directors, was at 45.6%. Interestingly, closer
inspection of the data reveals that 211 companies (93%) had a composition level of
IDs between 25% and 74.9%, with 22 companies81 (9.7%) not meeting the minimum
requirement for a one-third IDs board composition level.
On board leadership matters (BL2001W), of the 138 companies that had a
separate leadership structures, 51 (22.5%) had a chairman who was an insider as
determined by his executive status, 56 companies (24.7%) had a chairman who was
non-independent and non-executive while only 31 companies (13.7%) had a chairman
who was both non-executive and independent.
In the area of board membership (BM2001W), the general quality of the NC
as measured by the ratio of IDs to total directors, as used by Klein (1998), was high
with 179 companies (78.9%) at which the composition was at the majority level.82
Additionally, 22 companies (9.7%) had the committee composed completely of IDs
while 17 companies (7.5%) had a composition ranging between 75% and 99.9%. Of
the 48 companies that did not meet the minimum requirement under the ‘Compliant’
approach, 10 had at least one ID sitting on their NC.

81

This number is not shown explicitly in the table.
Of the 145 companies in the 50% to 74.9% band, five were exactly at the 50% level. As majority is defined as
above 50%, these companies were excluded.

82
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In relation to the BE2001W construct, 193 companies did not undertake a
formal evaluation of their boards; of them, 17 did their evaluation informally, which
represents 7.5% of the total sample.
On an overall basis, Figure 5.2 shows the BQ2001W’s histogram profile of the
cumulative effects of the companies in the sample’s degree of compliance with the
2001 Code, which has a slight negative skew of -0.05, indicating that the majority of
companies with an average score of 3.25 had a slightly above average degree of
compliance with all the requirements under the 2001 Code in the area of ‘Board
Matters’. No company, however, had either a zero or 100% score when measured
under the ‘Weighted’ basis.
Figure 5.2 – Histogram of the ‘Weighted’ approach under the 2001 Code

Mean = 3.25
Std. Dev = 0.850
N = 227
Skewness = -0.052

BQ2001W
5.2.3 Descriptive statistics for the 2005 Code under the ‘Compliant’ approach
Table 5.3 reports the results of the descriptive statistics associated with the six
board constructs used as the independent variables in the study under the ‘Compliant’
approach.
Board variables that scored high on compliance with the 2005 Code (above
90%) were BA2005C, in which 223 companies (98.2%) complied with this
requirement to publish their attendance record in their annual report, BI2005C, in
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which 221 companies (97.4%) complied with the requirement to have at least onethird of their directors as IDs and BM2005C, in which 213 companies (93.8%)
complied with the minimum requirement as recommended by The Codes.
Of the remaining three variables, 202 companies (89%) complied with the
requirement to allow full and unrestricted access to the senior management of the
company under the BAI2005C construct, 142 companies (62.6%) complied with the
separation recommendation associated with the BL2005C construct while 148
companies (65.2%) complied with recommendation to have the board formally
evaluated.
Table 5.3 – ‘Compliant’ data for the 2005 Code

N

BA2005C

BI2005C

BL2005C

BM2005C

BE2005C

BAI2005C

BQ2005C

227

227

227

227

227

227

227

0

0

0

0

0

0

0

14 (6.2%) 79 (34.8%)

25 (11.0%)

0

221 (97.4%) 142 (62.6%) 213 (93.8%) 148 (65.2%) 202 (89.0%)

0

Valid
Missing
0

4 (1.8%)

6 (2.6%) 85 (37.4%)

1

223 (98.2%)

2

-

-

-

-

-

-

3

-

-

-

-

-

-

15 (6.6%)

4

-

-

-

-

-

-

44 (19.4%)

5

-

-

-

-

-

-

80 (35.2%)

6

-

-

-

-

-

-

88 (38.8%)

Mean

0.982

0.974

0.626

0.938

0.652

0.890

5.062

Std. Deviation

0.132

0.161

0.485

0.241

0.477

0.314

0.920

0

Variance
0.017
0.026
0.235
0.058
0.228
0.098
0.846
Numbers in () represents proportion of category to the total number of companies.
Where: BA is board attendance, BI is board independence, BL is board leadership, BM is board membership, BE
is board evaluation, BAI is board access to information & BQ is board quality.

On the BQ2005C index, Figure 5.3 depicts the histogram profile of the
cumulative effects of the sample’s general compliance with the 2005 Code, which
shows a negative skew of -0.64, indicating that the majority of companies with an
average score of 5.06 were in compliance with the requirements of the 2005 Code in
the area of ‘Board Matters’. Additionally, 88 companies (38.8%) had a perfect
compliance score.
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Figure 5.3 – Histogram of ‘Compliant’ approach under the 2005 Code

Mean = 5.062
Std. Dev = 0.92
N = 227
Skewness = -0.639

BQ2005C
5.2.4 Descriptive statistics for the 2005 Code under the ‘Weighted’ approach
For the alternative approach, Table 5.4 reports the results of the descriptive
statistics associated with the six board constructs used as independent variables in the
study under the ‘Weighted’ approach.
Table 5.4 – ‘Weighted’ data for the 2005 Code
BA2005W
N

Valid

BI2005W BL2005W

BM2005W

BE2005W BAI2005W*

BQ2005W

227

227

227

227

227

227

227

Missing

0

0

0

0

0

0

0

0.00%

4 (1.8%)

0 (0.0%) 85 (37.4%)

9 (4.0%) 58 (25.6%)

25 (11.0%)

0 (0.0%)

0 – 24.9%

0 (0.0%)

1 (0.4%)

0 (0.0%)

0 (0.0%)

0 (0.0%)

0 (0.0%)

0 (0.0%)

25% – 49.9%

1 (0.4%) 111 (48.9%) 50 (22.0%)

3 (1.3%)

0 (0.0%)

0 (0.0%)

25 (11.0%)

50% – 74.9%

4 (1.8%) 100 (44.1%)

0 (0.0%) 141 (62.1%)

21 (9.3%)

75% – 99.9% 150 (66.1%)
100%

68 (30.0%)

14 (6.2%) 59 (26.0%)
1 (0.4%) 33 (14.5%)

39 (17.2%)

0 (0.0%)

0 (0.0%) 126 (55.5%)
0 (0.0%)

76 (33.5%)

35 (15.4%) 148 (65.2%) 202 (89.0%)

0 (0.0%)

Mean

0.919

0.492

0.392

0.695

0.502

0.890

4.086

Std. Deviation

0.145

0.142

0.364

0.193

0.229

0.314

0.801

Variance
0.021
0.020
0.132
0.037
0.009
0.098
0.642
Numbers in () represents proportion of category to the total number of companies.
Where: BA is board attendance, BI is board independence, BL is board leadership, BM is board membership, BE
is board evaluation, BAI is board access to information & BQ is board quality.
* The BAI construct uses the same values as that under the ‘Compliant’ approach.
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The attendance record of board members in the 2005 Code was at 91.9%, with
68 companies (30%) having recorded full attendance at the board meetings. On the
BI2005W construct, 211 companies (93%) had a composition level of IDs between
25% and 74.9%, with six companies83 (2.6%) not meeting the minimum requirement
for a one-third IDs board composition level.
On board leadership matters, 142 companies had a separate leadership
structure with 50 (22%) having an insider as chairman as determined by his executive
status, 59 (26%) a NED as chairman while in only 33 companies (14.5%) was the
chairman both non-executive and independent.
In the area of board membership, the general quality of the NC as measured by
the ratio of IDs to total directors was high, with 211 companies (93%) in which the
composition was at the majority level.84 Additionally, 35 companies (15.4%) had all
of the directors in the committee comprising IDs while 39 companies (17.2%) had
their composition ranging between 75% and 99.9%.
In relation to the BE2005W construct, of the 79 companies that did not
undertake a formal evaluation of their boards, 21 did their evaluation informally; this
represents 9.3% of the total sample.
On an overall basis, BQ2005W as depicted in Figure 5.4 shows the histogram
profile of the cumulative effects of the sample’s degree of compliance with the 2005
Code, which has a slight negative skew of -0.35, indicating that the majority of
companies with an average score of 4.09 had a slightly above average degree of
compliance with the requirements of the 2005 Code in the area of ‘Board Matters’.
No company had either a zero or 100% score when measured on a degree of
compliance perspective.
83

This number is not shown explicitly in the table.
Of the 141 companies in the 50% to 74.9% band, four were exactly at the 50% level. As majority is defined as
above 50%, these companies were excluded.

84
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Figure 5.4 – Histogram of the ‘Weighted’ approach under the 2005 Code

Mean = 4.086
Std. Dev = 0.801
N = 227
Skewness = -0.350

BQ2005W
5.3 Results and conclusions for hypothesis one
Given the evolutionary progress of corporate governance practices globally,
and the changes in the corporate regulatory environment in Singapore since the
recommendation of the first set of principles of best practices in 2001 under the
Singapore code of corporate governance and the 2005 revision, hypothesis one
predicted that between the two periods of The Codes, a positive change with the board
aspects would take place both in totality as well as with the individual board
constructs being measured. Hypothesis one also predicted that this compliance was
not only in form but also in substance, as measured by the degree of compliance
under the ‘Weighted’ approach. The results of the analysis and the conclusions
reached are described and explained below.
5.3.1 Results under the ‘Compliant’ approach
Under the ‘Compliant’ approach, BA saw a 4.8% increase in the number of
companies publishing their attendance record to 98.2%, while BI saw a 7.1% increase
in compliance with the minimum requirements to 97.4%. Additionally, BM had an
increase in compliance from 78.9% to 93.8% while BAI increased by 8.4% from
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80.6% to 89%. The highest and lowest levels of increases in the level of compliance
were the BE construct, which went from 15% to 65.2%, and BL, which was up by
only 1.8% to 62.6%. Overall, compliance under the 2005 Code improved by one
quartile and moved to the fourth quartile with a mean of 5.06 (or a 20.8% change) out
of a maximum score of 6, with 88 companies, or 38.8% of the total, in the sample
achieving full compliance. The results of the t test show that all board constructs
except for the BL variable were statistically significant at the 0.01 level. These results
are summarised in Table 5.5.
Table 5.5 – Paired samples t-test on ‘Compliant’ approach

Paired Differences
95% Confidence
Interval of the
Difference

Mean

Std.
Dev.

Std.
Error
Mean

Upper

Pearson
Corr.

Pearson
Corr.
Sig.

Lower

t

df

Sig. (1tailed)

BA2001C – BA2005C

-0.048

0.253

0.017

-0.082

-0.015

0.234

0.000**

-2.886

226

0.002**

BI2001C – BI2005C

-0.070

0.304

0.020

-0.110

-0.031

0.224

0.001**

-3.494

226

0.001**

BL2001C – BL2005C

-0.018

0.376

0.025

-0.067

0.032

0.702

0.000**

-0.706

226

0.241

BM2001C – BM2005C

-0.150

0.382

0.025

-0.200

-0.100

0.405

0.000**

-5.914

226

0.000**

BE2001C – BE2005C

-0.502

0.527

0.035

-0.571

-0.433

0.229

0.001**

-14.360

226

0.000**

BAI2001C – BAI2005C

-0.084

0.335

0.022

-0.128

-0.040

0.575

0.000**

-3.761

226

0.000**

BQ2001C – BQ2005C

-0.872

0.958

0.064

-0.998

-0.747

0.519

0.000**

-13.722

226

0.000**

Where: BA is board attendance, BI is board independence, BL is board leadership, BM is board membership, BE
is board evaluation, BAI is board access to information & BQ is board quality.
* Significant at the 0.05 level.
** Significant at the 0.01 level.

5.3.2 Results under the ‘Weighted’ approach
Under the ‘Weighted’ approach, all areas recorded an increase in the degree of
compliance with The Codes. These are highlighted as follows. First, the level of
attendance by board members at the 75% or above threshold increased to 96.1% from
87.7%. Second, BI saw a slight increase in the proportion of IDs by 3.6%, while the
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number of companies not meeting the minimum one-third IDs composition level
declined from 22 to six, which implies that more companies are increasing the level of
independence in the boards above the recommended minimum requirement.
Third, in relation to the BL structure, the status of the chairman remained
relatively unchanged, although the number of companies to have the chairman also
being an ID increased by two, from 31 to 33.
Fourth, in the area of BM, the proportion of IDs sitting on the NC increased
from 57.9% to 69.5% and lastly, as noted under the ‘Compliant’ approach, there was a
large increase in the number of boards undertaking a formal evaluation while the
number of boards undertaking this evaluation on an informal basis increased only
marginally. Overall, the data suggest that the degree of compliance with The Code
has improved by 0.84 to 4.09 (or a 25.9% change). Similar to the results of the 2001
Code, no companies achieved either a zero or full score. In terms of the t test results,
all board constructs except for the BL variables were statistically significant at the
0.01 level. These are summarised in Table 5.6.
Although the results indicate that there was generally an improvement in fact
between the periods of the Codes, it is acknowledged that this is very difficult to
ascertain precisely if this is in fact correct (Petra 2006) given the subjective nature of
the operational measures used and hence the results should be treated with some
degree of caution.
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Table 5.6 – Paired samples t-test on ‘Weighted’ approach

Paired Differences
95% Confidence
Interval of the
Difference

Mean

Std.
Dev.

Std.
Error
Mean

Upper

Pearson
Corr.

Pearson
Corr.
Sig.

Lower

t

df

Sig. (1tailed)

BA2001W – BA2005W

-0.077

0.240

0.016

-0.108

-0.045

0.317

0.000**

-4.810

226

0.000**

BI2001W – BI2005W

-0.036

0.116

0.008

-0.051

-0.020

0.685

0.000**

-4.629

226

0.000**

BL2001W – BL2005W

-0.016

0.257

0.017

-0.050

0.017

0.748

0.000**

-0.947

226

0.173

BM2001W – BM2005W

-0.117

0.269

0.018

-0.152

-0.082

0.424

0.000**

-6.544

226

0.000**

BE2001W – BE2005W

-0.511

0.518

0.034

-0.579

-0.443

0.169

0.011**

14.853

226

0.000**

BAI2001W – BAI2005W

-0.084

0.335

0.022

-0.128

-0.040

0.575

0.000**

-3.761

226

0.000**

BQ2001W – BQ2005W

-0.840

0.769

0.051

-0.940

-0.739

0.566

0.000**

16.457

226

0.000**

Where: BA is board attendance, BI is board independence, BL is board leadership, BM is board membership, BE
is board evaluation, BAI is board access to information & BQ is board quality.
* Significant at the 0.05 level.
** Significant at the 0.01 level.

5.3.3 Conclusions for hypothesis one
In the first hypothesis, the primary objective was to ascertain that given the
general improvements of corporate governance practices both globally and in
Singapore, it was postulated that board governance practices as found in The Codes
under the section on ‘Board Matters’ has improved between the two periods of The
Codes. The conclusions and results of the analysis are discussed below.
5.3.3.1 (H1) Board quality
Formally, the first hypothesis was stated as: There is a higher degree of
compliance by companies in the area of ‘Board Matters’ for the 2005 Code as
compared with the 2001 Code in both form and substance.
The measure for compliance in form under the ‘Compliant’ approach was to
add up all the individual values of the board variables used for this study under the
relevant periods of The Codes to produce a SumScore value (labeled as BQ) for that
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period. The results, as shown in Table 5.1 and Figure 5.1, depict a slightly above
average compliance with the 2001 Code, given the mean value of 4.19 against the
mathematical average of three, and a slight negative skewness value of -0.51. When
the analysis was undertaken for the 2005 Code, the results, as shown in Table 5.3 and
Figure 5.3, show an improvement in compliance, given a mean value of 5.06 and a
slight increase in the negative skewness value to -0.64. The t test results, as shown in
Table 5.5 under the BQ category, is statistically significant at the 0.01 level,
supporting the prediction that the two values are significantly different.
Closer scrutiny of the data revealed the following. First, for the 2005 Code, all
companies had a score of three and above compared with the 2001 Code, where 15
companies (6.6%) were compliant in only one or two parts of the BQ composite.
Additionally, there was a big jump in the number of companies that were compliant in
all six areas of the BQ composite, from just 16 (7%) under the 2001 Code to 88
(38.8%) under the 2005 Code, with the majority of companies falling between the
compliant scores of four and five (71.3% under the 2001 Code and 74% under the
2005 Code).
The conclusion is that there was a positive change in compliance in form by
mainboard listed companies in Singapore between the 2001 and 2005 Codes.
Similar in process to the above, the measure for compliance in substance
under the ‘Weighted’ approach was to add up the individual board variables to
produce the SumScore value for the relevant period. In this instance, the objective
was to use the alternative approach that attempts to measure the degree of compliance
with The Codes. The results for this score under the 2001 Code is shown in Table 5.2
and Figure 5.2, where the mean value of 3.25 and a skewness factor of -0.05 indicate
a just above average compliance with the 2001 Code. These values, however,
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increased under the 2005 Code: the mean improved by 0.84 or 25.9% to 4.09 from the
2001 Code while the skewness moved to -0.35, increasing the negative skew of the
sample’s profile. The t test of significant difference for these two periods is shown in
Table 5.6 under the BQ category, which indicates that the values for these two periods
are statistically significant at the 0.01 level, confirming a positive change in the
degree of compliance.
In scrutinising the data further, similar improvements were found under the
‘Weighted’ approach. For instance, no companies were in the ‘0% to 24.9%’ category
for the 2005 Code, compared with six companies in that grouping under the 2001
Code. In fact, the biggest change of the various categories under the ‘Weighted’
approach was in the ‘75% to 99.9%’ band, where there was an increase of 26.9% from
6.6% under the 2001 Code to 33.5% under the 2005 Code. This was a result of a
ratcheting-up effect of all companies, given the decline in the ‘25% to 49.9%’ band by
21.6% from 32.6% under the 2001 Code to 11% under the 2005 Code.
The conclusion from the above is that there was a positive change in the
degree of compliance by mainboard listed companies in Singapore between the 2005
Code and the 2001 Code, as measured by the ‘Weighted’ approach.
In summary, the results provide the first clear and unambiguous answer to the
question of board governance improvements in Singapore. They show that the
creation of the first code in 2001, followed by the revised version in 2005, has
resulted in a positive change between the two periods, perhaps as a consequence of
media publicity and greater awareness of corporate governance practices in
Singapore, together with bandwagon effects due to peer pressure. These
improvements were applicable in both form (compliance with the minimum
requirements of The Codes) and substance (as measured by the degree of compliance
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under the ‘Weighted’ approach), although as indicated earlier the measures in
substance should be treated with care given the subjective nature of the operational
measures. Additionally, the percentage change between the two periods under the
‘Compliant’ (20.8%) and ‘Weighted’ (25.9%) approaches shows that companies are
moving more rapidly to comply with the substance of the Codes. H1 is clearly
supported.
5.3.3.2 (H1a) Board attendance
Hypothesis H1a deals with the BA construct. The two hypotheses related to
this construct were: (H1ai) that there is a greater degree of compliance by companies
to publish their board attendance record for the 2005 Code as compared with the 2001
Code and (H1aii) that there is a higher degree of attendance at board meetings by
board members under the 2005 Code as compared with the 2001 Code.
In the 2001 Code, BA as reported in Table 5.1 under the ‘Compliant’ approach
had a publication rate of 93.4% whilst that of the 2005 Code was 98.2%. In
determining whether the publication of the attendance record is statistically different
between the two periods, the t test statistic as depicted in Table 5.5 under the BA
category clearly shows that the difference between the two periods is statistically
significant at the 0.01 level, thus supporting H1ai.
Under the ‘Weighted’ approach, the BA construct measured directors’
attendance record. Studies have shown that board attendance above 75% is a
significant element in determining firm performance (Brown & Caylor 2006), as well
as for inclusion in the sub-index computation on overall board effectiveness of
companies (Black, Jang & Kim 2006).
In the 2001 Code, the average attendance record of directors was 84.2%, with
87.7% having an attendance record of 75% and above. In comparison, under the 2005
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Code, the directors had an average attendance record of 91.9%, with 96.1% having an
attendance record of 75% and above. Further analysis of the results suggests that this
increase was broad based, as improvements were seen in most categories. Starting
with those that did not publish their attendance record, which declined from 6.6% to
1.8%, while those in the ‘50% to 74.9%’ range had a reduction from 5.3% under the
2001 Code to 1.8% under the 2005 Code. The results also indicate that more boards
were achieving a 100% attendance record, as evidenced by the increase from 21.6%
under the 2001 Code to 30% under the 2005 Code. These results are shown in Tables
5.2 and 5.4.
In comparing whether these differences were meaningful, the t test results as
shown in Table 5.6 under the BA category indicate that the difference between the
two periods is statistically significant at the 0.01 level; thus, H1aii is also supported.
The results for these two hypotheses clearly indicate that the recommendation
of The Codes to publish the attendance record of directors at board meetings as well
as their level of attendance in those meetings has changed positively between the two
periods.
5.3.3.3 (H1b) Board independence
In the case of BI, the two hypotheses developed for this construct were: (H1bi)
that there is a greater degree of compliance with the minimum recommended
composition of independent directors of the board for the 2005 Code as compared
with the 2001 Code and (H1bii) that there is a greater degree of independence of
board members under the 2005 Code as compared with the 2001 Code.
Under the ‘Compliant’ approach, compliance requires that board members
designated as IDs should comprise a minimum of one-third of the board. In the 2001
Code, 90.3% complied with this recommendation; under the 2005 Code, this
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increased to 97.4% with only six companies not complying with this requirement.
These are shown in Tables 5.1 and 5.3. The t test statistic as reported in Table 5.5
shows the change between the two periods is statistically significant at the 0.01 level,
leading to the conclusion that a positive change has occurred between the 2005 Code
and the 2001 Code, thus supporting hypothesis H1bi.
The ‘Weighted’ approach determines the degree of compliance with The
Codes as measured by the proportion of IDs on the boards. This is the more common
measure of BI employed in extant studies (see for example Bhagat & Black 1999) and
used by market practitioners (Ramos 2007) to measure the extent of complying with
the spirit of the code. The results under the 2001 Code indicate that BI was at an
average of 45.6%, with about 9.7% of the companies not complying with the
minimum requirement as prescribed by The Codes. For the 2005 Code, the level of
independence of the boards increased by 3.6% to 49.2%, with the number of
companies not meeting the minimum requirement prescribed by The Codes falling to
only 2.6%.
Closer analysis of the results as shown in Tables 5.2 and 5.4 suggests that the
structure of the changes in the different quartiles generally has increased. For
instance, in the ‘0% to 24.9%’ category, the number of companies fell from five to
one. Similarly, in the next quartile of the ‘25% to 49.9%’ category, this area decreased
from 131 companies to 111. The resulting decreases in these two areas led to an
increase in the other two higher categories; in the ‘50% to 74.9%’ area, the number of
companies increased from 80 to 100 whilst in the ‘75% to 99.9%’ category, the
number was up slightly from 10 to 14 companies. No change was recorded at the
extreme categories of complete non-compliance or total compliance as represented
under the ‘0%’ and ‘100%’ categories.
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In determining whether these changes were significant, the t test was applied
and the results are reported in Table 5.6. The t test was statistically significant at the
0.01 level, meaning that BI had improved between both periods and H1bii is
supported.
The above improvement occurred primarily in the shift from the ‘25% to
49.9%’ category to the ‘50% to 74.9%’ category, with the number of companies that
just met the minimum requirements of the 2005 Code falling by nine companies.85
This suggests that the move towards a greater degree of independence of the boards in
Singapore is incremental. Notwithstanding this, the results indicate that the level of
independence of the boards has improved between the two periods studied; not only
are there more companies complying with the minimum requirement of The Codes,
they also have increased the level of independence of the board.
5.3.3.4 (H1c) Board leadership
Hypothesis H1c is concerned with the leadership structure of the board. Here,
the two hypotheses developed were: (H1ci) that there is a positive change in the
number of companies having a chairman who is separate from the chief executive for
the 2005 Code as compared with the 2001 Code and (H1cii) that there is a greater
degree of independence of the chairman of the board under the 2005 Code as
compared with the 2001 Code.
Under the ‘Compliant’ approach, companies meet the requirement when the
chairman of the board of directors and the CEO are separate persons. Table 5.1 shows
that for the 2001 Code, 138 companies (60.8%) had duality of leadership. This
number increased marginally by four to 142 companies (62.6%) under the 2005 Code,
as shown in Table 5.3. The t test statistic in Table 5.5 under the BL category indicates
85
This is unreported and is computed by taking 42 companies under the 2001 Code less 33 companies under the
2005 Code.
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that there is no difference in the leadership structure between the two periods given
that the t result is not statistically significant; hence, H1ci is not supported.
One peculiarity under the above structure is that The Codes only recommend
that the role of chairman of the board and the CEO be held by separate persons. It
does not recommend whether the chairman should be of an independent, nonexecutive & non-independent or executive status. The ‘Weighted’ approach
differentiates between various scenarios by giving the highest recognition (in terms of
independence) to the chairman of the board if he is an ID, less recognition if a NED
and the least recognition for an ED chairman. This is aimed at separating out
companies that seek to follow the spirit of The Codes on the general principle that
greater independence of the chairman is preferred over less independence (Rechner &
Dalton 1989).
Using the weightings as defined in chapter three, under the 2001 Code and
reported in Table 5.2, of the 138 companies that had a chairman who was separate
from the CEO, 37%86 had a chairman who was an executive of the company, 41% had
a chairman who was a NED while only 22% had a chairman who was an ID. This
implies that 78% of mainboard listed companies in Singapore under a dual leadership
structure had a chairman of non-independent status.
Interestingly, this structure remained largely unchanged under the 2005 Code
as indicated in Table 5.4, where 35%87 had a chairman who was an executive of the
company, 42% had a chairman who was a NED and 23% had a chairman who was an
ID of the company, showing only a 1% fall in the non-independence of the chairman.
The t test reported in Table 5.6 under the BL category shows that the change is not

86
87

This is computed as 51 divided by 138 and so on.
This is computed as 50 divided by 142 and so on.
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statistically significant confirming that the level of independence of the chairman
remained largely unchanged between the two periods, and H1cii is not accepted.
Given no statistically significant findings under both the ‘Compliant’ and
‘Weighted’ approaches, it can be concluded that BL structure remained largely
unchanged between the two periods of The Codes studied. A possible reason for this
outcome can be the type of companies listed on the SGX, which are mainly
government and family-owned and controlled, for which retention of control at the
board level through the chairman being related to the primary substantial shareholder
seems to be the prevailing trend.
5.3.3.5 (H1d) Board membership
Hypothesis H1d is concerned with the membership aspects of the board. Here,
the two hypotheses developed for this area were: (H1di) there is a greater degree of
compliance with the minimum recommended composition in the NC for the 2005
Code as compared with the 2001 Code and (H1dii) that there is a greater degree of
independence in the NC under the 2005 Code as compared with the 2001 Code.
Under the ‘Compliant’ approach, The Codes required three parts to be
fulfilled: (a) for the NC to be composed of at least three members, (b) that the
majority of these members are designated as IDs of the company and (c) that the
chairman of the committee is also an ID. For the 2001 Code, 78.9% of companies met
this requirement, which increased to 93.8% under the 2005 Code. This increase was
statistically significant at the 0.01 level as shown in Table 5.5 under the BM label,
supporting H1di.
The ‘Weighted’ approach however, adopted the procedure used by Klein
(1998) of computing the proportion of IDs to total directors as its operational measure
for committee membership matters. Here, of the 48 companies under the 2001 Code
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that did not comply with the requirements under the ‘Compliant’ approach, five had
only one-third of IDs making up their boards while another five had 50% of IDs
making up their boards.88 The majority of companies, however, had the NC composed
of two-thirds IDs (mainly two out of three members) as indicated by the high
percentage of 63.9% under the ‘50% to 74.9%’ band. In the next band of ‘75% to
99.9%’, a smaller proportion of 7.5% was included here, while 22 companies (9.7%)
had a NC consisting entirely of IDs.
There was a marked change in the number of companies that had no NC,
declining from 38 companies under the 2001 Code to only nine under the 2005 Code.
Consequently, the number that had some independence in their NC also fell.
However, for the majority of companies, the levels remained relatively static at
62.1%, down from 63.9% under the 2001 Code. Larger changes were found, however,
under the ‘75% to 99.9%’ band, with an increase from 17 to 39 companies and the
‘100%’ category, which increased from 22 to 35 companies.
The t statistic as shown in Table 5.6 under the BM label is statistically
significant at the 0.01 level, suggesting a greater level of independence of this
committee between the two periods studied, and supporting H1dii.
5.3.3.6 (H1e) Board evaluation
Hypothesis H1e is concerned with the evaluation aspects of the board. The
two hypotheses developed under this area were: (H1ei) that there is a greater degree
of compliance with the formal evaluation of the boards for the 2005 Code as
compared with the 2001 Code and (H1eii) that there are more companies adopting the
practice of evaluating the boards under the 2005 Code as compared with the 2001
Code.
88
As the 50% level is not strictly a majority, companies with the independent director to total director proportion at
that level were deemed not to have complied with the Codes.
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Similar to the BL construct, under the ‘Compliant’ approach, the measure
adopted used the dummy variable of zero when there was no formality in the board
evaluation process and one when a formal process of board evaluation was
undertaken. Given the infancy of this idea, the insufficient time available for a
number of companies to meet the deadline of the 2001 Code and the general
reluctance of companies to evaluate themselves for fear of confronting poor
performance of “friends” on the board (Kazanjian 2000), the take-up rate under the
2001 Code was a poor 15%. Fast-forward four years and given the media publicity
and a better understanding of the corporate governance practices in Singapore,
significant changes were seen in this area when the compliance on this aspect jumped
to 65.2%, or more than a fourfold increase. This difference was statistically
significant at the 0.01 level as confirmed by the t test results reported in Table 5.5
under the BE category, and so H1ei is supported.
Under the ‘Weighted’ approach, the measure was developed to determine if it
is the evaluation exercise itself or the formality of the process that was important,
given that some companies chose to undertake the board evaluation process in an
informal manner. In respect to the 2001 Code, the analysis shows that of the 193
companies classified as non-compliant, 17 in the sample actually undertook the
evaluation, but in an informal manner. This number increased only marginally to 21
under the 2005 Code, suggesting that the bulk of the changes came from companies
undertaking a formal process of evaluating their boards, indicating that the formality
of the process was the dominant characteristic. The t test results as reported in Table
5.6 under the BE label confirms that the difference between the two periods is
statistically significant at the 0.01 level, supporting H1eii.
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5.3.3.7 (H1f) Board access to information
The final hypothesis (H1f) is concerned with the informational aspects of the
board. Here, the construct is applicable to both the ‘Compliant’ and ‘Weighted’
approaches and is expressed as: that there is a greater degree of compliance with
board members having access to information in the company for the 2005 Code as
compared with the 2001 Code.
Operationalising this construct is based on the publication in the company’s
annual report that separate and independent access is given to the directors of the
company to the senior management, and was measured using a dummy variable of
zero where no publication was made and a value of one where such publication in the
form as stated above was done.
The results under the 2001 Code indicate a high compliance with this
requirement of 80.6%. This increased to 89% under the 2005 Code, although it still is
puzzling that 11%, or 25 companies, still do not make that statement in their annual
reports. As The Codes follow a “comply or explain” approach, it is possible that many
of the remaining companies in that list may have complied with the requirements but
have chosen not to disclose it, which would cause it to not be captured in the list as
the construct is based on public disclosure.
The t statistic in Table 5.5 and 5.6 under the BAI label clearly shows that the
change between the two periods is statistically significant at the 0.01 level, indicating
that more companies have provided separate and independent access to their senior
management for board members, thus supporting hypothesis H1f.
5.4 Results and conclusions for hypothesis two
Many previous studies have tested if there is any relationship between BI and
BL with firm performance and, as reported in chapter two, there are mixed results,
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although the weight of evidence would suggest there is no significant relationship.
This study examines the relationship in the context of publicly listed companies in
Singapore, thereby providing a platform for comparison purposes.
Accordingly, the two hypotheses tested were: (H2a) that there will be no
association between firm performance and the number of independent directors
serving on its board and (H2b) that there is no difference in firm performance under a
separate or combined board leadership structure.
The constructs used to measure these board variables replicated previous
studies in which BI was a function of the proportion of IDs on the board and BL was
determined by a dummy variable of zero and one, where zero specifies that the
leadership was a combined structure in which the chairman and CEO is the same
person and one signified that the leadership was separated with both the chairman of
the board and the CEO being different people. However, this study, given the unique
structure in Singapore of the chairman’s status, also examines the outcome when BL
is measured under the ‘Weighted’ approach.
5.4.1 Reporting of results under the OLS regression analysis
This section presents the results associated with the testing of hypothesis two.
The two board variables associated with this hypothesis are those related to the BI and
BL constructs. Replicating previous studies, BI is measured using the ‘Weighted’
approach BItW while BL is measured using the ‘Compliant’ measure BLtC, where

t

refers to the relevant year associated with the construct. Tables 5.7 and 5.8 shows the
descriptive statistics for the control and dependent variables used in the analysis.
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Table 5.7 – Descriptive statistics for the 2001 Code
N

Minimum

Maximum

Mean

Std. Deviation

BDSIZE2001

227

4.000

14.000

7.507

1.880

ROE2001

227

-1.961

0.652

0.033

0.205

MBV2001

227

0.162

4.648

0.973

0.730

LEV2001

227

0.000

7.793

0.643

1.096

DIROWN2001

227

0.000

1.815

0.335

0.292

LOGTA2001

227

7.172

11.310

8.411

0.722

Where: BDSIZE is board size, ROE is return on equity, MBV is market-to-book value, LEV is leverage,
DIROWN is director ownership & LOGTA is log of total assets.

Table 5.8 – Descriptive statistics for the 2005 Code
N

Minimum

Maximum

Mean

Std. Deviation

BDSIZE2005

227

4.000

15.000

7.498

2.171

ROE2005

227

-4.477

0.647

0.078

0.351

MBV2005

227

-2.090

17.976

1.719

2.035

LEV2005

227

-7.544

8.824

0.641

1.417

DIROWN2005

227

0.000

1.429

0.320

0.275

LOGTA2005

227

7.233

11.295

8.550

0.723

VOL2005

227

0.076

1.964

0.561

0.347

BETA2005

227

-0.233

1.814

0.642

0.425

Where: BDSIZE is board size, ROE is return on equity, MBV is market-to-book value, LEV is leverage,
DIROWN is director ownership, LOGTA is log of total assets, VOL is volatility & BETA is the stock’s beta.

The results of this analysis consist of four OLS regression equations, two for
the period associated with the 2001 Code and two for the period associated with the
2005 Code to account for the two performance measures used. These are discussed
and presented in Tables 5.9 to 5.12.
5.4.1.1 Results for the 2001 Code
When using the accounting-based measure of the ROE2001, the results from
Table 5.9 indicate that neither of the board constructs is statistically significant and
hence they do not have any explanatory powers associated with the dependent
variable of ROE. Of the control variables, three of the four constructs are statistically
significant, with DIROWN2001 showing statistical significance at the 0.05 level
while LEV2001 & LOGTA2001 are statistically significant at the 0.01 level.
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Additionally the Adjusted R squared value of 0.14 suggests a moderate explanatory
power of the regression equation while the F statistic at 6.90 is statistically significant
at the 0.01 level, indicating that not all of the relationship between the variables was
by chance.
Table 5.9 – 2001 Code under the accounting-based performance measure

Model Summary

Model
1

R
.398

R Square
.158

Adjusted R
Square
.135

Std.
Error of
the
Estimate
.1908161

F
6.903

.000**

t
-3.802

Sig.
.000**

ANOVA
Sum of
Squares
1.508

df
6

Mean Square
.251

Residual

8.010

220

.036

Total

9.519

226

Model
Regression
1

Sig.

Coefficients

Model
(Constant)

1

Unstandardised
Coefficients
Std.
Error
B
-.728
.191

Standardized
Coefficients
Beta

BL2001C

.029

.028

.070

1.065

.288

BI2001W

-.105

.096

-.076

-1.091

.277

.005

.009

.042

.496

.620

-.069

.013

-.368

-5.299

.000**

DIROWN2001

.107

.049

.152

2.178

.030*

LOGTA2001

.091

.028

.320

3.301

.001**

BDSIZE2001
LEV2001

Dependent Variable: ROE2001.
* Significant at the 0.05 level.
** Significant at the 0.01 level.

In respect to the market-based measure, the results from Table 5.10 indicate
that both of the board constructs are also not statistically significant when regressed
against the dependent variable of MBV2001. Of the control variables, only one of the
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four constructs is statistically significant at the 0.05 level. This is the firm size
variable LOGTA2001, which somewhat surprisingly has a negative relationship with
a beta coefficient of -0.21. A possible reason for this negative coefficient is explained
in section 5.4.2. The Adjusted R squared statistic of a low 0.003 value, together with a
statistically insignificant F statistic at 1.13, suggests a low explanatory power of the
model.
Table 5.10 – 2001 Code under the market-based performance measure

Model Summary

Model
1

R
.173

R Square
.030

Adjusted R
Square
.003

Std.
Error of
the
Estimate
.7285651

F
1.130

Sig.
.346

t
3.427

Sig.
.001**

ANOVA

Regression

Sum of
Squares
3.600

df
6

Mean Square
.600

Residual

116.778

220

.531

Total

120.377

226

Model
1

Coefficients

Model
(Constant)

1

Unstandardised
Coefficients
Std.
B
Error
2.504
.731

Standardised
Coefficients
Beta

BL2001C

-.015

.105

-.010

-.144

.885

BI2001W

.503

.368

.102

1.365

.174

BDSIZE2001

.011

.035

.028

.310

.757

LEV2001

.041

.050

.061

.819

.414

DIROWN2001

-.242

.187

-.097

-1.297

.196

LOGTA2001

-.211

.105

-.209

-2.009

.046*

Dependent Variable: MBV2001.
* Significant at the 0.05 level.
** Significant at the 0.01 level.
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5.4.1.2 Results for the 2005 Code
Similar to the analysis undertaken for the performance measures under the
2001 Code, the results from Table 5.11 indicate that neither of the board constructs
explains the variation associated with the ROE2005 construct given their statistically
insignificant values. However, of the control variables, two of the four constructs are
found to be statistically significant at the 0.01 level – the LEV2005 and LOGTA2005
variables. Additionally, there seems to be some explanatory power of the regression
equation as seen from the Adjusted R squared value of 0.11 and a statistically
significant (at the 0.01 level) F statistic.
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Table 5.11 – 2005 Code under the accounting-based performance measure

Model Summary

Model
1

R
.365

R Square
.133

Adjusted R
Square
.110

Std.
Error of
the
Estimate
.3309913

F
5.644

.000**

Beta

T
-3.224

Sig.
.001**

ANOVA
Sum of
Squares
3.710

df
6

Mean Square
.618

Residual

24.102

220

.110

Total

27.812

226

Model
Regression
1

Sig.

Coefficients

Model
(Constant)

1

Unstandardised
Coefficients
Std.
Error
B
-.973
.302

Standardised
Coefficients

BL2005C

.033

.048

.045

.689

.492

BI2005W

.103

.165

.042

.628

.531

BDSIZE2005

-.012

.013

-.076

-.959

.339

LEV2005

-.080

.016

-.324

-4.954

.000**

DIROWN2005

-.004

.086

-.003

-.046

.963

.132

.041

.271

3.210

.002**

LOGTA2005
Dependent Variable: ROE2005.
* Significant at the 0.05 level.
** Significant at the 0.01 level.

Finally, under the market-based performance measure, the results for the 2005
Code as presented in Table 5.12 indicate that neither of the board constructs is
statistically significant against the dependent variable MBV2005. However, in this
instance, the Adjusted R squared value of 0.07 with a statistically significant F
statistic value at the 0.01 level indicates that some of the control variables (LEV2005
and DIROWN2005) are explaining the variation in the dependent variable.

164

Table 5.12 – 2005 Code under the market-based performance measure

Model Summary

Model
1

R
.301

R Square
.090

Adjusted R
Square
.066

Std. Error
of the
Estimate
1.9667253

F
3.646

.002**

Beta

t
2.568

Sig.
.011*

ANOVA

Regression

Sum of
Squares
84.608

df
6

Mean
Square
14.101

Residual

850.962

220

3.868

Total

935.570

226

Model
1

Sig.

Coefficients

Unstandardised
Coefficients
Std.
Error
B
4.606
1.794

Model
(Constant)

1

Standardised
Coefficients

BL2005C

.033

.284

.008

.117

.907

BI2005W

.924

.978

.065

.945

.346

BDSIZE2005

.084

.076

.090

1.101

.272

LEV2005

.344

.096

.239

3.577

.000**

-1.323

.511

-.179

-2.590

.010**

-.443

.244

-.157

-1.820

.070

DIROWN2005
LOGTA2005
Dependent Variable: MBV2005.
* Significant at the 0.05 level.
** Significant at the 0.01 level.

5.4.2 Conclusions for hypothesis 2
In the second hypothesis, the objective was to test for an association between
BI and/or BL with firm performance. One problem in undertaking this type of
analysis is the potential presence of multicollinearity given the multidimensional
nature of board variables. According to Hair et al, correlations above 0.90 are “the
first indication of substantial collinearity” (Hair et al. 2006, p. 227).
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Correlation analysis on the variables using both Pearson and Spearman’s
method indicate that no two variables had correlation coefficients above 0.90, with the
largest coefficient being related to the size of the board and the size of the firm – 0.63
and 0.58 under Pearson’s method for the 2001 and 2005 Codes, respectively and 0.57
and 0.50 under Spearman’s method for the 2001 and 2005 Codes, respectively. These
results suggest that multicollinearity should not be a factor impacting the regression
equation. The results for the above four regression equations are summarised in Table
5.13.
Table 5.13 – Summary of results under the OLS regression procedure
ROE2001

MBV2001

ROE2005

MBV200
5

BL200XC

0.029
(0.288)

-0.015
(0.885)

0.033
(0.492)

0.033
(0.907)

BI200XW

-0.105
(0.277)

0.503
(0.174)

0.103
(0.531)

0.924
(0.346)

BDSIZE200X

0.005
(0.620)

0.011
(0.757)

-0.012
(0.339)

0.084
(0.272)

-0.069**
(0.000)

0.041
(0.414)

-0.080**
(0.000)

0.344**
(0.000)

0.107*
(0.030)

-0.242
(0.196)

-0.004
(0.963)

-1.323**
(0.010)

0.091**
(0.001)

-0.211*
(0.046)

0.132**
(0.002)

-0.443
(0.070)

0.135

0.003

0.110

0.066

6.903**
(0.000)

1.130
(0.346)

5.644**
(0.000)

3.646**
(0.002)

Performance Measures

LEV200X

DIROWN200X

LOGTA200X
Adjusted R2
F Statistic

X represents the relevant years associated with the performance measures.
Where: BL is board leadership, BI is board independence, BDSIZE is board size, LEV is leverage, DIROWN is
director ownership, LOGTA is log of total assets, ROE is return on equity & MBV is market-to-book value.
The first parameter is the regression coefficient while the second (in parentheses) is the p-value of the coefficient.
*significant at the 0.05 level.
**significant at the 0.01 level.

The table shows that there was no statistically significant association between
the BI and BL constructs with either the accounting-based performance measure of
ROE or the market-based return measure of MBV, which applied to both the 2001 the
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2005 Codes. The results are consistent with many previous studies and confirm that in
the context of the Singapore market, both the board independence and leadership
variables have no impact on firm performance. The results are consistent with Wan &
Ong (2005), who found statistical evidence that board structure as operationalised by
the combined CEO-chairman roles and the proportion of outside directors to total
directors did not affect firm performance for Singapore companies, and Mak &
Kusnadi (2005), who found no relationship between board leadership and firm
performance in their study of firms listed on the Singapore and Kuala Lumpur Stock
Exchanges. One possible reason for this outcome could be the multidimensional
nature of board structures, resulting in too many intervening variables involved with
such constructs, thereby dampening the direct effect on firm performance (Finkelstein
& Hambrick 1996).
In analysing the results, it is also interesting to find inconsistencies in the
results associated with the market-based performance measure. As noted previously, a
reason for this outcome can be due to the thinly traded nature of Singapore
companies, where the last traded price may not be reflective of the firm’s true value
due to liquidity, contagion and bandwagon effects (Phan, Lee & Lau 2003), which
may be compounded by exogenous shocks in the market. This in fact could have
happened in both periods of the study, where in the case of the 2001 Code, Singapore
had to contend with the effects of SARS,89 which infected 205 people and killed 33,
causing widespread falls in economic activity and plunging stock prices (Chew 2003).
This impacted a number of firms in the sample and could be one possible explanation
for the statistically significant negative coefficient of the firm size control variable, as
found under the 2001 Code using the market-based measure. In the case of the 2005

89

Severe Acute Respiratory Syndrome, which officially started in Singapore on 6 March 2003.
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Code, the significant market-wide increases in value during that time period may have
impacted the results as companies that held their AGMs toward the later part of the
year (and hence had later financial year-end dates) may have benefitted more than
companies whose AGMs were held in the earlier part of the year.
In the case of the results under the accounting-based performance measure, the
control variables have a more consistent structure with regard to the expected
outcomes. For instance, the size effect evident in many studies was also found to be
present in this study, with the coefficients for both periods (LOGTA200X) being
positive and statistically significant at the 0.01 level while the directors’ ownership
(DIROWN2001) level that was statistically significant at the 0.01 level under the
2001 Code had the expected positive coefficient.
Leverage (LEV200X), which was statistically significant at the 0.01 level for
both periods, had a negative coefficient. This outcome can be explained by the
presence of substantial shareholders, which in Singapore and other Asian economies
tend to be a higher component of the shareholding structure. According to La Porta et
al. (1998), this can amount to 49% for Singapore companies when three of the largest
shareholders are combined. This high level of shareholding was also found by Mak &
Li (2001) in their study of Singapore public listed companies that had a mean and
median blockholder ownership component (defined as shareholdings in the company
in excess of 5%) of more than 60%.
According to Changanti & Damanpour (1991), this high level of institutional
shareholding tends to have lower leverage, as measured by the debt-to-equity ratio
and high return on equity, which lends support to the argument that managers in such
firms prefer to finance their funding needs internally (Batron & Gordon 1987) as well
as to avoid restrictions in the form of debt covenants that may be placed on them by
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external creditors, as noted by Donaldson (Donaldson, cited in

Chaganti &

Damanpour 1991).
The most vexing result was the BDSIZE construct, which under both periods
and performance measures did not exhibit any explanatory powers. This is puzzling as
most studies have shown either a positive relationship (Haleblian & Finkelstein 1993;
Dalton et al. 1999) or an inverse relationship (Yermack 1996; Conyon & Peck 1998;
Eisenberg, Sundgren & Wells 1998).
Additionally, in the context of a recent study, Mak & Kusnadi (2005)
examined 230 mainboard and second board companies in Singapore and found an
inverse relationship between board size and firm performance. Some possible
explanations are: First, the sample structure of the type of companies differed between
both studies; in the case of Mak & Kusnadi (2005), the sample included both
mainboard and second board companies while in this study, only the mainboard
companies were considered. Second, the variables used to measure the construct of
board size differed; they used the natural log of the size of the board while this study
employed the absolute size as the variable, which may have resulted in
heteroscedasticity of the error term. Third, the time period collected for the data by
Mak & Kusnadi (2005) – the financial year 1999–2000 and before the formal
beginning of corporate governance practices in Singapore – differed from this study,
which used the financial year end dates associated with The Codes. Fourth, their
dependent variable of Tobins q was obtained in a more stable market environment and
differed from this study’s accounting-based performance measure and the more
volatile periods associated with the market-based measure.
Given the above results, it is possible that the expected positive, curvilinear or
inverse relationship between board size and firm value may have been mitigated or
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diffused by the impact of other corporate governance practices newly incorporated
into the board processes and structures of Singapore companies. In fact, as proposed
by Kang, Cheng & Gray (2007), with the evolution of corporate governance practices
globally, board size may have little value outside of age diversity, as found in their
study relating corporate governance and board composition to diversity and
independence of Australian boards.
Lastly, in order to account for the uniqueness of Singapore’s board structure
whereby the chairman of the board under a separate leadership arrangement could be
either an ED, a NED or an ID, an additional (unreported) OLS regression analysis was
undertaken substituting the BL construct under the ‘Compliant’ approach, which used
the dummy variable with the ‘Weighted’ approach where the level of the chairman’s
independence was determined by the type of director status that he held. Similar to the
BL construct under the ‘Compliant’ approach, the analysis also found that the
relationship of the BI and BL constructs to firm performance under the accountingbased and market-based measures were not statistically significant for both periods of
The Codes.
The above results provide evidence to support the acceptance of the null form
of both hypotheses H2a and H2b.
5.5 Results and conclusions for hypothesis three
Hypothesis three was developed as a result of synthesising the outcomes
associated with the first two hypotheses where the question asked was: if corporate
governance practices have improved over time, but arguably the most important
aspects (BI and BL) have shown no clear benefit in terms of firm performance, would
the combination of a number of board attributes provide a more positive result?
Additionally, the hypothesis also considered how board governance variables affect
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the firms’ riskiness. Formally, this was stated as: (H3a) that there will be a positive
association between board quality and firm performance and (H3b) that there will be a
negative association between board quality and firm risk.
In order to measure this combination, a composite measure named the BQ
construct was developed. The study adopted the SumScore approach used by other
researchers (Black 2001; Gompers, Ishii & Metrick 2003; Black, Jang & Kim 2006;
Brown & Caylor 2006) of adding up the individual components of the variables
associated with the main measure. As the thesis was studying the board variables
associated with The Codes under the heading of ‘Board Matters’, the values of the six
board variables under the ‘Compliant’ approach were chosen as components for this
BQ composite.
The purpose of undertaking this process was to determine if the composite
approach – whereby the individual values of the six board variables as constructed for
this study are combined together – can provide a better explanation for firm
performance and risk by adapting the techniques used by other researchers.
Two methods were used to test for the validity of the hypothesis. The first
employed the normal OLS regression procedure whereby the BQ composite together
with the control measures were regressed against both the performance and risk
measures. The second method used the TwoStep cluster analysis procedure as a
means to determine if a cluster group comprising all the board variables using the
same control measures could be found that significantly impacted the performance
and/or risk measures.
5.5.1 Reporting of results under the OLS regression analysis
This section reports the results for hypothesis three. Here, the BQ composite,
together with the control variables of BDSIZE, LEV, DIROWN and LOGTA, were
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regressed against the dependent variables of both the accounting-based and marketbased performance measures for the two periods of The Codes under the ‘Compliant’
approach. In addition, two other dependent variables of VOL and BETA relating to
firm risk were also tested.
This analysis yielded six OLS regression equations, two for the period
associated with the 2001 Code and four for the period associated with the 2005 Code.
These are presented in Tables 5.14 to 5.19.
5.5.1.1 Results for the BQ-ROE regression under the 2001 Code
Table 5.14 reports the results for the OLS regression for the BQ2001
composite with the ROE2001 dependent variable under the 2001 Code. The results
indicate that the BQ2001 composite is not statistically significant when measured
against the dependent variable of ROE2001. However, consistent with the results for
hypothesis two, three of the control variables are found to be statistically significant:
LEV2001, which is negative at the 0.01 level, DIROWN2001, which is positive at the
0.05 level, and LOGTA2001 which is positive at the 0.01 level of significance.
Additionally, the Adjusted R squared value of 0.13 combined with a statistically
significant (at the 0.01 level) F statistic of 7.79 suggests reasonable explanatory power
of the equation.
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Table 5.14 – BQ to ROE regression under the 2001 Code

Model Summary

Model
1

R
.387

R Square
.150

Adjusted R
Square
.131

Std.
Error of
the
Estimate
.1913497

F
7.793

Sig.
.000**

t
-3.613

Sig.
.000**

ANOVA
Sum of
Squares
1.427

df
5

Mean Square
.285

Residual

8.092

221

.037

Total

9.519

226

Model
Regression
1

Coefficients

Model
(Constant)
BQ2001
1

Unstandardised
Coefficients
Std.
Error
B
-.699
.193

Standardized
Coefficients
Beta

-.004

.013

-.018

-.273

.785

.009

.009

.082

1.029

.305

-.071

.013

-.381

-5.435

.000**

DIROWN2001

.105

.048

.149

2.176

.031*

LOGTA2001

.082

.026

.288

3.143

.002**

BDSIZE2001
LEV2001

Dependent Variable: ROE2001.
* Significant at the 0.05 level.
** Significant at the 0.01 level.

5.5.1.2 Results for the BQ-MBV regression under the 2001 Code
Table 5.15 reports the results for the OLS regression for the BQ2001
composite with the MBV2001 variable for the 2001 Code. The results indicate that
none of the independent and control variables are statistically significant. The low
Adjusted R squared value of 0.004 and an insignificant F statistic of 1.19 further
confirm that the model tested has little explanatory power.
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Table 5.15 – BQ to MBV regression under the 2001 Code

Model Summary

Model
1

R
.162

R Square
.026

Adjusted R
Square
.004

Std.
Error of
the
Estimate
.7283055

F
1.189

Sig.
.316

Beta

t
3.135

Sig.
.002**

ANOVA

Regression

Sum of
Squares
3.152

df
5

Mean Square
.630

Residual

117.225

221

.530

Total

120.377

226

Model
1

Coefficients

Model
(Constant)
BQ2001
1

Unstandardised
Coefficients
Std.
Error
B
2.307
.736

Standardized
Coefficients

.050

.049

.070

1.020

.309

-.004

.033

-.010

-.112

.911

.053

.050

.079

1.056

.292

DIROWN2001

-.255

.183

-.102

-1.395

.164

LOGTA2001

-.174

.099

-.172

-1.754

.081

BDSIZE2001
LEV2001

Dependent Variable: MBV2001.
* Significant at the 0.05 level.
** Significant at the 0.01 level.

5.5.1.3 Results for the BQ-ROE regression under the 2005 Code
Table 5.16 reports the results for the BQ-ROE OLS regression for the 2005
Code. The results indicate that the BQ2005 composite is not statistically significant
when measured against the dependent variable of ROE2005. However, similar to the
findings for the previous hypothesis as explained in section 5.5.1.1., two of the control
variables were found to be statistically significant. These were LEV2005, which has a
negative coefficient at the 0.01 level of significance and LOGTA2005, which has a
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positive coefficient at the 0.01 level of significance. The Adjusted R squared value of
0.11 with a statistically significant (at the 0.01 level) F statistic suggests some
explanatory power for the regression equation.
Table 5.16 – BQ to ROE regression under the 2005 Code

Model Summary

Model
1

R
.361

R Square
.131

Adjusted R
Square
.111

Std.
Error of
the
Estimate
.3307874

F
6.635

Sig.
.000**

.028

t
-3.176
.425

Sig.
.002**
.671

ANOVA
Sum of
Squares
3.630

df
5

Mean Square
.726

Residual

24.182

221

.109

Total

27.812

226

Model
Regression
1

Coefficients

Model
(Constant)
BQ2005
1

Unstandardised
Coefficients
Std.
Error
B
-1.007
.317
.011
.025

Standardized
Coefficients
Beta

BDSIZE2005

-.013

.013

-.082

-1.056

.292

LEV2005

-.080

.016

-.325

-4.952

.000**

DIROWN2005

-.019

.084

-.015

-.223

.824

.139

.039

.287

3.527

.001**

LOGTA2005
Dependent Variable: ROE2005.
* Significant at the 0.05 level.
** Significant at the 0.01 level.

5.5.1.4 Results for the BQ-MBV regression under the 2005 Code
Table 5.17 reports the results for the BQ-MBV OLS regression for the 2005
Code. The results indicate that the BQ2005 composite is not statistically significant
when measured against the dependent variable of MBV2005, while the control
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variables of LEV2005 (positive coefficient) and the DIROWN2005 (negative
coefficient) are statistically significant at the 0.01 level. Additionally, the Adjusted R
squared value of 0.07 and the F statistic of 4.34 (significant at the 0.01 level) suggests
some explanatory power of the equation.
Table 5.17 – BQ to MBV regression under the 2005 Code

Model Summary

Model
1

R
.299

R
Square
.089

Adjusted R
Square
.069

Std. Error
of the
Estimate
1.9633873

F
4.339

Sig.
.001**

Beta

t
2.217

Sig.
.028*

.818

.414

ANOVAb

Regression

Sum of
Squares
83.639

df
5

Mean
Square
16.728

Residual

851.931

221

3.855

Total

935.570

226

Model
1

Coefficients

Model
(Constant)

1

Unstandardised
Coefficients
Std.
B
Error
4.170
1.881

Standardized
Coefficients

BQ2005

.121

.148

.055

BDSIZE2005

.063

.075

.068

.847

.398

LEV2005

.351

.096

.244

3.640

.000**

-1.365

.500

-.185

-2.732

.007**

-.389

.234

-.138

-1.664

.098

DIROWN2005
LOGTA2005
Dependent Variable: MBV2005.
* Significant at the 0.05 level.
** Significant at the 0.01 level.

5.5.1.5 Results for the BQ-VOL regression under the 2005 Code
Table 5.18 reports the results for the OLS regression for the BQ2005
composite as determined in accordance with the 2005 Code with the firms’ volatility
variable. The reasons for testing only the 2005 Code board quality construct and risk
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are detailed in chapter three.90 The results indicate good explanatory power of the
regression equation given its Adjusted R squared value of 0.37 and an F statistic value
of 27.77, which is statistically significant at the 0.01 level. This outcome can be
explained by three of the variables that have statistically significant coefficients at the
0.01 level. These are the positive coefficient BQ2005 index and LEV2005 variables
and the negative coefficient LOGTA2005 variable. The results suggest that an
increase in firm risk is a function of a higher quality board, higher debt levels and a
smaller firm size, of which the direct association between BQ2005 and VOL2005 is
contrary to the expected direction as formulated in hypothesis three. Given the high
Adjusted R squared value and statistically significant BQ2005 coefficient, this
outcome deserves more attention and is discussed further in section 5.5.1.7.

90

Please see section 3.3.2.2
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Table 5.18 – BQ to VOL regression under the 2005 Code

Model Summary

Model
1

R
.621

R Square
.386

Adjusted R
Square
.372

Std.
Error of
the
Estimate
.2747519

F
27.767

Sig.
.000**

Beta

t
11.104

Sig.
.000**

ANOVA
Sum of
Squares
10.480

df
5

Mean Square
2.096

Residual

16.683

221

.075

Total

27.163

226

Model
Regression
1

Coefficients

Model
(Constant)
BQ2005
1

BDSIZE2005
LEV2005

Unstandardised
Coefficients
Std.
Error
B
2.924
.263

Standardized
Coefficients

.054

.021

.143

2.600

.010**

-.003

.010

-.019

-.295

.768

.054

.013

.221

4.010

.000**

DIROWN2005

-.017

.070

-.013

-.243

.808

LOGTA2005

-.309

.033

-.644

-9.434

.000**

Dependent Variable: VOL2005.
* Significant at the 0.05 level.
** Significant at the 0.01 level.

5.5.1.6 Results for the BQ-BETA regression under the 2005 Code
Table 5.19 reports the results for the OLS regression for the BQ2005
composite with the firms’ BETA2005 variable for the 2005 Code. The results indicate
that none of the variables are statistically significant. Additionally, given the low
Adjusted R squared value of 0.004 and a statistically insignificant F statistic of 1.17,
the independent and control variables have no meaningful ability to explain the
BETA2005 risk measure.
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Table 5.19 – BQ to BETA regression under the 2005 Code

Model Summary

Model
1

R
.161

R Square
.026

Adjusted R
Square
.004

Std.
Error of
the
Estimate
.4246070

F
1.170

Sig.
.325

Beta

t
.968

Sig.
.334

ANOVA
Sum of
Squares
1.054

df
5

Mean Square
.211

Residual

39.844

221

.180

Total

40.899

226

Model
Regression
1

Coefficients

Model
(Constant)

1

Unstandardised
Coefficients
Std.
Error
B
.394
.407

Standardized
Coefficients

BQ2005

.008

.032

.016

.236

.814

BDSIZE2005

.008

.016

.041

.498

.619

LEV2005

.006

.021

.020

.295

.768

-.178

.108

-.115

-1.651

.100

.024

.051

.040

.468

.640

DIROWN2005
LOGTA2005
Dependent Variable: BETA2005.
* Significant at the 0.05 level.
** Significant at the 0.01 level.

5.5.1.7 Summary of the OLS regression analysis
The results for the above six regressions are summarised in Table 5.20. As
with the regression analysis done for hypothesis two, no

unacceptable

multicollinearity was detected as no correlation coefficients under both the Pearson
and Spearman’s method were above 0.90.
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Table 5.20 – Summary of the OLS regression results for the BQ composite
Performance Measures

ROE2001

MBV2001

ROE2005

MBV2005

VOL2005

BETA2005

BQ200X

-0.004
(0.785)

0.050
(0.309)

0.011
(0.671)

0.121
(0.414)

0.054*
(0.010)

0.008
(0.814)

BDSIZE200X

0.009
(0.305)

-0.004
(0.911)

-0.013
(0.292)

0.063
(0.398)

-0.003
(0.768)

0.008
(0.619)

-0.071**
(0.000)

0.053
(0.292)

-0.080**
(0.000)

0.351**
(0.000)

0.054**
(0.000)

0.006
(0.768)

0.105*
(0.031)

-0.255
(0.164)

-0.019
(0.824)

-1.365*
(0.007)

-0.017
(0.808)

-0.178
(0.100)

0.082**
(0.002)

-0.174
(0.081)

0.139**
(0.001)

-0.389
(0.098)

-0.309**
(0.000)

0.024
(0.640)

0.131

0.004

0.111

0.069

0.372

0.004

7.793**
(0.000)

1.189
(0.316)

6.635**
(0.000)

4.339**
(0.001)

27.767**
(0.000)

1.17
(0.325)

LEV200X

DIROWN200X

LOGTA200X
Adjusted R2
F Statistics

X refers to the relevant year associated with the regression equation.
Where: BQ is board quality, BDSIZE is board size, LEV is leverage, DIROWN is director ownership, LOGTA is
log of total assets, ROE is return on equity, MBV is market-to-book value VOL is volatility & BETA is the stock’s
beta.
The first parameter is the regression coefficient while the second (in parentheses) is the p-value of the coefficient.
* Significant at the 0.05 level.
** Significant at the 0.01 level.

Key findings of the results are: (a) the BQ construct is not statistically
significant under all conditions except when measured against VOL2005, (b) the size
of the board is not statistically significant under all conditions and (c) BETA2005 was
not impacted by any of the independent and control variables used. As the results on
the control variables are consistent with hypothesis two, they will not be elaborated on
here. Additionally, given the exogenous market-wide impact under the 2001 and 2005
Codes, the insignificant findings of the BETA2005 measure further confirm the
effects that these “shocks” may have had on the regression results, rendering the
market-based performance measures inappropriate in this regard for analysis
purposes.
On the accounting-based measure, the BQ index is also unable to explain firm
performance. One reason for this may be the limitations under the SumScore
approach, given the complexities associated with board governance variables.
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Another reason may be due to endogeneity issues, where despite attempting to control
for such problems, extant studies (Black 2001; Gompers, Ishii & Metrick 2003;
Klapper & Love 2004; Durnev & Kim 2005) generally have limitations in addressing
endogenous possibilities which could suggest that the association may be inverse
from the proposed direction, that is firm performance and/or risk impacts the quality
of the board.
The more important discovery, however, is related to the good model fit
between the BQ2005 index with that of firm VOL2005, although the direction of the
coefficient is opposite to what was expected. This suggests that as the quality of the
board increases, the volatility of the firm also increases. Putting aside the potential
SumScore methodology deficiency, a possible explanation for this result is that it is
because of the quality of the board that firms are able to take on more risk, resulting in
an increase in the firms’ volatility. This is also supported by the statistically
significant and positively signed coefficient for LEV2005, which implies that higher
debt levels are associated with increases in the firm’s volatility and the statistically
significant and negatively signed coefficient for LOGTA2005, implying that smallsized firms exhibit higher share price volatility, both of which are consistent with the
theory. Even the negative signed coefficient of the ownership levels of the directors
(although not statistically significant) suggests that directors are more risk averse
when it is their own money.
Given the high Adjusted R squared value of 0.37, which is statistically
significant at the 0.01 level, future research into this area is warranted and is further
explored in the additional analyses section (section 5.6.1).
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5.5.2 Reporting of results of the TwoStep cluster analysis
In the previous section, an OLS regression analysis was undertaken following
the approaches used by a number of scholars to determine whether an association
exists between a composite score (defined as BQ and made up of six board variables)
and the dependent variables of firm performance and risk. Admittedly, one concern
under this approach is whether the BQ index, which uses the SumScore approach, is
capturing the right characteristics given the multidimensional and complex nature of
these constructs, which Larcker, Richardson & Tuna (2007) suggest as one possible
reason for the mixed results found in empirical studies to date.
A method to improve the reliability and validity of the constructs under this
technique would be to use a triangulation approach whereby an alternative method of
analysis is used to verify the results, as suggested by Ketchen & Shook (1996). For
this study, the alternative technique adopted was the TwoStep cluster analysis
method, which is a variant of the principal component analysis used by Larcket,
Richardson & Tuna (2007) in their study finding combinations of corporate
governance variables that explain firm performance. In this instance, the objective is
to find if a cluster of companies that have all six board variables that are statistically
significant from the average of the sample can also explain the performance and/or
riskiness of the firm.
This section reports the results associated with the cluster analysis under the
TwoStep cluster analysis procedure using the PASW Statistics version 17.0 software
program. In this part, the six individual board constructs under the ‘Compliant’
approach for both periods are selected under the procedure as categorical variables
given its binary form, while the dependent and control variables will be defined as
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continuous variables. Statistical significance is also computed at the 0.05 level by the
software.
5.5.2.1 Results for the 2001 Code
The TwoStep cluster analysis undertaken for the sample of companies under
the 2001 Code produced three cluster groups. Table 5.21 provides a summary for
these three clusters.
Table 5.21 – Cluster profiles and distribution for the 2001 Code
Cluster
‘Compliant’
Group

‘Bureaucratic’
Group

‘Ordinary’
Group

Combined

Mean

7.1845

8.6735

7.1867

7.5066

Std. Deviation

1.6133

2.0755

1.8061

1.8800

Mean

0.0317

0.0001

0.0563

0.0330

Std. Deviation

0.1382

0.3597

0.1309

0.2052

Mean

0.8626

1.3239

0.8944

0.9726

Std. Deviation

0.6188

1.0001

0.5877

0.7298

Mean

0.4585

1.1459

0.5695

0.6436

Std. Deviation

0.4303

2.0104

0.7544

1.0957

Mean

0.3868

0.1462

0.3869

0.3349

Std. Deviation

0.2592

0.2360

0.3176

0.2916

Mean

8.3171

8.9175

8.2086

8.4109

Std. Deviation

0.5473

1.0095

0.5420

0.7218

103

49

75

227

45.37%

21.59%

33.04%

100.00%

BDSIZE2001

ROE2001

MBV2001

LEV2001

DIROWN2001

LOGTA2001

N
% of Total

Where: BDSIZE is board SIZE, ROE is return on equity, MBV is market-to-book value, LEV is leverage,
DIROWN is director ownership & LOGTA is log of total.

Cluster one – ‘Compliant’ group
The first cluster has a lower than average BDSIZE of 7.18 members. Against
performance values, the ROE in that cluster of 3.2% is similar to the return with the
rest of the sample, while that of its MBV value of 0.86 is the lowest among the three
clusters. On its debt profile, it has the lowest LEV ratio at 0.46 compared with the
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general average of 0.64. Ownership of shares by directors in the cluster is higher than
the average at 38.7%, while the size of companies in the cluster is slightly below the
general average. This cluster comprises 103 companies or 45.4% of the total in the
sample, making it the largest cluster of the three.
Board attributes of statistical significance associated with this cluster consist
of BM, BAI, BE, BI and BA. The sole board variable not within this cluster relates to
BL. Additionally, this cluster had on average a lower level of LEV than the other two
clusters that were statistically significant. Given the high degree of compliance with
the board variables, this cluster was named the ‘Compliant’ group and is represented
graphically in Figures 5.5 and 5.6.
Figure 5.5 – Attributes of the ‘Compliant’ group
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Figure 5.6 – Firm characteristics of the ‘Compliant’ group

Cluster two – ‘Bureaucratic’ group
The second cluster has a higher than average BDSIZE of 8.67 members. On
performance values, the ROE of 0% is the lowest among the three groups, while that
of its MBV value of 1.32 is the highest among the three groups. It also has the highest
LEV ratio at an average of 1.15, almost twice the general average of 0.64. Ownership
of shares by directors in the company is the lowest among the three groups at 14.6%,
or less than half the average, while the size of the company is the largest among the
three. This cluster consists of 49 companies or 21.6% of the total in the sample,
making it the smallest cluster.
Board attributes of statistical significance associated with this cluster include
only two variables – BE and BA. Additionally, the group of companies in this cluster
generally is larger in size at both the board and firm level, with a low level of
ownership by the directors. Given the profile above, this cluster was named the
‘Bureaucratic’ group and is represented graphically in Figures 5.7 and 5.8.
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Figure 5.7 – Board attributes of the ‘Bureaucratic’ group

Figure 5.8 – Firm characteristics of the ‘Bureaucratic’ group

Cluster three – ‘Ordinary’ group
The third and last cluster has a lower than average BDSIZE of 7.19 members.
On performance values, the ROE is the highest at 5.6% while that of its MBV value
of 0.89 is slightly lower than average. It also has a lower than average LEV ratio, at
0.57. Ownership of shares by directors in the cluster is about the same as the first
cluster at 38.7%, slightly higher than the average, while the size of the company is
slightly below the general average. This cluster comprises 75 companies or 33% of
the total number of companies in the sample.
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Board attributes of statistical significance associated with this cluster include
four variables – BM, BAI, BI, and BE. Additionally, the only attribute associated with
the group of companies in this cluster that is statistically significant relates to the
smaller than average LOGTA. Given the profile above, this group was named the
‘Ordinary’ group and is represented graphically in Figures 5.9 and 5.10.
Figure 5.9 – Board attributes of the ‘Ordinary’ group

Figure 5.10 – Firm characteristics of the ‘Ordinary’ group
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Summary of clusters profiles under the 2001 Code
After determining the cluster structures, a summary of the cluster groupings
was performed, providing a description of the components of the board variables
within each cluster. Additionally, for each cluster group, a compliance ratio was
computed to determine the level of compliance with each of the board variables in the
three categories. The results are reported in Table 5.22.
Table 5.22 – Board variable summary between clusters

0

Frequency
Percent

BA2001C

20.00%

15
100.00%

72

212

Percent

34.00%

100.00%

Compliance Ratio

100.00%

75.51%

96.00%

93.39%

Frequency

0

0

22

22

0.00%

0.00%

100.00%

100.00%

103

49

53

205

Percent

50.20%

23.90%

25.90%

100.00%

Compliance Ratio

100.00%

100.00%

70.67%

90.31%

1

Frequency

Frequency

43

18

28

89

48.30%

20.20%

31.50%

100.00%

60

31

47

138

Percent

43.40%

22.50%

34.10%

100.00%

Compliance Ratio

58.25%

63.27%

62.67%

60.79%

1

0

Frequency

Frequency
Percent

0

6

42

48

0.00%

12.50%

87.50%

100.00%

103

43

33
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Percent

57.60%

24.00%

18.40%

100.00%

Compliance Ratio

100.00%

87.76%

44.00%

78.85%

1

0

Frequency

Frequency
Percent

103

17

73

193

53.40%

8.80%

37.80%

100.00%

0

32

2

34

Percent

0.00%

94.10%

5.90%

100.00%

Compliance Ratio

0.00%

65.31%

2.67%

14.98%

1

Frequency

0

9

35

44

0.00%

20.50%

79.50%

100.00%

103

40

40

183

Percent

56.30%

21.90%

21.90%

100.10%

Compliance Ratio

100.00%

81.63%

53.33%

80.62%

0

Frequency
Percent

BAI2001C

80.00%
37

Percent

BE2001C

0.00%

Combined

17.50%

0

BM2001C

‘Ordinary’
Group
3

103

Frequency

Percent

BL2001C

‘Bureaucratic’
Group
12

48.50%

1

0
BI2001C

‘Compliant’
Group
0

1

Frequency

Where: BA is board attendance, BI is board independence, BL is board leadership, BM is board membership, BE
is board evaluation & BAI is board access to information.
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Within the ‘Compliant’ group, there was 100% compliance with four of the
board variables. Of the remaining two variables, compliance with the BL construct
was the lowest among the three clusters while the BE construct was not complied with
at all. This suggests that the key differentiating factor for this group is related to
reluctance to undertake a formal evaluation of its boards. This group also tends to be
more conservative in their capital structure.
Within the ‘Bureaucratic’ group, compliance with all of the board variables
was high, with the BE variable having the highest compliance ratio among the three
groups. Consistent with such groups, size is important given the higher than average
board and asset levels, which came at the expense of poor financial results and low
ownership levels.
Finally, under the ‘Ordinary’ group, the compliance ratio was lower than
average in all categories except for the BA construct, which was only slightly higher
than average. Additionally, BE had a low compliance ratio of 2.67%. This group
generally consists of the smaller-sized companies.
From the above summary, no cluster had all of the six board attributes that
differentiated it from the rest of the sample, although the ‘Compliant’ group came
close with four out of the six variables. Additionally, these three clusters did not have
any of the dependent measures of ROE and MBV showing any statistical significance.
This is consistent with the results under the OLS regression analysis, where there was
no relationship between the BQ composite and the dependent variables of ROE and
MBV with the 2001 Code.
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5.5.2.2 Results for the 2005 Code
The TwoStep cluster analysis undertaken for the sample of companies under
the 2005 Code also produced three cluster groups. Table 5.23 provides a summary for
the three clusters.
Table 5.23 – Cluster profile and distribution for the 2005 Code
Clusters
‘No
Evaluation’
Group

‘Performance
Evaluation’
Group

‘NonInformation
Seeking’
Group

Combined

Mean

7.0781

7.7381

7.4054

7.4978

Std. Deviation

1.8370

2.1658

2.6189

2.1705

Mean

0.0938

0.1135

-0.0681

0.0783

Std. Deviation

0.1349

0.1206

0.8145

0.3508

Mean

1.4829

1.5834

2.5893

1.7190

Std. Deviation

1.0336

1.1368

4.3231

2.0346

Mean

0.4150

0.4392

1.7205

0.6413

Std. Deviation

0.4711

0.4597

3.1717

1.4174

Mean

0.3483

0.3160

0.2830

0.3197

Std. Deviation

0.2462

0.2863

0.2870

0.2753

Mean

8.4353

8.5993

8.5759

8.5492

Std. Deviation

0.6316

0.6376

1.0672

0.7229

Mean

0.5519

0.5503

0.6128

0.5609

Std. Deviation

0.3302

0.3348

0.4137

0.3467

Mean

0.6595

0.6506

0.5813

0.6418

Std. Deviation

0.4003

0.4241

0.4761

0.4254

64

126

37

227

28.19%

55.51%

16.30%

100.00%

BDSIZE2005

ROE2005

MBV2005

LEV2005

DIROWN2005

LOGTA2005

VOL2005

BETA2005

N
% of Total

Where: BDSIZE is board SIZE, ROE is return on equity, MBV is market-to-book value, LEV is leverage,
DIROWN is director ownership, LOGTA is log of total assets, VOL is volatility & BETA is the stock’s beta.

Cluster one – ‘No Evaluation’ group
The first cluster has the lowest BDSIZE of 7.08 members. On performance
values, the ROE in that cluster of 9.4% is higher than the average of 7.8%, while that
of its MBV value of 1.48 is slightly below the average of 1.72. On its debt profile, it
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has a lower than average LEV ratio of 0.42. Ownership of shares by directors in the
company was the highest at 34.8%, compared with the average of 32%, while the size
of the companies is slightly lower than the average. In terms of risk, it has a slightly
lower than average firm specific risk among the three clusters, but the highest risk
from a BETA perspective. The number of companies in this group is 64, or 28.2% of
the total.
Board attributes of statistical significance associated with this cluster include
BE, BM, and BAI. However, from the firm characteristic perspective, the only
statistically significant findings relate to the lower than average level of debt in this
group of companies. Given the profile above, this group was named the ‘No
Evaluation’ group and is represented graphically in Figures 5.11 and 5.12.
Figure 5.11 – Board attributes of ‘No Evaluation’ group

191

Figure 5.12 – Firm characteristics of ‘No Evaluation’ group

Cluster two – ‘Performance Evaluator’ group
The second cluster has the highest BDSIZE of 7.74 members. On performance
values, it also had the highest ROE in that cluster of 11.4% while that of its MBV
value of 1.58 is slightly lower than the average. On its debt profile, it has a below
average LEV ratio at 0.43. Ownership of shares by directors in the company at 31.6%
is similar to the average. The size of the company is marginally higher than the
average, while in terms of risk it shares a similar profile to the ‘No Evaluation’ group
under both risk measures of VOL and BETA. The number of companies in this cluster
is 126 firms, or 55.5% of the total, which incidentally is also the largest cluster.
Board attributes of statistical significance associated with this cluster include
only BE and BAI, while its firm characteristics of statistical significance are the lower
than average LEV ratios and higher than average ROE. Given the profile above, this
group was named the ‘Performance Evaluator’ group and is represented graphically in
Figures 5.13 and 5.14.
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Figure 5.13 – Board attributes of ‘Performance Evaluator’ group

Figure 5.14 – Firm characteristics of ‘Performance Evaluator’ group

Cluster three – ‘Non-Information Seeking’ group
The third and final cluster has a BDSIZE of 7.41 members which is about
equal to the average of 7.50. On performance values, they were the worst performers
with a ROE in that cluster of -6.81% compared with the average of 7.8%, while that
of its MBV value of 2.59 is the highest. This can be explained by the latent value of
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listed companies given the market-wide increases in stock prices associated with the
2005 Code. It also has the highest LEV ratio of 1.72, almost three times that of the
average at 0.64. Ownership of shares by directors in the company is also the lowest at
28.3% compared with the average of 32% while the size of the firm is nearly equal to
the average. From a risk perspective, it has the highest firm specific risk as measured
by VOL among the three clusters and the lowest risk from a BETA perspective, which
suggests poor liquidity and limited movement in the price of the stock. The number of
companies is the lowest, with 37 firms or 16.3% of the total.
Board attributes of statistical significance associated with this cluster are BAI
and BI, while no firm specific characteristic of statistical significance was evident.
Given the profile above, this group was named the ‘Non-Information Seeking’ group
and is represented graphically in Figures 5.15 and 5.16.
Figure 5.15 – Board attributes of ‘Non-Information Seeking’ group
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Figure 5.16 – Firm characteristics of the ‘Non-Information Seeking’ group

Summary of clusters profiles under the 2005 Code
After determining the cluster structures, a summary of the groupings was
performed that provided details of the make-up of components associated with the
board variables within each cluster. The results are reported in Table 5.24.
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Table 5.24 – Board variables summary between clusters

0

1

4

50.00%

25.00%

25.00%

100.00%

125

36

223

Percent

16.10%

100.00%

Compliance Ratio

96.88%

99.21%

97.30%

98.24%

2

0

4

6

33.30%

0.00%

66.70%

100.00%

Frequency

62

126

33

221

Percent

28.10%

57.00%

14.90%

100.00%

Compliance Ratio

96.88%

100.00%

89.19%

97.36%

32

39

14

85

37.60%

45.90%

16.50%

100.00%

1

Frequency

Frequency

32

87

23

142

Percent

22.50%

61.30%

16.20%

100.00%

Compliance Ratio

50.00%

69.05%

62.16%

62.56%

10

2

2

14

71.40%

14.30%

14.30%

100.00%

1

0

Frequency

Frequency
Percent

54

124

35

213

Percent

25.40%

58.20%

16.40%

100.00%

Compliance Ratio

84.38%

98.41%

94.59%

93.83%

64

0

15

79

81.00%

0.00%

19.00%

100.00%

1

0

Frequency

Frequency
Percent

0

126

22

148

Percent

0.00%

85.10%

14.90%

100.00%

Compliance Ratio

0.00%

100.00%

59.46%

65.20%

0

0

25

25

0.00%

0.00%

100.00%

100.00%

1

0

Frequency

Frequency
Percent

BAI2005C

1

56.10%

Percent

BE2005C

2

62

0

BM2005C

Combined

Frequency

Percent

BL2005C

‘NonInformation
Seeking’
Group

27.80%

1

0
BI2005C

‘Performance
Evaluators’
Group

Frequency
Percent

BA2005C

‘No
Evaluation’
Group

64

126

12
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Percent

31.70%

62.40%

5.90%

100.00%

Compliance Ratio

100.00%

100.00%

32.43%

88.99%

1

Frequency

Where: BA is board attendance, BI is board independence, BL is board leadership, BM is board membership, BE
is board evaluation & BAI is board access to information.

BA and BI had very high compliance ratios in all three groups. BL had the
weakest compliance under the ‘No Evaluation’ group and the highest under the
‘Performance Evaluator’ group, which suggests that a separate leadership structure
was dominant in the ‘Performance Evaluator’ group. There was also a high degree of
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compliance among all three groups for BM matters, with the ‘Performance Evaluator’
group having the highest level. This is consistent with its high score on the BE
construct, indicating it was common practice to use the NC to undertake the formal
evaluation of the board.
BE was the clear differentiator with zero compliance under the ‘No
Evaluation’ group and 100% compliance under the ‘Performance Evaluator’ group.
The ‘Non-Information Seeking’ group also had reasonable compliance in this area.
Finally, BAI was complied with by both of the ‘Evaluator’ groups, while the ‘NonInformation Seeking’ group had a low compliance level at 32.4%.
The results suggest that the ‘No Evaluation’ group tends to be conservative in
nature, given its lower than average LEV levels, which was statistically significant.
Whilst the same characteristic can also be found for the ‘Performance Evaluator’
group, the lower LEV came with a higher than average financial performance, which
is explained by these companies undertaking a formal evaluation of their boards and
having good access to information and senior management of the firm. Interestingly,
the characteristics of the lower LEV levels and higher ROE ratios are consistent with
the findings of Chaganti & Damanpour (1991), which suggests that a high proportion
of substantial shareholders in Singapore companies may have played a part in
delivering this. Nothing of relevance to this study was found with the ‘NonInformation Seeking’ group.
The results of the analysis are also consistent with the results under the 2001
Code, where no cluster was found that had all six board constructs that were
statistically significant with the sample. As for the firm characteristics associated with
the dependent variables of performance and risk, only one cluster exhibited statistical
significance with the accounting-based measure of ROE.
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5.5.3 Conclusions for hypothesis three
In hypothesis three, the objective was to determine if a better explanation of
firm performance and risk could be achieved by combining all the board variables
studied in this research. Two techniques were used to validate the output, with a view
to improve the reliability of the results. The first used the OLS regression technique
whereby the BQ index (which adopted the SumScore approach by which all the six
board variables studied in this thesis were combined to form a composite index) was
regressed against the dependent variables of firm performance and risk. The second
method used the TwoStep cluster analysis procedure, given the potential limitations
and weaknesses associated with the SumScore technique caused by the
multidimensional nature of the constructs associated with corporate governance
matters as noted by Larcker, Richardson & Tuna (2007).
The results of the analysis using the OLS regression method found no
statistically significant association between the BQ composite and firm performance
under both the accounting-based and market-based measures. However, from a risk
perspective under the VOL measure, the Adjusted R squared produced a reasonable
value (0.37), with the independent variable of BQ achieving statistical significance at
the 0.01 level, suggesting that a positive association exists between the BQ composite
to VOL.
The results of the analysis using the TwoStep cluster analysis technique also
failed to find any cluster group that had all of the six board variables that were
significantly different from the sample to that of either firm performance and/or risk.
However, it did find the BE and BAI constructs to be the main variables that impacted
on firm performance as measured by the ROE, which will be explored further in
section 5.6.2.
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Given the results, hypotheses (H3a), that there will be a positive association
between the board’s quality and firm performance, and (H3b), that there will be a
negative association between the board’s quality and firm risk, are not accepted.
5.6 Additional analyses
Although the results from the testing of hypothesis three were inconclusive,
the interesting findings arising from the analysis warranted further investigations.
Accordingly, two areas were identified for further analysis. These were in relation to:
(a) the risk variable of VOL whereby a high Adjusted R squared value in the BQVOL OLS regression equation was obtained and (b) the board variables of BE and
BAI, which were the only two constructs among all the six clusters formed under the
TwoStep cluster analysis that were positively associated with firm performance under
the ROE accounting-based performance measure.
This section will also incorporate the effects of including the substantial
shareholder as a new control variable and will be covered in the third analysis under
section 5.6.3, which, as explained in chapter three (section 3.3.3.5), was omitted from
the first phase of the main analysis for data consistency reasons.
5.6.1 Further analysis on the volatility risk measure
As reported in section 5.5.1.7, the results of the OLS regression analysis on
the BQ index with the dependent variables were either inconclusive in the case of the
firm performance measures and the risk measure of BETA or statistically significant
but with a positive and not negative coefficient in the case of the VOL risk measure.
Given the high Adjusted R squared value of 0.37 obtained when the VOL variable
was regressed against the BQ index, further investigation into this area was required.
This section applies the results of the findings for the VOL risk measure by extending
the analysis to the board variables used in hypothesis two.
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One possible reason for the incorrect sign appearing in the regression equation
could be the use of the SumScore technique, which as explained previously, may be
an inappropriate technique to use for index construction purposes given the
multidimensional nature of board variables, as suggested by Larker, Richardson &
Tuna (2007). Given the potential weakness in using a construct under an index form
and the inconclusive results associated with the board independence/leadership to firm
performance as found in hypothesis two, it is postulated that a better association may
be obtained by extending hypothesis two through incorporating a risk element.
Additionally, as the constructs are measured as separate individual variables, the
limitation associated with the SumScore technique is eliminated. Accordingly, using
OLS regression technique, the two additional sub-hypotheses proposed for further
testing are:
H4a: There will be a negative association between firm risk and the number of
independent directors serving on its board, and
H4b: There will be a negative association between firm risk and a separate
leadership structure.
Data limitations restricts the testing of the above hypotheses to only one
period associated with the 2005 Code91. Mathematically, the equation is expressed in
equation 5.1.
Equation 5.1

91

As a result of using the period between the 2001 and 2005 Codes, the volatility values are associated only with
the 2005 Code. The volatility value of the 2001 Code was not computed as it also would require four years of
historical data, which would have reduced the sample size.
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Where:
=

The share price volatility

=

Represents the two independent board variables where:
BI is the board independence using the ‘Weighted’
measure
BLc,w is the board leadership using the ‘Compliant’ and
‘Weighted’ Measure

=

Represents the four control variables where:
BDSIZE is the total number of directors on the board
LEV is the debt to equity ratio
DIROWN is the percentage of share owned by the
directors
LOGTA is the log of the total assets

The summary results of testing for hypotheses 4a and 4b are reported in Table
5.25.92 The findings indicate that only the BI2005W construct is statistically
significant at the 0.05 level, with the expected negative signed coefficient. Of the
control variables, LEV2005 and LOGTA2005 are also statistically significant at the
0.01 level, with a positive and negative signed coefficient, respectively, which is
consistent with theory that suggests that greater leverage and smaller sized firms
generally exhibit higher share price volatility. Consistent with the findings under the
BQ-VOL regression results, the explanatory powers of the equation is also moderately
high given the Adjusted R square value of 0.37 and a F statistic of 22.72, which is
statistically significant at the 0.01 level.
In obtaining this result, a modified version of the step-wise regression analysis
was undertaken; while keeping the BI construct constant, the two versions of the BL
construct were used in the analysis, which allowed the regression equation to capture
the impact associated with the leadership structure of the company. By using the
‘Compliant’ approach first followed by the ‘Weighted’ approach for the BL construct,
the results clearly show that the “cause” of the statistical significance of the BI

92

Similar in findings to the other regression equations, multicollinearity was not detected.
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construct was that the chairman of the board had a lesser independent status (either a
NED, an ED or a combined leadership structure). This information is important as it
provides further evidence that greater independence of the board is required to
mitigate the powers of a less independent chairman, which may be the appropriate
board structure for companies in the Asia region where the presence of substantial
shareholders are prevalent.
Accordingly, hypothesis 4a, which postulates that there will be a negative
association between firm risk and the number of independent directors serving on its
board, is accepted while hypothesis 4b, which predicts that there will be a negative
association between firm risk and a separate leadership structure, is not accepted.
Table 5.25 – OLS regression results under the VOL risk measure for the BL & BI
constructs
Performance Measures

VOL2005 (BLC)

VOL2005 (BLW)

BL2005

0.075
(0.059)

0.086
(0.125)

BI2005W

-0.255
(0.063)

-0.276*
(0.048)

BDSIZE2005

-0.005
(0.607)

-0.005
(0.632)

0.051**
(0.000)

0.052**
(0.000)

-0.031
(0.663)

-0.030
(0.683)

-0.290**
(0.000)

-0.292**
(0.000)

0.369

0.366

23.053**
(0.000)

22.721**
(0.000)

LEV2005

DIROWN2005

LOGTA2005
Adjusted R2
F Statistic

‘X’ represents the relevant years associated with the performance measures.
Where: BL is board leadership, BI is board independence, BDSIZE is board size, LEV is leverage, DIROWN is
director ownership, LOGTA is log of total assets & VOL is volatility.
The first parameter is the regression coefficient while the second (in parentheses) is the p-value of the coefficient.
* Significant at the 0.05 level.
** Significant at the 0.01 level.
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5.6.2 Further analysis on the BE and BAI constructs
Although the conclusions of hypothesis three of a positive association between
the quality of the board and firm performance and a negative association between the
quality of the board and firm risk were not accepted, the analytical process using the
TwoStep cluster analysis technique did indicate some significance of the BE and BAI
constructs to firm performance as measured by the ROE. To validate this outcome,
using the triangulation approach as suggested by Ketchen & Shook (1996), the same
six board variables together with the control variables used previously under the
TwoStep cluster analysis were regressed against the accounting-based performance
measure (ROE2005) as the dependent variable where a positive signed and
statistically significant coefficients are expected for both the BE and BAI constructs.
Formally, the hypotheses formulated to validate this outcome are:
H5a: There will be a positive association between companies undertaking a formal
evaluation of the board to firm performance, and
H5b: There will be a positive association between companies providing directors
access to information in the company to firm performance.
Mathematically, this is expressed in Equation 5.2, with the results reported in
Table 5.26 and is an expanded version of the regression equation used in hypothesis
two, which for that hypothesis included only the BI and BL constructs, given that it
was testing only the two most widely studied board constructs.
Equation 5.2

203

Where:
=

The return on equity

=

Represents the six independent board variables where:
BA is the board attendance using the ‘Compliant’ measure
BI is the board independence using the ‘Compliant’ measure
BL is the board leadership using the ‘Compliant’ measure
BM is the board membership using the ‘Compliant’ measure
BE is the board evaluation using the ‘Compliant’ measure
BAI is the board access to information using the ‘Compliant’
measure

=

Represents the four control variables where:
BDSIZE is the total number of directors on the board
LEV is the debt to equity ratio
DIROWN is the percentage of share owned by the directors
LOGTA is the log of the total assets
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Table 5.26 – OLS regression for all the board variables with the ROE under ther 2005
Code

Model Summary

Model
1

R
.401

R
Square
.160

Adjusted R
Square
.122

Std.
Error of
the
Estimate
.3287898

F
4.127

Sig.
.000**

Beta

t
-1.851

Sig.
.065

ANOVA
Sum of
Squares
4.462

df
10

Mean
Square
.446

Residual

23.350

216

.108

Total

27.812

226

Model
Regression
1

Coefficients

Model
(Constant)

1

Unstandardised
Coefficients
Std.
Error
B
-.749
.404

Standardized
Coefficients

BA2005C

.044

.170

.017

.259

.796

BI2005C

-.113

.140

-.052

-.806

.421

BL2005C

.026

.048

.035

.533

.595

BM2005C

-.124

.094

-.085

-1.317

.189

BE2005C

.096

.049

.130

1.973

.050*

BAI2005C

-.113

.072

-.101

-1.572

.117

BDSIZE2005

-.016

.013

-.099

-1.261

.209

LEV2005

-.086

.016

-.346

-5.246

.000**

DIROWN2005

-.016

.085

-.012

-.185

.853

.142

.040

.292

3.556

.000**

LOGTA2005
Dependent Variable: ROE2005.
* Significant at the 0.05 level.
** Significant at the 0.01 level.

The results of the analysis are mixed as they only validate the significance of
the BE2005C construct, given its statistical significance at the 0.05 level, but not the
BAI2005C construct. The results of the statistically significant (at the 0.01 level)
control variables (LEV2005 and LOGTA2005) were also consistent with the findings
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undertaken when the ROE variable was regressed with only the BI and BL constructs
reported in Table 5.11 and the BQ variable as detailed in Table 5.16, with the negative
signed coefficient of the LEV2005 variable suggesting that these companies tend to
operate with lower debt levels, consistent with the output of the firm characteristic
diagram under the TwoStep cluster analysis technique as shown under Figure 5.14.
Additionally, the Adjusted R square of 0.12 and a statistically significant (at the 0.01
level) F statistic of 4.13 suggests reasonable explanatory powers of the regression
equation. Similar in findings to the other regression equations, unacceptable levels of
multicollinearity was not detected.
The above results provide validation and further empirical proof that only the
formal evaluation of the board is an important determinant of firm performance
leading to the acceptance of hypothesis 5a, while the non-statistically significant
findings of access to information by board members as expressed in hypothesis 5b
(BAI2005C) is not accepted.
To aid investors in making better investment decisions through the
incorporation of board governance information into their analysis, a profiling of the
companies in the ‘Performance Evaluator’ group was also undertaken. In summary,
companies in this group have boards consisting of more NEDs with an average board
size of 7.74 directors who hold an average of 4.62 board meetings in the financial
year and are paid an average of $50,982 in fees. These companies are also likely to be
found in the CONS and MULTI sectors with an average market capitalisation of
$1.37 billion. Additionally, the level of leverage in this cluster group generally is
lower than the average. “Value-based” investors seeking companies that achieve a
higher ROE could improve their investment selection process by considering
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companies that fall into the profile as described above. A summary of the
characteristics is detailed in Table 5.27.
Table 5.27 – Directors information & market capitalisation of 'Performance Evaluator'
group
Description
Number
Male
Female
EDs
NEDs
IDs
TD
Meetings
Director Remn.*
Market Cap.
Small cap
Mid cap
Large cap

Abs. No.

Avg. No.

Pct.

All Companies

126
917
58
320
179
476
975
582
$33,393,254
$172,977,579,542
$1,457,044,842
$22,299,592,676
$149,220,942,024

7.28
0.46
2.54
1.42
3.78
7.74
4.62
$265,026
$1,372,837,933
$47,001,447
$314,978,770
$6,217,539,251

94.05%
5.95%
32.82%
18.36%
48.82%
100.00%
$50,982*
0.84%
12.89%
86.27%

227
93.36
6.64
33.08%
17.57%
49.35%
100%
4.43
$52.560*
$368,653,727,388
$3,420,877,696
$34,684,061,245
$330,548,788,447

* Represents average remuneration per director (NEDs & IDs).

5.6.3 Inclusion of the substantial shareholder
As explained in chapter three under section 3.3.3.5 on control variables,
substantial shareholders (SUBSHR) was not included in phase one with the initial
analysis of the data, due to timing differences with this variable and the other
variables used in the study, creating concerns about data consistency.
However, given that the presence of such shareholders in the form of either
families or government ownership is common in Singapore, where La Porta et al.
(1998) have estimated this level to be around 49% based on the three largest
shareholder while Mak & Li (2001) found this level to be more than 60% based on the
definition that a substantial shareholder is one who has a shareholding in the company
in excess of 5%,93 additional analysis was proposed incorporating these substantial
shareholders as a new control variable.

93
The descriptive statistics for the SUBSHR are: 0 for its minimum value, 0.98 for its maximum value, 0.57 for its
mean value and 0.19 for its standard deviation.
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This section reports the results of the additional analysis for both hypotheses
two and three as well as for the first part of the additional analysis that was associated
with the volatility measure and reported in section 5.6.1.
5.6.3.1 Impact on board independence and board leadership constructs
In testing for hypothesis two, there was no evidence of any association
between board independence or leadership and firm performance for Singapore listed
companies. With the inclusion of the SUBSHR as a new control variable, there was
no change to the outcome associated with the BI and BL constructs to the ROE and
MBV performance measures.
There were, however, some changes noted in the regression variables
associated with the MBV under the 2005 Code, where DIROWN2005 changed from
being statistically significant at the 0.01 level to not statistically significant, while
SUBSHR2005 was negative and statistically significant at the 0.01 level, suggesting
that there may be an interaction between SUBSHR and DIROWN which, as noted by
Mak & Li, leads to the possibility that “corporate ownership and board structures are
inextricably linked” (Mak & Li 2001, p. 254). Table 5.28 summarises the findings of
the above analysis.
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Table 5.28 – Summary of the OLS regression results for hypothesis two with the
inclusion of the SUBSHR
Performance
Measures

ROE2001

MBV2001

ROE2005

MBV2005

BL200XC

0.029 (0.299)
[0.029 (0.288)]

-0.001 (0.994)
[-0.015 (0.885)]

0.042 (0.380)
[0.033 (0.492)]

0.137 (0.627)
[0.033 (0.907)]

BI200XW

-0.101 (0.313)
[-0.105 (0.277)]

0.368 (0.332)
[0.503 (0.174)]

0.061 (0.715)
[0.103 (0.531)]

0.449 (0.646)
[0.924 (0.346)]

0.005 (0.607)
[0.005 (0.620)]

0.005 (0.895)
[0.011 (0.757)]

-0.013 (0.330)
[-0.012 (0.339)]

0.082 (0.277)
[0.084 (0.272)]

-0.068** (0.000)
[-0.069** (0.000)]

0.024 (0.634)
[0.041 (0.414)]

-0.085** (0.000)
[-0.080** (0.000)]

0.287** (0.003)
[0.344** (0.000)]

0.104* (0.043)
[0.107* (0.030)]

-0.161 (0.409)
[-0.242 (0.196)]

0.028 (0.754)
[-0.004 (0.963)]

#
- 0.969 (0.063)
[-1.323** (0.010)]

0.090** (0.002)
[0.091** (0.001)]

-0.178 (0.097)
[-0.211* (0.046)]

0.138** (0.001)
[0.132** (0.002)]

-0.372 (0.124)
[-0.443 (0.070)]

0.015 (0.842)

-0.438 (0.133)

-0.185 (0.141)

-2.061** (0.005)

0.132
[0.135]

0.009
[0.003]

0.114
[0.110]

0.094
[0.066]

5.890** (0.000)
[6.903** (0.000)]

1.300 (0.252)
[1.130 (0.346)]

5.175** (0.000)
[5.644** (0.000)]

4.348** (0.000)
[3.646** (0.002)]

BDSIZE200X

LEV200X
DIROWN200X#

LOGTA200X

SUBSHR200X
Adjusted R2

F Statistic

‘X’ represents the relevant years associated with the performance measures.
Where: BL is board leadership, BI is board independence, BDSIZE is board size, LEV is leverage, DIROWN is
director ownership, LOGTA is log of total assets, SUBSHR is substantial shareholder, ROE is return on equity &
MBV is market-to-book value.
The first parameter is the regression coefficient while the second (in parentheses) is the p-value of the coefficient.
Square bracketed numbers represents values of initial study.
# Represents statistically significant changes due to the addition of the SUBSHR control variable.
* Significant at the 0.05 level.
** Significant at the 0.01 level.

In the context of having VOL as the dependent measure for firm risk as
analysed under section 5.6.1, the findings provide confirmatory evidence of the
importance of an inverse association between BI and VOL, given the statistically
significant outcome of both the BI and BL coefficients at the 0.05 level under the BL
‘Compliant’ approach and the BI coefficient under the BL ‘Weighted’ approach when
SUBSHR was included as a new control variable. However, although the BL
‘Compliant’ coefficient was statistically significant, its positive sign, which suggests a
direct association between a separate leadership and firm volatility, is opposite to the
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hypothesised negative direction.94 Additionally, it is interesting to note that when the
‘Weighted’ BL measure was used, the statistical significance under the BL
‘Compliant’ approach was not observed. The summary information for the above is
detailed in Table 5.29.
Table 5.29 – Summary of the OLS regression results under the VOL risk measure for
the BI and BL constructs with the inclusion of the SUBSHR
Performance
Measures

BL ‘Compliant’ approach
Without SUBSHR

BL ‘Weighted’ approach

With SUBSHR

Without SUBSHR

With SUBSHR

BL2005

0.075
(0.059)

#

0.082*
(0.041)

0.086
(0.125)

0.095
(0.092)

BI2005W

-0.255
(0.063)

-0.287*
(0.040)

-0.276*
(0.048)

-0.308**
(0.030)

BDSIZE2005

-0.005
(0.607)

-0.006
(0.597)

- 0.005
(0.632)

-0.005
(0.622)

0.051**
(0.000)

0.047**
(0.001)

0.052**
(0.000)

0.048**
(0.001)

-0.031
(0.663)

-0.008
(0.914)

-0.030
(0.683)

-0.007
(0.929)

-0.290**
(0.000)

-0.285**
(0.000)

-0.292**
(0.000)

-0.288**
(0.000)

NA

-0.136
(0.194)

NA

-0.131
(0.213)

0.369

0.371

0.366

0.367

23.053**
(0.000)

20.066**
(0.000)

22.721**
(0.000)

19.747**
(0.000)

LEV2005

DIROWN2005

LOGTA2005

SUBSHR2005
Adjusted R2
F Statistic

‘X’ represents the relevant years associated with the performance measures.
Where: BL is board leadership, BI is board independence, BDSIZE is board size, LEV is leverage, DIROWN is
director ownership, LOGTA is log of total assets & SUBSHR is substantial shareholder.
The first parameter is the regression coefficient while the second (in parentheses) is the p-value of the coefficient.
# Represents statistically significant changes due to the addition of the SUBSHR control variable.
* Significant at the 0.05 level.
** Significant at the 0.01 level.

As noted in section 5.6.1, the BI construct became statistically significant
when the BL ‘Weighted’ construct was introduced into the regression equation.
However, with the inclusion of the SUBSHR, the introduction of the BL ‘Weighted’
94
An alternative way of interpreting this result is; firm volatility is higher under a separate leadership structure visà-vis a combined leadership structure.
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construct no longer was necessary for “causing” the BI construct to become
statistically significant. The collective results confirm the findings in section 5.6.1 of
the role of the SUBSHR in board leadership and composition matters.
The finding is that BL may be an intervening variable in the BI to VOL
relationship that, with a less independent chairman (which could be either a NED or
ED) or a combined leadership structure, together with a more independent board (in
this instance a higher proportion of IDs), results in lower firm risk. This suggests that
independent boards are important control mechanisms to manage powerful
CEO/chairman type leadership structures in the presence of a greater proportion of
substantial shareholders.
5.6.3.2 Impact on the board quality construct
In hypothesis three, the evidence under the OLS regression method found no
association between BQ and both performance measures as well as with the risk
measure of BETA. However, there was a relatively high fit with the VOL construct,
but as the sign of the coefficient was opposite to what was hypothesised, H3 was not
accepted. With the inclusion of the SUBSHR as a control variable, the initial results
were unchanged.
Parallel to the findings under hypothesis two, the results generally were
similar to the main study except for the movement of the DIROWN variable (which
this time occurred under the 2001 Code), from being statistically significant at the
0.05 level to not being statistically significant at that level. However, the change this
time was not associated with a statistically significant coefficient for SUBSHR2001.
Despite this insignificance, the inclusion of substantial shareholders suggests that the
change in statistical significance of the ownership of shares by directors may have
been caused by the inclusion of the substantial shareholders, further validating the
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view that board variables and ownership structures somehow are connected whereby
the presence of SUBSHR mitigates the effects of the directors who are also
shareholders of the company.
The other change that was found under the BQ-BETA2005 regression was in
respect to the F statistic, which changed from being statistically insignificant to
significant at the 0.01 level. However, given that none of the independent and control
variables were statistically significant, it is difficult and perhaps unwise to draw any
conclusions from this result, given the potential impact of the exogenous market-wide
changes during the period under the 2005 Code, where stock prices more than tripled
during the period, from 1,200 in April 2003 to 3,900 in November 2007 (Hamid
2009). Table 5.30 summarises the results for hypothesis three with the inclusion of
substantial shareholders.

212

Table 5.30 – Summary of the OLS regression results for hypothesis three with the inclusion of the SUBSHR
Performance Measures
BQ200X

BDSIZE200X

LEV200X
DIROWN200X#

LOGTA200X

SUBSHR200X
Adjusted R2

F Statistics

ROE2001

MBV2001

ROE2005

MBV2005

VOL2005

BETA2005

-0.004 (0.783)
[-0.004 (0.785)]

0.051 (0.302)
[0.05 (0.309)]

0.010 (0.682)
[0.011 (0.671)]

0.116 (0.425)
[0.121 (0.414)]

0.054** (0.010)
[0.054** (0.010)]

0.006 (0.840)
[0.008 (0.814)]

0.009 (0.296)
[0.009 (0.305)]

-0.006 (0.857)
[-0.004 (0.911)]

-0.013 (0.319)
[-0.013 (0.292)]

0.072 (0.329)
[0.063 (0.398)]

-0.003 (0.791)
[-0.003 (0.768)]

0.010 (0.513)
[0.008 (0.619)]

-0.070** (0.000)
[-0.071** (0.000)]

0.032 (0.529)
[0.053 (0.292)]

-0.086** (0.000)
[-0.080** (0.000)]

0.291** (0.003)
[0.351** (0.000)]

0.052** (0.000)
[0.054** (0.000)]

-0.009 (0.649)
[0.006 (0.768)]

#
0.097 (0.057)
[0.105* (0.031)]

-0.153 (0.424)
[-0.255 (0.164)]

0.012 (0.889)
[-0.019 (0.824)]

-1.007* (0.048)
[-1.365** (0.007)]

-0.005 (0.949)
[-0.017 (0.808)]

-0.085 (0.437)
[-0.178 (0.100)

0.080** (0.003)
[0.082** (0.002)]

-0.151 (0.130)
[-0.174 (0.081)]

0.143** (0.000)
[0.139** (0.001)]

-0.346 (0.135)
[-0.389 (0.098)]

-0.307** (0.000)
[-0.309** (0.000)]

0.035 (0.479)
[0.024 (0.640)]

0.040 (0.589)

-0.507 (0.072)

-0.178 (0.146)

-2.067** (0.004)

-0.071 (0.484)

-0.542 (0.000)

0.128
[0.131]

0.014
[0.004]

0.115
[0.111]

0.099
[0.069]

0.370
[0.372]

0.053
[0.004]

6.522** (0.000)
[7.793** (0.000)]

1.544 (0.165)
[1.189 (0.316)]

5.912** (0.000)
[6.635** (0.000)]

5.126** (0.000)
[4.339** (0.001)]

23.168** (0.000)
[27.767** (0.000)]

#

3.108** (0.006)
[1.17 (0.325)]

‘X’ refers to the relevant year associated with the regression equation
Where: BQ is board quality, BDSIZE is board size, LEV is leverage, DIROWN is director ownership, LOGTA is log of total assets, SUBSHR is substantial shareholder, ROE is return on
equity, MBV is market-to-book value, VOL is volatility & BETA is the stock’s beta.
The first parameter is the regression coefficient while the second (in parentheses) is the p-value of the coefficient Square bracketed numbers represents values of initial study.
# Represents statistically significant changes due to the addition of the SUBSHR control variable.
* Significant at the 0.05 level.
** Significant at the 0.01 level.
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In respect to the results under the TwoStep cluster analysis, using an upgraded
version of the PASW statistics software version 18.0, whereby improvements were
made to the analytical outputs under the above procedure, the inclusion of the
SUBSHR increased the number of clusters for both the 2001 and 2005 Codes while
maintaining a fair grade under the silhouette measure of cohesion and separation. In
fact, using the ‘Variable Importance’ feature of the upgraded version, it was found
that SUBSHR was the least important variable from a clustering perspective under the
2001 Code, while under the 2005 Code, although its ranking improved, it still was at a
low level, suggesting that its inclusion adds very little value to the clustering outcome.
The results, however, confirmed the importance of the BE construct; in both
the 2001 and 2005 Codes, with or without the presence of the substantial
shareholders, it was the most important variable from a clustering perspective. Table
5.31 provides summary information on the TwoStep cluster analysis results with and
without substantial shareholders.
Table 5.31 – Summary of results under the TwoStep cluster analysis procedure
involving the SUUBSHR
Description

Number of clusters formed
Size of largest cluster
Size of smallest cluster
Variable Importance
* Highest score
* Lowest score
* SUBSHR rank
Silhouette measure of cohesion and
separation

2001 Code
Without
With
SUBSHR
SUBSHR

2005 Code
Without
With
SUBSHR
SUBSHR

3

6

3

4

103 (45.4%)

61 (26.9%)

126 (55.5%)

93 (41%)

49 (21.6%)

19 (8.4%)

37 (16.3%)

29 (12.8%)

BE
BL
NA

BE
SUBSHR
13/13

BE
BETA
NA

BE
BA
9/15

0.20 (Fair)

0.30 (Fair)

0.20 (Fair)

0.30 (Fair)

Where: BE is board evaluation, BL is board leadership, SUBSHR is substantial shareholder and BETA is the
firm’s stock beta.
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5.7 Summary
In this chapter, the main results of the analysis associated with the hypotheses
and quantitative models developed in chapters two and three were presented. These
are summarised in Table 5.32.
Table 5.32 – Summary of hypotheses results

H1

There is a higher degree of compliance by companies in the area of
‘Board Matters’ for the 2005 Code as compared with the 2001 Code in
both form and substance.

Accepted

H1ai

There is a greater degree of compliance by companies to publish their
board attendance record for the 2005 Code as compared with the 2001
Code.

Accepted

H1aii

There is a higher degree of attendance at board meetings by board
Accepted
members under the 2005 Code as compared with the 2001 Code.

H1bi

There is a greater degree of compliance with the minimum
recommended composition of independent directors of the board for the Accepted
2005 Code as compared with the 2001 Code.

H1bii

There is a greater degree of independence of board members under the
2005 Code as compared with the 2001 Code.

Accepted

H1ci

There is a positive change in the number of companies having a
chairman who is separate from the chief executive for the 2005 Code as
compared with the 2001 Code.

Not
Accepted

H1cii

Not
There is a greater degree of independence of the chairman of the board
Accepted
under the 2005 Code as compared with the 2001 Code.

H1di

There is a greater degree of compliance with the minimum
recommended composition in the nominating committee for the 2005 Accepted
Code as compared with the 2001 Code.

H1dii

There is a greater degree of independence in the nominating committee
under the 2005 Code as compared with the 2001 Code.
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Accepted

H1ei

There is a greater degree of compliance with the formal evaluation of
the boards for the 2005 Code as compared with the 2001 Code.

Accepted

H1eii

There are more companies adopting the practice of evaluating the
boards under the 2005 Code as compared with the 2001 Code.

Accepted

H1f

There is a greater degree of compliance to board members having
access to information in the company for the 2005 Code as compared Accepted
with the 2001 Code.

H2a

There will be no association between firm performance and the number
of independent directors serving on its board.

Accepted

H2b

There is no difference in firm performance under a separate or
combined board leadership structure.

Accepted

H3a

There will be a positive association between board quality and firm
performance.

Not
Accepted

H3b

Not
There will be a negative association between board quality and firm
Accepted
risk.

The conclusions for the list of hypotheses associated with hypothesis one are
all positive and statistically significant except for the BL construct. Accordingly, it
can be concluded that board governance matters in totality (in form as well as in
substance) has improved materially between the two periods studied. Board elements
within this composite include: (a) an increase in the publication of the attendance of
board members in the annual reports as well as in their attendance record, (b) meeting
with the minimum one-third IDs composition recommendation of The Codes as well
as an increase in the overall independence of the board, (c) having a NC that is
composed of at least three members, the majority of whom, including the chairman,
are independent as well as to the increasing level of independence of the directors on
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the NC, (d) having a board evaluation procedure that incorporates both a formal and
informal assessment process and (e) increasing acknowledgement in the annual
reports that directors have separate and independent access to senior management and
information in the company.
The results of the analysis associated with hypothesis two are consistent with
the work of other scholars (Daily & Dalton 1992; Daily & Dalton 1993; Klein 1998)
who have found no relationship between BI and/or BL with firm performance. This
applied when the more common approach in operationalising the BL construct was
used as well as under the Singapore board leadership structure whereby the status of
the chairman could be an ID, a NED or an ED.
Hypothesis three was developed as a result of synthesising the outcomes
associated with the first two hypotheses, where the question asked was: If corporate
governance practices have improved over time, but the most important aspects (BI
and BL) have shown no clear benefit in terms of firm performance, would the
combination of a number of board attributes perhaps provide a more positive result?
Additionally, the hypothesis also considered how board governance variables affect
the firms’ riskiness.
The results under two methodological approaches using: (a) the OLS
regression technique and (b) the TwoStep cluster analysis procedure did not find any
statistical significance for a positive association between the quality of the board and
firm performance for both the accounting-based and market-based performance
measures, and a negative association to that of firm risk.
Lastly, as an extension of the results and conclusions of the hypotheses tested,
and to determine if the inclusion of substantial shareholders had any impact on the
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initial analysis of H2 and H3, three additional analyses were conducted. The results of
these are summarised in Table 5.33.
Table 5.33 – Summary of hypotheses results done on the additional analyses

H4a

There will be a negative association between firm risk and the
Accepted
number of independent directors serving on its board.

H4b

There will be a negative association between firm risk and a
Not
Accepted
separate leadership structure.

H5a

There will be a positive association between companies
undertaking a formal evaluation of the board to firm Accepted
performance.

H5b

There will be a positive association between companies providing
Not
directors access to information in the company to firm Accepted
performance.

In the first analysis, the risk measure of VOL was found to be negatively
associated to the independence of the board, which seems to be triggered by the lower
level of independence of the chairman and suggests that independent boards are
important control mechanisms to manage powerful CEO/chairman type leadership
structures.
In the second analysis, only the BE construct was found to be a statistically
significant board construct under the alternative OLS regression methodology,
providing validity and further empirical proof of its importance from a firm
performance perspective.
In the third analysis, the inclusion of substantial shareholders as an additional
control variable did not change the conclusions of the hypothesis tested in the first
phase of the main analysis. Their inclusion, however, did indicate possible
interactions with the board characteristics of the companies, particularly in the area of
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director ownership levels and board leadership, as well as confirming the importance
of the BE construct from a clustering perspective, and is a fruitful area for future
research.
In the next chapter, the implications of the study relevant to the four corporate
governance interest groups are discussed. The chapter also outlines the limitations
associated with the study, suggests potential directions for future research and ends
with some overall conclusions.
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CHAPTER 6
IMPLICATIONS AND CONCLUSIONS OF RESEARCH STUDY
6.1 Introduction
The results and conclusions of the initial three hypotheses tested were reported
in chapter five. In summary, corporate governance board practices generally have
improved in both form and substance between the two periods of The Codes, except
for the board leadership construct, where compliance is relatively low and has
remained virtually unchanged. In the area of board independence and leadership
matters, the results confirm that, consistent with many previous studies, no association
was detected between these two variables and firm performance in the Singapore
context.
All six board variables were then combined into a board quality composite and
two different quantitative techniques of OLS regression and TwoStep cluster analysis
were applied. Under the OLS regression approach, no association was found between
this board quality composite to firm performance and market risk as measured by the
firms’ beta. However, a statistically significant result was obtained for the board
quality composite to the firms’ risk profile, as measured by its volatility values. As the
sign of the coefficient of the board quality index was opposite to what was expected,
hypothesis three was not accepted.
Similarly, under the TwoStep cluster analysis procedure, no cluster group was
formed that had all six board constructs associated with either the accounting-based or
market-based risk measures. However, of the six board constructs tested, the
procedure did find the board evaluation and board access to information constructs to
be positively associated with the return on equity performance measure.
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Given the exploratory nature of this research, the unexpected result in
hypothesis three, and the intention to include substantial shareholders as a second
phase in the study, additional analyses were conducted. The first two additional
analyses found: (a) a negative association between board independence and share
price volatility and (b) board evaluation was statistically significant using an
alternative quantitative technique that improved its validity as a possible determinant
of firm performance. The third additional analysis included a fifth control variable of
substantial shareholders, which was omitted from phase one analysis for data
consistency reasons, as explained in chapter three. The analysis included the test for
hypothesis two, hypothesis three and the first additional analysis in which the results
did not alter the conclusions except for a few minor differences, as reported in chapter
five. This analysis also confirmed the importance of the board evaluation construct as
a possible determinant of firm performance.
This chapter is the last and is structured as follows. The next section will
provide an outline of the process undertaken for this research study and is followed by
a discussion of the implications of the findings in chapter five, focusing on the four
corporate governance stakeholders introduced in the first chapter. Thereafter, the
limitations of the research are outlined, followed by the conclusions of this study.
6.2 Summary of the research process
In light of the recent scandals, fraud and corporate misdoings in companies
that have won awards for good corporate governance practices, this research study
started by asking one fundamental question – do board matters REALLY matter? Out
of that primary question, four supplementary questions were developed for the
research. These were: (a) Have board governance practices improved over time? (b)
Do the two important elements of board governance – independence and leadership –
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impact firm performance? (c) Will a combination of board variables provide a better
explanation of firm performance? (d) Will the same board variables impact on the risk
of the firm?
Chapter two (a) reviewed the literature on how corporate governance practices
evolved over time, (b) provided a description of The Codes for the original and
revised versions, (c) looked at previous research that studied the relationship between
board independence and board leadership, (d) considered recent studies that related
corporate governance practices to firm performance, (e) reviewed the research
associated with the board variables linked to the ‘Board Matters’ section of The
Codes and (f) concluded with the development of three main and a number of subhypotheses designed to answer the questions posed in the first chapter.
Chapter three described the research design process and quantitative
techniques used for this study. The manual data collection process over a six-month
period resulted in a sample size of 227 companies and approximately 15,500 data
points covering all the mainboard listed companies on the SGX that were in existence
between the two periods of The Codes. Additionally, the chapter explained the
operationalising of the board constructs used in the study and the coding process
adopted for the independent, dependent and control variables. The chapter concluded
with a description of the statistical techniques that were employed for each of the
three hypotheses developed in chapter two.
In chapter four, a general discussion of the profiles of the companies in the
samples was provided, which included an overview of the types of public companies
listed on the mainboard of the SGX from the market capitalisation perspective and
industry viewpoint. Specifically, it described the general profiles of the companies in
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the study for both the 2001 Code and the 2005 Code and analysed the changes that
have occurred in the board structure between these two periods.
The summary findings of the profiles of the companies in the sample were that
Singapore boards were male dominated with more than 90% male directors and an
average board size of 7.5 members who attended between four to five board meetings
per financial year. Board composition in terms of the proportion of independent
directors serving on the boards increased between the two periods of The Codes to
approximately 50%, with directors’ remuneration rising by over 46%. Additionally, in
Singapore, large firms dominate the market, with these coming mainly from the
finance and telecommunication/storage/ communication industries.
Chapter five then analysed the data as described under the analysis dataset and
reported the results and conclusions of the hypotheses tested; these were summarised
in the introduction to this chapter.
6.3 Implications of the research findings
Table 6.1 provides a summary of the results and the mapping of the
implications of the results regarding the six board variables, plus the board quality
composite to the four important interest groups in corporate governance comprising:
(a) the companies, (b) the regulators, (c) the investors and (d) the scholars.
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Table 6.1 – Implications of research findings
Board Variables

Companies

Regulators

Board Quality (BQ)

Increased cost of compliance

Continuous review and update of
the code of corporate governance
needed

Board Attendance (BA)

Increased commitment of directors

Greater disclosure of attendance
record

Board Independence (BI)

Greater board independence results
in lower share price volatility

Increase independent directors
proportion to 50%

Board Leadership (BL)

Retention of control by substantial
shareholders

Review the independence of the
chairman of the Board

Board Membership (BM)

Greater transparency in the
selection and appointment of
independent directors

Board Evaluation (BE)

Adopt the practice of having an
annual formal board evaluation
exercise

Board Access to Information (BAI)

Greater transparency and openness
in the dissemination of information

Investors

Encourage greater participation by
shareholders at annual general
meetings

Scholars
Appropriateness of the SumScore
technique in the computation of
corporate governance indices
Further research on understanding
the effective of board meetings

Investment consideration for the
conservative investor to invest in
companies that have high board
independence and a chairman who
is either a non-executive director,
executive director or also the CEO

Further research on understanding
the relationship between board
independence, chairman’s
independence, firm risk and the
presence of substantial shareholders

Improve the talent pool of
independent directors

Challenge the director selection
process

Further research on nominating
committees and board quality

Promote the benefits of board
evaluation

Investment consideration for the
“value-based” investor

Further research involving both the
evaluation of the board and the
individual directors

Encourage greater training of directors
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Further research on understanding
the processing of information by
directors

6.3.1 Implications for companies
In the introductory chapter, the question asked was whether there is any value
to good corporate governance? The government has suggested that there is (Siow
2007), the auditing community has suggested there is (Khoo 2008) and the
consultants have indicated that investors are willing to pay a premium of 20% to 40%
for effective boards (Barton & Wong 2006),95 while corporate governance scholars
have found mixed results on whether good governance actually translates to
improvements in shareholder value (Young 2003; Gompers, Ishii & Metrick 2003;
Bebchuk, Cohen & Ferrell 2004; Cremers & Nair 2005; Leblanc & Gillies 2005;
Wilson 2006).
The conclusions from hypothesis one clearly suggest that on an overall basis,
between the two periods of the initial and revised code of corporate governance for
Singapore, there was a marked improvement in mainboard listed companies
complying with the practices espoused by The Codes in the area of ‘Board Matters’.
The results also indicate that compliance was not only in form, but also in substance,
a concern raised by Lim Hwee Hua, Minister of State for Finance and Transport in her
speech at a seminar on board transformations and renewals (Quah 2006).
As to whether the improvements have resulted in higher value for
shareholders, the research found no association between board quality and firm
performance under both the accounting-based measure and the market-based measure.
6.3.1.1 Increased cost of compliance
One implication arising from this improvement is that for companies in
Singapore, the compliance bar has been raised given the high media coverage on
corporate governance matters and the high profile publicity surrounding annual
95
This was from a McKinsey global investor survey done in 2002. The authors are both from McKinsey’s writing
for The Business Times.
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corporate governance rating rankings, which has led companies to become more
aware of the need to observe, comply with and disclose their adherence to The Codes.
As such, in the current environment, being compliant with The Code has become the
new standard, which has led to an across the board cost increase in directors’ fees, as
found in the research.
6.3.1.2 Increased commitment of directors
As a consequence of improvements in board quality, directors have also
become more committed to the boards of companies they sit on, as seen from the
improvement in attendance records of directors at board meetings, which has
increased from 84.2% to 91.9% between the two periods. However, it is unclear
whether this increase is endogenously due to the publishing of the attendance record
in the annual reports or because the directors really have become more committed to
the firms, which may be why a small minority of companies (1.8%) did not publish
their board’s attendance record in their annual reports under the 2005 Code. Also,
while there has been an increase in attendance, it is still difficult to ascertain whether
this means an increase in effectiveness of directors.
6.3.1.3 Greater board independence results in lower share price volatility
The issue of board independence continues to be one where opinions vary as
to the value of independent directors, with such directors being blamed for a number
of high profile corporate misdoings around the time of this study. For example, in the
case of India’s Satyam Computer Services, many commentators are now asking “how
a board with six independent directors with both regional and international experience
could have missed not just one but several years of the scam” (Muhiudeen 2009, p.
A20).96 Closer to home, even with a Professor of Accounting sitting as an
96
The writer is the Managing Director of Corston-Smith Asset Management in Malaysia, a fund management
company.
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independent director on the board of Oriental Century, a small board listed company
in Singapore, the board still did not manage to detect that the CEO of the company
was misrepresenting the financial accounts by inflating its books (Suhartono 2009).
This leads to a general view that companies may be using independent directors as
ornaments on Christmas trees, to mask the true operations of the company and
provide a level of comfort that these directors are there to ensure that the interests of
minority shareholders are protected.
In the additional analysis involving hypothesis two, the two variables of board
independence and board leadership (under the ‘Weighted’ approach) for the 2005
Code were regressed against the volatility risk measure. The results indicate that the
combination of a less independent chairman and a greater level of independence of
the board are associated with a reduction in the firms’ volatility as measured by the
daily variance of the share prices.
In a subsequent analysis incorporating substantial shareholders as a new
control variable, the results found both the board leadership (under the ‘Compliant’
approach) and independence (under the ‘Weighted’ approach) constructs with positive
and negative coefficients, respectively, to be statistically significant and the board
independence construct (negative coefficient) also statistically significant under the
board leadership ‘Weighted’ approach.
As both results indicate a negative association with the level of independence
of the board and firm risk, they suggest that companies may want to use this as a
signaling tool related to the risk aspects of their firms.
6.3.1.4 Retention of control by substantial shareholders
In Singapore, as with most Asian companies, ownership of companies by
families and the government tends to be high. The additional analysis conducted with
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the inclusion of the substantial shareholders found the proportion of shares that such
shareholders hold in Singapore companies to be around 57%. The study also found
that as the level of independence of the chairman decreases from an independent
status to a combined leadership structure, the independence of the board becomes
more important, suggesting that board leadership could be an intervening variable for
board independence.
This is important as it provides the justification for major shareholders who
are loath to relinquish control of the company to increase the independence of the
board as a means of signaling good behaviour toward best practices in corporate
governance while retaining control of the company through the chair of the board.
6.3.1.5 Greater transparency in the selection and appointment of independent
directors
Given the negative press reports surrounding the roles (or nonimpact) that
independent directors have played in some recent high profile corporate failures, and
the results of the additional analysis suggesting that a strong and independent board
can reduce the risk to the firm, companies and regulators will need to spend more time
repairing the tarnished reputation of these directors.
One way to do so would be to embrace transparency in the way these directors
are appointed, as well as to spell out clearly their roles and the benefit that they bring
to the companies they serve. In this respect, the nominating committees plays a vital
role in ensuring that the most qualified directors are recruited to the boards of
companies, given the important function they play in improving board effectiveness
(Vafeas 1999). Additionally, the nominating committee should not shy away from
recruiting directors who have the moral courage to act independently and not be
beholden to any party (Chua 2006).
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Once these directors have joined the board, companies should accord them full
privileges as members of the board. After-all, from a legal standpoint, the law does
not differentiate between an executive, non-executive or independent director, as all
directors are responsible for the affairs of the company (The Companies Amendment
Act 2006). This implies that directors should have full access to information and
employees of the company in order to fully discharge their responsibilities under the
law.
6.3.1.6 Greater transparency and openness in the dissemination of information
Although a high percentage of companies disclose their compliance in
providing directors independent and unrestricted access to their senior management,
there remains some skepticism as to whether this actually is true in practice.
This concern was highlighted recently in The Business Times when Lee Suet
Fern, a high-profile independent director and the daughter-in-law of Lee Kuan Yew,
Minister Mentor of Singapore and sister-in-law of Lee Hsien Loong, the Prime
Minister of Singapore, resigned suddenly from the board of China Aviation Oil. In her
resignation letter, she famously wrote: “It has become as a result of the company’s
approach to information flow (researcher’s emphasis) and the management of
decision making, review and oversight, increasingly difficult for me to properly
discharge my duties” (Png & Tjio 2008). It is thus argued that if someone so
prominent has difficulty accessing information from the company, there is some cause
for concern that other directors may also face the same problems but have chosen to
remain silent on the matter. To address this concern, companies should inculcate a
culture of openness and transparency within the company.
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6.3.1.7 Adopt the practice of having an annual formal board evaluation exercise
Finally, on the question of whether there are any benefits to a company in
following the recommendations in The Codes, the additional analysis undertaken to
validate the results of the ‘Performance Evaluator’ cluster provides rigorous empirical
evidence that the board evaluation construct is the only one that had a positive and
statistically significant association to firm performance as measured by the
accounting-based performance indicator of the return on equity. This initially was
discovered using the TwoStep cluster analysis procedure with the 2005 Code where,
of the three clusters formed, one cluster – the ‘Performance Evaluator’ group – had a
firm characteristic with both the return on equity and leverage variables being
statistically significant while both the board evaluation and board access to
information governance variables were also significantly different from the rest of the
sample.
Given the result that both the board evaluation and board access to information
may be important variables from a firm performance perspective, an additional
analysis using OLS regression was undertaken and reported under section 5.6.2 to
validate this result. The results of the OLS regression validated the conclusions under
the TwoStep cluster analysis procedure for only the board evaluation construct –
where companies complied with the recommendation to undertake a formal
evaluation of the board, where it was found to be statistically significant – while the
board’s access to information construct was not. In parallel, consistent with the lower
debt levels found under the TwoStep cluster analysis procedure, leverage was also
found to be negatively related to the return on equity and statistically significant. The
results also indicated that firms in this category tend to be larger in size.
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Furthermore, in the additional analysis incorporating substantial shareholders
as a new control variable, using the ‘Variable Importance’ feature of the latest version
of PASW statistics software (version 18) under the TwoStep cluster analysis
procedure, the program indicated that the most important variable for both the 2001
Code and the 2005 Code was board evaluation.
The implication of this finding suggests that firms seeking to differentiate
themselves from other companies from a firm performance perspective need to spend
more time and resources evaluating the effectiveness and efficiency of their boards.
By doing so, as elaborated in the literature review chapter, the evaluation process, if
undertaken correctly, increases the effectiveness of the board and can contribute to
shareholder wealth creation (Minichilli, Gabrielsson & Huse 2007) through promoting
trust and networking among board members (Daily & Dalton 2003), improving the
understanding of what is expected from the directors (Cascio 2004) and signaling the
intention to shareholders that the board is committed to improving the performance of
the company (Kiel & Nicholson 2005).
6.3.2 Implications for regulators
In Singapore, the SGX performs the dual role of being both the market
regulator responsible for enforcing public companies’ compliance with the
exchange’s listing regulations and having commercial responsibilities for delivering
value to its shareholders. This dual regulatory and commercial role of being the
discipline master as well as a business entrepreneur has caused some concern with
market practitioners regarding the potential conflict of interest between these two
roles.
Although the SGX has done well to date in managing these two roles by
ranking as one of the top five companies under the first Governance Transparency

231

Index (Xiang 2009), the delicate balancing of these two roles will become even more
complex in the future, as seen by recent newspapers articles concerning opaque
disciplinary actions taken toward companies that have committed regulatory
infringements (Mak 2008). In fact, in Australia, this same concern with a conflict of
interest perception with the Australian Securities Exchange (ASX) has prompted the
federal government to announce a transfer of the regulatory responsibility of
supervision from the ASX to the Australian Securities and Investment Commission
(Burgess 2009; Durie 2009; Woodhead 2009).
With the prevailing global trend moving in the direction of a split role, this
situation should be monitored closely by the higher authorities (MAS and the MoF)
on whether the SGX should continue with this combined role.
6.3.2.1 Continuous review and update of the code of corporate governance needed
Given the recent financial turmoil that has rocked the markets globally and the
corporate woes of China stocks listed in Singapore, there have been calls by market
professionals to implement a SOX-like regime for Singapore. For example, in an
article in The Business Times, Irving Low, Head of Governance, Risk and Compliance
Services of KPMG said “more can be done by way of a SOX-like structure here” (Oh
2009b), while Tan Seng Choon, a partner with Ernst & Young, said “In the US, SOX
has played a significant role in enhancing investor confidence and has ultimately
benefited investors” (Oh 2009b).
The results of this research confirm that the disclosure-based system approach
adopted for the Singapore code of corporate governance has led to a general
improvement in the board governance practices of Singapore companies. This lighter
touch approach, which has its underpinnings in the concept of moral suasion and peer
pressure coupled with market discipline, has over a period of time raised the level of
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board governance practices in Singapore listed companies. If time pressure is not
essential, this method has been shown to be effective in encouraging the right
behaviour by companies.
Hence, it is argued that incorporating a SOX-like regime in Singapore would
be detrimental to Singapore’s aspirations to be a preferred location for Asian
companies to list due to the onerous requirements and costs associated with
complying with such rules. An alternative to this approach is to enhance the
operations of the disclosure-based system through the code of corporate governance
by regularly revising and updating the codes in an incremental fashion to respond to
the vagaries of the capital markets and to investor demands.
6.3.2.2 Greater disclosure of attendance record
Specifically on the six board variables studied, further enhancements of these
principles should be considered. For example, in the area of board attendance, in order
to understand the amount of “commitment” made by directors, perhaps the report on
the attendance record of directors could include estimates of the formal and informal
time spent at these board and committee meetings as well as provide information on
the subject areas that were covered. While the collection of such information may be
problematic, the results of this study show that the additional information may have
the endogenous effect of encouraging a reasonable amount of time commitment by
the directors, providing greater assurance to investors that the directors are working
(at least in time quantity) for their interest. In fact, to set the standard, perhaps the
SGX could incorporate this information in its annual reports, which other companies
then can benchmark themselves against.
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6.3.2.3 Increase independent directors proportion to 50%
Although it is in the interest of the regulators to keep abreast of best practices
in the area of corporate governance – one of which is to encourage a greater degree of
independence of the board – the results of this research show no discernible benefit
from the firm performance perspective, making it difficult for the regulators to justify
enforcing such an approach. However, the results of this study confirm that the
average level of independent director composition on boards in Singapore currently is
around 50%. Therefore, it would seem sensible to raise the level to 50%. This will
serve to pacify the increasing number of corporate governance practitioners calling
for raising the minimum requirement of the one-third independent directors board
composition level to 50%, consistent with the best practices in other countries, like
Australia, the UK and many other jurisdictions. It could also be argued that this would
signal the intent by Singapore to encourage companies to adopt world best practices
on corporate governance matters.
Implementation of the above suggestions, together with the inconclusiveness
of the benefits of independence from a firm performance perspective in Singapore,
may also pacify activists who are seeking a tighter definition of the independent
director status. Such activists want the definition to formally include representatives
of substantial shareholders97 (defined as those holding 5% or more of the company),
which was not supported by the government in the 2005 Code. The reason given by
Lim Siong Guan, Permanent Secretary of the Ministry of Finance in Singapore to J.
Y. Pillay, Chairman of the Council on Corporate Disclosure and Governance on 11
July 2005 was that the critical feature of an independent director is to have
“independence of thought from management”, rather than the level of ownership of
97
The results of this study show no positive association between substantial shareholders and firm performance,
although there is some interaction with other board variables.
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the company, which in most cases is aligned similarly with the other shareholders.
Additionally, the government pointed out that given the limited talent pool in
Singapore for independent directors, there are risks that if the definition of
independence is too onerous, companies might seek to list their subsidiaries in
alternative jurisdictions, which would be to the detriment of Singapore.
6.3.2.4 Review the independence of the chairman of the board
On matters related to board leadership, the situation is more complex and
contentious, given the prevalence of large shareholders (mainly government and
family-owned companies in Singapore). This is because, of all the board variables
tested, board leadership was the only construct that did not change significantly
between the two periods; as on average just over 60% of companies maintained a
separate leadership structure. As Singapore does not require the chairman to be
designated as independent, about one-third of those operating under a separate
leadership structure still had an executive director of the company as chairman.
This aspect was recognised as a potential cause of concern by the Council on
Corporate Governance Disclosure & Governance when, in the revised 2005 Singapore
code of corporate governance, the Council recommended that a lead independent
director be appointed where a combined leadership exists or if the chairman and CEO
are closely related to each other.
Given the insignificant changes in compliance with this aspect of The Codes
between the two periods and the recommendation that a lead independent director be
appointed in certain circumstances, the research has shown that the structure of the
board in both form and substance in the area of board leadership is likely to remain
unchanged unless legally required to change.
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From the regulators’ perspective, this situation should be monitored closely
and reviewed at a future date. However, the results of this study do not provide any
support for any change to require greater independence of the chairman of the board.
In fact, from a firm performance perspective, the results do not provide support for the
roles to be separated while from a risk perspective, a combined leadership structure
may be acceptable, but only if it comes with a higher level of board independence.
However, in light of recent problems stemming from the financial crisis, the
regulators should elevate this review to study the impact of greater insistence on
companies having a separate leadership structure with the chairman of the company
being truly independent.
6.3.2.5 Improve the talent pool of independent directors
One of the perennial concerns raised continually by companies is the lack of
well qualified independent directors to sit on the boards of companies. Hence,
although compliance with board matters is high, finding the right talent is difficult. In
order to improve the vibrancy of Singapore’s capital markets and to encourage more
companies to list in Singapore, it is important that these companies have the necessary
access to a broad spectrum of talent from which to employ independent directors. The
regulators should also assist in the development of the necessary training programs for
directors to enhance the capabilities of existing incumbents as well as provide an
avenue for new directors to enter this profession. As suggested by Mak (2007), the
regulators could also spearhead this development by first starting with an online
directors’ register to match the demand and supply requirement in the market.
6.3.2.6 Promote the benefits of board evaluation
In the context of the evaluation of boards, the research has shown that
companies in the cluster that have undertaken a formal evaluation of their boards
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(‘Performance Evaluators’) outperformed the other companies from a return on equity
perspective. Although it is uncertain how effective and comprehensive the evaluation
process was, the significant findings under both the TwoStep cluster analysis and
OLS regression method provides some empirical proof that a formal evaluation
process of the board is important.
Reasons for companies not pursuing evaluations at both the board and
individual director level may be a lack of knowledge on how to go about undertaking
this task, plus dealing with the issue of how to manage the poor performance aspects
of “friends” on the board. The regulators could help facilitate this process by
providing incentives for boards to undertake such tasks, either through subsidising
companies’ usage of external organisations in their evaluation process and/or by
providing focused training sessions to directors on board evaluation processes.
6.3.2.7 Encourage greater training of directors
Finally, in relation to the board’s access to information, while a high 89% of
companies disclosed that they give their directors independent and unrestricted access
to the senior management of the company, it is acknowledged that the number could
be higher, as the result was based only on publicly available information. However,
having access to information and people is valuable only if directors have the
knowledge and experience enabling them to know what information to seek or what
questions to ask.
One way to assist inexperienced directors is again in the area of education.
The regulators could initiate more training programs for directors and provide funding
for such programs, which also will assist in increasing the limited pool of qualified
directors able to serve on the boards of companies in Singapore. These courses should
be both formal and informal and provide a broad coverage of topics catering to the
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different levels, experiences and knowledge of directors in Singapore. Additionally,
given the increase in the number of Chinese companies being listed in Singapore,
these courses should have content developed for Chinese directors sitting on the
boards of Singapore listed companies. Ultimately, for good governance practices, the
regulators may in the medium-term consider requiring directors to disclose the
training they have undertaken, either in the IPO prospectus following the US
approach or as a formal disclosure in the annual reports.
6.3.3 Implications for investors
For the investors, the purpose of this study is primarily to determine if a better
understanding of board governance practices can help improve the selection of
companies for investment purposes. Given the ability of the investors to manage their
portfolio through the market mechanism, the two main concerns of this group are in
relation to the risk and return of the investment.
6.3.3.1 Encourage greater participation by shareholders at annual general meetings
From the investors’ perspective, it is comforting to know that corporate
governance practices of companies in Singapore have improved over time, as
indicated by the results. However given the media publicity of high profile corporate
failures of companies which have purported to have good corporate governance
practices, skepticism by investors on whether this compliance is in form only or in
substance continues. Although the study found that compliance in both form and
substance has improved, it also found that the level of improvement on a substantive
basis was higher vis-à-vis than on a form only basis between the two periods, which
suggests that an expectations gap exists between perception and reality.
One way to close this gap would be for investors to exercise their rights as
shareholders of the company during the AGMs and challenge the directors where they
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suspect compliance with corporate governance principles is in form only. For
example, investors could ask tough questions on issues related to board attendance,
querying directors who have poor attendance records or getting the directors to justify
their fees where they have under-performed in the financial year, as one investor has
done during a recent AGM held by StarHub Limited (Chua 2009).
Another suggestion would be for the regulator to state publicly that employees
of their market surveillance department may sit in as observers in AGMs. This would
add greater pressure to the chairman of the board to ensure that AGMs are conducted
in a fair, transparent and proper manner while gaining insights into the real issues
troubling shareholders of companies, which would also assist them in their regulatory
role. This action may also spur interested shareholders to make the time and effort to
voice their concerns at these forums, knowing that the potential presence of the
regulator gives the perception that the boards will have to take seriously the concerns
of their minority shareholders.
6.3.3.2 Challenge the director selection process
Another approach would be to focus on the quality of the directors in the
company, both in terms of ability and availability, given that investors would like to
have high caliber directors who have the time to lead their companies. In this instance,
investors could consider applying greater pressure at AGMs to understand and
challenge the director selection process undertaken by the company and to determine
if these directors are also well trained. In particular, there has been a recent debate in
Singapore as to whether a limit should be imposed on the number of directorships an
individual can hold (Oh 2009a), similar to how it is done in other countries.98
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For example, the Kuala Lumpur Stock Exchange limits the directorships to 10 in listed companies and 15 in
other companies, while in the US, the National Association of Corporate Directors recommends that full-time
board directors serve on no more than four boards.
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In a study by the Corporate Governance and Financial Reporting Centre of the
National University of Singapore, based on the annual reports published between 1
January 2008 and 31 December 2008, Lee (2009b) reported that about 51 directors
(2%) in Singapore sit on at least six boards and this includes a number of “super
directors” who hold more than 10 board seats. This raises the obvious question
whether such directors have the time to fully discharge their duties effectively,
particularly if they themselves also hold senior positions in full-time employment.
6.3.3.3 Investment consideration for the conservative investor
As the research found that higher board independence reduces the firm’s stock
price volatility, conservative investors interested in lowering the variation of their
portfolios may wish to invest in companies with a high level of independent directors
sitting on the board. This result was found for the 2005 Code under the additional
analyses in which substantial shareholders were excluded and included.
However, this higher element of independence does not apply to the leadership
structure of the firm. To elaborate, under the additional analysis undertaken for
hypothesis two, the implications as reported in section 5.6.1 found that the negative
relationship and statistical significance of the board independence construct to firm
volatility was obtained when the board constructs of both the ‘Weighted’ measures of
the board independence and board leadership variables were used in the OLS
regression analysis. However, what was interesting about the analysis was that the
outcome in the board independence construct was initially not statistically significant
when the ‘Compliant’ board leadership construct was used, suggesting that the
structure of the board’s leadership did make a difference to the results. This outcome
was confirmed with the inclusion of the substantial shareholder as a new control
variable where it was found that a separate leadership structure is positively
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associated with firm risk, which implies that it exhibits higher share price volatility
vis-à-vis that of a combined leadership structure.
The joint results suggest that risk adverse investors should consider investing
in firms where there is less independence of the chairman, provided there is a high
degree of board independence.
6.3.3.4 Investment consideration for the “value-based” investor
In terms of firm performance, the research has found strong evidence using
two different quantitative techniques that companies following the recommendation
of The Codes to undertake a formal board evaluation have outperformed other
companies based on the return on equity accounting measure.
In order to help investors determine the characteristics of companies in these
cluster group, section 5.6.2 profiled the makeup of companies that fell into this
category. In summary, companies in the ‘Performance Evaluator’ group have a board
consisting of more non-executive directors with an average board size of 7.74
directors who hold an average of 4.62 board meetings in the financial year and are
paid an average of $50,982 in fees. These companies are also likely to be found in the
construction and multi-industry sectors with an average market capitalisation of $1.4
billion. Additionally, the level of debt in this cluster group is lower than the average.
“Value-based” investors seeking companies that achieve a higher return on equity
could improve their investment selection process by considering companies that fit
the above profile.
6.3.4 Implications for scholars
From a researcher’s perspective, one intention of this study is to contribute to
the body of knowledge in the field of corporate governance, with a particular
emphasis on board matters. This topic was chosen given the dearth of literature
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available in the context of the Singapore capital markets, due in part to the relative
infancy of corporate governance development and practices in Asia.
An exploratory approach was chosen for two reasons. The first was to
determine if the results of the majority of extant studies on board variables found in
other countries, notably the US and Europe, also applied in Singapore, as tested under
hypothesis two. The second was to try to understand if board governance matters as
recommended under The Codes had any impact on either firm performance and/or
risk as detailed in hypothesis three. After having established the outcomes for the
hypotheses, using the available data set, additional analyses were undertaken on an
exploratory basis to try to establish links to the proposed dependent measures that
could form the basis for future research. As a consequence of adopting the above
approach, the study discovered a number of interesting observations from the analysis
of all the data. These are detailed below.
6.3.4.1 Appropriateness of the SumScore technique99
First, in the area of the board quality index, the study used two methodologies
to determine if the hypothesised relationship to the dependent variables of
performance and risk could be established. The primary reason for the use of two
techniques was to address the concern of recent studies (Larker, Richardson & Tuna
2007) that the existing approach used by most corporate governance studies (see for
example,

Gompers, Ishii & Metrick 2003; Cremers & Nair 2005) may be

inappropriate given the multidimensional nature of board variables. The other reason
was for results validation purposes, in order to improve the reliability of the findings
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One suggestion that was given during the course of the review was to use the Governance and Transparency
Index produced by the National University of Singapore Business School, Corporate Governance and Financial
Reporting Centre. This was inappropriate for the study due to the later starting date of the index to that of the
study. It’s predecessor, the Corporate Transparency Index which had sample periods relevant to the study, was
also not relevant as that index focused on financial transparency which was different to the study’s measures on
board variables.
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as proposed by Ketchen & Shook (1996). In this respect, the study did not find any
association as proposed under the third hypothesis for both methods.
From the OLS regression approach, the only finding of statistical significance
was related to the volatility construct whereby a positive coefficient was found for the
board quality index. As the regression’s Adjusted R squared value was a moderately
high value of 0.37 with a statistically significant F Statistic at the 0.01 level, the result
warranted further investigation, although the relationship was opposite to the expected
negative direction hypothesised. Similarly, under the TwoStep cluster analysis
procedure, the only finding of relevance was related to the statistically significant
impact of the board evaluation and board access to information constructs to firm
performance as measured by the return on equity.
The above results suggest that the combination of board variables in the
additive form of a board quality index may not be an effective method, given the
inconclusive results found in this study, and further research is suggested, specifically
in relation to the methodological aspects of using the SumScore approach.100
Additionally, to improve understanding the importance of the various variables used,
another approach employing factor analysis utilising all the board constructs in the
study to determine the factor loading of the independent variables can also be used
under a regression analysis type of methodology.
6.3.4.2 Further research on understanding the effectiveness of board meetings
The study employed a ‘Compliant’ and ‘Weighted’ approach in measuring the
six board constructs and, while there was no statistical difference between both
measures, there may be better methods to operationalise some of the variables under
the ‘Weighted’ approach. For example, in the case of the board attendance construct,
100

In fact, a third method using the Rasch Unidimensional Measurement Model (RUMM) also was employed in
the research where it found the board constructs under the board quality composite to be not of a unidimensional
form, thus further validating the view that the SumScore approach may be flawed.
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it scored relatively high on the ‘Weighted’ approach, but not much is known about the
quality of the board meetings that directors attend. Future research could focus on
understanding how effective these board meetings are, which may provide a better
measure of the board attendance variable under a ‘Weighted’ approach.
6.3.4.3 Further research on understanding the relationship between board
independence, chairman’s independence, firm risk and substantial shareholders
As explained in section 5.4.2, this study found no association between firm
performance and board independence/leadership. However, in the additional analysis,
when the ‘Weighted’ measure of the board independence and board leadership
constructs were regressed against the risk measure of volatility, a statistically
significant finding occurred for the board independence coefficient that had a negative
sign, suggesting an inverse association between board independence and volatility. As
noted previously, the result was achieved only after substituting the ‘Compliant’
board leadership construct with the ‘Weighted’ board leadership construct, which
suggests that the degree of independence of the chairman may be relevant in the
regression equation, which had a statistically significant and moderately high
Adjusted R squared value of 0.37.
Additionally, when the analysis incorporated the substantial shareholders as a
new control variable, under the ‘Compliant’ approach of the board leadership
construct; both the board leadership and independence constructs were found to be
statistically significant with positive and negative signed coefficients, respectively.
Under the ‘Weighted’ approach of the board leadership construct, the statistical
significance of the board leadership construct disappeared, which suggests that the
independence of the chairman is somehow associated with share price volatility.
The joint findings with and without the substantial shareholders suggest that
board leadership may be an intervening variable between board independence and
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firm performance in the presence of substantial shareholders. This when combined
with the insignificant changes in the board leadership structure between the two
periods of The Codes, suggests that more research could be undertaken in respect to
this interesting discovery.
6.3.4.4 Further research on nominating committees and board quality
In the area of board membership, although encouraging signs are emerging in
the literature on the role that nominating committees play in enhancing the board’s
effectiveness (Vafeas 1999), more research could be conducted to develop a greater
body of knowledge. In particular, future research could focus on factors that are
important elements in determining the board’s quality and to test whether these
factors influence the important aspects of firm performance and riskiness. Such
studies could include other board qualities such as minority representation and gender,
as undertaken by Carter, Simkins & Simpson (2003), who found a positive
relationship between firm diversity and firm value in their study of Fortune 1000
firms as well as by incorporating additional control variables for companies that have
won best board awards to determine if there are similarities in the findings.
6.3.4.5 Further research involving both the evaluation of the board and the individual
directors
Although the benefits of evaluation are prevalent in organisational literature,
there are limited studies in the field of corporate governance on whether such
evaluation processes undertaken by directors and boards benefit companies. This
study has made a small contribution to the body of knowledge by discovering that
board evaluation may have an impact on firm performance. However, the study does
have some limitations in that it only considered the evaluation process at the board
level and not at the individual director level. Future studies could focus on the
evaluation process in totality (inclusive of both boards as a group and directors as
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individuals) to determine if such activities further improve the effectiveness and
quality of the board in a manner that impacts firm performance and/or risk.
6.3.4.6 Further research on understanding the processing of information by directors
Lastly, in respect to the informational elements, it is surprising to find that as
important as access to information is for directors of the company, little work has
been done on how informational access impacts firm performance. The reason for
little research in this area is probably associated with the lack of publicly available
data. Therefore, future research aimed at obtaining an understanding of the type of
information that is being accessed by directors and, more importantly, how the
information is used, which is a Greenfield area for future studies by corporate
governance scholars, would be valuable.
6.4 Limitations of study
Given the focus of this study, a number of limitations are highlighted. First, as
the study is on mainboard listed companies in Singapore, the results are not
generalisable to all listed companies in Singapore, as the “second board” listed
companies in Singapore (also known as Catalist companies) were excluded from the
study. Second, as the starting point was when Singapore listed companies were
advised to follow the Singapore code of corporate governance, only one aspect of The
Codes was studied – ‘The Board of Directors’. The areas comprising ‘Remuneration’,
‘Accountability & Audit’ and ‘Communication with Shareholders’ were excluded
from the study.
Third, it is acknowledged that due to the data collection process of using only
publicly disclosed information, there exists a possibility that a number of firms may
have complied with The Codes but have chosen not to disclose their compliance, as
The Codes operate under a “comply or explain” disclosure-based system. Fourth, the
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definition of independence used in The Codes and in this study is not as stringent as
those used in other jurisdictions and studies. Fifth, the incorporation of the substantial
shareholder, although deemed to be important due to the structure of Singapore
companies, could only be measured at different times to the other variables because of
the timing differences in presenting the information in the annual reports, as explained
in chapter three.
Sixth, as acknowledged in the summary of the OLS regression analysis for the
third hypothesis tested, the poor results obtained may be due to endogeneity issues.
Finally, due to practical constraints, the time period of the study between the two
codes, which averaged around four years, may not be sufficient to capture the effects
that changes on a firm’s corporate governance practices can have on its performance
and/or risk.
6.5 Summary
In this chapter, the implications of the research findings to the four
stakeholders as identified in the introductory chapter were reported. In summary, from
the perspective of companies, board governance practices have improved in both form
and substance between the two periods studied; however, the improvement has come
at increased costs. From the regulator’s perspective, the disclosure-based system has
worked through moral suasion, peer pressure and media publicity, the outcome of
which has resulted in a higher standard of corporate governance practices for
companies in Singapore.
The implications for investors from the study are that, in relation to firm risk,
the most significant board variable to focus on is the number of independent directors,
while in relation to firm performance, those boards that engage in some form of board
evaluation should be the focus.
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Finally, for scholars of corporate governance, a number of areas for future
research were identified including the methodology used to measure corporate
governance indices, and the interaction of substantial shareholders with board
leadership and board independence matters to firm risk. Additionally, given the
qualitative nature of the inner workings of the boards, more research from a
qualitative perspective, perhaps using a grounded theory approach, could be employed
to increase the knowledge about how the quality of board meetings and the use of
information can be captured and whether they impact performance and/or risk.
On the question posed by the thesis title – whether board matters REALLY
matter – the answer is an emphatic YES! It matters differently to different groups.
In conclusion, governance is all about having the right people doing things
right and doing the right things when things go wrong, as epitomised in the ending of
the letter on 7 January 2009 by the Chairman of Satyam Computer Services Limited
B. Ramalinga Raju to the board confessing his misdeeds:
“I am now prepared to subject myself to the laws of the land and face the
consequences thereof.”
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Appendices

Appendix 2.1
Singapore Code of
Corporate Governance
21 May 2001
Board Matters Section

CODE OF CORPORATE GOVERNANCE
– BOARD MATTERS

1
BOARD MATTERS

THE BOARD'S CONDUCT OF ITS AFFAIRS
Principle:
1
company.

Every company should be headed by an effective Board to lead and control the

Guidance Notes:
1.1
The Board should meet regularly and as warranted by particular circumstances, as
deemed appropriate by the board members. Companies are encouraged to amend their Articles of
Association to provide for telephonic and videoconference meetings. The number of board meetings
held in the year, as well as the attendance of every board member at those meetings and meetings of
specialised committees established by the Board, should be disclosed in the company's annual report.
1.2
Companies should adopt internal guidelines setting forth matters that require board
approval, and specify in their corporate governance disclosures the type of material transactions that
require board approval under such guidelines.
1.3
Every director should receive appropriate training (including his or her duties as a
director and how to discharge those duties) when he is first appointed to the Board. This should
include an orientation-training program to ensure that incoming directors are familiar with the
company's business and governance practices. It is equally important that directors should receive
further relevant training, particularly on relevant new laws, regulations and changing commercial risks,
from time to time.

BOARD COMPOSITION AND BALANCE
Principle:
2
There should be a strong and independent element on the Board, which is able to
exercise objective judgement on corporate affairs independently, in particular, from Management. No
individual or small group of individuals should be allowed to dominate the Board's decision making.
Guidance Notes:
2.1
There should be a strong and independent element on the Board, with independent
directors making up at least one-third of the Board. An "independent" director is one who has no
relationship with the company, its related companies1 or its officers that could interfere, or be
reasonably perceived to interfere, with the exercise of the director's independent business judgement
with a view to the best interests of the company. Examples of such relationships, which would deem a
director not to be independent, include:
a)

a director being employed by the company or any of its related companies for
the current or any of the past three financial years;

b) a director who has an immediate family member2 who is, or has been in any of
the past three financial years, employed by the company or any of its related
1

2

A related company in relation to a company includes its subsidiary, fellow subsidiary, or parent
company.
As defined in the Listing Manual of the Singapore Exchange to mean the spouse, child, adopted
child, step-child, brother, sister and parent.
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2
companies as a senior executive officer whose remuneration is determined by the
remuneration committee;
c)

a director accepting any compensation from the company or any of its related
companies other than compensation for board service for the current or
immediate past financial year; or

d) a director being a substantial shareholder of or a partner in (with
5% or more stake), or an executive officer of, any for-profit
business organisation to which the company made, or from
which the company received, significant payments in the current
or immediate past financial year. As a guide, payments3
aggregated over any financial year in excess of S$200,000 should
generally be deemed significant.
2.2
The four relationships set out above are not intended to be exhaustive, and are
examples of situations which would deem a director to be not independent. If the company wishes, in
spite of the existence of one or more of these relationships, to consider the director as independent, it
should disclose in full the nature of the director's relationship and bear responsibility for explaining
why he should be considered independent.
2.3
The Board should examine its size and, with a view to determining the impact of the
number upon effectiveness, decide on what it considers an appropriate size for the Board, which
facilitates effective decision making. The Board should take into account the scope and nature of the
operations of the company.
2.4
The Board should comprise directors who as a group provide core competencies such
as accounting or finance, business or management experience, industry knowledge, strategic planning
experience and customer-based experience or knowledge.

CHAIRMAN AND CHIEF EXECUTIVE OFFICER
Principle:
3
There should be a clear division of responsibilities at the top of the company – the
working of the Board and the executive responsibility of the company's business – which will ensure a
balance of power and authority, such that no one individual represents a considerable concentration of
power.
Guidance Notes:
3.1
The roles of chairman and chief executive officer ("CEO") should in principle be
separate, to ensure an appropriate balance of power, increased accountability and greater capacity of
the Board for independent decision making. In addition, companies should disclose the relationship
between the chairman and CEO where they are related to each other (i.e. be of the same immediate
family, as defined in footnote 2).
3.2
3

The chairman should:
Payments for transactions involving standard services with published rates or routine and retail
transactions and relationships (for instance credit card or bank or brokerage or mortgage or
insurance accounts or transactions) will not be taken into account, unless special or favourable
treatment is accorded.
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a)

schedule meetings that enable the Board to perform its duties responsibly while
not interfering with the flow of the company's operations;

b) prepare meeting agenda in consultation with the CEO;
c)

exercise control over quality, quantity and timeliness of the flow of information
between Management and the Board; and

d) assist in ensuring compliance with company's guidelines on corporate
governance.
3.3
The responsibilities set out in the above guidelines pertain only to the chairman's role
in respect of board proceedings. It should not be taken as a comprehensive list of all the duties and
responsibilities of a chairman.

BOARD MEMBERSHIP
Principle:
4
There should be a formal and transparent process for the appointment of new
directors to the Board. As a principle of good corporate governance, all directors should be required to
submit themselves for re-nomination and re-election at regular intervals.
Guidance Notes:
4.1
Companies should establish a Nominating Committee ("NC") to make
recommendations to the Board on all board appointments. The NC should comprise at least three
directors, a majority of whom, including the chairman, should be independent. The NC should have
written terms of reference that describes the responsibilities of its members, and its membership is
disclosed annually.
4.2
The NC should be charged with the responsibility of re-nomination having regard to
the director's contribution and performance (e.g. attendance, preparedness, participation and candour)
including, if applicable, as an independent director. As a principle of good corporate governance, all
directors should be required to submit themselves for re-nomination and re-election at regular intervals
and at least every three years.
4.3
The NC is also charged with determining annually whether or not a director is
independent, bearing in mind the circumstances set forth in paragraph 2.1 and any other salient factors.
If the NC determines that a director who has one or more of the relationships mentioned therein is in
fact independent, the company should make such disclosure as stated in paragraph 2.2.
4.4
When a director has multiple board representations, he or she must ensure that
sufficient time and attention is given to the affairs of each company. The NC should decide whether or
not a director is able to and has been adequately carrying out his/her duties as director of the company.
Internal guidelines should be adopted that address the competing time commitments that are faced
when directors serve on multiple boards.
4.5
Key information regarding directors, such as academic and professional
qualifications, shareholding in the company and its subsidiaries, board committees served on (as a
member or chairman), date of first appointment as a director, date of last re-election as a director,
directorships or chairmanships both present and those held over the preceding three years in other listed
companies and other major appointments, should be disclosed in the annual report. In addition, the
company's annual disclosure on corporate governance should indicate which directors are executive,
non-executive or considered by the NC to be independent. The names of the directors submitted for
election or re-election should also be accompanied by such details and information to enable
shareholders to make informed decisions.

CODE OF CORPORATE GOVERNANCE
– BOARD MATTERS

4

BOARD PERFORMANCE
Principle:
5
There should be a formal assessment of the effectiveness of the Board as a whole and
the contribution by each director to the effectiveness of the Board.
Guidance Notes:

5.1
The NC should decide how the Board's performance may be
evaluated and propose objective performance criteria. Such performance criteria,
that allow comparison with its industry peers, should be approved by the Board
and address how the Board has enhanced long term shareholders' value. These
performance criteria should not be changed from year to year, and where
circumstances deem it necessary for any of the criteria to be changed, the onus
should be on the Board to justify this decision.
5.2
In addition to any relevant performance criteria which the Board
may propose, the performance evaluation should also consider the company's share
price performance over a five-year period vis-à-vis the Singapore Straits Times
Index and a benchmark index of its industry peers. Other performance criteria that
may be used include return on assets ("ROA"), return on equity ("ROE"), return
on investment ("ROI"), economic value added ("EVA") and profitability on capital
employed.
5.3
Every Board should implement a process to be carried out by the
NC for assessing the effectiveness of the Board as a whole and for assessing the
contribution by each individual director to the effectiveness of the Board. This
assessment process should be disclosed annually.
ACCESS TO INFORMATION
Principle:
6
In order to fulfil their responsibilities, board members should be provided with
complete, adequate and timely information prior to board meetings and on an on-going basis.
Guidance Notes:
6.1
Management has an obligation to supply the Board with complete, adequate
information in a timely manner. Reliance purely on what is volunteered by Management is unlikely to
be enough in all circumstances and further enquiries may be required if the particular director is to
fulfil his or her duties properly. Hence, the Board should have separate and independent access to the
company's senior management.
6.2
Information provided should include background or explanatory information relating
to matters to be brought before the Board, copies of disclosure documents, budgets, forecasts and
monthly internal financial statements. In respect of budgets, any material variance between the
projections and actual results should also be disclosed and explained.
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6.3
Directors should have separate and independent access to the company secretary.
The role of the company secretary should be clearly defined and should include responsibility for
ensuring that board procedures are followed and that applicable rules and regulations are complied
with. The company secretary should attend all board meetings.
6.4
The Board should have a procedure for directors, either individually or as a group, in
the furtherance of their duties, to take independent professional advice, if necessary, at the company's
expense.

Appendix 2.2
Singapore Code of
Corporate Governance
14 July 2005
Board Matters Section
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BOARD MATTERS
THE BOARD’S CONDUCT OF AFFAIRS
Principle:
1
Every company should be headed by an effective Board to lead and
control the company. The Board is collectively responsible for the success of
the company. The Board works with Management to achieve this and the
Management remains accountable to the Board.
Guidelines:
1.1

The Board’s role is to:

(a)

provide entrepreneurial leadership, set strategic aims, and ensure that the
necessary financial and human resources are in place for the company to
meet its objectives;

(b)

establish a framework of prudent and effective controls which enables
risk to be assessed and managed;

(c)

review management performance; and

(d)

set the company’s values and standards, and ensure that obligations to
shareholders and others are understood and met.

1.2 All directors must objectively take decisions in the interests of the
company.
1.3 If authority to make decisions on certain board matters is delegated by the
Board to any Board Committee, such delegation should be disclosed.
1.4 The Board should meet regularly and as warranted by particular
circumstances, as deemed appropriate by the board members. Companies are
encouraged to amend their Articles of Association to provide for telephonic and
videoconference meetings. The number of board and board committee meetings
held in the year, as well as the attendance of every board member at these
meetings, should be disclosed in the company’s annual report.
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1.5 Companies should adopt internal guidelines setting forth matters that
require board approval, and specify in their corporate governance disclosures
the type of material transactions that require board approval under such
guidelines.
1.6 Every director should receive appropriate training (including his or her
duties as a director and how to discharge those duties) when he is first appointed
to the Board. This should include an orientation program to ensure that
incoming directors are familiar with the company’s business and governance
practices. It is equally important that directors should receive further relevant
training, particularly on relevant new laws, regulations and changing
commercial risks, from time to time.
1.7 Upon appointment of each director, companies should provide a formal
letter to the director, setting out the director’s duties and obligations.
Commentary:
1.8 The company is encouraged to provide training for first-time directors in
areas such as accounting, legal and industry-specific knowledge.

BOARD COMPOSITION AND GUIDANCE
Principle:
2
There should be a strong and independent element on the Board, which is
able to exercise objective judgement on corporate affairs independently, in
particular, from Management. No individual or small group of individuals
should be allowed to dominate the Board’s decision making.
Guidelines:
2.1 There should be a strong and independent element on the Board, with
independent directors making up at least one-third of the Board. An
“independent” director is one who has no relationship with the company, its
related companies 1 or its officers that could interfere, or be reasonably
perceived to interfere, with the exercise of the director’s independent business
judgement with a view to the best interests of the company. Examples of such
relationships, which would deem a director not to be independent, include:
1

A related company in relation to a company includes its subsidiary, fellow subsidiary, or parent company.
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(a)

a director being employed by the company or any of its related companies
for the current or any of the past three financial years;

(b)

a director who has an immediate family member2 who is, or has been in
any of the past three financial years, employed by the company or any of
its related companies as a senior executive officer whose remuneration is
determined by the remuneration committee;

(c)

a director, or an immediate family member, accepting any compensation
from the company or any of its subsidiaries other than compensation for
board service for the current or immediate past financial year; or

(d)

a director, or an immediate family member, being a substantial
shareholder of or a partner in (with 5% or more stake), or an executive
officer of, or a director of any for-profit business organisation to which
the company or any of its subsidiaries made, or from which the company
or any of its subsidiaries received, significant payments in the current or
immediate past financial year. As a guide, payments3 aggregated over any
financial year in excess of S$200,000 should generally be deemed
significant.

2.2 The relationships set out above are not intended to be exhaustive, and are
examples of situations which would deem a director to be not independent. If
the company wishes, in spite of the existence of one or more of these
relationships, to consider the director as independent, it should disclose in full
the nature of the director’s relationship and bear responsibility for explaining
why he should be considered independent.
2.3 The Board should examine its size and, with a view to determining the
impact of the number upon effectiveness, decide on what it considers an
appropriate size for the Board, which facilitates effective decision making. The
Board should take into account the scope and nature of the operations of the
company.
2.4 The Board should comprise directors who as a group provide core
competencies such as accounting or finance, business or management

2

As defined in the Listing Manual of the Singapore Exchange to mean the spouse, child, adopted child, stepchild, brother, sister and parent.
3
Payments for transactions involving standard services with published rates or routine and retail transactions
and relationships (for instance credit card or bank or brokerage or mortgage or insurance accounts or
transactions) will not be taken into account, unless special or favourable treatment is accorded.
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experience, industry knowledge, strategic planning experience and customerbased experience or knowledge.
2.5

Non-executive directors should:

(a)

constructively challenge and help develop proposals on strategy; and

(b)

review the performance of management in meeting agreed goals and
objectives and monitor the reporting of performance.

Commentary:
2.6 To facilitate a more effective check on management, non-executive
directors are encouraged to meet regularly without management present.

CHAIRMAN AND CHIEF EXECUTIVE OFFICER
Principle:
3
There should be a clear division of responsibilities at the top of the
company – the working of the Board and the executive responsibility of the
company’s business – which will ensure a balance of power and authority, such
that no one individual represents a considerable concentration of power.
Guidelines:
3.1 The Chairman and chief executive officer (“CEO”) should in principle be
separate persons, to ensure an appropriate balance of power, increased
accountability and greater capacity of the Board for independent decision
making. The division of responsibilities between the Chairman and CEO should
be clearly established, set out in writing and agreed by the Board. In addition,
companies should disclose the relationship between the Chairman and CEO
where they are related to each other (i.e. be of the same immediate family, as
defined in footnote 2).
3.2

The Chairman should:

(a)

lead the Board to ensure its effectiveness on all aspects of its role and set
its agenda;

(b)

ensure that the directors receive accurate, timely and clear information;
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(c)

ensure effective communication with shareholders;

(d)

encourage constructive relations between the Board and Management;

(e)

facilitate the effective contribution of non-executive directors in
particular;

(f)

encourage constructive relations between executive directors and nonexecutive directors; and

(g)

promote high standards of corporate governance.

The responsibilities set out above provide guidance and should not be taken as a
comprehensive list of all the duties and responsibilities of a Chairman.
Commentary:
3.3 Companies may appoint an independent non-executive director to be the
lead independent director where the Chairman and the CEO is the same person,
where the Chairman and the CEO are related by close family ties, or where the
Chairman and the CEO are both part of the executive management team. The
lead independent director (if appointed) should be available to shareholders
where they have concerns which contact through the normal channels of the
Chairman, CEO or Finance Director has failed to resolve or for which such
contact is inappropriate.

BOARD MEMBERSHIP
Principle:
4
There should be a formal and transparent process for the appointment of
new directors to the Board.
Guidelines:
4.1 Companies should establish a Nominating Committee (“NC”) to make
recommendations to the Board on all board appointments. The NC should
comprise at least three directors, a majority of whom, including the Chairman,
should be independent. In addition, the NC Chairman should be a director who
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is not, or who is not directly associated with4, a substantial shareholder (with
interest of 5% or more in the voting shares of the company). Its membership
should be disclosed in the annual report. The NC should have written terms of
reference that describe the responsibilities of its members.
4.2 The NC should be charged with the responsibility of re-nomination
having regard to the director’s contribution and performance (e.g. attendance,
preparedness, participation and candour) including, if applicable, as an
independent director. All directors should be required to submit themselves for
re-nomination and re-election at regular intervals and at least every three years.
4.3 The NC is charged with the responsibility of determining annually if a
director is independent, bearing in mind the circumstances set forth in Guideline
2.1 and any other salient factors. If the NC determines that a director who has
one or more of the relationships mentioned therein can be considered
independent, the company should make such disclosure as stated in Guideline
2.2. Conversely, the NC has the discretion to determine that a director is nonindependent even if he does not fall under the circumstances set forth in
Guideline 2.1.
4.4 When a director has multiple board representations, he or she must ensure
that sufficient time and attention is given to the affairs of each company. The
NC should decide if a director is able to and has been adequately carrying out
his/her duties as a director of the company. Internal guidelines should be
adopted that address the competing time commitments that are faced when
directors serve on multiple boards.
4.5 A description of the process for the selection and appointment of new
directors to the Board should be disclosed. This should include disclosure on the
search and nomination process.
4.6 Key information regarding directors, such as academic and professional
qualifications, shareholding in the company and its subsidiaries, board
committees served on (as a member or Chairman), date of first appointment as a
director, date of last re-election as a director, directorships or chairmanships
both present and those held over the preceding three years in other listed
companies and other major appointments, should be disclosed in the annual
report. In addition, the company’s annual disclosure on corporate governance
should indicate which directors are executive, non-executive or considered by
4 A director will be considered “directly associated” to a substantial shareholder when the director is
accustomed or under an obligation, whether formal or informal, to act in accordance with the directions,
instructions or wishes of the substantial shareholder.
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the NC to be independent. The names of the directors submitted for election or
re-election should also be accompanied by such details and information to
enable shareholders to make informed decisions.

BOARD PERFORMANCE
Principle:
5
There should be a formal assessment of the effectiveness of the Board as
a whole and the contribution by each director to the effectiveness of the Board.
Guidelines:
5.1 Every Board should implement a process to be carried out by the NC for
assessing the effectiveness of the Board as a whole and for assessing the
contribution by each individual director to the effectiveness of the Board. This
assessment process should be disclosed in the annual report.
5.2 The NC should decide how the Board’s performance may be evaluated
and propose objective performance criteria. Such performance criteria, which
allow for comparison with industry peers, should be approved by the Board and
address how the Board has enhanced long term shareholders’ value. These
performance criteria should not be changed from year to year, and where
circumstances deem it necessary for any of the criteria to be changed, the onus
should be on the Board to justify this decision.
5.3 In addition to any relevant performance criteria which the Board may
propose, the performance evaluation should also consider the company’s share
price performance over a five-year period vis-à-vis the Singapore Straits Times
Index and a benchmark index of its industry peers.
5.4 Individual evaluation should aim to assess whether each director
continues to contribute effectively and demonstrate commitment to the role
(including commitment of time for board and committee meetings, and any
other duties). The Chairman should act on the results of the performance
evaluation, and where appropriate, propose new members be appointed to the
Board or seek the resignation of directors, in consultation with the NC.
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Commentary:
5.5 Other performance criteria that may be used include return on assets
(“ROA”), return on equity (“ROE”), return on investment (“ROI”) and
economic value added (“EVA”) over a longer-term period.

ACCESS TO INFORMATION
Principle:
6
In order to fulfil their responsibilities, Board members should be provided
with complete, adequate and timely information prior to board meetings and on
an on-going basis.
Guidelines:
6.1 Management has an obligation to supply the Board with complete,
adequate information in a timely manner. Relying purely on what is
volunteered by Management is unlikely to be enough in all circumstances and
further enquiries may be required if the particular director is to fulfil his or her
duties properly. Hence, the Board should have separate and independent access
to the company’s senior management.
6.2 Information provided should include background or explanatory
information relating to matters to be brought before the Board, copies of
disclosure documents, budgets, forecasts and monthly internal financial
statements. In respect of budgets, any material variance between the projections
and actual results should also be disclosed and explained.
6.3 Directors should have separate and independent access to the company
secretary. The role of the company secretary should be clearly defined and
should include responsibility for ensuring that board procedures are followed
and that applicable rules and regulations are complied with. Under the direction
of the Chairman, the company secretary’s responsibilities include ensuring good
information flows within the Board and its committees and between senior
management and non-executive directors, as well as facilitating orientation and
assisting with professional development as required. The company secretary
should attend all board meetings.
6.4 The appointment and the removal of the company secretary should be a
matter for the Board as a whole.
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6.5 The Board should have a procedure for directors, either individually or as
a group, in the furtherance of their duties, to take independent professional
advice, if necessary, at the company’s expense.

Appendix 3.1
Singapore Exchange
Corporate Governance Report

