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Research Objective

This study has chosen to focus on fulfilling and improving the understanding of the 
effects of corporate governance on equity returns in Thailand.



Executive Summary

This study utilizes the Corporate Governance Report from the Thai Institute of Directors
to examine the risks and long-term returns of Corporate Governance Score portfolios that
consist of firms listed on the Stock Exchange of Thailand from 2006 to 2011, a period
when Thailand began to score the practices of corporate governance among firms. It was
found that a strong Corporate Governance Score portfolio is not exposed to market
anomaly risks such as size, value, or momentum risks. In contrast, these risks factors
significantly affect the weak Corporate Governance Score portfolios. Moreover, strong
corporate governance portfolios were obviously found to be well-protected investments
against an adverse market climate.
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Introduction
Presently, even though corporate governance has become a more common practice among 
Asian firms, the benefits to firm performance are still unclear. 

“Poor” Governance
 Minority of outside directors
Outside directors have financial ties with 
management
 Directors own little or no stock
 Directors compensated only with cash
 No formal director evaluation process
 Very unresponsive to investor requests for 
information on governance issues

Source: McKinsey & Co. (2002)

“Good” Governance
 Majority of outside directors
Outside directors are independent; no ties to 
management
 Directors have significant stock
 Directors compensated with cash & stock
 Formal director evaluation is in place
 Very responsive to investor requests for 
information on governance issues
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While it is true that the concept of corporate governance has been practiced and defined 
among scholars and practitioners for decades, the extent to which obtaining strong 
governance practices by a firm, resulting in its higher equity price, has yet to reach a 
definitive conclusion. 

Introduction
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Nevertheless, it is too early to assume that this initial result can directly lead to any final 
conclusions on the effects of corporate governance on investment results, since the difference 
in returns might be affected by many factors, such as the differences in risk levels and other 
unexpected behaviors, apart from the differences in corporate governance. 

Until recently, there have been very few studies on the relationship between the 
performances of the SET’s listed firms and corporate governance, the main reason being the 
lack of available data. Hence, this research attempts to utilize the newly-created Corporate 
Governance Scores of the Thai Institute of Directors (IOD) and analyze them with controlled 
variables in order to shed further light on the issue of the effects of corporate governance. 

Introduction
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Literature Review
Market Level
Corporate Governance: a firm is operating under with other 
firms who are playing with different rules, such as listing 
requirement, insider dealing arrangement, disclosure and 
accounting rules, and protection of minority shareholder.

Firm Level
Corporate governance: the allocation of value-adding 
determinants among stakeholders that have relationship with 
the firms such as specific rules or practices within the firms 
that might be different from other firms within the same 
environment.
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With better corporate governance, 
market are more to develop and 
firms will get benefits such as lower 
cost of capital. Adequate level of 
corporate governance can reduce 
the risk during crisis period since it 
raise investors’ overall confidence.  
(e.g. Djankov, La Porta, Lopez-de-Silanes, & Shleifer, 2008)

Corporate governance practices 
create not only cost but also 

constraint  to the markets. No one 
knows what level of corporate 
governance is an optimal for 

particular market, increasing on 
corporate governance practices 

could increase processes and 
slowdown growth firms.

(e.g. Armour, Deakin, Sarkar, Siems, & Singh, 2009)

Literature Review
Many studies point out that corporate governance affects the market as 
whole. However, it is no ultimate solution. 
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The positive effects of corporate 
governance on firms create better 
access to financing, lowering the 
cost of capital, and improvement of 
valuation and performance, have 
been documented in many 
countries and using various 
methodologies. 
(e.g. Gompers, Ishii, & Metrick, 2003)

The addition benefits of practicing 
strong corporate governance can 

be nullified in the firms’ specific 
characteristics, such as capital 

structure and controlling structure. 
At present, not all the firms get 

benefits from practice high level of 
corporate governance.

(e.g. Bebchuk, Cohen, and Wang 2010) 

Literature Review
Many studies point out that corporate governance affects firms. Nevertheless, 
it is depends on firm’s characteristics. 
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Law and legal enforcement on the governance of firms are 
substantial for the development of markets, and economic 
growth. Without adequate quality of corporate governance, 
low investors’ confidence results in the declines of stock 
market valuation and higher probability for catastrophic events 
affecting the economy (e.g., La Porta et al., 1997; 1998; Ang, 
2008; Laeven & Majnoni, 2005 Rathinam & Raja, 2010 
Claessens & Yurtoglu, 2012; ackson & Roe, 2009, Erkens, 
Hung, & Matos, 2012).

Better creditors’ and shareholders’ rights are associated with 
more profound and more developed corporate governance 
practices . Therefore, The reduction on the cost of debt and 
cost of equity are found in strong corporate governance 
environment (e.g. Djankov et al., 2008; Chen, Chen, & John 
Wei, 2011; Chen, Chen, & Wei, 2009; Hellmann, Murdock, & 
Stiglitz, 2000; Djankov et al., 2008; S. Claessens & Laeven, 
2003). 

Literature Review
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Firm Level

Vital 
Improvem

ent

Sharehold
ers’ 

benefits

Corporate governance is associated with equity performance. 
Shareholders of strong corporate governance firms enjoy 
abnormal returns than those who hold weak governance 
firms. Weak corporate governance contributes to the 
increasing of volatility (e.g., Bebchuk & Cohen, 2005; 
Gompers, Ishii, & Metrick, 2003; Bebchuk, Cohen, & Ferrell, 
2009; Brockman & Chung, 2003; Attig, Fong, Gadhoum, & 
Lang, 2006; Mitton, 2002).

The positive effects of corporate governance on firms, better 
access to financing, lowering the cost of capital, and 
improvement of valuation and performance. Corporate 
governance regime is a market determinant factor for mergers 
and acquisitions (e.g., Wurgler, 2000; Anderson, Mansi, & 
Reeb, 2004; Chen et al., 2011; Starks & Wei, 2004; Bris & 
Cabolis, 2008; Ferreira, Massa, & Matos, 2010).

Literature Review
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Data
The corporate governance measure in this study is the IOD’s Corporate Governance Score 
since the usages of this secondary-data type of corporate governance were inspired by 
many studies (Core et al., 2006; Gompers et al., 2003). This score compares almost all 
listed firms with the criteria established in the principles of corporate governance. 

The corporate governance 
measurements

Corporate Governance Score

“Good” Governance
 Majority of outside directors
Outside directors are independent; no ties to 
management
 Directors have significant stock
 Directors compensated with cash & stock
 Formal director evaluation is in place
 Very responsive to investor requests for 
information on governance issues
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Corporate Governance Score 
Although the corporate governance grades can be divided into five groups, the IOD only 
provides information of the firms that receive higher grades than “Fair.” Hence, the public 
information that investors could obtain each year is only for the top three corporate 
governance groups. 

Score range Symbol Description

below 50 - N/A

50-59 Pass

60-69 Fair

70-79 Good

80-89 Very Good

90-100 Excellent
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It shows that firms in each Corporate Governance Score group exhibited different characteristics. The firms with a score of 
Excellent Corporate Governance, with their higher average MKCAP (99,015 million Baht), were significantly larger than the 
average size of the firms in this study. The Good Corporate Governance Score firms exhibited the characteristic of a higher 
BOOK (1.18) but not significantly higher than the market’s average. However, they generated a significantly lower ROA 
(7.44%). These characteristics were similarly exhibited by the Poor Corporate Governance firms.

Corporate Governance Score 
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Methodology
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Methodology
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Panel C ALPHA RMRF SMB HML UMD

EXCELLENT 0.0007 0.8527 *** -0.0119 0.0538 0.0275

VERY GOOD 0.0011 * 0.7404 *** 0.0845 0.2193 *** -0.1132 ***

GOOD 0.0008 0.6479 *** 0.4161 *** 0.3037 *** -0.0461

POOR -0.0004 0.7738 *** 0.6559 *** 0.3346 *** -0.1893 ***

In sum, this section exhibits different aspects of the risk-returns criteria. Although the results do not consistently 
support any strict patterns of risk or return behaviors in any portfolios, they display the trend that if a firm is 
stronger in corporate governance it does not necessary mean that its risk exposure to the market is lower. 
However, strong governance helps to reduce other risk exposures such as size, value, and momentum. 
Secondly, while weak corporate governance firms were not found to generate extra returns in excess of their 
degree of risk taking, the firms with strong corporate governance practices seemed to perform better than they 
should have. 

Analysis of Corporate Governance and Equity Returns
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This study further displays the evidence of market risk factor for different corporate governance portfolios as 
time changed over the period of the crisis by utilizing a rolling time-series regression for Corporate Governance 
Score portfolios. 
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The beta coefficient is ranged between 0.65 and 1.20 during 2007 to
2011. This sensitivity is moving in the range of 0.77 and 0.86 during crisis
the period, 15 September 2008 to 15 April 2009.

Corporate Governance during the Crisis Period
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For Very Good Corporate Governance Portfolios, the beta move from
average of 0.65 in 2007 to 2010 to the peak of 0.80 during the crisis
period, 15 September 2008 to 15 April 2009.
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For Good Corporate Governance Portfolios, the beta move
from average of 0.45 in 2007 to 2010 to the peak of 0.62
during the crisis period, 15 September 2008 to 15 April 2009.

Corporate Governance during the Crisis Period
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For Poor Corporate Governance Portfolios, the beta
move from average of 0.45 in 2007 to 2010 to the peak
of 0.82 during the crisis period, 15 September 2008 to
15 April 2009.l

Corporate Governance during the Crisis Period
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Corporate Governance during the Crisis Period

23



Panel C ALPHA

EXCELLENT 0.0005 -0.1610 *** -0.1010 0.0347 -0.1656 **

VERYGOOD 0.0009 0.0443 -0.0447 0.0379 -0.1047

GOOD 0.0005 0.1221 -0.0397 -0.1157 -0.1413

POOR -0.0007 *** 0.3800 *** 0.1025 *** -0.0446 *** -0.0206 ***

In sum, this section shows that the risks and returns of the corporate governance portfolios 
mostly changed during the crisis period. Although the returns of the strong corporate 
governance firms were not much affected by the crisis, while weak corporate governance 
firms were facing negative abnormal returns, the risk sensitivities of the strong corporate 
governance firms seemed to decrease while the risk sensitivities of the weak corporate 
governance firms increased when the crisis came.

Corporate Governance during the Crisis Period
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The comparison of the crisis coefficient from each Corporate Governance Score portfolio was the result 
focused on in this sector.

Corporate Governance during the Crisis Period
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Panel C ALPHA RMRF SMB HML UMD

HEDGE 0.0003 0.0855 -0.6780 *** -0.2973 *** 0.2197 *** 0.0081 **

EXCELLENT 0.0008 0.8526 *** -0.0117 0.0541 0.0275 -0.0002

VERYGOOD 0.0015 ** 0.7376 *** 0.0892 0.2268 *** -0.1144 *** -0.0036 *

GOOD 0.0015 ** 0.6423 *** 0.4254 *** 0.3186 *** -0.0487 -0.0071 ***

POOR 0.0004 0.7672 *** 0.6667 *** 0.3518 *** -0.1923 *** -0.0082 ***

The result suggests that the corporate governance level of a firm can be a factor in
determining the effect that a firm may have received from the crisis. It was found that the
strong corporate governance firms received less or no effect from the crisis, but the firms
with weak corporate governance were negatively affected by the crisis at a higher
magnitude.

Corporate Governance during the Crisis Period
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At present, fuelled by the 2008 global economic crisis and various subsequent wrongdoings 
that have been recently uncovered, corporate governance is arguably the issue du jour that 
rational investors take heed of when considering a sound investment. 

The main contribution of this study is on the differences between the strong and the weak 
corporate governance firms in terms of risks and return. major results in this study revealed 
different aspects for the risk criteria. Having strong governance is not an automatic criterion 
for having lower risk exposure to the market.  However, corporate governance did reduce 
other types of risks such as size, value, and momentum risks. Regarding the returns, 
investing in Excellent corporate Governance Score firms and selling short of Poor Corporate 
Governance firms seemed to be a significantly good investment since investors could get an 
abnormal return of around 9.80% per year. 

Concluding Remarks
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Concluding Remarks
The study investigated the effects of corporate governance during the crisis period. It 
reasserts the idea that strong corporate governance not only generates abnormal return 
but also weak corporate governance firms perform worse when the market is facing a 
crisis. 

Practitioners, for example, can gain a direct benefit from the information provided by this 
study. Since the risks and returns of the firms with different corporate governance are not 
identical, an investor should also emphatically take note of a firm’s corporate governance 
structure when he or she analyzes its stock. 

For academics and scholars, up to this point, the relationship between corporate 
governance and the effects on a firm’s performance still offers plenty of future 
opportunities for further investigation.
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