CHAPTER 4

RESEARCH METHODOLOGY s j

4.1 Introduction

This chapter presents and discusses the methodology useesin,this thesis, and the
data analysis exploited to provide answers for the researc ons 'set and outlined
previously. Section 4.2 discusses a positivist approach, Section resenﬁ.the
research paradigm. Section 4.4 considers and ev e research thl)dnf?;y and
research design to achieve the study's objecti hUNK n thé\q‘gz;ntltatlve

methods mainly through regression and Stw data‘aath r fro@/eral different

sources. Section 4.5 introduces the re
data collection. Section 4.6 incl
dependent and independen\‘%
performance measure van?ﬁ.a
")

presented at the end.

4.2 Positivist A& Q

The po dfis a |ed when a research study aims to generate
unlversal spe?f oaal eh ur In this view, a positivist approach suggests
that S enomena can be\reg~ arched similar to natural phenomena; in other

|t assumes social re\aity such as attributes, beliefs, satisfactions, and
aV|ours can be subjected to a traditional scientific study by independent observers
t could be investigated empirically. Positivist research frequently uses quantitative

and statistical
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analyses for analysing and interpreting their subject matter. It is widely used and
defined as an approach of the natural sciences; people assume that this approacw
most scientific (Neuman, 2006). Neuman (2006) argued that "resear@refer
precise quantitative data and often use experiments, surveys, and stati hey seek
rigorous, exact measures and objective research and they test hypot&e?by carefully
analysing numbers from the measures”. Additionally, Sarantakos (2988) defined this
approach from the perspective of the purpose of social res Y:I

rol for studying

social events and learning about them and their interconnegtions $o Wral causal

@

educational philosophies because %ed I ies depend mainly on

human sources or must baév

experimentation and verifi n to’be r i
As for its consi h the Islami ive, such consistency is only in
P 4 <Q
form, mainly in ;@wls u@w inci (.gontradiction is found in the values'
sources and obﬂ . 1sl i valut:&ﬂﬁth Shariah (Islamic legislation) as the
¢

!
primary so c% improvement, {nd(_t(ﬁg is not left to humans to think about and
e h

NN
verify b% indsf” The P a neegssary need to differentiate between values in the
Islamic “perspectives and W@ﬁ communities' dominant values concerning their
S Sband objectives, even if these values are admired (Khzali, 2010).

Q The positivism approach does not align with Islam. There are two main points of
p

position. Logical positivism rejects the unseen, while Islam requires faith in the

unseen. Logical Positivism rejects morality as unscientific, while morality is a central
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part of Islamic teachings. This contradiction means that a methodology for Islamic
economics must be radically different from that currently used in conv I
economic theory. Some essential elements of an alternative methodology ar ched
(Zaman, 2013). A
Therefore, the positivist approach was adopted in the research asit assumes that
large amounts of comparable data can be objectively collected, analyzed and reported.
As previously mentioned, the aim is to compare the emp dYu?din s derived from
the study with the theoretical premises reviewed in the ture erWsover, the
positivist approach underpins a theoretical focus fo researcher il'e @eing
capable of controlling the research process. g to (L@ﬁ a high

vel o@mvalization of
ugh@%rgues that using

level of theorization about the subject of re!gu nd

methods characterizes positivist reseN@\/ertheless,

positivist research is explicitly unre% Thlm su _hed when positivism is
\

applied in the study of human‘%)ur e «com and intangible traits of

re o
human nature and the intangibl uz’i-lt cial h%'omena might contradict the

regularity and syster%e ective :{h tural world. Laughlin stated,

"Parsimonious aswns zj;:} and th (f.beory s ability to provide meaningful
predictions of ssess(f-%/ theorys utility" . For example, Capital

Market The es u realls aS'sucj?ons about the completeness of markets, full
mform zerg'tran |ons s but provides predictions about behaviour that

fite irical observatlonswelQ3

§esearch Paradigm

There are three main epistemological, methodological assumptions: positivism,

interpretivism, and realism approaches. For this study, the first approach was used to
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study the relationship between CG effectiveness and Malaysia's firm performance.
This research follows a quantitative method. This method was utilized becauvt
previous studies in developing countries have examined the relationship (e%x CG

effectiveness and firm performance and using quantitative data. ingly, the

research adopts the positivist epistemology. ?

4.4 Research Methodology Y*
After developing the hypotheses and clarifyl@dy' 'r amework, this
p

section explains the sample selection, data collection procedure,and suFerﬂqwt of

variables, amongst others. Secondary data u descrlb der oprlate

headings in this chapter. Y' T
Researchers have employed tw \va I pproaches worldwide:
quantitative and qualitative researchﬂ (Ad@
approach provides a descriptive a u oach @ﬂormation gathering to
provide an understanding of t ‘%men’h%J 2q0&$dams et al. (2007) argued
col |on ods and analysis that are non-

that the qualitative method WS da

I
quantitative, aim to explore mal&lﬂt' ad‘d(@;crlbe reality as experienced by the
respondents. On '&M ha@s et a@OO?) Hussey and Hussey (2009), and

Bryman and mm 7) pol tE'alt

statistical and @:o}ie mzr&dotent forms of measurement, reliability and

_{@) The qualitative

ntitative approach uses different types of

%/

'
antrtatl\lQ'approaches refer to the research based on the

abilityat eralize.
m %glcal principles of pbc;‘{lwsm and neopositivism and adhere to the standards

%\ck research design developed before the actual research (Adam et al., 2007).

O)reover, Berg (2004) argued that the quantitative method could deal with more

extended periods with a larger number of samples, thereby increasing the
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circularization capacity. Quantitative research design is used in this study. The
quantitative method of data collection was adopted because of the availability T
convenience, and the nature of the research design that required past and @nted
facts as a basis for performance evaluation. *

The justification for adopting a quantitative method in this study stems from
three plausible reasons — 1) the fact that existing theories m eMer to formulate
hypotheses that can be tested using statistical tools; 2) &:a,framework for
addressing the relationship among variables; and 3) is | forjdeah z‘iuse-and-
effect relationship.

Furthermore, this study uses the deducti

previous theoretical basis is recognized a

The experiential findings prove whether

accepted. To accomplish this objec@jhis stu \He?o t@nultiple regression as
N,

the primary tool of analysi%wichothe searc(hlscg‘ollowed the positivist

understanding of the conduqoxeﬂi ogical prc@s that is “unaffected by the
individual perceptual %r S

appropriate metho analysif :?‘:\I e reég.}(} problem involves a single metric
variable presuw e re

multiple re %anal i bvsv%
multiplefregression miodel i

resejﬁs have used to ex@é the relationship between CG effectiveness and

f X(erformance (Ranti, 2011; Al-Sahafi, 2015; Dinga et al., 2009).

(Ardalan, 012y Hair et al. (2009) stated that “the

WO ((!ﬁfore independent variables”. Therefore,
o
ecj the primary tool of analysis in this study. A

most common analysis methods that previous

%

4.5% Research Design

This study uses a descriptive and causal type of research design in fulfilling the

objective, that is, an empirical examination of the relationship between CG and the
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financial performance of Malaysian Takaful firms from 2010 to 2019. The design is
used to test the relationship between board directors’ effectiveness awﬂt
effectiveness on financial performance and SCQ as a moderator variable @sian
Takaful companies. The data collection is derived through seco ata from
published annual reports of Malaysian Takaful companies’ Websmm 2010 to

2019. \,
4.5.1 Sampling and Data Collection z '
P,

Sekaran and Bougie (2013) said that the populatiofiyis’ thejen events,

@

or things of interest that the researcher desires @tigate, an elsa is a
subset of the population” Y 4 \,‘T

4.5.2 Sample % Q\ &

This study used panel data gather%m license ayELa akaful companies

in Bank Negara Malaysia froEOB tonz%ys g @é}el data for the eight

9 Q
consecutive years, where the\ compan rve ﬁﬁhe panel over eight years,
N

gives an advantage to eaWthe {vang l
2017)

2001). From 2010 and Malaysia a‘ﬁ&i@mpanies started to increase, before

@D

t&. points in time (Cavana et al.,

2009 just 6 Ma ia\nfa I co panie% s established, it is small sample to
N

measure the EMan , a hi 'IFkafq].)(ﬁfarket developed during this period, and

financial r%are available. This period encompasses many important events such
’
s the W 6ree

a n debt crisis, k{government-debt crisis 2015-2016, Chinese stock
m% ulence, Turkish Cl}cr?ncy and debt crisis 2018, and the 1IMBD crisis. and

%ised the MCCG in 2012 and 2017. Starting 30 June 2018, 4 companies, namely

Oqa Takaful, Syarikat Takaful Malaysia, Takaful Ikhlas and Zurich Takaful have

separated the Family and General Takaful and have different board members as well
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as different financial statements. Because the population Takaful companies are small,
the period of observations must be expanded to evaluate the impact of CG
performance. cq\

In this study, the sample comprised eleven firms from th lation of
Malaysian Takaful companies licensed in BNM, Just Syarikat aful Malaysia

Berhad Listed in Bursa Malaysia. V

Table 4.1: Population of the Stu z '
it
Description NW
,Co es® o~

Total number of overall license Malaysian Takaful Compani€s,in BNM '1 g}‘
as in 2017 _\

a T
Eliminated companies 0

Final Population N\ \XT1

Total company-year observations for 2010 to ZGN 2 Q\ & 88

4.5.3 Data Collection Cf)
As mentioned earlier, thi;%f 113 research approach. The
data were derived from se n%dati

the firms' annual rep% y are used fto Ees@we relationship between BOD’s
4 2

effectiveness and AG,on coritﬁq rmaﬁjvvohilst moderated by SCQ. The data

a were hand-collected from

i

s of i&&{aysian Takaful companies. This study

1 O
¢
CcoVers eig@onsi ing ofi2010, E(.)zl , 2012, 2013, 2014, 2015, 2016, and 2017.
Y
The variables includesthree p@‘brmance measures (ROA, ROE, and EPS), one
L 9
mo@ variable SCQ with}i’x board structures variables, namely, board size,
N

irector’s independence, executive member, Muslim directors, meeting

are extracted fmém ann

freéquency and gender diversity were all examined. Four variables representing AC
ere used, including AC Chairman specialization, AC size, and AC independence and

meeting frequency. Finally, three control variables, including firm size, firm age, and
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leverage ratio, were all used. Robbins (2009) listed the advantages and disadvantages

of using secondary data, as follows:

4.5.4 Advantages of secondary data 3 )

According to Ramadan (2009) and Gujarati (2009), there are v@r of
advantages for using panel data as follow.

1. Large representation samples well beyond the r ou?%f the individual
researchers are available; '

2. Useful for examining longitudinal data and |00kl for trend .\d‘ N\

3. Supporting documentation and explanation ethodolo j)lm%'};?ategy,
and data codes are given; R g

4. The researcher can concentrate on da@ﬁs a Q}nt etation; E
5. Considerable cost, time and hummm S |ng e _d@mve already been

collected, E 0 0)
6. Secondary data can be us unobtrusiy: etrﬁé% supplement direct survey
research and to corrgborate the f|n ngs. %
N

4 ¢ &
455 Dlsadvantag econ(ia (J

However,dn spite of t ntag re are some limitations that need to be
addressed and“ac unte for { d@?}l?g with panel data (Baltagi & Giles, 1998;

HS|ao b)

1. ay not be compatlb@requwed by the research;
% information may not cover all of the subject or group in the research;
6 he possibility of depth limitation or an oddity in a time series and that the data
may not be available to allow investigation of reasons or consequence;

4. Gaps of information; and
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5. The possibility of the inconsistency of time series.

4.5.6 Unit of Analysis \z

The unit of analysis employed was Malaysian Takaful companiea.

4.5.7 Method of Data Analysis Q
Descriptive statistics and a multivariate approach quewyed to achieve

the objective of the current study. Several software packa r sed'to complete the
empirical analysis of this study for each group separ . Th S”S&#ATA and
L ]
| | | Ny
Eviews are among the user-friendly and most wide d softwar dlar;{ey table

for cross-sectional studies. Stata and Eviews a?w ticﬂxpﬁc tha@{ be used
I

for cross-sectional, time series, economicsw el data reSearch. @oﬁer several

an 4%ening operations
©

tests that are not available in other p ms./Data cleant

were conducted before hypotheses @y When %ﬂa

worksheets, incomplete and missi a were ex

45.8 Descriptive Analysi
" éay X N

In academic resear onc\ﬁ, rlﬁg)@ performance statistics have been
widely used (Vaf@!&); ullah/2004; @r & Laing 2000; Lam & Lee 2012). A

@been entered into the
N

E——

N
descriptive ap@swa used i ?lilliqéeﬁe first objective of the study. It is used to

describe s@fuatio or attripute providing measures of an event or activity
$iabior T

(Hair : a 10). This ppr‘Gac,h\,W’c’ls used to examine the extent of CG on the going
co@ valuation in Mala c?am Takaful Companies. The descriptive analysis

d the mean, the minimum, the maximum, and the standard deviation for each

Oependent and dependent variable.
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45.9 Multivariate Analysis

In this study, regression and correlation analysis were used. Based
literature, regression analysis is a suitable technique use in examining the@ship
among the CG mechanisms as independent variables, financial per ce as the
dependent variable, and SCQ as a moderating variable. Multiple Lin€ar Regressions
(MLR) was used to test the proposed model using the STATA analysis program. This
was to test the indirect effect between variables through t AX;o' by multiplying

the regression coefficients called Seemingly Unrelated ession (

@ \Y-
| S
4.6 Operational Definitions and Measurement ariables X

Y- Y
This study consists of four categories “of va \es.\depe et variables,
independent variables, moderating v@ co
these four categories requires a partigular meas n AW
5 &
6 e,
4.6.1 Financial Performance -

N

&
Previous empirical sYﬂwave sed bo mg&l-based and accounting-based
methods to examine%r lationghip pet

&
performance in n&M‘erenq co , but {&/results have been inconclusive. In a
&
meta-analytical iew, Dal (1 found no agreed-upon view to decide
ytical Yeyiew, paf (1998) greed-up
tha be+eligd u

| s } .
twee G practices and companies’

coul p.(@j')

which bestq
Tw nt stubl oot rket-based measures represented by Earning Per

Sh and accounting-ba@ measures represented by Return on Assets (ROA)

‘@Jrn on Equity (ROE). They were used as independent variables (Table 4.2).
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Table 4.2: Summary of the Measurements of the Dependent Variables

Variables

Proxy for measurement

Study/References

Return on Assets

Return on Equity

EPS

Net income divided by book value of
total assets

Net income divided by sharcholders’
equity

Net income divided by the
outstanding common shares.

Alzharani et al., 1; erson

and Reeb, 20083; at and
Bolton, 2008.

Alzharaniet al., 2011; Anderson
and Reeb, 2003; Arslan et al.,
2010; Maury, 2006.

4.6.2 Corporate Governance Effectiveness
In this study, CG mechanisms are highli

influence financial performance. This study has S

See Table 4.3.

N3

Filat 2005; Mashayekhi &
zazby 2008, Marn & Romuald,
; ulsainad et al., 2018.
.'\d

s the signifi

ghted a
S A
al CG \J/;;\ri ble (BO%@ d AC).

N
{

Table 4.3: Summary of the M% ts of the

t'faEtQ{Y'that

5
pen@tQ‘Variables

Variable Proxy for measurement iery (’!‘heory Study/References
iongs,
Board size The total number of direct BODof a a %") Agency Bhagat & Black,
firm <(/ Theory 2002; Bonn, 2004;
\ ~ Coles et al., 2008;
¥ N Stakeholders  Ismail et al., 2009
Yv bj : § Theory
L , P o Resource
\" Cj/ Dependency
Q l ; % Theory
Board The praportion¥of in on-eféﬂ/e Agency Hayes, Mehran &
independence directors al beard,me ers| C—) Theory Schaefer, 2004;
% Klein, 1998 &
(_} Stewardship  Habbash, 2010
% é\ Theory
4
my variabl€ equll to “1%if any of BOD Agency Kusnadi, 2011;

Executive
Membershi ember has an executi e@sﬂion, and “0” if
herwise B

S
S

recto

The proportion of Muslim directors to total
board members
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Theory Amran, 2010; Lee
et al. 2004; Wong
Stewardship & Yek, 1991 Abur,

Theory 2007

Agency Qasem &

Theory Abdullatif, 2014;
Ibrahim &

Stakeholders Hanefah, 2016 and

Theory Garcai-Sanchez et

Resource al. 2017



Variable Proxy for measurement Coefficient ~ Theory Study/References
Predictions
Dependency T
Theory
Meeting Total number of BOD meetings over the year + Agency %\amdi, 2012;
Frequency Theory amanou &
Vafeas, 2005;
Stewardship “Vafeas, 1999
Theo
Gender The proportion of woman directors on the + cy, Qasem &
Diversity board to the total number of BOD members Theo Abdullatif, 2014;
Ibrahim &
sour Hanefah, 2016;
ependTncy Garcai-Sanchez et
Theo\dal., 2017
Chairman A dummy variable equal to “1” if the AC ency R mh &
Specialization  chairman has an accounting qualification and eor ' @zana, 2006

+
“0” if otherwise

' 4

AC Size The total number of directors on the AC of + \r ency "V Baxter, 2007);
firm heory Carcello & Neal,
V W Stakeheftlers 2000, Cotter &
The Silvester, 2003;
Qj Klein, 2002
R rce
\Y &r.hgpendency
% heory
' >
“« Q-
AC The proportion of indepw irectors o i" Agency Baxter, 2007;
Independence.  the AC to the total number of'directors®on t N Theory Carcello & Neal,
AC > Stewardship ~ 2000; Cotter &
| 0. Theory Silvester, 2003;
Klein, 2002
4 ¢ &
Meeting The numbe Nmeetirps ring th (J + Agency Van der Zahn &
Frequency year & %% Theory Tower, 2004; Xie
2, Stewardship et al., 2003
'\ -\ '\ L. Q} Theory

4.6.3 Mo;%i%g v}rw Tlé:)

in\ﬂ?ﬁ study was the Shariah Committee Quality. The
(.)

(—)

erator vafiabl

AAQE 010) recommende(%tablishing an SC with at least three members, one of

‘% should have sufficient expertise in Islamic finance rather than jurisprudence. In

Oﬁtion, Farook et al., (2011) reported that SC members should have academic

qualifications. Verriest et al., (2013), and Rasli et al., (2020) indicated that aggregated
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indices would measure governance quality more accurately than single indicators. For

this reason, an SC-index was used as a proxy for the SC quality. The SW

contained six key board attributes, as illustrated in Table 4.4.

Table 4.4: Summary of the Measurements of the Moder

Variable Proxy for measurement Coefficient Theory Study/References
Predictions
Shariah Committee = Dummy variable equal to “1” ifany  + Reso Noordin et al.,
Expertise SC member had experience in the ce  2015; Ajili &
field of IFIs and “0” if otherwise Theory Bouri, 2018,
Ramly & Nordin.
eh dJrs 18); Neifar et
Theory ., 2020; Islam &
huiy. 019
Multi committee Dummy variable equal to “1” if any  + Noordin, et al.,
membership SC member has more than one SC ' @%i), Ajili &
directorship and “0” if otherwise %(l i (2018),
am & Bhuiyan,
Y' Y\.(/zom)
Qualification Dummy variable equal to “1” i N Q\ Ajili & Bouri
of the SC members holds a P (2018), Ramly &
“0” if otherwise \ Nordin., 2018;
Neifar et al.;
\ %;u:‘eholders 2020, Rasli et al.;
% ory 2020); Islam &
) D Bhuiyan. 2019
Shariah Committee = Dummy variable 17 if the 94 takeholders  Ajili & Bouri,
Size SC have less thﬂ mb%j A% Theory 2018, Neifar et
“0” if otherwise al., 2020; Rasli et
é\ Agency al., 2020; Islam &
( | 0 Theory Bhuiyan, 2019
Shariah Committee  Dumm equal to 17 if the 2 + Stakeholders  Neifar etal..,
Meeting Frequency  SC meet mo an fi eatings Cj/ Theory 2020; Rasli et al.,
an 2 if otherwise 2020; Islam &
\ Is % Agency Bhuiyan, 2019
<Q Theory
Stakeholders  Ramly & Nordin,
Theory 2018; Raslietal.,

Shariah Committee Wny variable Q17 i@ +
Gender Diversity ve female a 0 if C—)
L O

Agency
Theory

2020; Islam &
Bhuiyan, 2019

rwis
R
0 oderator varéble\"st quality: SCQ-index Total number of SC
: § >

req& ations respected by*ttie firm /6 ( Neifar et al., 2020, Rasli et al., 2020; Ayjili

§ri, 2018; Mathew et al., 2018).
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4.6.4 Control Variables

A set of control variables are included in the regressions to mcre?m
confidence of the results. (See Table 4.6). The control variables w@d to
investigate the performance. Different studies have used different variables
(Kassim et al., 2013; Black et al., 2006; Shin and Stulz, 2000; YermWQ% Morck
etal., 1988).

The study considered several control variable ZCOlfd affect firm

performance to measure the impact of the effectivenes the hoa rectors on
firm performance. The research depended on the li re and/the allaki{%hta in
selecting the control variables. Therefore, thi set flrﬁ |rm\¥' and the
leverage ratio as a control variable. 0\

Firm size: Numerous previous Nave used sse@ proxy for firm
size (e.g., Sanda et al., 2010; Aldan%al , 20125 gky usa, 2012; Kassim et

al., 2013; Kowalewski, 2012; 013 Marashdeh, 2014;

Kouki & Guizani, 2015: Y hal i

kurtosis, total assets \%a forme int I'(')és.\‘bm, in this study, firm size was
&
measured by a naw of to'a \ets é./
age “ndi

Firm Ag Fir ge the@ﬁber of years that a firm has been in

operation. F;{@ is easu

establis d d et }6) F\% age is a crucial factor in firm development

, to decrease skewness and

u'y @ umber of years from the time the firm is

(Ev 987). Moreover, B@I et al. (2007) proved that corporates go through

f% growth cycles, and their capital structures vary with their age (Berger &
I

Q 1998; Gregory et al., 2005). In the same regard, Evans (1987) observed that
Ider firms were generally more experienced and skilled, but less dynamic and less

flexible in adjusting to alterations or modifications in the business environment. With
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an increase in firm age, management gathers much more of an understanding of their

capabilities and skills over time (Evans, 1987; Atkinson & Storey, 2016).

Also, firm age increases the response to the aggregate needs an@\s of

monitoring and specialization by board members (Boone et al., 2007)™Figm age has

been associated with several decisions of firms (Berger & Udell, 1998; Gregory et al.,

S experience in

2005; Boone et al., 2007; Halling & Zechner, 2016). New compa are anticipated
to have smaller earnings than older companies because t ie Ie'

the market and are still building their market positions,*and generalty. h@ve a greater
'Y
costs structure (Ward and Mendoza 1996). ' _\‘-}
Leverage: This factor appears as a contr le_indh sur t of firm

006: @;gt & Bolton,
t aléi)l& Vo & Phan,

performance in many previous studies (e.g%Jav, &d?ba
2009; Desoky & Mousa, 2012; Sara %)12; Kass
2013; Marashdeh, 2014; Kouki &%ni, Zﬁr}%is U@ leverage equals the
ratio of total liabilities divided %assetg‘. §

Loh

ureme @Control Variables

Table 4. 5: Sum

Variable  Proxy for measureme

7
ts
oeffia@-‘ Theory Study/References

_4

dictions
Firm The book value of the tot G}V Agency (Haniff & Huduib, 2006;
Size assets l % Theory Kouki & Guizani, 2015).

Firm

Ratio

(_/ + Agency (Halling & Zechner,

Age The numbegof yearsfrom ime the & + Agency (Geroski, 1995; Halling &
firm was incorperated | (J Theory Zechner, 2016)

eory ; Hossain, .

N Th 2016; Hossain, 2009

Leverage The(@ atio
5 AVAE
AN i

4 \Qdependent Variables Effectiveness

The independent variables in this research consist of two main groups: board of

rector effectiveness, and audit committee effectiveness.
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4.7.1 Board of Director Effectiveness

In this study, board of director effectiveness was measured as an individw
a composite measure. The individual measurement of the board @ector
effectiveness was determined by identifying the effectiveness of *ndividual
characteristic and how the effectiveness of each individual characteW:an enhance
firm performance. These include board size, board i dMnce, executive
membership, Muslim directors board meetings, and G ’ﬁriity. As for the
composite measurement of the board of directors’ effe ness thWrement 1s

'Y
calculated by summing the value of the six-individua ctiveness i ohe‘@ and

determining how this score can be effective in g % anc@z~
&

4.7.1.1 Board Size N

Board size (BS) was measuredN otal numher of di@ors sitting on the

board who are not on the audit c%ttee. %‘( @\ previously used this
(.)

[
metric. To construct this m\ was coded “1” @he number of the board
c

members was higher than t

1an, and “0”~fotherwise.
(,; BN
4.7.1.2 Board Inde%de \" "C'}C/

as mei&ewed as the percentage of independent

O

&Fﬁ)are not on the audit committee divided by

Board Indepe ce

#
non-executiv%toriln the
total di%krior‘ot ie

, a

al. (20

!
afd
:u @mran and Che Ahmad (2009; 2010), Cicero et
d Zainal Abidin Q_(‘_gEZOOQ) used this metric. To construct this metric,

\

Nas coded “1” if the percentage of the BIND on the board was higher than the

6%16 median, and “0” if otherwise.

180



4.7.1.3 Executive Membership

Executive Membership (EM) was measured as a dummy variable equ{w’ if
any member of the BOD had an executive position in the firm, and “0” (‘7 ise.
Prior studies such as Anderson et al., (2004), Carney & Gadajlovic 03), and

Filatotchev et al., (2005) used this metric. To construct this metric, anas coded “1”

if the percentage of the EM on the board was higher than the median, and “0”
if otherwise. '
4.7.1.4 Muslim Directors \Y'
.S
Muslim Directors (MD) was measured as.the preportiof slim diféctors on

the board to the total number of BOD members. WPrio

and Abdul Rahman & Ali (2006) use\}%tric. To

uct5$metric, MD was

coded “1” if the percentage of th¢"MD on t \be(rgw dg.her than the sample
, N

median, and “0” if otherwise. ‘% @ )

9 Q—
S ¥ L
4.7.1.5 Board Meeting frew , .é\

N
Board meetings fre ncy% ad mheasured as the number of board of
directors’ meeti@ng tle year. Pr@studies such as Al-Ghamdi (2012),

N
Karamanou a@ﬁas 005) }l/a (1999) used this metric. To construct this
metric, BV\chode ‘17 if t nééfe'r of BMF during the year was higher than the
4
sampl i

, and “0”9f otﬁer%g.'

\C.)
4.§X3Iender Diversity

\ N
ies such&mos (2011)

Gender Diversity (GD) was measured as the proportion of Woman directors on
the board to the total number of BOD members. Prior studies such as Qasem and

Abdullatif (2014), lIbrahim and Hanefah (2016) and Garcai-Sanchez et al. (2017) used

181



this metric. To construct this metric, GD was coded “1” if the percentage of the GD on

the board was higher than the sample median, and “0” if otherwise.

4.7.1.7 Board of Directors’ Effectiveness Score 5 )

Board of directors’ effectiveness score (BDE SCORE) composite
measure that summed the value of the above-mentioned six dichﬁWus effectiveness

of the board to establish a measurement for each board-fi e!Rctiveness score. Each

score was either 1 or 0. The higher the score, the hig effectl ness of the board
O
of directors (Mathew et al., 2018). )
| S

The six binary scores of effectiveness |nclu in thefco posite m?ﬂsurement

were: board size, board independence, execu e me \s*up, dlrectors,

board meetings, and Gender Diversit \!
use an aggregated measure as a seore 0 eﬁ f\ grawal and Knoeber
(1996) suggested, create a better e ofeffectiveness t@ the individual metrics.

That is because the results ass t wit |du£r(?fechamsm could be flawed,

re wasfrom 0 to 6. The

and the effects of vari s si Ie mechanis qre ened in the combined model.
The impact of the C mbln sC req!\ er'r"réa’}oure than a single score (O’Sullivan

et al., 2008). I §

Table4 C ulati B)?O{D(r_e;tors Effectiveness Score (BDE_SCORE)

BDE_S Oard ;f s effectiveness score calculated by “1-0.” The higher the score,
the hlghe ctlv ss of the board
BS Board size is cod x if the total number of directors sitting on the board who are

not on the audit comimittee is higher than the sample median, and “0” if otherwise
(Resource Dependence Theory).

Q&D Board of directors’ independence is coded “1” if the percentage of independent non-

executive directors who are not on the audit committee is higher than the sample
median, and “0” if otherwise (Agency Theory).

EM Executive membership is coded “1” if any of member of the BOD have an executive
position in the firm, and “0” if otherwise (Stewardship Theory).
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MD Muslim director member is coded “1” if the number of Muslim director percentage on
the board is higher than the sample median, and “0” if otherwise (Agency Theory).

BMF Board meetings are coded “1” if the number of board of directors’ meetlng ring
the year is higher than the sample median, and “0” if otherwise (Agency,

higher than the sample median, and “0” if otherwise (Agency The

GD Board woman member is coded “1” if the number of woman membez o:n thaboard is

4.7.2 Audit Committee Effectiveness Y'

Audit committee effectiveness in this study was measur d individual and a
combined measure. The individual measurement of audit Ye:eifectlveness was
determined by identifying the effectiveness of each individual ¢ ara c and how
the effectiveness of each individual characteristic enhange fi der‘f@ance
These include AC Chairman Specialization, A nce%‘FMeetlng
frequency. As for the combined measurement of the ud| mmn@effectlveness

this measurement was calculated t@mg the o@% four-individual
effectiveness into one score and ex% how t gc pg\effectlve in enhancing

firm value. ‘% “« Q-
\'m Ry
4.7.2.1. Audit Committee Chairman Specializations.
!
Audit Committe% an SpecCialization (Q' CS) was measured as a dummy

variable equal to ° Nhe A(li c an haéf( accounting qualification and “0” if

otherwise. To &Qtr t thls C—)
accountln te and “07 1 otﬁer@;e

N
AR
4, 7 2. Commlttee Size \,Y.

S
E\wdlt Committee Size (ACS) was measured as the total number of directors
g

on the audit committee. Prior studies such as Al-najjar (2011), Ayemere and

c, A(@fQ was coded “1” if the ACCS held an

lijah (2015), Siam et al., (2018), and Mohamed et al. (2014) used this metric. To
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construct this metric, ACS was coded “1” if the number of ACS on the audit

committee was higher than the sample median, and “0” if otherwise.

4.7.2.3 Audit Committee Independence 5 )

Audit committee independence (ACINDE) was measured asvercentage of
independent non-executive members on the audit commltteer by the total

members. Prior studies such as Anderson et al. (2004) q (1998; 2002) used

this metric. To construct this metric, ACINDE was c ”iaf th ge of the
ACINDE on the AC was higher than the sample me and “0”f ot V\'Ise L}

=\
4.7.2.4 Audit Committee Meeting Frequenc \;T

Audit committee meetings (ACI\/t) mea:are thta«{ber of audit

committee meetings during the yearm studies suéhias Abdul Rahman & Ali

A

(2006), Anderson et al. (2004), qﬁ)l. 2@75 & égh/art (2008), and Xie et
al. (2003) used this metric. '5\ struwn , S&\F was coded “1” if the
number of ACMF during ar was higher th \e sample median, and “0” if
(,) N
otherwise. \; P o <</

4.7.2.5 Audit Co Effe‘ctlve SS Sc

In term A _8C F,'th e was a composite measure that summed
the value our dyym us t committee's effectiveness to create a firm-
speci f S ary measure oflts\"&a‘t committee effectiveness. Each score was either
1 e total score could \r@e from O to 4. The higher the score, the higher the

‘%/eness of the audit committee. The four-binary metrics included in this
Oasurement were: AC Chairman Specialization, Shariah Background, AC

Independence and Meeting frequency.
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Using an aggregated measure to combine audit committee effectiveness as a
score of effectiveness (AC Chairman Specialization, Shariah Backgroun
Independence and Meeting frequency) as Agrawal and Knoeber (1996) @rd et
al. (2009) suggested, the results were more accurate. That is beca&% impacts
associated with the impact of an individual mechanism could be *ffawed, and the
effects of various single mechanisms are weakened in th Wed model. The
measurement of the combined impact is more acc Yc;

tr'asted with the

measurement of individual impacts (O’Sullivan et al., 2 See [Table.4 {7 below.

L ]
Table 4.7: Calculating Audit Committee Eﬁt@s Score (A _S’C@
1

ACE_SCORE Audit committee effectiveness scor culated by ﬂ{gye hi%éz-the score,
the higher the effectiveness of the au mitte}\
b, \"ad

&

ACCS Audit Committee Chairman Spw n was coded, “1” ir;@}\ccs held an
accounting certificate, and “0” if otherwise.

ACS Audit committee size was cdde the num f the A the audit committee
as higher than the sample ncu;N “0” if other, .

ACIND Audit committee indepe was code\“l\Iih _e%age of independent non-
executive directors waSshigheg'than thé*Sam dia&\)e,pd “0” if otherwise (Agency
Theory). o

ACMF Audit committee me s frequ wascoded “I%1fthe number of audit committee
meetings during thé%year was hi the sakp e median, and “0” if otherwise

(Agency Theo i N
A
4.8 Diagnostic Tests \" "C}Q

Several reg@iag c'stics ere p@med on the data sample to check if the
N
multiple reg@%&' g n%s‘y}npd&{ were fulfilled and avoid misleading
i t

findings. diagnosti ts e undertaken, such as those for outliers and

"%

’
norm 'Mso, mul oIIf:Iearl , heteroscedasticity, autocorrelation tests and

enaa@e y were conducted.

d. Outliers
An outlier “is an observation that is much different (either very small or very

large) in relation to the observations in the sample” (Gujarati, 2009, p. 367). An

4,
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outlier may be due to fluctuations in the measurement or indicate an experimental
error (Hair et al., 2009). There are two main ways of dealing with outliers (R’?q,
2009). The first way is identifying all the outliers and then eliminating th%&ually
from the analysis. In other words, one trims or removes outliers froﬂ%\dataset to
allow for more robust statistical analysis. According to Ren (2014), thé second way is
winsorizing the data: it is a method to assign outliers the nex hMor lowest value
found in the sample that is not an outlier”. In this way, t t

afe replaced, and

then the sample size does not change, and the power is tpaffect Wal., 2011;

Ren, 2014). J Af;?

s b §
4.8.2 Normality ? \ Yb’

“Normality means that the distril% f th resi u§|s is normally

distributed” (Amran, 2010). To check fo rma.ltyK ica_Q)Qgraphical methods

are used. Skewness and kurtosiEre)No 0’7‘%’ d@%be the shape of any
istieal figu

)
distribution. Skewness is a sﬁg\ Rj}reveﬁﬁwhether the distribution is
N
symmetric or not. Sy, mWistri utio ol cg%f the left side of the curve
distribution is similar to the)ght % gaﬁ&ékew denotes that a distribution has

shifted to the rig@a p s'tive skew de@s a shift to the left (Hair et al., 2009).
B
Kurtosi 'asm sure 0 ypeqédness of the possible distribution of a real

value of a% variable gséédl., 2003). According to Haniffa and Hudaib
’
(2006 d tt; be

conside ROrmal if the standard skewness within +1.96 and

N
\E:)

o

=

stahdar rtosis is + 3.

‘é histogram is a graphical analysis of normality; this test focuses on the

Otogram and discovers whether it approximates a normal distribution (Zaiontz,

2015).
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4.8.3 Multicollinearity

elated

The problem of multicollinearity (also known as collinearity) ap &zmn
car

several predictor variables in one multiple regression model are hig
(Field, 2013). Multicollinearity may lead to unreasonable outcome n examining
how well the independent variables contribute to underst iry: dependent
variable. This is especially the case if the correlation be eWictor variables is
more than 0.9 (Hair et al., 2009).
The study used the Variance Inflation Facter (VIF) to determin \M@Q{Er a
multicollinearity problem existed. The VIF sh ow muc#gari' 'c\:)of the
7 \g
n

estimated regression coefficients are inflated a%omp N en therindependent

variables are not linearly correlated. If t}@(s gr qtlr 10, |§ indicates high

multicollinearity (Gujarati, 2009; Hair et al2009). T O

A 9°) A
&

<> 0T 8

\M &

Heteroscedasticity arises i eT ce of the urbance is not constant. To
dy use

4.8.4 Heteroscedasticity

=

check for heterosceda% is stu" ‘t‘h'e ified Wald test (Greene, 2007).

The Modified Wald“est exe@ nullgmtheses. Therefore, if the p-value is

greater than 0.05, the Study 'nul othesis and finds heteroscedasticity.
¢
When beter ceda 'ci& e;glem appears, it can be remedied by

%’ Y
transformi datafusin Weighted Least Square method, or Heteroscedasticity-

Y.
Corﬁ;& Standard Error (Gt@ﬂ, 2009; Hair et al., 2009).

§utocorrelaﬁon

Autocorrelation is defined as “a correlation between members of a series of

observations ordered in time as in time-series data or space as in cross-sectional data”
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(Kendall & Buckland, 1971). Many ways exist to detect autocorrelation, such as the
“Durbin—Watson d test, the asymptotic normality test, the Berenblutt—Webb t?ﬂd
the Breusch—Godfrey test” (Gujarati, 2009)

In the panel data model, Drukker (2003) used the Woodridgeﬂ&o identify
serial correlation in the panel data's characteristic error term. mst is better

because it requires relatively few assumptions and is easy {oM(Amran, 2010;

Ren, 2014). '

4.8.6 Endogeneity .\d‘

| O

The endogeneity problem has recently be e subject fg ater tlon in

CG (Ali, 2013). Wooldridge (2016) concludg that ity @" occur for

several reasons: First, if there is an or@/&na e ith co d with some
&Q are

regressors; second if the dependent a |nd end ari concurrently

determined (i.e., there is sim I c% y and @ when there is any
measurement error. Previou ha eds I methods for solving the
endogeneity problem. Qne f| , effe l o@EM) (Baltagi & Giles, 1998;
Yunos, 2011; Ren, 2014). Him Ib§ alt'g.)gpg pointed out that the FEM is a

method to contrg@e endogeneity pr@u Moreover, Yunos (2011) and Ren

N
(2014) mentlee at if the a‘gdar or is corrected for autocorrelation and
heterosced&, en obeﬂy |Il.§'(nfluence coefficient estimates.
4.9 .&ml Data

E rious advantages can be gained from using panel data. For instance, this type

ta can control the level of individual heterogeneity, has more efficiency, more

‘1-

J‘
44

egrees of freedom, lower collinearity among the variables, and more variability can

control the extent of the impact of omitted variables and is more informative (Baltagi,
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2008; Hsiao, 2003). The use of panel data is particularly important in the current study
because the heterogeneity of the data needs to be controlled; the data forw
companies differed from each other and a prolong period (10 years) was @%& and
time-series or cross-sectional data cannot manage this issue. *

The data in the current study was set as unbalanced panel datawu'se there was
missing data due to some incomplete annual reports. This means that'the total number
of observations for each year was not equal to those of oth R:irft, the data were
subjected to descriptive analysis, which identified the mini w‘mugﬁnd
independent, }o&ﬁa‘, and
icollin€asi omo@aasticity,

-tes\, a Ha@. test were

performed. Multiple linear regress\ R) was “utilized <<test the direct

the standard deviation of all the variables (depe
moderator). An outlier test, normality, lineari

autocorrelation, contemporaneous correlation,

relationships between the mdepen@bvarlable Yhe %ndent variable using

\
Stata /Amos and SPSS. é Q(?
&

~\

N
4.10 Model Used Y" I : 0-.%

This study used the followi g d'J 0 study SCQ moderation's impact

on the relatlonsh n Cd effec venes Flrm performance.

\

@ 1): 5e q\tv le with Independent variables
DIFQ odel 1 c,}/

% M+ FLBSit+ R BINDit+ fB3EMit+ 4 MD it + 45 BMF it + 46 GD it
A

CCS it + M ACS it + 5 ACIND it + £10 ACMF it + £11 FSIZE + £12
QGE + A3 LR + uit

[
(IvV= Indepen%xana’le D epﬁri@nt variable, MV= Moderating Variable)
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ROE =40+ FALBSit+ 2 BIND it+ 3EMit + #A MD it + /5 BMF it + 46 GD it
+ £7 ACCS it + /B8 ACS it + /9 ACIND it + £10 ACMF it + £11 FSIZE
FAGE + £13 LR + uit \
EPS= 40+ A1 BSit+ /2 BIND it + BBEM it + 24 MD it + 55 BM (QGDi
+ A7 ACCS it + /8 ACS it + /9 ACIND it + £10 ACMF it + £11 FSIZE + 41
FAGE + £13 LR + uit

N ~

Direct effect model 2

Model (2) Dependent variable with BODE and AV

ROA = a+ 1 BODE_score 7Z+ /> ACE_score 7Z+ B3 RSIZE+ B4 E+ %J_R
+ Uit ' _\"}

ROE = a+ £ BODE_score £+ £ ACE_SCIY'# 53% 4 FAQ? +Bs LR

+ Uit V W ?Y.
EPS= &+ £ BODE_score /£ + ﬁZ@RE i+ E FAGE + Bs LR

+ Uit ‘k
AN /S
Model (3): variable with ating Variable SCQy

7]
Moderating effect of SCQ beh& DE s , ACE s&e nd Financial
N

performance E

i
ROA= a+ 4 BDE_C;@zH Y. ‘AlE one é{?ﬂa SCQ/£+ £ BDE_score #¢
+SCQit+ fs ACE Q.Qﬁmi / Fsgj- B; FAGE + Bg LR + uj

ROE = Q’+@ WSCOR
*SCQit+ 45 %SCOR i
EPS = %& BDF#sVom)z‘ ﬁ&_SCORE it+ (3 SCQit + s BDE _score 2t *

SCQ/ CE_score *gccgﬁse FSIZE + B7 FAGE + Bs LR + uit
S

'ACE€§§.S§E it+ (3 SCQit + £ BDE _score 2t
ﬁ+B%'BSIZE + B7 FAGE + Bg LR + uit

\Nhere:

G pendent variables:

BS = Board size
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BIND = Board Independence

EM = Executive Membership Yv
\

MD= Muslim Director .\%

BMF = Board Meeting Frequency T

GD = Gender Diversity in the Board V

ACCS = Audit Committee Chairman Specialization

ACS = Audit Committee Size N
K

ACIND = Audit Committee Independence P 4 b &
N

ACMF = Audit Committee Meeting Frequw 0‘ é
Moderator: \:

SCQ = Shariah Committee Qualit% ) Py >v Y (‘;\\

“ &

Dependent variables: \ Aj \A%

ROA = Return on Ass%: ." }“.' 0’

ROE = Return on Equity g 4 (‘j’

EPS= Earnings P&% Q
\ ¢ . %O

Control V 'g@ / 4 ()

FSIZE =fFirmSize 2 ) $

FAG 5

Age

LP\ ti \c.}'
= rage ratio

%Jmpany and t = year

o= intercept, measures the expected value of the risk-free rate if the regression equals

to zero
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B1= the coefficient of the independent variable

u = the error term

4.11 Chapter Summary *j
This chapter considered the research paradigm, and the resea% method used

was described (mainly a quantitative method). Sample selecti all the dependent

and independent variables with the control variables wer uce'l. All data used

were found in annual financial reports of Malaysian Taka aMm 2010 to

N
2017). This study uses secondary data to te@elaﬂo hi et*/e.e&')BOD’

effectiveness and AC on firm performance as atedsQ& LAl m§e~rials and

X
methods used in the current study wertw ed iS ussed‘%ine with the

appropriate methodology adopted froN' erature.

o

@.\}'
@D
(@]
=
<
D
wn
o
-+
—*
=.
)
0
2}
[
o
<

T
used, which was a quantitative m (%Nas d@%&
@
und

er the ap p‘fiatgge'ading. The sampling and

the research design was discK

data collection technique na

multivariate approaches; “\were

measurement of v M werg p

the relevant Iitwe. The
Y )28 5 o
SCQ w sented a cussed. (The control variable in relation to corporate

as
NN
perfor S alsﬁ led. Té\next chapter will analyze the research findings
an@t the discussion of t'b&}e,sults from quantitative data.
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