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ABSTRACT

The mechanism of governing corporate affairs in line with strategic goal of shareholders’ value creation
(SVC) has been pivotal debate among academic and institutional scholars over last few decades. Most
of the studies in developing countries including Pakistan, have considered more conventional measures,
like firm financial performance to examine the impact of corporate governance (CG). Theoretically, firm
financial performance optimization has little role in maximizing SVC, that rarely streams to sharehold-
ers’ exchequer. Therefore, the study is unique in its nature that identifies market capitalization, the most
appropriate measure of value creation for shareholders over long run. The authors gathered panel and
longitudinal data pertaining to PSX-100 listed firm over the period of 10 years ranging from 2006-15,
which is analyzed using multivariate regression. Hausman and Likelihood tests guide the process of
appropriate econometrics model selection. Empirical findings reveal that CG dimensions such as audit
committee independence (ACI), managerial ownership (MO) and ownership concentration (OC) have
positive impact on SVC, except board size (BS) and board independence (BI). The study offers valu-
able policy recommendations to make CG practices more effective, however, application of the model
proposition at macro and micro level can be a substantial extension to literature incorporating some
controlling dimensions.
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INTRODUCTION

Corporate governance (CG) indicates the ways and methods used by firms to attain their desired objec-
tives, missions and visions with regard to all the stakeholders both internal and external, whereas, share-
holders’ wealth maximization is considered as the prime objective of governance. In corporate finance
literature, the area of CG has been focused since long time and wide range of studies are undertaken in
developed countries. The discussion started in early 1930s since the separation of ownership and control
theory was postulated (Berle and Means, 1932). Moreover, the collapses of some big corporations like
Enron followed by massive regulations made it a very popular debate for empirical research in both
developed and developing countries. The Securities and exchange Commission of Pakistan (SECP) has
issued “Code of CG” in 2002. The promulgation of the code of CG has made it very popular area for
empirical research in Pakistan.

However, mainly the research in CG in context of Pakistan aimed at studying the relationship be-
tween different variables representing CG and various conventional measures of financial performance
i.e. return on assets (ROA), return on equity (ROE), profit margin (PM) and earning per share (EPS).
Yasser, Entebang and Mansor (2015) argue that BS, BI and ACI significantly and positively influence
the ROE and PM of 30 listed firms with PSX, although this is relatively recent study on CG and firm
performance in context of Pakistan, but data used for analysis is pertaining to subprime crises of 2008.
Theoretically, firm financial performance optimization has little role in maximizing SVC, that rarely
streams to shareholders’ exchequer, therefore, the study is unique in its nature that identifies market
capitalization, the most appropriate measure of value creation for shareholders over long run. As this
area is unnoticed so far, thus current study is a valuable contribution in corporate finance literature.

The aim of this study is to test empirically and provide fresh evidence regarding the impact of CG;
board size (BS), board independence (BI), audit committee independence (ACI), managerial ownership
(MO) and ownership concentration (OC) on SVC from non-financial sector of Pakistan. Moreover, the
study is intended to suggest best CG practices to the stakeholders those would enhance the SVC and to
enrich the literature with comprehensive findings of the study.

To translate stated objective, data for CG and SHV proxies is soured from secondary sources such as
audited annual reports of respective firms and statistical division of State Bank of Pakistan. Hausman
test suggests that fixed effect econometric model is the appropriate choice according to data properties,
which are further tested for stationarity and multicollinearity. We find the series stationery at level, using
Levin, IM-Pesaran and ADF-Fisher panel unit root; however, correlation matrix and VIF propose that
multicollinearity is at tolerance level. Our empirical findings reveal that CG dimensions such as ACI,
MO and OC have positive impact on SVC, except BS and BI that are negatively associated.

Rest of the sections of study consists of relevant literature review, research methodology, discussion
of results, conclusion and policy recommendations respectively.

LITERATURE REVIEW

This section of the study contains, comprehensive review of literature regarding importance of corporate
governance, CG measurement, measurement of financial performance, and various elements of CG (BS,
BI, ACI, MO and OC) that provides theoretical basis to this study.

345



13 more pages are available in the full version of this document, which may
be purchased using the "Add to Cart" button on the publisher's webpage:
www.igi-global.com/chapter/role-of-corporate-governance-in-shareholders-

value-creation/192487

Related Content

Leadership Learning through Virtual Play
Geraldine Torrisi-Steele (2017). Encyclopedia of Strategic Leadership and Management (pp. 361-370).
www.irma-international.org/chapter/leadership-learning-through-virtual-play/173534

Processed Food Trade of Greece with EU and Non-EU Countries: An Empirical Analysis
Pascal L. Ghazalian (2016). International Journal of Food and Beverage Manufacturing and Business
Models (pp. 15-30).
www.irma-international.org/article/processed-food-trade-of-greece-with-eu-and-non-eu-countries/163273

Leveraging Women on Boards in Asia: Insights From Thailand
Narupon Duangwises (2021). Transforming Corporate Governance and Developing Models for Board
Effectiveness (pp. 238-252).

www.irma-international.org/chapter/leveraging-women-on-boards-in-asia/266729

Cultural Indoctrination and Management Education Curriculum
Bryan Christiansen (2019). International Journal of Applied Management Theory and Research (pp. 1-15).

www.irma-international.org/article/cultural-indoctrination-and-management-education-curriculum/227053

Collaborative Management of Conflict Resolution in Urban Residents Fights: Palmeriam and
Berland

Soni Akhmad Nulhagim (2021). International Journal of Applied Management Theory and Research (pp.
14-31).
www.irma-international.org/article/collaborative-management-of-conflict-resolution-in-urban-residents-fights/268897



http://www.igi-global.com/chapter/role-of-corporate-governance-in-shareholders-value-creation/192487
http://www.igi-global.com/chapter/role-of-corporate-governance-in-shareholders-value-creation/192487
http://www.irma-international.org/chapter/leadership-learning-through-virtual-play/173534
http://www.irma-international.org/article/processed-food-trade-of-greece-with-eu-and-non-eu-countries/163273
http://www.irma-international.org/chapter/leveraging-women-on-boards-in-asia/266729
http://www.irma-international.org/article/cultural-indoctrination-and-management-education-curriculum/227053
http://www.irma-international.org/article/collaborative-management-of-conflict-resolution-in-urban-residents-fights/268897

