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Chapter

The Effect of Internal Corporate
Governance of the Firm’s
Performance and Firm Value in

Five GCC Countries

Zahra AL Nasser

Abstract

A critical glance at the literature review of GCC countries, firm performance and
tirm value shows that the literature does not adequately consider the uniqueness of an
institutional setting such as the presence of royal family members and government
officials’ members on the board. Additionally, noticeable features are not accounted for
in the previous literature, such as a large involvement of relatives and the presence of a
female on the board of directors. It is important to understand whether these variables
matter or not in this region as this then influences the firm’s performance and firm
value. Thus, this study focuses on the effect of internal CG of the firm’s performance
and firm value in five GCC countries. The final sample consists of 220 firms (1,096
firm-year observations) for the fiscal year 2009 to 2013. The main finding is that there
is a positive significant relationship is seen between expertise factors and firm perfor-
mance. The expertise factor encompasses royal family members on the board as well
as hiring one of the Big 4-auditing firms. This result is in line with a theoretical claim
(agency theory), the research question expectation and empirical evidence.

Keywords: royal family, board of directors, corporate governance, firm performance

1. Introduction

There is agreement among scholars with regard to the limitation of CG research
or studies in emerging markets. According to Nenova [1], CG in the developing
countries is suffering from the effects of a number of issues including transferring the
value from minority to controlling shareholders, a poor legal system, the problem of
auditing practice and non-transparency disclosure. A critical glance at the literature
review of GCC countries, firm performance and firm value shows that the literature
does not adequately consider the uniqueness of an institutional setting such as the
presence of royal family members and government officials’ members on the board.
Additionally, noticeable features are not accounted for in the previous literature, such
as a large involvement of relatives and the presence of a female on the board of direc-
tors. It is important to understand whether these variables matter or not in this region
as this then influences the firm’s performance and firm value. In addition, this question
considers some features of an audit committee and their effect on a firm’s performance
and firm value. An audit committee is an important committee within the board com-
mittee. An audit committee is not just for supporting management by giving advice for
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major business decisions but also for monitoring and overseeing the management to
protect shareholders’ interests and to provide an independent view of corporate execu-
tives and their affairs [2]. It has been argued that an audit committee is more beneficial
due to its skills and resources, which in turn affects their ability to enhance EQ, firm
performance and firm value [3]. With respect to females and relatives, it is interesting
to note that the region is considered a collectivistic under Hofstadte’s cultural dimen-
sions. Due to the culture and social norms, there is a fear of involving females on the
board [4]. However, lately, females further engagement in the economy has grown [5].
In addition, as family ownership prevails in the region, there is a substantial involve-
ment of relatives, which cannot be ignored [4]. Finally, the rationale of using both firm
performance and firm value in the paper is that firm performance measurements (ROA
and ROE) reflect performance based on historical information. This reflects previous
firms’ operation, and the efficiency of the firm using equity funds to generate profits
[6, 7] where the firm value measurements (Tobin’s Q ) show performance based on
tirm value by market evolution of the assets [8], which in turn reflects current action
[9]. In other words, firm value measurements indicate the perception of the market
with respect to the firm’s performance [10]. It also refers to growth and investment
opportunities [11]. Firm value measurement also accounts for risk and is less likely to
be manipulated as accounting measures [12]. Thus, it helps investors to estimate the
growth and risk potential and shows the size of the firm. Management and investors
have different interests and ways to evaluate CG; therefore, management attempt to use
firm performance measurement (ROA and ROE) as the measurement to show how the
wealth affects CG mechanisms. On the other hand, investors seem to prefer to value the
firm structure of CG based on firm value measurement (Tobins Q) [13].

2. GCC countries background

A brief background of GCC countries is needed to have some understanding
of the institutional setting. The Gulf Cooperation Council (GCC) countries, was
founded in 1981 and consists of six Arab states namely Bahrain, Kuwait, Oman,
Qatar, Saudi Arabia (SA), and the United Arab Emirates (UAE), all of which are
Gulf Monarchies. GCC countries are located in the Middle East. Specifically,
Arabian Peninsula and their total population are 50.1 million people [14]. They also
share similar Arabian culture and traditions, the faith of Islam, social structures,
wealth, political development (Monarchy), and demography [15]. The primary
purpose of the establishment of GCC was to enhance the cooperation and inte-
gration as well as to strengthen their economy and development through their
participation in different fields such as the economy, financial affairs, education,
cultural activities, social, medical, agricultural development, research development
and joint projects. Between them, they can issue similar policies and regulation to
achieve unity [16]. It is also worth mentioning that each country has an independent
government and their own independent currencies.

GCC countries are developing countries in Asia but enjoy prosperity due to natu-
ral resources and the rapid development of their capital market [17]. Some features
make GCC countries interesting when examining the effect of CG on EQ, firm per-
formance and firm value. Recently, the GCC countries share in the world’s GDP has
doubled to 2.2 percent, which refer to the development of a dynamic economy [18].
This also increases the significance and importance of GCC countries in the global
economy [19]. Additionally, they have followed some global norms and standards
to work with international organisations. This engagement with the world raises the
status of the region, which brings more benefit and increases regarding trade and
investment. This marks the region as “one of the most prosperous in the world” [19].
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3. Theoretical framework
3.1 Agency theory

Agency theory focuses on the relationship between the principals (owners)
and the agents (managers). Agency theory’s justification for its existence is to
establish appropriate and adequate incentives in order to eliminate opportunis-
tic behaviours by the company’s management and to ensure that they pursue
and maximise not only the company’s wealth and interests but, also, work on
behalf of the company’s shareholders [20]. From agency theory’s perspective,

a reduced agency problem leads to maximising the company’s value and the
returns on investments to its shareholders. Furthermore, agency theory suggests
ways of reducing agency costs in order to increase the company’s EQ. These are:
namely, monitoring costs; bonding costs; and residual losses which stem from
the company’s internal CG structure [21, 22]. Monitoring costs are borne by the
principals and are the basis of the company’s monitoring mechanisms, such as
internal CG mechanisms, which are used to monitor management behaviour.
Bonding costs relate to the financial or non-financial mechanisms which are
used to ensure the agents make an effort to maximise the principals’ wealth.
Residual losses happen despite the involvement of monitoring cost and bonding
cost because either these can fail or be insufficiently effective to align the princi-
pals’ (owners) interests with those of the agents (management). Consequently,
the owners can reduce the incentives to look after themselves by using some
tools such as monitoring managers’ behaviours and by introducing a contract
which provides an incentive to align their interests with those of the company’s
management [21, 23].

4, Literature review
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4.1 Independence factor, firm performance, and firm value

The independent factor includes independent directors on the board of directors
and audit committee. Arguably, a high percentage of independent directors on the
board of directors and audit committee influence firm performance positively due
to their effective monitoring [24]. However, others argue that independent directors



Accounting and Finance Innovations

in emerging countries are not applicable as it is “symbolic” but they are more likely
to follow the management [15, 25, 26]. Nevertheless, the study follows the notion
of CG code in the international practice and GCC countries and the majority of
findings [27, 28] and hypothesises that:

Hoy. There is a positive association between independence factor, firm performance
and firm value.

4.2 Family factor, firm performance and firm value

Family factor encompasses family ownership and relatives on the board. Based
on a prior discussion on relatives and family ownership, the research argues that
these two variables are prevalent in the emerging markets [29] to protect family
wealth and power [30], which in turn, lead to better performance [31-33]. Thus,
they would play an effective role in the company, which results in better financial
performance. Accordingly, the research hypothesises that:

Hoy. There is a positive association between family factor, firm performance and
firm value.

4.3 Board factor, firm performance and firm value

Board factor contains board size, board meetings, audit committee size and audit
committee meetings. Referring back to discussed literature of board size, meetings,
audit committee size and meetings; even though there are few negative findings in
the literature, the majority of prior studies argue that a large board and audit com-
mittee and the high frequency of board and audit committee meetings leads to better
firm performance and firm value. Accordingly, despite different findings, the study
follows the majority of prior studies’ findings, the recommendation of CG code and
claims that the board factor leads to high firm performance and hypothesises that:

Hos. There is a positive association between board factoy, firm performance and
firm value.

4.4 Government factor, firm performance and firm value

Government factor encompasses government ownership and government offi-
cials on the board. Based on the prior discussion on these two variables, the research
argues that the involvement of these two groups is common in the emerging markets
[29] to retain their power on the firms. Thus, they may not play an effective role in
the company, which results in poor performance. Accordingly, the study follows the
majority of the studies [34-37] and hypothesises that:

Ho.. There is a negative association between government factor, firm performance
and firm value.

4.5 Effectiveness factor, firm performance and firm value

The researcher had difficulty giving a name to this factor initially. However,
other researchers such as Larcker et al., [38] mention the difficulties in assigning a
name to some factors. This factor captures institutional ownership and audit com-
mittee expertise and the study calls them effectiveness because both are expected to
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have effective monitoring. Based on a literature review of institutional ownership
and an audit committee, despite some negative findings, the majority of the studies’
findings concludes that institutional ownership [39] and audit committee expertise
[40, 41] lead to better firm performance and firm value. Therefore, the research
follows these studies and hypothesises that:

Hoys. There is a positive association between effectiveness factor, firm performance
and firm value.

4.6 Expertise factor, firm performance and firm value

Expertise factor includes royal family members on the board and Big4 audit
firms. Based on the discussion of royal family members and Big4 firms literature,
the study argues that by giving the royal family members legitimacy, privileges and
status, their involvement has benefits for the firms and their shareholders which
result in better firm financial performance [42-47]. Additionally, despite the mixed
results in the literature of Big4 firms, the majority of the studies [48-52] conclude
that Big4 firms increase firm performance and firm value. Accordingly, the research
hypothesises that:

Hoe. There is a positive association between legitimacy factor, firm performance
and firm value.

4.7 Board composition factor, firm performance and firm value

Board composition factor captures females on the board and CEO duality. Halawi
& Davidson [4] document a low female involvement on boards, around 1.5% in the
GCC. Accordingly, the research argues that since there are few female directors on
the board and because of the culture in emerging markets, it is likely they have a
lack of qualifications, skills and business expertise needed for directorship, which
might negatively influence firm performance and firm value [5, 53-56]. With regard
to CEO duality, the code of GCC countries and best practice requires separation
between the two roles. In addition, this study follows the majority of literature,
which finds a negative association between CEO duality and firm performance
[28, 57, 58]. Therefore, the study hypothesises that:

Hyj;. There is a negative association between board composition factor, firm perfor-
mance and firm value.

5. Methodology
5.1 Measurement of firm’s performance and firm value

Regarding the evolution of firm performance and firm value, there is no consen-
sus within the literature [57]. Nevertheless, the majority of prior studies have relied
on return on assets (ROA) and return on equity (ROE) which are an accounting-
based measure and a measure of profitability [59, 60] and Tobin’s Q which is
market-based measure [13, 61-64]. ROA shows performance based on historical
information, which reflects previous firms’ operation, where ROE reflects the
efficiency of the firm using equity funds to generate profits [6, 7]. Moreover, Tobin’s
Q shows performance based on firm value by the market evolution of the assets [8],
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which in turn reflects current action [9]. It also refers to growth and investment
opportunities [11]. Tobin’s Q accounts for risk and is less likely for manipulation of
accounting measures [12]. Management and investors have different interests and
ways to evaluate CG; therefore, management attempt to use ROA and ROE as the
measurement to show how the wealth affects CG mechanisms. On the other hand,
investors seem to prefer to value the firm structure of CG based on Tobin’s Q and
measurement [13]. Therefore, a higher ratio represents a higher return in each of
these measurements.

Some studies of CG have used ROA and ROE as a measurement method (as
the proxy of financial performance) [57, 65-67]. Tobin’s Q is the measure used to
reflect how management effectively manages assets to generate value for its share-
holders and reflects the perception of a firm’s financial performance by market
[57]. Chung & Pruitt [68] asserts that Tobin’s Q has great theoretical and practical
relevance. It has been widely used in CG literature as the proxy for firm perfor-
mance [61, 62, 65]. Following previous paper the author control a couple of vari-
ables as influence the analysis. These variables growth Copeland & Dolgoff [69],
leverage Haniffa & Hudaib [57], Jang & Park [70], firm size performance [71, 72]
and big 4 Al-Hussaini & Al-Sultan, [73] and Wang & Huang [74]. The investiga-
tion of the effect of CG on firm performance and firm value based on the principal
component analysis (PCA).

5.2 Principal component analysis (PCA)

It uses the three sets of internal CG mechanisms namely: ownership structure,
the board of directors and audit committee. Due to a large number of variables and
the nature of CG mechanisms (variables) especially the board of directors’ composi-
tion, these variables correlated with each other. Not all 16 variables of CG can be
included in one regression without facing the econometric problem, which leads to
difficult interpretation and involvement of measurement error. The study does not
use the CG index as suggested by Larcker et al., [38]. Larcker et al., [38] argues that
using CG index leads to many econometric problems. Therefore, to alleviate the
measurement error and avoid multicollinearity, the principal component analysis
(PCA) has been used which is a data reduction method to extract the relevant factor
which is used in regression methodology to analyse the data. This method reduces
the data set to a better size while continuing to hold on to the original information.
PCA is identifying a parsimonious set of CG variables that affect firm performance
and firm value.

6. Regression

Firm performance and firm value are a dependent variable to the explanatory
variables, which include individual internal CG factors and control variables.
Table 1 summarises the CG factor and control variables investigated in this
question, which include the definition of each variable and shows how they were
measured.

Y = a + §; F1 (INDEPENDENC,,) + 8, F2 (FAMILY ;) + B3 F3 (BOARD;,) + B, F4
(GOVERNMENT ;) + Bs F5 (EFFECTIVENESS ;) + s F6 (EXPERTISE ;) + f3;
F7 (BOARD COMPOSITION ;) + s LN_GROWTH ;; + 9 LN_LEVERAGE,, , +
ﬂlO LN_SIZEU + €t
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Symbol Name of variable Predicted sign
Dependent variable
Firm performance LN_ROA The natural logarithm of Return on assets
LN_ROE The natural logarithm of Return on equity
Firm value LN_TOBIN’S Q The natural logarithm of Tobin’s Q
Independent variable
F1 (INDEPENDENCE) IND Independent directors on the +
board
AUDITIND Independence of audit
committee member
F2 (FAMILY) FAMC Family ownership +
RELATIVE Relatives on the board
F3 (BOARD) BSIZE Board size +
BMEET Board meetings
AUDITSIZE Audit committee size
AUDITMEET Audit committee meetings
F4 (GOVERNMENT) STATC State ownership —
GOV Government officials on the
board
F5 (EFFECTIVENESS) INSTITIC Institutional ownership +
AUDITEX Audit committee expertise
F6 (EXPERTISE) ROYAL Royal family member on the +
board
BIG 4 Big 4 audit firms
F7(BOARD COMPOSITION) FEMALE Female directors on the board +
CEOD CEO duality
Control variables
LN_GROWTH The natural logarithm of Firm growth
LN_LEVERAGE The natural logarithm of Leverage —
LN_SIZE The natural logarithm of the Firm size
BIG 4 Big 4 audit firms
COUNTRY Country dummy ?
INDUSTRY Industry dummy ?
YEAR Year dummy ?
Table 1.

Variables definition of model: CG, firm performance and firm value.

Coefficients predict that p1 will have positive value where p2 will have negative
value. Expected to is that 3 has a positive influence on firm performance where
B4 has a negative association with firm performance. Predictions are that 5 and
p6 will have a positive value where 7 will take a negative value. Regarding control
variables, predictions are that 8 will also have a positive influence on firm perfor-
mance while 9 will have negative value. Finally, $10 will have a positive value.
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7. Results and analysis
7.1 Descriptive statistics and correlation matrix

Table 2 presents descriptive statistics for the main model variables'. These
preliminary findings show the relationship between firm performance, firm
value, ownership structure and CG. The ownership structure shows that 14
percent of shares are family owned (FOC), whereas governments own 13.8
percent of shares (STATC). Approximately 21.4 percent of shares are retained
by institutional investors (INSTITC), and this indicates a high percentage of
institutional ownership in the region. On average, the board of directors is
composed of eight members (BSIZE). In addition, there is a small representation
of females (FEMALE) on the board of approximately 0.2 percent. Not surpris-
ingly, (RELATIVES) relatives represent 11.6 percent of the boards in the region.
Among these members, 59 percent are independent directors (IND). The table
also reveals that CEO duality (CEOD) is approximately 7.4 percent of sampled
firms. The average number of board meetings (BMEET) in the financial year is
six. There are very few royal family members (Royal) and government officials
(Gov) represented on these boards. This is an average 3 percent and 1.3 percent
respectively.

With regard to audit committee characteristics, the average size of the com-
mittee is three members (AUDITSIZE); of which 62.8 percent are independent
(AUDITIND). This committee meets approximately five times per annum
(AUDITMEET). On average, 28 percent of the audit committees have at least one
member who possesses financial or accounting expertise (AUDITEX). More than
half of the companies hire one of the Big4 external auditors (BIG4).

Regarding control variables, on average, the firm size (SIZE) is $12.69 million.
The mean of Leverage (LEVERAGE) is about 38 percent. The mean of the growth
(GRWOTH) is 2.9 percent.

The cross-correlation matrix for the variables is reported in Table 3°. The
results show that institutional ownership is indirectly related to firm value.
Family ownership shows a positive association with firm performance. Board
size is positively correlated to firm performance. Contrary to the expectation,
there is a negative correlation between independence of board of directors, inde-
pendence of audit committee members and firm performance and firm value,
which is also significant. The CEO duality has indirect association with firm per-
formance. The presence of royal family members and government officials has
a direct correlation with firm performance. Interestingly, the number of board
meetings is significantly negative with firm performance. All other correlations
are relatively low indicating no problem of multicollinearity. In addition, all VIF
(Variance Inflation Factor) are below a reading of 10. This may indicate that
there is no problem of multicollinearity among the variables. Therefore, this also
indicates the validity of data [75-77].

! The descriptive statistics for the main variables (dependent variables, independent variables and
control variables) is before using principle component analysis (PCA) to have meaningful understanding
of the data.

* The correlation matrix for the main variables (dependent variables, independent variables and control
variables) is before using principle component analysis (PCA) to have meaningful understanding of

the data.
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Variable Mean Median Std. Dev. Min Max
TOBIN’SQ 1.542 1.274 0.951 0.283 4.657
ROA 0.063 0.054 0.073 —0.090 0.264
ROE 0.108 0.099 0.120 -0.197 0.376
FAMC 0.141 0.065 0.190 0 0.991
STATC 0.138 0 0.213 0 0.893
INSTITC 0.214 0.115 0.256 0 1
BSIZE 7.882 8 1.693 4 18
FEMALE 0.002 0 0.023 0 0.571
RELATIVE 0.116 0 0.188 0 1
IND 0.595 0.571 0.270 0 1
CEOD 0.074 0 0.263 0 1
BMEET 5.634 5 2.025 1 19
ROYAL 0.027 0 0.053 0 0.2
GOV 0.013 0 0.041 0 0.285
AUDITSIZE 3.300 3 0.804 0 6
AUDITIND 0.628 0.666 0.342 0 1
AUDITMEET 4.659 4 2.213 0 21
AUDITEX 0.280 0.333 0.098 0 0.5
BIG4 0.610 1 0.487 0 1
LEVERAGE 0.380 0.350 0.222 0.068 0.820
LN_SIZE 12.691 12.609 1.662 10.100 16.078
GROWTH 0.029 0.018 0.145 -0.441 0.458
N =1,096.

Notes: TOBIN’S Q is market value measure. ROA, is return on assets and ROE is return on equity. FAMC is

the percentage of family ownership. STATC is the percentage of state ownership. INSTITC is the percentage of
institutional ownership. BSIZE is board size. FEMALE is the ratio of female to the total board directors. RELATIVE
is the ratio of velative to the total board of divectors. IND is the ratio of independent director to the total board of
directors. CEOD a dummy variable that takes the value of one if the CEO also serve as Chairman of the board and
Zero otherwise. BMEET is the number board of meetings per year. ROYAL is the ratio of royal family member to the
total board of divectors. GOV is the ratio of government official to the total directors. AUDITSIZE is the number of
directors on the audit committee. AUDITIND is the ratio of independent director in audit committee. AUDITMEET
is the number of audit committee meeting per year. AUDITEX is the ratio of member with financial or accounting
expertise to the total divector. BIG4 is a dummy variable that takes the value of one if the company is audited by

one of the BIG4 and zero otherwise. LEVEVERGE is total liabilities divided by total assets. LN_SIZE is the natural
logarithm of the total assets. GROWTH is change in net sales divided by total assets.

Table 2.
Descriptive statistics-CG and firm performance and firm value-GCC countries.

7.2 Regression analysis

The regression analysis for the variables is reported in Table 4. A positive
significant relationship is seen between expertise factors and firm performance
(LN_ROA; LN_ROE: coefficient = 0.006; 0.007 p-value <5% and 10%,, respec-
tively). The expertise factor encompasses royal family members on the board as
well as hiring one of the Big 4-auditing firms. This result is in line with a theo-
retical claim (agency theory), the research question expectation and empirical
evidence. According to Algamdi [78], the presence of ruling family members on a
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TOBIN’S Q ROA ROE FAMC STATC INSTITC BSIZE FEMALE RELATIVE IND
TOBIN’S Q 1
ROA 0.371* 1
ROE 0.274* 0.798* 1
FAMC 0.056 0.096* 0.137* 1
STATC 0.022 0.038 0.030 ~0.287* 1
INSTITC —0.112* ~0.043 0.022 ~0.213* —0.249* 1
BSIZE —0.048 0.087* 0.075* —0.183* 0.067* —0.127* 1
FEMALE ~0.042 0.020 0.000 0.022 0.068* —0.044 0.010 1
RELATIVE 0.052 0.011 0.016 0.378* ~0.229* ~0.104* -0.096*  —0.016 1
IND —0.059* —0.135* —0.067* —0.024 —0.087* 0.168* —0.198*  -0.060*  —0.078* 1
CEOD ~0.004 ~0.072" ~0.100* 0.051 ~0.063* —0.087* 0.034 0.068* 0.076* ~0.068*
BMEET —0.042 ~0.139* —0.068* —0.067* 0.211* —0.057 0.002 —0.040 —0.007 0.083*
ROYAL —0.045 0.080* 0.066* 0.033 ~0.003 —0.055 0.076*  —0.020 0.111* ~0.108*
GOV -0.019 0.063* 0.120* ~0.139* 0.267* ~0.008 0.006 0.024 ~0.126* 0.019
AUDITSIZE —0.052 —0.048 —0.016 —0.006 0.081* 0.029 0.158* 0.076* —0.044 0.130*
AUDITIND ~0.069* ~0.154* —0.092* 0.073* -0.123* 0.190* —0134*  -0.064 0.007 0.681*
AUDITMEET —0.015 —0.053 0.000 -0.047 0.174* —0.078* 0.090*  —0.075 -0.021 0.096*
AUDITEX 0.085* —0.003 0.024 ~0.022 —0.131* —0.053 —0.056  —0.112* -0.021 0.059*
BIG4 ~0.022 0.084" 0.136* ~0.093* 0.132* 0.033 0103*  -0.000  —0.071* ~0.046
LEVERAGE ~0.115* ~0.139* 0.105* 0.095* —0.020 0.176* —0.050  —0.038 0.013 0.096*
LN_SIZE ~0.013 -0.007 —0.054 ~0.076* 0.160* —0.426* 0.279* 0.030 0.065* ~0.314*
GROWTH —0.076* 0.175* 0.166* 0.050 —0.060* 0.018 0.005 —0.008 0.022 —0.031

CEOD BMEET ROYAL GOV AUDITS~E AUDITIND  AUDITMEET  AUDITEX BIG4 LEVERAGE SIZE GROWTH

TOBIN’S Q

ROA
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ROE

FAMC

STATC

INSTITC

BSIZE

FEMALE

RELATIVE

IND

CEOD 1

BMEET —0.006 1

ROYAL 0.066* -0.033 1

GOV —0.081* 0.088* —0.004 1

AUDITSIZE -0.019 0.157* —-0.063" 0.054 1

AUDITIND —-0.059* 0.062* —-0.035 —-0.002 0.102* 1

AUDITMEET —0.020 0.311* -0.077* 0.047 0.253* 0.083" 1

AUDITEX —0.025 —0.083" —0.046 0.118* —-0.163* 0.146* 0.187* 1

BIG4 —-0.035 —-0.007 0.103* 0.092* 0.019 —0.043 0.009 0.107* 1

LEVERAGE -0.101* 0.113* —0.084* 0.042* 0.111* 0.090* 0.154* -0.007 0.137* 1

LN_SIZE 0.079* 0.053 0.158* 0.065* 0.003 —0.281 0.078* 0.03 0.068* —0.0304 1
GROWTH —0.038 -0.028  —-0.040 —0.006 0.075* —0.055 0.036 —-0.005 0.090* 0.117* —-0.035 1

Notes: *,** and *** denote significant at10%, 5% and 1% levels respectively.

TOBIN’S Q is market value measure. ROA is return on assets and ROE is return on equity. FAMC is the percentage of family ownership. STATC is the percentage of state ownership. INSTITC is the
percentage of institutional ownership. BSIZE is the board size. FEMALE is the ratio of female to the total board directors. RELATIVE is the vatio of relative to the total board of divectors. IND is the ratio of
independent director to the total board of directors. CEOD a dummy variable that takes the value of one if the CEO also serve as Chairman of the board and Zero otherwise. BMEET is the number board
of meetings per year. ROYAL is the ratio of royal family member to the total board of divectors. GOV is the ratio of government official to the total divectors. AUDITSIZE is the number of directors on the
audit committee. AUDITIND is the ratio of independent divector in audit committee. AUDITMEET is the number of audit committee meeting per year. AUDITEX is the ratio of member with financial or
accounting expertise to the total divector. BIG4 is a dummy variable that takes the value of one if the company is audited by one of the BIG4 and zero otherwise. LEVEVERGE is calculated as total liabilities
divided by total assets. LN_SIZE is the natuval logarithm of the total assets. GROWTH is change in net sales divided by total assets.

Table 3.
Correlation Martrix-CG and firm performance and firm value-GCC countries.
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Expected sign LN_TOBIN’SQ LN_ROA LN_ROE

_CONS -0.126 0.002 0.073

-342 -0.22 -0.35
INDEPENDENCE + —-0.032 -0.001 0
FACTOR —0.07 0 0
FAMILY FACTOR + -0.04 -0.001 0.007

-0.13 -0.01 -0.01
BOARD FACTOR + -0.059 0.001 0.001

-0.04 0 0
GOVERNMENT FACTOR — 0.029 0 —0.005

—-0.09 0 —-0.01
EFFECTIVENESS + -0.041 0.001 0.004
FACTOR —0.06 0 0
EXPERTISE + —-0.022 0.006™* 0.007*
FACTOR —0.08 0 0
BOARD COMPOSITION — —0.049 —0.002 —-0.001
FACTOR —0.04 0 0
LN_GROWTH + —-0.052 0.013 0.002

-0.27 —-0.02 -0.04
LN_LEVERAGE — —0.098 —0.057 0.035

-0.76 —-0.05 -0.07
LN_SIZE + 0.029 0.013 0.014

-0.26 -0.02 -0.03
L.LN_TOBINQ —-0.028

-0.03
L.LN_ROA —0.164**

—0.08
L.LN_ROE —0.046
-01

YEAR DUMMY Yes Yes Yes
INDUSTRY Yes Yes Yes
DUMMY
COUNTRY Yes Yes Yes
DUMMY
N 408 408 408

Notes: *,** and *** denote significant at10%, 5% and 1% levels respectively.
LN_TOBIN’S Q is the natural logarithm of market value measure. LN_ROA, is the natural logarithm of return on
assets and LN_ROE is the natural logarithm of return on equity. INDEPENDENCE FACTOR includes independent
of the board of directors and independent of the audit committee. FAMILY FACTOR includes family ownership

and relatives. BOARD FACTOR includes of board size, board meeting, audit committee size and audit committee
meeting. GOVERNMENT FACTOR includes government ownership and government officials on the board.
EFFECTIVENESS FACTOR includes audit committee expertise and institutional ownership. EXPERTISE FACTOR
includes royal family members on the board and Big 4 audit committee. BOARD COMPOSITION FACTOR
includes CEO duality and female divectors on the board. LN_GROWTH is the natural logarithm of change in net
sales divided by total assets. LN_LEVEVERGE is the natural logarithm of total liabilities divided by total assets.
LN_SIZE is the natural logarithm of the total assets.

Table 4.
GMM regression-CG, firm performance and firm value- model 1-GCC countries.
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board increases firm performance as they may expand the company’s competitive
environment and therefore, benefit the companies through networking and their
privileges, leading to better performance. This supports the majority of politically
connected firms literature [42-47].

In relation to the Big-4, prior studies show a positive relationship between Big-4
and firm performance. This is particularly the case in weak investor protection
environments where firms which hire one of the Big-4 audit firms have a better
performance record [79-82]. This is because Big-4 audit firms are concerned with
their brand and reputation [83-85]. Another explanation is that royals may use their
influence or power to secure the expertise of Big 4 audit firms.

With respect to other factors, namely independence factor, family factor, board
factor, government factor, effectiveness factor, board composition factor and control
variables (growth, leverage, and firm size), My study fail to find any significance
between these variables, firm performance and firm value under GMM regression.

My study first conducted OLS regression and panel data regression. Under
the pool OLS regression of model 1, independence factor shows a negative and
significant relationship with firm performance while the board factor indicates a
negative and significant association with firm value. These results are contrary to
the study expectations and also with agency theory. Government factor shows a
positive relationship with firm performance and firm value. Expertise factor shows
a positive association with firm performance. With regard to control variable,
growth and leverage appear to have a significant association with firm performance
and firm value. Most of these significant factors disappear with the study’s control
for endogeneity problem.

7.3 Robustness test

To check the robustness of the results, the study conducts several additional
tests. First, the study runs regression models using a different measurement of firm
performance (Adj ROA) and firm value (Adj Tobin’s Q). The study runs the main
model again using some additional variables such as period, corruption and minor-
ity shareholders. These results remain unchanged with these variables but period,
corruption and minority shareholders are not statistically significant with firm
performance and firm value using the GMM regression approach.

8. Discussion

The study utilises the model that is based on PAC Some point can be highlighted:

The main observations are that the results in the model are inconclusive and
there needs to be further study in this area. The results reveal that royal family
members on the board and Big-4 have a positive influence on firm performance and
firm value. A possible explanation is that under PCA the variance of one variable
influences another variable. Thus, this observation indicates that the results from
PCA may not give a clear picture. However, if the expectation of the study does not
support the finding under the model, the study may tell a more interesting story.
According to model, CG factor has a similar impact on long term and short term
firm performance. In addition, royal family influence Big4 audit firms to use their
expertise to enhance firm performance and firm value.

The independence factor does not have a significant relationship with firm
performance and firm value, thus, policymakers should strengthen the role of
independent directors through the improvement and restriction of requirements
and procedures of nominating independent directors on the board. Independent
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directors are some of the most important directors on the board as they can be more
accountable than an executive [86, 87] due to their independent judgement of board
decisions [88, 89].

9. Conclusion

This chapter present the results and evidence of the effect of CG on a firm’s
performance and firm value in GCC countries. A critical glance at the literature
review of GCC countries, firm performance and firm value shows that the literature
does not adequately consider the uniqueness of an institutional setting such as the
presence of royal family members and government officials’ members on the board.
Additionally, noticeable features are not accounted for in the previous literature,
such as a large involvement of relatives and the presence of a female on the board
of directors. It is important to understand whether these variables matter or not
in this region as this then influences the firm’s performance and firm value. Thus,
this study focuses on the effect of internal CG of the firm’s performance and firm
value in five GCC countries. The final sample consists of 220 firms (1,096 firm-
year observations) for the fiscal year 2009 to 2013. The main observations are that
the results of both models are inconclusive and warranting further investigation.
However, if the study looks at the support of findings under these two models, the
study may still tell an interesting story. Thus, some corporate governance variables
have a different effect on firm performance and firm value. Finally, the study offers
some recommendations to policymakers with regard to independent directors from
the analysis from the model.
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