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Abstract: 
 
    Scandals associated with corporate frauds in United States in the last two 
years have augmented aversion to risk mainly in development countries. 
The correlation between corporate governance and credit/investments is 
now closely monitored by banks, institutional investors and development 
institutions. Medium sized companies are realizing that to reduce the cost 
of capital, attract investments and set up new strategic alliances are linked 
to their transparency level. Therefore, in order to become competitive in 
this new new marketplace any company, including the companies 
structured as family business, must gradually be restructured in order to 
encompass corporate governance concepts. 
 
Corporate governance, performance, competitiveness, institutions 
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Abstract 
 

Corporate Governance 
And its relation to privatization and social responsibility 
  
The term corporate governance concept commonly spread in the economic literature, 
where the concept of corporate governance allows the creation and organization of 
applications and good practice for those in charge to manage the company so as to 
maintain the rights of shareholders and bondholders and employees of the company and 
stakeholders Stakeholders and others through investigated implementation formats 
contractual relationships that bind including using financial instruments and sound 
accounting and according to the standards of disclosure and transparency due in part to 
seek support this philosophy to entrench the idea of corporate social responsibility 
Responsabilite sociale des entreprises in order to achieve comprehensive reform of the 
system of administrative, economic and social through the achievement of sustainable 
development in employment, innovation and creativity according to the logic of 
globalization. 
 
If you look at the institution as an economic unit is inside blending component output 
for flows genuine and services oriented, the market is highlighting capabilities 
institution in terms of competitiveness and the extent of saturation Baltsier effective, 
can not achieve this effective functioning only with the participation of equal and 
balanced state institutions and civil society organizations to ensure the achievement of 
civil administrative and financial responsibility, and access to community service and 
related parties and the creation of social and economic well-being through the activation 
of the role of social responsibility through privatization and within the perimeter of 
corporate governance. 
Perhaps the financial meltdowns that have occurred for a number of companies in the 
U.S., such as Enron and some companies in East Asian countries and some European 
countries in addition to tamper departments of companies and financial scandals many 
where the increase in the low moral values each of these elements and others paid 
attention to the issue of corporate governance, because in eventually control the 
institutional is nothing but a system through which to make all personnel in the 
company any was their line with the company's strategy in terms of maximizing the 
value added has achieving the principle of justice and balance between the interests of 
the executive management on the one hand and the interests of other parties, including 
landlords. 
It could be argued that the Organization for Economic Cooperation and Development 
(OECD) of the first organizations that focused on the subject of governance where 
issued in 1999 (the principles of corporate governance), where confirmed this 
organization on the importance of corporate governance and has in 2004 developed a set 
of principles related to governance and the principles adopted by most of the world 
including developing countries. 
 
Key words : corporate governance, privatization, social responsibility 
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Abstract: 
 

The current study aimed to show and analyse the reality of adoption social 
responsibility dimensions in studies company, such as social responsibility towards 
employees; clients; society; environment; shareholders, In addition to determine the 
level of achieving the basic of competitive advantage, then determine the effect of 
adoption of social responsibility dimensions to support the company competitiveness. 

 The study achieved a set of results; the most important on the high level of 
adoption of social responsibility dimensions, accepted achievement on basic 
competitive advantages, there is relation between the adoption of social responsibility 
dimensions and support of company competitiveness. 

The study proposed a set of recommendation, should be taken in consideration 
by the company. 
 
Key words: The social responsibility, competitiveness, the economic company.  
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Résumé: 
 
 On a beaucoup parlé ces derniers temps de la notion de responsabilité sociale 
concurremment à l’émergence des PME qui sont devenues représentatives de plus de 
95% des institutions ouvrières dans la plupart des pays. 
 Et à l’ombre des transformations économiques internationales et de ce qui s’en suivit 
en ouverture de marchés et de recrudescence de la concurrence en âpreté , de nombreux 
pays dont l’Algérie , ont adopté des programmes de réforme économique ouvrant toute 
grande la porte au secteur privé pour la participation au développement face au recul du 
rôle de l’Etat dans la vie économique et sociale. 
 Cette situation s’est répercutée sur le comportement et les orientations des PME qui se 
sont trouvées tenues d’exercer leur rôle social parallèlement à leur rôle économique , et 
ainsi de devoir supporter leurs responsabilités sociales envers la communauté et le 
milieu au sein desquels elles évoluent . 
 C’est à partir de ce constat que se présente cette étude pour éclairer les conséquences de 
l’application de la responsabilité sociale sur la performance des petites et moyennes 
entreprises , et ce , à travers le cas d’un établissement algérien , celui de la Société El-
Wouroud pour la fabrication de parfums. 
 
Les mots clés : la responsabilité sociale, les Petites et moyennes entreprises(PME), la 
performance 
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  المنظمة كمواطن صالح   ساھم برفاھیة المجتمع  

                                                 المساھمة في تطویر موارد المجتمع  

                                                   اة تحسین نوعیة الحی  

    

  التزام بعمل ما ھو صحیح وعادل ومشروع ومستقیم    اعمل ما ھو صحیح                                           

القانون ھو دستور المجتمع لما ھو صحیح أو  أطــــع القــــــانــــــــون                                                         
  خطأ 

  القاعدة التي تستند إلیھا باقي المسؤولیات  بقواعد العمل القانوني                            حقـــــق الأربــــــاح التزم    
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Abstract 
 

The subject of the study  :-  
  The role of public relations in achieving the objectives of governance applied study on a 
sample of public relations professors from)March 2012 - March 201) 
Objectives  :-  
Since the scientific method requires that each specific research objectives pursued researcher 
has identified the following objectives  :-  

1. Identify the role of public relations in achieving the goals of governance. 
2. Identify the extent of the success of public relations in achieving the goals of 

governance. 
3. Identify the administrative policies and its role in increasing the performance of the 

public relations function. 
4. Identify the role of public relations in the dissemination of a culture of corporate 

governance among members of the organization. 
5. Identify the obstacles to achieve the public relations goals. 

 The method used  : -  
   The researcher descriptive analytical approach as a holistic approach; who depends on the 
collection of facts and information is then collated and analyzed and interpreted to reach 
acceptable generalizations. The researcher used the descriptive method using the survey 
method, target practice survey methods for workers in the field of public relations. 
Study Tools  :-  

- Interview. 
- Observation. 
- Questionnaire. 

 
Research community  : -  
Research community includes a sample of professors of public relations and views on policies 
and legislation administrative within different institutions and the extent of its assistance to 
public relations in the performance of its functions and achieve its objectives, and will target the 
researcher through the study identified saw professors public relations about to make 
recommendations contribute to increasing the best use of public relations in the Arab 
institutions , and to submit proposals institutions can take advantage of them to reach the goals. 
 
The most important findings of the study were as follows  : -  

1. 64 % of the research community agree that the administrative procedures did not live up 
to develop public relations in influencing the public, and 28% see it as consent to a 
certain extent, in the view of the category of the research community and 8% as non-
approval. 

2. More obstacles in order to achieve the objectives of governance with regard to public 
relations and Kdrnha in this aspect, is the budget of public relations at a rate of 96%, 
then the site of public relations in the organizational structure of the institution by 
84%%, followed by the obstacles workers in public relations in institutions there seen 
that they are not aware of the nature and functions of public relations by 72%, then 
another 8% remember. 

3. 64 % of the research community believes that in light of the status of public relations 
existing in the Arab countries can not play a positive role contributing to achieving the 
goals of governance, in the view of proportion and of 28% it is possible to play this role 
to some extent if the changed perception and attitudes towards public relations It was 
titled the information needed to publish corporate governance principles in an effort to 
spread among employees of an organization, and there is a category amounted to 8% of 
the opinion that they can fully play this role. 

 
The most important recommendations that the researcher recommends  : -  
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1. Attention to the role of the media in spreading the concepts of governance on all circles 
of society, because the citizen today needs to increase its information systems 
governance and implementation mechanisms. 

2. Work on scientific conferences in the field of good governance, with the need to 
monitor the characterization and analysis of what is published on the media and 
subjected to in-depth studies in order to detect trends in public opinion on issues that 
concern. 

3. The need to hold training sessions and workshops awareness for media, by introducing 
them to the concepts of transparency and disclosure and good governance. In order to 
facilitate the deployment of the concepts of governance to all parties related to the 
institution. 

4. Need for institutions and companies in agreement with research centers to share more 
analysis and study of the current situation of the institutions, so you can increase their 
ability to influence the public. 
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 .7ص) شركة المطبوعات للتوزيع، د ت: بيروت( الحوكمة والادارة الرشيدةعبداله عبدالكريم،  .3
للعمل على تعزيز سلامة  1945، أنشئ بموجب معاهدة دولية في عام للأمم المتحدةتابعة  بريتون وودزهو وكالة متخصصة من منظومة  صندوق النقد الدولي. *

  .بلدا 186يره أعضاؤه الذين يشملون جميع بلدان العالم تقريباً بعددهم البالغ العاصمة، ويد واشنطنويقع مقر الصندوق في . الاقتصاد العالمي
  .1ص) م1986دار الفكر العربي، : القاهرة(1، طالإعلام الدوليجيهان رشتي، . 4
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م، 2008. مصر،  كلية الآداب قسم الإعلام  ،وب الواديجامعة جن،   أخلاقيات العمل في العلاقات العامة  ومدى تطبيقها في واقع الممارسة المهنية في مصر، وليد خلف االله  .5
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 .158ص) م2004عالم الكتب، : القاهرة(2، طالبحث العلمي في الدراسات الإعلاميةمحمد عبد الحميد،   .6
  .15المرجع نفسه، ص .7

 .ض محددة لوضعية اجتماعية أو مشكلة اجتماعية أو إنسانيةأغرا هو طريقة من طرق التحليل والتفسير بشكل علمي منظم من أجل الوصول إلى المنهج الوصفي*. 
 .182ص) م1977وكالة المطبوعات،  :الكويت( 3، طأصول البحث العلمي ومناهجهأحمد بدر،  .8
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9.http://www.almaany.com/home.php  م2013يناير 22الدخول تاريخ.  

 )م1980مكتبة الأنجلو المصرية، :  القاهرة(2، طفن العلاقات العامة والإعلامبراهيم إمام، إ. 10
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 .5، ص2006، المعهد العربي للمحاسبين القانونيين، بغداد، )بحث لنيل شهادة المحاسبة القانونية(حوكمة الشركات في التدقيق الداخلي أثر : سندس حسين. 11
12. http://us2allah.ahlamontada.net، م20/1/2013حوكمة الشركات، تاريخ الدخول   
 
 كلية التجارة ، رسالة ماجستير غير منشورة، دور حوكمة الشركات في تحقيق جودة المعلومات المحاسبية وانعكاساا علي سوق الأوراق المالية، محمد أحمد .13

 .م2007 ،جامعة بنها
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 .405، مرجع سابق، صالبحث العلمي في الدراسات الإعلاميةمحمد عبد الحميد،  .15
  .353المرجع نفسه، ص .16
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  .107ص)م1990المكتب الجامعي الحديث، : الإسكندرية العلاقات العامة والإعلام من منظور علم الاجتماعحسين رشوان،  .17

تحت إدارة او الاجتماعية أو غيرها قتصادية مشروع أو جزء من مشروع، له موقع ثابت داخل حدود المربع، يقوم بأداء نوع أو أكثر من الأنشطة الإ المؤسسة*. 
  .عتبارياً أو جهة حكوميةإواحدة، وقد يكون حائز المشروع شخصاً طبيعياً أو 

 .م2013/  1/  28، تاريخ الدخول http://ar.wikipedia.org/wiki، علاقات العامة في المؤسسات الحكوميةال .18
19. http://ar.wikipedia.org/wiki ،م28/1/2013، تاريخ الدخول العلاقات العامة في المؤسسات الحكومية. 
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 .33ص)م2004دار القلم،  :دبي( العلاقات العامة المبادئ والتطبيق، محمد ناجى الجوهر  .20
 .9ص) م2007العربي للنشر والتوزيع، : القاهرة( 1، طالإعلان وحماية المستهلكمحمد حسن العامري،   .21
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 .م17/2/2013تاريخ الدخول  ،http://islamfin.go-forum.net، مفهوم حوكمــة الشركات .22
 8، صخاصة لنمط تطبيقها في مصر إشارةمع  هامعاييرومحددات الحوكمة علمية ، ورقة محمد حسن .23
وإنتخاب أعضاء مجلس المؤسسة جزء من رأس مال الشركة المساهمة إذ يمتلك حامل السهم الحق في حضور جلسات الهيئة العامة للمساهمين ومناقشة ميزانية "بأنه  يعرف السهم*. 

 نسبة صافى أرباح الشركة في اية كل فترة محددةإدارا ويحصل حاصل السهم على 
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4  أھدافومبادئھا 

4 1 برزتالحاجةإلىالحوكمةفيأعقاب

السوفیتيوتفككوروسیاوأمریكاآشرقدوفيانفجرتالتيالمالیةو

فیھابماالعشرینرنالقمنالأخیرالعقدخلاالعالمدومنالعدیدوتحوبرلینجداروانھیار

اجتاحتالتيوالمحاسبیةالمالیةعنناھیكالرأسمالیةالنظمإلىالصین

خلاالعقدالحاليمنالقرنالحاديوالعشرینالأمرالذيدعاإلىضرورة

العامةالمساھمةبالشركاتالعلاقةذاتالأطرافمختلفتصرفاتعلىالرقابةإجراءاتتشدید

وتوزیعالقراراتاتخاذكیفیةتحددالتيوالأسسالقواعدإلىجوھرھافيتشیرالحوكمةأنولاسیما
المساھمةركاتشفيالتنفیذیةوالإدارةالإدارةومجلسالعامةالھیئةبینوالمسؤولیاتالصلاحیات

السلطاتفيالتنازعتقلیإلىبتطبیقھاوالتقیدوإیجادھاتصمیمھایؤديأنبدلاوالتيالعامة

أنشأنھاومنالوطنيبالثقةزیادةإلىضتؤديكونھانھمبیالمصالحفيوالتعارض

معدلاتمنوترفعالوطنیةالمدخراتتعبئةعلىقدرتھمنوتزیدالماسوقدورتعمق

1المجتمعداخالاستثمار 0 
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1 3 

وأنالأسواقوكفاءةالشفافیةمستوىرفععلىیعمالشركاتلحوكمةفعاإطارتوافر -

عنالمختلفةالھیئاتبینالمسؤولیاتتقسیمبوضوحویحددالقوانیندورمعیتوافق

 القانونبتطبیقوالإلزاموالرقابةالإشراف

الإدارةمجلسواختیارالأسھمملكیةنقفيحقھمحیثمنكلھمالمساھمینحقوقحفظ -

فيالفعالةبالمشاركةوالحقالمالیةالقوائمومراجعةالأرباحمنمجزعائدعلىوالحصو

 العامةالھیئةاجتماعات

والتصویتالقانونیةحقوقھمعنالدفاعفيالحقحیثمنالمساھمینبینالتعامفيالمساواة -

اءأعضبھایقومالتيالممارساتعلىالاطلاعفيوالحقالأساسیةالقراراتفيوالمشاركة

 التنفیذیةوالإدارةالإدارةمجلس

المقرضینالمساھمینبالشركةالمرتبطةأوالأطرافالمصلحةأصحابدوراحترام -

انتھاكأيعنوتعویضھمالمجتمعالعاملةالقوىالتنفیذیةالإدارةالإدارةمجلس

 الشركةعلىالرقابةفيالفعالةللمشاركةأمامھمالمجاوإفساحالقانونیةلحقوقھم

منالعظمىالنسبةوملكیةالحساباتمراقبدورعنالمناسبالوقتوفيالعادالإفصاح -

 المصالحوأصحابالتنفیذیینوالمدیرینالإدارةمجلسلأعضاءالمالیةوالتصرفاتالأسھم

ضاءهأعارھماختیةوكیفیالإدارةمجلسوأعضاءلرئیسالقانونیةوالواجباتالحقوقتحدید -

المراجعةولجنةالمصالحوأصحابالتنفیذیةالإدارةعلىبھمالمناطالإشرافودور 
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 المؤتمر العلمي ،"العالمية الاقتصاديات في والآثار والتداعيات الأسباب العالمية الاقتصادية الأزمة"العموص، الفتاح عبد 36
-8ص ص ،2009ديسمبر20 و 19 لبنان بيروت، العالمية، الأزمة الاقتصادية بعد ما وتطورات العربية الاقتصاديات حول
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مѧѧة حѧѧول الأزلي ودلا لعلميا لملتقىا "بمعѧѧاییر الحوكمѧѧة بالأزمѧѧة المالیѧѧة العالمیѧѧة   الالتѧѧزامعلاقة "، جحنیط الشѧѧریفمریم  40
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  .21-20، ص 2009أكتوبر 
  .2010الكویت،  لدولة الشركات حوكمة معاییر مقترح لإطلاق ستاندردز كابیتال مبادرة 41
  .2003 مقارنة، تحلیلیة دراسة :الكویتیة، التشریعات ومتطلبات الشركات حوكمة وآخرون، فخرا محمود42

 اتحѧاد  عѧن  الصѧادرة  المصѧارف  مجلѧة ، "التقییم وأسس الحوكمة الحدیثة ومبادئ معاییر تطبیق آثار" بورسلي،  خالد أماني43
  .2008أبریل عدد الكویتیة المصارف
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Cet article vise à mettre en lumière la gouvernance des banques en matière de 
gestion des risques financiers, et en vue de l'attention accordée récemment par les 
chercheurs économistes pour l'application de la gouvernance dans le secteur bancaire en 
raison de l'évolution rapide des marchés financiers et la diversité des instruments 
financiers émis par les banques, Ce Qui a donné plus d’importance à la mesure des 
risques ainsi qu’a la gestion et contrôle de ses risques. À cette fin, le Comité de Basel a 
publié une mise à jour en Février 2006 sous le titre de (Enchancing Corporate 
governance for banking organization) qui comprend huit principes pour l'application de 
la gouvernance dans les banques. Ces principes permettent aux banques d'élaborer des 
règles de gouvernance qui garantit la protection des droits des actionnaires et les 
déposants et qui contrôlent les membres des conseils d'établissement dans la gestion et 
mesure des risques financiers, afin d'assurer le maintien de la stabilité financière de la 
banque 
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Abstract 
  

This study aims at investigating the effect of financial engineering on governance 
implementation in the share holding companies listed in Amman stock exchange, 
through examining the measurements for the effect of financial engineering, governance 
applicability, and the positive results which may be achieved from the effective 
application. In addition, it aims at examining the obstacles that hinder the governance 
effective implementation.  

In order to achieve the objectives of the study, the researcher has developed a 
questionnaire that distributed over a sample of share holding companies listed in 
Amman stock exchange in 2013. 

Through the analysis of questionnaire responses, several results have been revealed, 
mainly: Financial engineering has a visible effect on the governance implementation 
among share holding companies listed in Amman stock exchange, however, it is 
conditioned by decision makers commitment to governance rules, minimizing 
representation cost, be convinced of financial engineering role, governance rules 
activation and ultimately, their positive results that reflect on performance, and rapid 
achievement with transparency and abilities. 

Furthermore, the study revealed certain obstacles that restrict the governance 
effective application, full commitment, and the necessity to overcome such obstacles for 
the purpose of enhancing the effect of financial engineering on the application of 
governance on the share holding companies listed in Amman stock exchange in a 
positive manner. 

Key words: Financial engineering, governance share holding companies, Amman stock 
exchange.  
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Summary: 
 
This study aims to shed light on the reality of corporate governance family in Algeria, 
to identify the extent to which this type of companies to adopt corporate governance 
principles generally accepted, especially as he in Algeria was a guide to corporate 
governance family since the year 2005. 
 
According to specialists in the topics of governance that there are many difficulties 
preventing its proper application. The most important of these difficulties and obstacles 
in the three basic elements, the first being the total absence of separation between 
ownership and management as the management of such companies is sandwiched 
between the hands of the owners of companies. The second is lack of activating devices 
governance on particular boards. Finally weak disclosure because of the fear shown by 
the owners of companies towards declare the results of their work for the benefit of 
stakeholders. 
 
Key words: Corporate Governance - family businessesـ Guide to CorporateGovernance 
in the Family - Algeria 
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Résumé:  
Leprocessus d'application desconceptsde gouvernance d'entreprise devenu parmi les 
thèmes les plus importants dans les entreprises régionales et internationales, où l'intérêt 
croissant de nombreux pays développés et en développement au cours des dernières 
années, surtout après une série de crises financières qui s'est produite dans de 
nombreuses entreprises dans les pays de l'Asie orientale, en Amérique latine et la Russie 
dans les années nonante du dernier siècle et a suscité par la corruption administrative et 
financière, en plus de l'absence de contrôle, l'expérience, les compétences et le manque 
de transparence, qui a causé cette crise pour engager un grand nombre des contributeurs 
à une perte de dommages matériels, incité les investisseurs à rechercher de nombreux 
pour les entreprises qui appliquent la notion de gouvernance d'entreprise, qui paierait à 
l'intérêt croissant pour la gouvernance en raison de la direction d'une grande partie du 
monde pour passer à des systèmes économiques du capitalisme, qui dépend en grande 
partie sur les entreprises privées et sont considérés comme les principaux piliers de ce 
qui doit être fondée entreprises économiques. 

Mots-clés: La gouvernance d'entreprise, La corruption administrative et financière, 
Divulgation, Transparence. 
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 .وما بعدها 6، ص2006
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 .3/510رك التتريل وحقائق التأويل مدا: النسفي (18)
؛ والهيثمي في المقصد العلي في زوائد أبي يعلى 7/349، )4386(أخرجه أبو يعلى الموصلي في مسنده من مسند عائشة، حديث رقم  (19)

 .حسن: ، وقال عنه الألباني2/304، )692(الموصلي، كتاب الإجارة، باب إتقان العمل، حديث رقم 
 2/286لقدير شرح الجامع الصغير، فيض ا: المناوي (20)
؛ ومسلم في صحيحه، 1/19، )50(عن الإيمان، حديث رقم  أخرجه البخاري في صحيحه، كتاب الإيمان، باب سؤال جبريل النبي  (21)

 .1/39، )9(كتاب الإيمان، باب الإيمان ما هو وبيان خصاله، حديث رقم 
 .1/480شرح رياض الصالحين : ابن العثيمين (22)
 ).1(الآية : سورة المائدة (23)
 .8/11جامع البيان : الطبري (24)
  ).34(الآية : سورة الإسراء (25)
 .2/365ملاك التأويل : أبو جعفر (26)
إسناده : صحيح، وعلّق الأرنؤوط بقوله: ، وقال عنه الألباني1/422، )194(أخرجه ابن حبان في صحيحه، باب فرض الإيمان، حديث رقم  (27)

 .حسن الشواهد
 .1/109مرقاة المفاتيح : القاري (28)
 . 1/188، )393(اعتلال القلوب، باب ذكر الوفاء بالعهد والمحافظة على الود، حديث رقم : الخرائطي (29)
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 ).135(الآية : سورة النساء (30)
 .1/535النكت والعيون : الماوردي (31)
  ).152(الآية : سورة الأنعام (32)
 .2/842تفسير الشافعي : الشافعي (33)

 ).8(الآية : سورة المائدة (34)
 .2/165التفسير الوسيط : الواحدي (35)
  ).58(الآية : سورة النساء (36)
 .3/985تفسير القرآن العظيم : ابن أبي حاتم (37)
 ).27(الآية : سورة الأنفال (38)
 .2/311النكت والعيون : الماوردي (39)
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: ، وقال عنه الألباني3/290، )3534( الرجل يأخذ حقه من تحت يده، حديث رقم أخرجه أبو داود في سننه، كتاب البيوع، باب في (40)
 .صحيح

 ).13(الآية : سورة الأنفال (41)
 .6/88الكشف والبيان عن تفسير القرآن : الثعلبي (42)
 ).6(الآية : سورة اادلة (43)
 .4/489الكشاف عن حقائق غوامض التتريل : الزمخشري (44)
؛ ومسلم في صحيحه، كتاب الإمارة، 2/5، )893(في صحيحه، كتاب الجمعة، باب الجمعة في القرى والمدن، حديث رقم أخرجه البخاري  (45)

 .3/1459، )1829(باب فضيلة الإمام العادل، حديث رقم 
 .213/ 12شرح النووي على مسلم، باب فضيلة الإمام العادل، : النووي (46)



658 

    

 

1   

2  

 

3   

4  

 

5   

6   

 

7  4 7 

 



 

 

 







 

1   



4 8 





 



4 9 

                                                             

 .18الحوكمة في المصارف الإسلامية ص: ؛ بورقبة15محددات الحوكمة ومعاييرها ص: يوسف (47)
 .3دور الرقابة الشرعية في ضبط أعمال البنوك الإسلامية ص : حميد (48)
 .4معايير المحاسبة والمراجعة والضوابط ص : هيئة المحاسبة والمراجعة للمؤسسات المالية الإسلامية (49)
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 .3الإسلامية صدور الرقابة الشرعية في ضبط أعمال البنوك : حميد (50)
 .4معايير المحاسبة والمراجعة والضوابط ص: هيئة المحاسبة والمراجعة للمؤسسات المالية الإسلامية (51)
 .19آداب الفتوى والمفتي والمستفتي ص: ؛ النووي86أدب المفتي والمستفتي ص: ابن الصلاح (52)
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 بأصول عالماً يكون وأن .الأحكام وأحاديث الأحكام، بآيات عالماً يكون أن: شروط هي" اتهد"يشترط فيمن يتصدى لاستنباط الأحكام  (53)

 ومألات الشريعة، بمقاصد عالماً يكون والخلاف، وأن الإجماع ومواطن والمنسوخ، بالناسخ معرفة على يكون العربية، وأن وقواعده، وباللغة الفقه،
 .).4/459 المنير الكوكب شرح التحرير مختصر: النجار ابن ؛3/254 المنهاج شرح في الإاج: السبكي(الواقع فهم على قادراً الفتوى،

 13ضوابط وآليات اختيار أعضاء هيئات الفتوى والرقابة الشرعية في المؤسسات المالية ص: للتوسع في ذلك يمكن الرجوع إلى بحث طه فارس (54)
 .وما بعدها

 .وما بعدها 400المعايير الشرعية ص : ميةهيئة المحاسبة والمراجعة للمؤسسات المالية الإسلا (55)
 .99-83ص السعودية البنوك في الشرعية الرقابة: البهلال (56)
الهيئات الشرعية : وما بعدها؛ مشعل 8حوكمة هيئات الرقابة الشرعية ص: ؛ السرطاوي18الرقابة الشرعية على المصارف ص: الشبيلي (57)

 ).19/3(177في قراره ؛ مجمع الفقه الإسلامي 7وتدريب الكوادر ص
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 .19الرقابة الشرعية على المصارف ص: الشبيلي (58)
 .23المرجع السابق ص (59)
 .20-19ص السابق المرجع(60) 
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  .21المصارف ص على الشرعية الرقابة: الشبيلي(61) 
 .332هيئات الفتوى والرقابة الشرعية ص: حميش (62)
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 .19ص الإســــلامية المصـــارف فــي الداخلية الشرعية الرقـابة أساليب تطوير: عيسى (63)
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، مجلة الاصلاحات الاقتصادية والاندماج في الاقتصاد العالمي، المدرسة العليا "قواعد تطبيق مبادئ الحوكمة في المنظومة المصرفية مع الاشارة لحالة الجزائر"عبد القادر بريش،   64

  .3، ص2006للتجارة، الجزائر، العدد الأول، 
  . 3، ص2009، جامعة فرحات عباس، سطيف، "الحوكمة في المصارف الاسلامية"شوقي بورقبة،   65
  .4، ص2007، بنك الاستثمار القومي، يونيه "محددات الحوكمة ومعاييرها مع اشارة خاصة لنمط تطبيقها في مصر"محمد حسن يوسف،  66
، ملتقى دولي حول الحوكمة "كات والزامية احترام أخلاقيات الأعمال في ظل الأزمة الاقتصادية الراهنةاشكالية حوكمة الشر"عبد الرحمــن العايب، بالرقي تيجاني،   67

  .4، ص19/11/2009-18، الجزائر، -عنابة–وأخلاقيات الأعمال في المؤسسات، جامعة باجي مختار 
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  .6شوقي بورقبة، مرجع سبق ذكره، ص  68
جامعة باجي ، ملتقى دولي الحوكمة وأخلاقيات الأعمال في المؤسسات، "للقضاء على الفساد الإقتصادي حالة المؤسسة الاقتصادية الجزائريةالحوكمة آلية فعالة "خبابه عبد االله،   69

  .268ص ، 19/11/2009- 18، الجزائر، - عنابة–مختار 
  .5عبد الرحمــن العايب، بالرقي تيجاني، مرجع سابق، ص   70
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 71 http://www.isegs.com/forum/showthread.php?t=274   , consulter le, 02/02/2013. 
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  . 5، ص2007أفريل  17-18

  .9-14، ص2005، جويلية 10، البصيرة، الجزائر، العدد"الحكم الصالح وآليات مكافحة الفساد"عبد الرزاق مقري،   73
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  .13-12شوقي بورقبة، مرجع سابق، ص  76
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  .9صنفس المرجع،   78
  .86، ص 2004، المعهد الاسلامي للبحوث والتدريب، جدة،"الادارة الاستراتيجية في البنوك الاسلامية"عبد الحميد عبد الفتاح المغربي،   79
  .85نفس المرجع، ص 80
  .14شوقي بورقبة، مرجع سابق، ص  81
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  .17بن ثابت علال، عبدي نعيمة، مرجع سابق، ص  83
  .9المراجعة الشرعية، مرجع سابق، صدار  84

  .http://www.marw.dz/index.php/2010-01-12-11-49-39موقع وزارة الشؤون الدينية والأوقاف،  85 
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  .7حكيم براضية، عبداالله بن صالح، لحسن فضيل، مرجع سابق، ص  90
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أي السيطرة على ، التحكماو الحكم  :الحوكمة لغويا معناها
. قيود تحكم العلاقات داخل المنظمةوالأمور بوضع ضوابط 

بدلا من (كما تستخدم في المجال السياسي كتعبير للحكم الرشيد

، " أَلَيس منكُم رجلٌ رشيد : "، لقوله تعالى)الحكم الراشد

.من سورة هود 78الآية   
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Abstract 

The underlying objective of this study is to empirically investigate the relationship 

between the degree of compliance with the rules in the code of Corporate Governance 

(CG) that became effective in 2009 and performance of Palestine Exchange Listed 

firms. Compliance with CG rules is measured based on a criteria of ten corporate 

governance indicators identified in the study of Abdelkarim and Ijbarah (2010), While 

performance is measured by the percentage of change in ROI between the years 2008 

and 2010. The Use of ROI as a dependent variable in this study is based on the 

theoretical assumption that CG should have positive impact on efficiency in terms of 

cost management and market share. Prior research in developed economies reported a 

significant impact of corporate governance on firm performance particularly if 

measured as a change in market value. However, in Palestine there was only one study 

that investigated the relationship between corporate governance measured as the level of 

ownership concentration and firm’s performance measured as Tobin’s Q (Abdelkarim 

and Alawneh, 2005). 

Using regression analysis, this study is expected to show that there is statistically 

significant relationship between the degree of compliance with the rules in the code of 

corporate governance and profitability of sample firms. Various explanations for this 

preliminary finding are provided in this study. The findings of the study would have 

strong implications for policymakers and firm managements. 

Keywords: Corporate Governance, Profitability, Return on Investment (ROI), Audited 

Annual Financial Reports, Disclosure. 

*This paper is based on early work of this author in cooperation with H. 

Almuhtaseb and B. Rajab, both are instructors at Birzeit University. 

 

  



4 

  



5 

1. Introduction 

Corporate governance has become an important topic in practice and academic literature 

in recent years. To ensure a competitive position, to attract capital, to ensure 

sustainability, and to combat corruption; companies from developing countries need to 

put in consign good governance institutions. According to Monks and Minow (2004) 

the importance of corporate governance has increased dramatically in 2002 when a 

series of events led to the bankruptcies of large U.S. companies and the loss of 

thousands of jobs. The way companies are governed determines their fate as well as that 

of the economy in general. The investors are attracted to those companies with good 

corporate governance because, according to OECD (2002), Corporate governance 

specifies the rights and responsibilities among different stakeholders in the company, 

such as managers, shareholders and creditors , identifying the rules and procedures for 

making decisions on company’s affairs. In this way, it also provides the structure 

through which company’s objectives are set, the means of attaining those objectives and 

monitoring performance. Thus deficiencies in corporate governance can have as a 

consequence not only scandals and corporate liquidations but also financial crises and 

economic instability. 

Corporate governance is often defined as the system by which companies are directed 

and controlled for the benefit of shareholders. Better governance practices allow firms 

to access capital markets on better terms and can lead to higher firm valuation, rates of 

return, and performance. By mitigating the misalignment of incentives among 

shareholders and between shareholders and managers, better governance can also 

reduce the scope for undertaking inefficient investments and therefore, boost growth. A 

key notion in the corporate governance literature is the private benefits of control. The 

separation of ownership and control in the corporation gives rise to agency problems 

that have been studied extensively in the theoretical and empirical literature.  

 “Agency problem is the difficulties financiers have in assuring that their funds are not 

expropriated or wasted on unattractive projects” (Shleifer & Vishny, 1997, p.741). 

The necessity for good corporate governance is addressed from the enhanced need for 

financial funds to maintain the progressively complex nature of company's activities 

that compete in an integrated world market. In this universal economy, in order to 

attract foreign investment, companies are gradually more concerned with good 
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governance as they need to guarantee that foreign investors’ rights are appreciated. 

Corporate governance is very important for the maximization of the company value as it 

helps to diminish the cost of foreign financing by ensuring trust among foreign investors 

.Accordingly, developing and emerging markets have a chance to raise their share of 

international portfolio investment. Palestine as one of these markets constitutes the area 

of concentration of this research.                                                                                                                                        

In recent years, both national and international authorities have recognized the 

importance of corporate governance as one element in the quality of a country’s 

financial supervision and the strength of its financial performance.  

Corporate governance has been defined in different ways, but as a general matter relates 

to the mechanisms, by which corporations are directed and controlled and by which 

those in control are held accountable. Improvements in corporate governance in many 

countries have been motivated by high profile failures of significant companies and 

financial institutions. Corporate governance reform has ranked high on policymakers’ 

agendas in many countries since the late 1990s. New laws and regulations aimed at 

improving corporate governance have been introduced in many countries. In the case of 

Palestine the code of corporate governance was declared in 2009 by the Palestine 

Capital Market Authority Palestine Capital Market Authority. And there were few 

studies concerned about corporate governance, its relationship with performance, and 

the degree of compliance in Palestinian listed firms. The distinctiveness of this study 

will add to the work of other researchers in the field.  

 

 1.1 Purpose of the study: 

This study aims at investigating the relationship between the degree of compliance with 

the code of corporate governance that became effective in 2009 and the  profitability of 

Palestine Exchange Listed firms. Profitability is measured for this purpose as return on 

investment (ROI). 

The remainder of this paper is organized as follows: Section One reviews and 

synthesized prior researches in the area of corporate governance. Section two 

explains the methodology used. Section three discuss and report’s findings of the 
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study. Section four offers concluding remarks and future research that may still be 

warranted in this section. 

2. Literature Review 

Prior research illustrated a significant impact of corporate governance on firms' 

performance. Developing economies are analyzing extensively the effect of ownership 

distribution on a firm performance and valuation. As cited by (Shleifer & Vishny, 1997; 

Holderness, 2003), separation of ownership and control allows managers to pursue 

interests that conflict with firm’s value maximization. By a common approach to 

empirical studies in this field, is to focus on the impact of ownership on firm value 

through a common (D’Souza and Megginson, 1999). According to Shleifer & Vishny 

(1997) a major key in resolving the agency problem is by separation of ownership and 

control or “management and finance” as they called it. “Agency problem is the 

difficulties financiers have in assuring that their funds are not expropriated or wasted on 

unattractive projects” (Shleifer & Vishny, 1997, p.741). However, there is a required 

change in the optimal size of firms by industrial and technological revolution, which 

makes a single individual incapable of having sufficient wealth to own a controlling 

interest, as a result, firms faced “the dissolution of the old atom of ownership into its 

component parts, control and beneficial ownership” (Berle and Means, 1932, p.8 ). 

On the other hand, the literature identifies a non-linear relationship when examining the 

correlation between a firm's value and internal ownership in emerging economies. [ 

Demsetz and Villalonga (2001)] thought that even though conceptual and empirical 

support for the ownership structure, many studies have failed to take this into account 

estimating the effect of ownership structure on performance.  

Corporate Governance Codes and Principles 

Recently, serious efforts to develop corporate governance by establishing international 

standards have gained huge attention. Most of the regional development banks, such as 

the World Bank, the Organization of Economic Cooperation and Development and the 

various national development agencies have made severe efforts towards establishing 

code of corporate governance in the last several years. 
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The news of falsified practices and company directors in boardrooms at high-profile 

firms, are questioning the accounting practices and the appearance of excessive 

managerial compensation at other firms, which is making corporate governance a public 

debate. In response to the scandals, (DeYoung et. Al., 2005) argued that Sarbanes–

Oxley Act of 2002 aimed at improving the quality of audits, enhancing the financial 

expertise of directors, and increasing the accountability of managers at publicly traded 

firms. An important relationship between the three key anchors of the firm: 

shareholders, the board of directors and company management, this relation defined as 

corporate governance (Wheelen & Hunger, 2004). This rigid conceptualization is a 

major key point of the OECD’s corporate governance principles issued in the mid-1999 

and reviewed in 2004 which are represented under five topics: 

1-The Rights of Shareholders and Key Ownership Functions 

The corporate governance framework should protect and facilitate the exercise of 

shareholders’ rights. 

2-The Equitable Treatment of Shareholders 

The corporate governance framework should ensure the equitable treatment of all 

shareholders, including minority and foreign shareholders. All shareholders should have 

the opportunity to obtain effective redress for violation of their rights 

3-The Role of Stakeholders in Corporate Governance 

The corporate governance framework should recognize the rights of stakeholders 

established by law or through mutual agreements and encourage active co-operation 

between corporations and stakeholders in creating wealth, jobs, and the sustainability of 

financially sound enterprises. 

4-Disclosure and Transparency 

“The corporate governance framework should ensure that timely and accurate disclosure 

is made on all material matters regarding the corporation, including the financial 

situation, performance, ownership, and governance of the company. 
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5-The Responsibilities of the Board 

“The corporate governance framework should ensure the strategic guidance of the 

company, the effective monitoring of management by the board, and the board’s 

accountability to the company and the shareholders 

The Palestinian Context  

Overview of the Economy 

Thirty years of occupation in the West Bank and Gaza (WBG) has left a seriously 

imprecise economy in a state that is almost completely dependent on the Israeli 

economy. While other countries in the area have developed and industrialized, the 

Palestinian economy retains the hallmarks of a less developed economy. After Oslo 

Accords (September 1993); It was hoped that the Palestinian private sector would take 

off, Palestinian entrepreneurs would rapidly invest, and the flourishing economy would 

attract foreign investment. Unfortunately, this did not happen and the economy has 

suffered even more since Oslo. Growth in the West Bank and Gaza was reasonable after 

the signing of the Paris Protocol in 1994. Real per capita GDP grew around 3%. 

Unemployment rates turned down considerably from nearly 28% in 1996 to 

approximately 11% in 1999. 

 Prior to the eruption of the Second Intifada in September 2000, the trade between the 

WBG; and Israel had effectively became domestic, reflecting a customs union regime 

and majority of Palestinian workers were employed by Israeli firms. The next six years 

of ascending conflict in the WBG have left the Palestinian economy stuck in 

catastrophe. It contributed significant declines in investment, employment, and trade 

resulting into a decline in per capita income of 48% and in high rates of poverty and 

unemployment. Following the 2006 public elections the economic crisis became even 

worse. Real GDP have fallen within a range of 5 to 10 percent in 2006, leaving average 

real per capita GDP at almost 40 percent below its 1999 level, and unemployment and 

poverty at totally unprecedented rates. More troubling than the negative growth rates 

over the past few years is the changing composition of the economy, as GDP is being 

increasingly driven by government and private consumption from remittances and 

donor aid, while investment has fallen to exceedingly low levels, leaving little 

productive base for a self-sustaining economy.   
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Financing 

Financing options are not sufficient enough for the Palestinian private businesses 

neither in amount nor in variety. The financial system cannot be described as sound, 

well-functioning or efficient. To the contrary, the financial intermediation through the 

banking industry is too low as reflected in the credit to deposits ratio  

(is there a certain ratio to show?). Additionally, more than two thirds of banking credits 

extended to private businesses have been either in the form of short-term loans or 

overdrafts, while long– term financing is almost none existent. That clarifies why the 

Palestinian corporation's capital structure is driven heavily towards equity financing, 

with extremely low indebtedness.  

The establishment of Palestine Securities Exchange (PSE) in 1997 has provided public 

shareholdings with new opportunities for long – term financing, at a time when banks 

exercised moderate credit policies. Palestinian Capital Market Authority (PCMA) was 

established in February 2005, in accordance with the Securities Law number 12 for year 

2004. The PCMA is the sole legal entity that is responsible for monitoring the trading 

activities at the PSE as well as for organizing the conduct of the listed companies and 

the brokerage member firms. 

 The Private sector 

The Palestinian Private sector is unique in more than one important aspect. in addition 

to  small and medium family enterprises, poor performance and low governance are a 

majority in the private sector.  The number of relatively huge corporations is still too 

low. Conventionally, the private sector has played a significant role in the development 

of the Palestinian economy, particularly in rising employment rates. The majority of 

firms have traditionally been concentrated in services (restaurants, retail, hotels, and 

business services) and industry (food and beverage, metal fabrication, textiles\ garments 

and furniture) and private employment is nearly 70% of the domestic labor force. 

The PSE Performance  

PSE's performance has developed over years. Yet, it is still performing under its 

potential, and it still invites considerable reforms. Policy makers and investors are still 

concerned with Governance, disclosure and efficiency issues. Another issue is the high 
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degree of ownership concentration in the Palestinian corporations traded. It is widely 

perceived that this observable fact has been negatively affecting the fair pricing of 

stocks and therefore weakening confidence in the PSE as a whole. This explains why 

the PSE continues to lack sufficient depth and liquidity.  

Very few studies were conducted to study the corporate governance issue in Palestinian 

firms. Previous studies of enhancement of corporate governance of companies in 

Palestine found that listed corporations compliance with the average corporate 

governance index is higher than unlisted corporations.. Abdelkarim and Alawneh 

(2008) found some evidence of the relationship between firms' performance as 

measured by Tobin’s Q and corporate governance expressed by ownership 

concentration, they argued that ownership concentration is negatively related to firm's 

value.  

The interests of stockholders in publicly traded firms to establish a good corporate 

governance structure are protected largely by three major bodies. First, corporate board 

of directors, who hires and monitors the activities of the company’s management. 

Second, the PCMA along with the PSE which issued a disclosure code of conduct in 

2006, as well as undertaking considerable efforts of establishing codes of corporate 

governance in Palestine. And the PSE represents the third influential institution on the 

stockholders' interests by offering daily opinions on the strength of the firms by 

translating public information into a higher or lower stock price.  

 

3. Research Methodology 

3.1 Objective and Hypothesis 

This study aims at investigating the relationship between the degree of compliance with 

the code of corporate governance that became effective in 2009 and performance of 

Palestine Exchange Listed firms. Compliance to corporate governance is measured 

based on a criteria of ten corporate governance factors identified in the study of 

Abdelkarim and Ijbarah (2010). While performance is measured by the percentage of 

change in ROI between the years 2008 and 2010. 

The hypothesis of the study is stated in null form as follows: 
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Ho1: There is no impact of level of compliance with the Code of Corporate Governance 

and ROI of PSE listed firms. Namely, there is no statistically significant difference 

between the ROI of firms that comply with the Code of and the ones that don’t. 

3.2 Population and sample 

The population of our study is all the companies listed on the Palestinian PSE and they 

are 46 companies. We excluded banks since the Banking Law number 2, 2002, that was 

issued by the Palestinian Monetary Authority has already imposed  corporate 

governance rules on banks operating in the Palestinian Territories. These rules were 

even tightened by the recent amendment of law issued in 2011. We also excluded all the 

companies established in  2009 and forward ,and they are 8 companies, since the code 

of corporate governance became effective only in 2009 companies. And finally two 

suspended companies were excluded. Thus our sample is formed of 28 companies, that 

is 61% of the population.  

3.3 Data gathering 

For analysis purposes profitability was measured using the Return on Investment 

indicator (ROI). Thus, calculation of Profit Margin (NI/ SALES) and asset Turnover 

(NET SALES/ ASSETS) was made for both samples for the years 2008 and 2010. 

Then the ROI was calculated by multiplying the Margin with the Turnover.  

Table 1 below presents the ROI for the years 2008 and 2010 for all sample firms  

Table 1: Classified companies and ROI data 

Company Classification ROI 2008 ROI 2010 

1 high degree of compliance 0.025704574 0.000748926 

2 high degree of compliance 0.193051026 0.156615469 

3 high degree of compliance 0.045680865 0.054454843 

4 low  degree of compliance 0.035559443 0.033624231 

5 low  degree of compliance 0.001838771 0.000828472 

6 low  degree of compliance 0.094817733 0.060257961 

7 low  degree of compliance -0.018970321 0.094857572 
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8 high degree of compliance 0.064868132 0.070653936 

9 low  degree of compliance 0.085374281 0.169 

10 high degree of compliance 0.015362379 0.025898142 

11 high degree of compliance 0.043325064   

12 low  degree of compliance 0.087608316 0.032714096 

13 low  degree of compliance 0.104390563 0.177915914 

14 low  degree of compliance 0.001462828 0.036579765 

15 low  degree of compliance 0.067180362 0.011129283 

16 low  degree of compliance 0.051380014 -0.144703866 

17 high degree of compliance 1 0.147395857 

18 low  degree of compliance 0.092452324 0.109041821 

19 low  degree of compliance 0.032897891 0.040554951 

20 high degree of compliance -0.11383943 -0.073021836 

21 low  degree of compliance -0.015286013 -0.115726852 

22 high degree of compliance -0.100484312 0.026087084 

23 high degree of compliance 0.047130866 0.075189393 

24 low  degree of compliance 0.074 0.075 

25 high degree of compliance -0.034578418 -0.033509367 

26 low  degree of compliance -0.035 -0.034 

27 low  degree of compliance -0.066120337 0.060872485 

28 high degree of compliance 0.05945424 0.038675118 

 

4. Findings 

Sample companies were classified into two groups; companies with high degree of 

compliance with the Code of Corporate Governance, and companies with low degree of 

compliance with the Code of Corporate Governance. Classification was made based on 

the criteria specified in evidence on corporate governance compliance by Palestine 

securities exchange listed firms (Abdelkarim and Ijbarah, 2010).this parameter is 

formed of 10 factors that are highly related to corporate governance and they are: 
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1. Shareholders are provided with adequate information about meetings 

2. Shareholders priority subscription rights are protected 

3. Enough information about major shareholders' ownership 

4. Disclosure about best practices 

5. Financial statements disclosure 

6. Better disclosure about the board of directors' activities 

7. Qualified independent directors 

8. Separating the CEO from the boar chairman position 

9. Formal annual evaluation of the board of directors and the directors 

10. Formal CEO evaluation 

Based on the above criteria, sample companies which get 6 or above out of ten  are 

classified as companies with  high level of compliance. And companies which get less 

than 6 are classified as companies with low level of compliance. The classification is 

shown in table 2 below: 

Table 2: Classification of Palestinian listed companies in terms of level of compliance 

with Code of Corporate Governance 

classification   percentage of total 

companies with high degree of compliance 13 46% 

companies with low degree of compliance 15 54% 

total 28 100% 

 

Table 2 shows that 13, 45%, companies of our sample study have high degree of 

compliance to corporate governance. While 15 companies, 55%, have low degree of 

compliance to corporate governance 

4.1 Hypothesis Testing 

Based on data gathered for sample firms the percentage of change in ROI between the 

years 2008 and 2010 is calculated, required calculations are illustrated in the table 3 

below: 
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Table 3: percentage of change in ROI 

Company Percentage of  

change in ROI 

1 -0.98 

2 -0.19 

3 0.19 

4 -1.95 

5 5.71 

6 -0.27 

7 -2.37 

8 0.07 

9 -0.83 

10 0.90 

11 0.38 

12 -0.62 

13 0.72 

14 24.01 

15 -0.83 

16 -3.82 

17 2.02 

18 0.18 

19 0.23 

20 -0.36 

21 6.57 

22 -1.26 

23 0.62 

24 7.73 

25 -0.03 

26 0.27 

27 -1.92 

28 -0.35 

 

Regression analysis of the relationship between the degree of compliance for the sample 

listed firm with the code of corporate governance and profitability measured by the 

change in ROI was calculated. Table 4 below shows the regression results. 
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Table 4: Regression Analysis Results 

Model Sum of Squares Mean Square Sig. 

1 Regression 26.491 26.491 .325a 

Residual 682.941 26.267  

Total 709.432   

 

The results show that statistically there is no significant relationship between the degree 

of compliance between the degree of compliance with the code of corporate governance 

and percentage of change in ROI. Therefore, the null hypothesis of the study is 

accepted. 

This result may be explained in the framework of the following information: 

1. The time lag between the issuance of the Code and the study timeframe may not have 

been long enough to allow for the capitalization of the impact of compliance with the 

Code. 

2. The Palestinian economic status is unstable; thus, regardless of compliance to corporate 

governance rules, uncontrolled economic factors are continually affecting firms’ 

performance. 

5. Conclusions and Further Research  

Corporate governance has become an important topic in practice and academic literature 

in recent years. To ensure a competitive position, to attract capital, to ensure 

sustainability, and to combat corruption; companies from developing countries need to 

put in consign good governance institutions. This study aims at investigating the 

relationship between the degree of compliance with the code of corporate governance 

that became effective in 2009 and performance of Palestine Exchange Listed. 

Profitability was measured using the Return on Investment indicator (ROI). ROI was 

calculated as a multiplication of Net income over Sales (NI/ SALES) and asset 

Turnover (NET SALES/ ASSETS). And since the results show that there is no 

empirical relationship between the degree of compliance with the Code of Corporate 
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Governance and ROI, it encourages further research to investigate a more specific 

relationship between the degree of compliance to corporate governance and Net income 

over Sales as an indicator and between assets Turnover as another indicator. 
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Abstract 

This study aims at investigating the relationship between corporate governance measure 

and dividends policy, along with other control variables, such as cash availability, 

growth rate, tax charges, bank profitability and how the market perceived bank’s 

performance. Using all banks listed in Amman Stock Exchange during the period 2001-

2009, the analysis is performed by employing the institutional ownership as a proxy of 

corporate governance (GC) and dividends payout ratio (DPR) as a proxy for the 

dividends. The empirical results show weak evidence on the importance of one simple 

CG measure, i.e. institutional ownership concentration, on bank’s DPR. Similarly, there 

were no evidence on the effect of total assets growth and banks' liquidity on dividends 

policy. On the other hand, there were significant positive relationship with tax charges 

and significant negative relationship with market value to book value ratio and 

dividends policy. The weak results might be due to the model specifications used, 

including but not limited to the model being a parametric one. It might be useful to 

suggest the use of non-parametric model such as The Data Envelopment Analysis 

(DEA). 

Key words:  Corporate Governance, Dividend Policy, Banks, Jordan. 

JEL Classifications: G34, G35, G21 
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1. Introduction 

The main objective of a firm is to maximize shareholders' wealth, better measured by its 

stock price. Since the managers, who run the firm by a contract, are not 100% owners of 

that firm, thus an agency problem occurs. A motivation mechanism should be designed 

and implemented to align managers' interests with those of shareholders. However, the 

existence of such compensation plans could not deter managers from fraud and abuse of 

their power over the firm's control. Corporate governance (GC) had emerged as a 

mechanism for bridging the gap between management decisions and firm objectives.  

Corporate governance is a system by which firms are directed and governed (Ajlouni, 

2007). Institutional investors are the major players in the capital market. They are better 

informed with the firm's valuable information on future cash flows and strategic 

decisions. Whereby individual shareholders rely on public data, such as annual reports 

and released news. Hence, it is reasonable to expect that institutional investors may 

influence the management decisions about earnings and dividends (La Porta et al., 

1999). 

This study investigates the relationship between institutional investors, along with other 

corporate governance measures, and the dividend policy of the bank. The significance 

of this study is that it empirically demonstrates whether institutional investors influence 

firm's decisions. This paper proceeds as follows. Section 2 reviews the relevant 

literature. Section 3 discusses corporate governance in Jordan. Section 4 describes data, 

develops research hypotheses and formulates the research model. Section 5 shows the 

results of the empirical analysis. Section 6 summarizes and concludes the paper. 

 

2. Literature Review  

Current literature reveals the importance of corporate governance in promoting 

investors' protection and, hence, developing financial markets (see, for example, 

Shlelifer and Vishny (1997), La Porta et al. (1999), and Lin et al. (2009)). In addition, 

literature has established a link between corporate governance and corporate 

performance (Danies (2001), Morck and Yang (2001), Gomper et al.  (2003), Ajlouni 

(2007) and Bhagat and Bolton (2008)); capital structure (Novaes and Zingales (1999)); 
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dividends policy (Mitton (2004) and Zhang (2008)); market liquidity (Hoshi et al. 

(1991), Dumitrescu (2010), Chung et al. (2010) and Wu and Liu (2012)), Tobin's q (La 

Porta et al. (2002)) and financial crisis (Johnson et al. (2000), Mitton (200) and Baek et 

al. (2004)). 

On the other hand, many literatures have studied the firm financial decisions and factors 

that influencing such decisions. The empirical evidence points out to the link between 

firm-specific factors, such as firm size, retained earnings and investment opportunities, 

and dividend policy. However, few studies have embodied corporate governance, 

including institutional investors, as a possible determinant of dividend policy.  

During the last decade, there was enormous body of literature investigated different 

aspects of CG. For example, Beiner et al. (2006) inspect the effect of CG on Swiss firm 

performance and find positive relationship. Particularly, board size is positively related 

to firm value. However, controlling shareholders and large block holders do not have 

such a significant impact.  However, Ajlouni (2007) examines the effect of GC on 

Jordanian firm performance and finds weak relationship, indicating weaker 

implementation of GC measures and less developed financial market. Tomar and Bino 

(2012) examine the influence of CG on Jordanian bank performance. They find that 

banks with majority institutional ownership and affiliated board of directors have higher 

performance and lower risk. However, the number of directors has no impact on banks 

performance. 

Johnson et al. (2000) find that the effectiveness of protection for minority shareholders 

in 25 emerging markets explains more of the variation in exchange rates and stock 

market performance during the Asian crisis. Andres and Vallelado (2008) conclude that 

there is an inverted-U shape between board size and performance in 6 developed 

countries (Canada, USA, UK, Spain, France and Italy). But, there is no significant 

relationship between the outsider non-executive directors and performance. Also, there 

is no relationship between board meeting and performance. Abbadi and Al-Zyoud 

(2012) investigate the impact of CG on UK management earnings and find that board 

commitment significantly reduces earnings management. 

Kang et al. (2006) examine the relationship between long term investment expenditures 

and executive equity composition structure in the USA and find positive relationship. 

Claessens et al. (2002), for example, show that higher cash flow rights of the controlling 
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shareholder, in firms from nine East Asian countries, are associated with higher market 

valuation, but higher voting rights correspond to lower market valuation. Johnson et al. 

(2000) find that the effectiveness of protection for minority shareholders in 25 emerging 

markets explains more of the variation in exchange rates and stock market performance 

during the Asian crisis.  

Park and Kim (2008) test the view that firm-specific measures of GC affect firm 

performance during a crisis. They find that the economic crisis in Korea has a 

significant and negative effect on the market value of firms, but with a large cross-

sectional variation. Firms with larger equity ownership by foreign investors experience 

a smaller drop in share value. Firms with higher disclosure quality and those with access 

to alternative sources of external financing also suffer less from the shock. Firms in 

which the controlling shareholder’s voting rights exceed cash flow rights and those who 

borrow more from the main banks both have significantly lower returns. These findings 

suggest that firm-level differences in GC measures play an important role in 

determining changes in firm value during the financial crisis in Korea. 

 

3. Corporate Governance in Jordan 

The financial crises demonstrated what risks would arise when financial institutions are 

subject to political influence, particularly, when corporate management is weak and 

lacks accountability, transparency and control (Wade, 2000). As a result of the crises, 

CG in the emerging markets has come under scrutiny. However, the literature on CG 

models in emerging markets is limited (Shleifer and Vishny, 1997), while that in Jordan 

is dearth. However, the emerging markets tend to favor the Anglo-Saxon shareholder 

model, while not ignoring the stakeholder model (Ajlouni, 2007). 

 

Jordan is a small, but vital country, located in the heart of the Arab World. It has a 

population of 6.5 million. The population is highly educated. Jordan has one of the most 

open political systems in the region. The basic infrastructure is well developed. Skill 

forces, communications, tax incentives and other facilities required for business are 

exceptionally good. The government has made efforts to create a liberal and attractive 
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business environment (Ajlouni, 2007).. Capital market in Jordan is among the oldest 

ones in the region. Established in 1978, it consists of three separate, but related entities. 

These are Jordan Securities Commission (JSC), Amman Stock Exchange (ASE) and the 

Securities Depository Centre (SDC). There are more than 260 companies listed, with 

more than US$30 billion market value, representing more than 100% of the GDP and an 

average of one billion shares and 100 million bonds traded annually. 

 

Jordanian corporations are regulated by the Companies Act of 1997 and Securities Act 

of 2002. Both laws require interval, transparency and timely disclosures of financial and 

non-financial information. The Controller of Companies and JSC are playing a vital role 

in supervising companies and performing an agency control on the management of 

companies. Both authorities have the power to issue warnings, fines, suspend and de-list 

companies. There is no recent evidence of CG scandal in Jordan and disclosures can be 

assessed as relatively good. That is so because Jordanian corporations are directed by 

good CG and disclosure principles. Ownership rights are secured and distinctly 

organised. Companies listed in the First Market of ASE are required to issue financial 

statement information quarterly, while those on the Second Market semiannually. 

However, the Board of Directors is appointed, not elected. The government, through its 

investment arm, the Investment Unit of the Social Security Corporation (SSC), holds a 

substantial stake in most of ASE large corporations. Although financial disclosure is 

good, access to dissemination of non-financial information is relatively weak (Ajlouni, 

2007). 

 

4. The Data 

In order to examine the effect of institutional ownership and on firm’s dividends, the 

data set includes all banks listed in ASE during the period 2001–2009. There were 16 

banks listed during the period of the study. Table 1 exhibits the descriptive statistics of 

financial information and ratios during the study period. 
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Table (1) Descriptive Statistics of Financial Data and Ownership Structure 

of Jordanian Bank during the Period 2001-2009 

Variables N Minimum Maximum Mean Std. DeviationSkewness Kurtosis
Dividend Payout Ratio(DPR) 140 0.0000 123.0484 26.5271 28.6011 0.7426 -0.2982
Returns on Assets (ROA) 140 -5.4751 7.9134 1.4243 1.2930 0.3400 10.1502
Returns on Equity (ROE) 140 -10.1719 39.9201 10.9760 7.2631 0.5510 2.5817
Liquidity Ratio 143 0.1280 256.6650 6.0342 29.0648 6.2232 43.9472
Tax Charges 144 -2,075,411 89,668,000 8,403,033 ######## 3.4019 12.7669
Individual All 144 0.0000 0.9413 0.4454 0.2429 -0.2309 -0.9648
Institutional All 144 0.0587 1.0000 0.5546 0.2429 0.2309 -0.9648
Individual Jordanians 144 0.0000 0.4980 0.1283 0.1501 0.7269 -0.6929
Individual Foreigners 144 0.0000 0.2330 0.0173 0.0467 2.9867 9.0970
Institutional Jordanians 144 0.0000 1.0000 0.1344 0.2418 2.7327 7.0336
Institutional Foreigners 144 0.0000 0.0940 0.2330 0.2569 1.1830 0.4359
Govt Jordanians 144 0.0000 0.2500 0.0737 0.0856 0.7165 -0.9453
Govt Foreigners 144 0.0000 0.2100 0.0089 0.0335 4.1607 18.2483
All Ownership of +5% 144 0.0000 1.0000 0.5942 0.2165 0.0043 -0.6232
Market Value/Book Value 135 -0.4591 5.9909 1.8227 0.9950 1.1414 2.6066
Growth 144 -0.5510 0.8852 0.1341 0.1740 0.7884 4.6285
Valid N (listwise) 134
 

Table 2 shows the ownership structure of Jordanian listed banks, exhibited by types and 

nationality of the investors. It can be seen from the table that individual ownership in 

Jordanian banks decreased, for the sake of institutional investors, from 45.9% in 2001 to 

39.8% in 2009. In addition, foreigners who own 5% or more increased from 22.5% to 

27.4%, while foreign governments' ownership disappeared at the end of the study 

period.  The ownership of Jordanian government and its agencies, particularly the 

Social Security Corporation (SSC), in Jordanian banks increased slightly from 6.1% of 

the total ownership in 2001 to 7.7% in 2009.  

Table (2) Ownership Structure of the Jordanian Banks during the Period 2001-2009 

Banks 
Average 

Ownership 
Structure %

Individual 
Ownership

Institutional 
 Ownership

Jordanian 
Individual

Foreign 
Individual

Jordanian 
Institutional

Foreign 
Institutional

Jordanian 
 Govt

Foreign 
 Govt

Owners 
of +5%

2001 45.9% 54.1% 13.1% 2.4% 13.2% 19.4% 6.1% 0.6% 54.9%
2002 47.3% 52.7% 15.2% 2.0% 12.3% 19.5% 6.3% 1.4% 56.6%
2003 48.2% 51.8% 14.8% 0.7% 11.1% 22.4% 7.5% 1.3% 57.9%
2004 46.3% 53.7% 14.4% 0.7% 11.3% 23.9% 7.6% 1.3% 59.2%
2005 46.7% 53.3% 14.3% 0.6% 11.3% 21.8% 8.1% 1.8% 56.8%
2006 45.4% 54.6% 12.9% 1.6% 13.5% 22.6% 7.9% 1.7% 60.3%
2007 42.1% 57.9% 10.3% 2.6% 16.5% 24.9% 7.5% 0.0% 61.7%
2008 39.0% 61.0% 10.3% 2.4% 15.9% 25.0% 7.7% 0.0% 61.3%
2009 39.8% 60.2% 10.3% 2.4% 15.9% 25.0% 7.7% 0.0% 59.9%  
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Research Hypotheses 

The main hypothesis of this study is that certain corporate governance characteristics 

play an important role in determining the firm's dividend policy. This paper investigates 

six hypotheses as follows: The first and main hypothesis of the study tests the impact of 

GC on the dividends. This study uses the institutional ownership as a proxy for CG 

(Ajlouni, 2007), and dividend payout ratio (DPR) as a proxy for the dividends. 

Theoretically, well-functioning markets, such as the product market, the managerial 

labor market and the merger market, are the keys in establishing CG and, thus, 

ownership is irrelevant. Fama (1980) claims that ownership is an irrelevant concept 

since the firm are a set of contracts, while Jensen (1993) demonstrates the role of the 

market for corporate control. Thus,  

H1: There is a relationship between institutional ownership and dividend payout ratio. 

The next five hypotheses are formulated to control for other variables that might have 

an impact on the bank dividends. Cash is an important element of dividends. The vast 

majority of firms pay cash dividends most of the time. This study uses the liquidity ratio 

as a measure of bank's ability to pay the dividends. Therefore,  

H2: There is a relationship between liquidity ratio and dividend payout ratio. 

However, cash is also due to be paid for income taxes, and it is expected that the bank's 

ability to pay dividends is limited by how much tax charges has to pay. So, 

H3: There is a relationship between tax charges and dividend payout ratio. 

In addition, it is assumed that as the bank grows as it becomes under pressure of 

showing its investors the fruit of its growth. As a financial intermediary, a bank growth 

rate is better measured by the changes in its total assets, rather than its revenues. 

Consequently,  

H4: There is a relationship between growth rate and dividend payout ratio. 

It is well-known that the stock exchange has an impact on the firm's management 

decisions. Bank's dividend policy is most likely to be influenced by the market. How the 

market perceived the bank's performance can be represented by the market value to 

book value ratio. As a result, 



31 

H5: There is a relationship between MV/BV ratio and dividend payout ratio. 

Finally, dividends are product of profits. More profits leads to more dividends. Bank's 

profitability can be represented by the return on assets ratio (ROA). Hence, 

H6: There is a relationship between ROA and dividend payout ratio. 

 

The Model 

This section examines GC measures and other explanatory variables that may be related 

to the bank's dividend policy. The analysis of the data is performed by using financial 

ratios. Dividend Payout Ratio (DPR) is a proxy for dividend policy, performance is 

indicated by Market Value to Book Value (MVBV) and profitability is represented by 

Return on Assets (ROA). Ownership structure is represented by concentration ratio, 

which is the percentage of shares held by top shareholders. Control variables used in 

this paper that might affect the DPR include cash availability, represented by liquidity 

ratio, growth rate in total assets and tax charges. Thus, the model would be: 

 

DPRit =a+ b1 ROAit + b2 LIQUIDITYit + b3 TAXit + b4 INSTit + b5 

MVBVit + b6 Git +ei 

Where, 

DPR: is the amount of dividends paid divided by net income. 

The independent variables include: 

ROA :the net income to the total assets. 

LIQUIDITY :the liquidity ratio at the end of the fiscal period. 

TAX : the tax divided by earnings before interest and taxes. 

INST : the percentage of capital invested by institutional investors. 

G : the percentage of changes in total asset over the previous fiscal year. 

MVBV :the current market value to the net book value. 
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I: for a bank. 

T: for a year. 

The model tests the null hypothesis for the Jordanian banks during the period (2001-

2009) data. Estimation results are reported in Table 3.  

 

Table (3) Estimation Results of the Irrelevance of Ownership Concentration on Bank’s 

Dividend Policy of the Jordanian Banks during the Period (2001-2009) 

Variable Coefficient t-Statistic Probability 

Constant 23.988* 3.402 0.001 

ROA 0.110 1.105 0.271 

Liquidity 0.076 0.813 0.418 

Tax 0.278* 3.152 0.002 

InstitAll 0.148** 1.731 0.086 

Growth Rate 0.024 0.238 0.812 

MVBV -0.287* -2.797 0.006 

(*) Denotes significant at 5% or less. 

(**) Denotes significant at 10% or less. 

R-squared   14.7%  

F-Statistic   3.634* 

F-Significance  0.002 

Durbin- Watson stat  1.249 

 

Replacing ROA with ROE in the model shows little variation in the results. Estimation 

results are reported in Table 4.  
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Table (4) Re-Estimation Results of the Irrelevance of Ownership Concentration on 

Bank’s Dividend Policy of the Jordanian Banks during the Period (2001-2009) 

Variable Coefficient t-Statistic Probability 

Constant 23.111* 3.173 0.002 

ROE 0.053 0.579 0.562 

Liquidity 0.116 1.340 0.183 

Tax 0.281* 3.162 0.002 

InstitAll 0.158** 1.864 0.065 

Growth Rate 0.051 0.533 0.595 

MVBV -0.279* -2.620 0.010 

(*) Denotes significant at 5% or less. 

(**) Denotes significant at 10% or less. 

R-squared   14.1%  

F-Statistic   3.463* 

F-Significance   0.003 

Durbin- Watson stat  1.258 

 

Table 4 demonstrates the results of a panel analysis. These results formed a basis for 

testing the research hypothesis. Regardless of the performance measure used (ROA or 

ROE), the null hypothesis cannot be rejected at 5% level of significance or less. That is, 

ownership concentration is irrelevant to bank’s dividend policy. However, the table 

reports that the concentration ratio is significant at 6% level, and the model (F = 3.463) 

at 1% or less. Tax charges and MVBV are significant at 1% or less, while other control 

variables are not. 
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5. The Analysis 

After examining the regression, SPSS software was used to process the data related to 

16 banks during the (2001-2009) period. The results of testing each hypothesis are as 

follows: 

H1: There is a relationship between institutional ownership and dividend payout ratio. 

Variable  Coefficient  t-Statistic  Sig. 

InstitAll  0.158** 1.864  0.065 

Given the insignificance of the variable (t-Statistic = 1.864), the null hypothesis is 

accepted and the alternative one is rejected. That is there is no relationship between 

institutional ownership and DPR. However, the result shows that the significance level 

is very close (6.5%) to rejecting the null hypothesis. 

 

H2: There is a relationship between liquidity ratio and dividend payout ratio. 

Variable  Coefficient  t-Statistic  Sig. 

Liquidity  0.116  1.340  0.183 

The model shows that liquidity ratio does not affect the bank decision to pay dividends. 

This result is expected because that liquidity ratio in the banks is regulated by the 

monetary authority, i.e. the Central Bank. 

 

H3: There is a relationship between tax charges and dividend payout ratio. 

Variable  Coefficient  t-Statistic  Sig. 

Tax   0.281*  3.162  0.002 

Given the significance of the variable (t-Statistic = 3.162), the third null hypothesis of 

this study is rejected and the alternative one is accepted, and the result is reliable at 5% 

or less level of significance. It should be noted that Pearson correlation between tax 

charges and DPR is positive (22.2%) and significant. The intuition behind this 
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relationship is that the bank's propensity to pay dividends increases with its before-tax 

profitability. Thus, tax charges are indicative to bank's dividend policy. 

H4: There is a relationship between growth rate and dividend payout ratio. 

Variable  Coefficient  t-Statistic  Sig. 

Growth Rate  0.051  0.533  0.595 

The results show that the bank growth rate has no significant relationship with its DPR. 

The correlation between these two variables is expectedly negative but very weak (-

9.3%). It seems that Jordanian banks have got a defined policy for increasing their 

market share, using their internal resources. Otherwise, we would have found a 

significantly negative relationship between the growth rate and the DPR.  

 

H5: There is a relationship between MV/BV ratio and dividend payout ratio. 

Variable  Coefficient  t-Statistic  Sig. 

MVBV -0.279* -2.620  0.010 

The results show that the fifth null hypothesis of this study is rejected and the 

alternative one is accepted, and the result is reliable at 5% or less level of significance. 

Thus, bank performance is affecting the bank DPR. However, the relationship is 

negative. The correlation between these two variables is expectedly negative (-14%) and 

significant. This provides an indication that the market is efficient in valuing the bank's 

book value. As the bank retain more of its earnings and pay fewer dividends, as higher 

its book value, and hence its market price. 

 

H6: There is a relationship between ROE and dividend payout ratio. 

Variable  Coefficient  t-Statistic  Sig. 

ROE  0.053  0.579  0.562 

Given the insignificance of the bank profitability, measured by ROE (t-Statistic = 

0.579), the last hypothesis of the research has not been proved. The correlation between 
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ROE and DPR is very weakly positive, but insignificant (1.1%). Thus, bank's 

profitability does not affect its year-to-year DPR. 

Replacing ROE with ROA in the model does not alter the results, as shown in table 3.  

Variable  Coefficient  t-Statistic  Sig. 

ROA  0.110  1.105  0.271 

Still, bank's profitability, measured by ROA (t-Statistic = 1.105), has no impact on its 

DPR. The correlation between ROA and DPR is positively weak and insignificant 

(10.2%). Thus, bank's profitability does not affect its DPR. 

 

6. Conclusion 

The empirical results of this paper show weak evidence on the importance of one simple 

CG measure, i.e. institutional ownership concentration, on bank’s DPR. That is, there is 

no role for the institutional shareholders in monitoring and controlling the behavior of 

the bank's management in terms of dividend policy. In fact, the correlation between 

DPR and the institutional ownership concentration ratio is very weak and insignificant. 

For investment perspectives, the findings of this paper indicate that the share of 

institutional investors in the capital structure of the company is not a proper indicator 

for investors who tend to earn profits in cash. 

Statistical results reveal that there is no significant relationship between total assets 

growth and DPR. That indicates that, unlike other firms, bank's dividend policy is not 

necessarily affected by its growth or future development plan. This might be due to the 

hypothesis that retained earnings are not considered as an inexpensive source of finance.  

Similarly, the results show that there is no significant relationship between the DPR and 

bank's liquidity. This is due to the fact that bank's liquidity ratio is regulated and 

monitored by the monetary policy. Thus, bank's liquidity is not an indicator for bank's 

ability to pay dividends. 

Tax charges have significantly positive relationship with DPR. The correlation between 

taxes and DPR is significantly positive (22.2%). One explanation for this result is that 
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more taxes lead to less income available for common stockholders. Thus, the bank has 

to compensate decreasing income by paying more dividends relative to net income, 

hence DPR. This result is consistent with Amidu et al. (2006).  

The correlation between performance measure (MVBV) and DPR is weak and negative 

–(14%), but significant. Model specification shows that there is a significant 

relationship between these two variables, i.e. more DPR indicates less MVBV. This 

means that the market does value dividend policy of Jordanian banks. This might be 

used as an indication of transparent and efficient market for listed companies in Jordan. 

These results of the study are consistent with Amidu et al. (2006), who found that 

institutional ownership is not one of the factors affecting dividend policies, while 

inconsistent with the findings of the research conducted by Foroughi (2009). Corporate 

governance development and economic conditions governing the banks and capital 

markets of the two countries could account for the differences in the results.  

 

The weak and insignificant results of this paper might be due to the model 

specifications used, including but not limited to the model being a parametric one. It 

might be useful to suggest the use of non-parametric model to investigate the 

relationship between bank’s dividend policy and ownership concentration, structure and 

mix. The Data Envelopment Analysis (DEA) might be the alternative one to be used in 

this context. 
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Abstract: 
 

The study aims at investigating corporate governance and its relevance to dividend 

policy in industrial and financial Jordanian companies listed in Amman Stock Exchange 

(ASE). The study covers 56 firms over the period 2007 to 2009. The analysis is 

conducted using three models for robustness purposes: ordinary least squares (OLS), 

TOBIT and the Random Effects (RE) models. To achieve this aim, a governance index 

was developed using the most widely known governance practices. The results indicate 

that Jordanian firms implement corporate governance practices and that dividend yield 

is a non-linear positive concave function of the governance index. The results suggest 

that firms with low governance structure mitigate the agency cost of free cash flows by 

restricting managers’ control over firms' cash flows and diverting these cash flows to 

shareholders in the form of dividends, especially when information asymmetry is high 

and a  weak governance levels exists. In contrast, when the governance structure is 

strong, the information asymmetry between the governance body and the manager is 

lower, subsequently, the governance body retains the firm cash flow for reinvestment, 

and that is why we observe a reversal of the initially positive relation between dividend 

yield and governance after a certain governance level. The study recommends that 

Jordanian firms should focus on improving their corporate governance practices 

especially the industrial sector which will reduce information asymmetry and protect 

investors from agency problem. 

 

Keywords: agency problem, information asymmetry, corporate governance, dividend 

yield, Jordan. 
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1-Introduction: 
The East Asian crises of 1997 which indicates a lack of Corporate governance 

mechanisms in many Asian financial markets and individual firms has brought to the 

force more and more attention for adapting the practices of good corporate governance. 

More recently, there has been a considerable interest in corporate governance practices 

of modern firms, especially after the collapse of large US firms such as Enron and 

WorldCom in early 2000s.Also the global financial crisis in 2008 has been considered 

the most disastrous financial and economic crisis the world has experienced since the 

great depression of 1930s.The 2008s crisis spread across the whole world and escalated 

into a global financial crisis, affecting financial and economic systems in many 

countries. Thus  the development of new corporate governance practices have attracted  

more attention. 

The literature review on  corporate governance has provided different definitions for 

corporate Governance,  Shleifer and Vishny, (1997) defines corporate governance as “  

a process that deals with the way in which suppliers of finance to corporations assure 

themselves of getting a return on their investment.” Dahyaet al (2002) refer to it  as  is 

the “system by which companies are directed and controlled”.  The Organization for 

Economic Co-operation and Development (OECD) defines corporate governance as “a 

set of relationships governing the various members of a corporation . It involves a set of 

relationships between a company’s management, its board of directors, its shareholders 

and other stakeholders. Corporate governance also provides the structure through which 

the objectives of the company are set, and the means of attaining those objectives and 

monitoring performance are determined” (OECD Principles of Corporate Governance, 

2004). 

Hence CG definitions mainly focus on the separation of ownership from management 

which is assured by Sanda, et al (2005)  who defines corporate governance as “ ways in 

which all parties interested in the well-being of the firm (the stakeholders) attempt to 

ensure that managers and other insiders take measures or adopt mechanisms that protect 

the interests of the stakeholders.” 
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 2-Corporate Governance Mechanisms (CGM) 
Shleifer and Vishny, 1997 argue that CGM are  the economic and legal institutions that 

can be forced through the political process. From these mechanisms the corporate 

governance can  be described  as contractual mechanisms used to address the agency 

problem. Several governance mechanisms work together to provide incentives to 

managers and to mitigate the agency problems between shareholders and managers 

resulting from the separation between ownership and control. Belkhir (2006).Kocket et  

al (2011) ssuggest that different CGM resolve the existing divergence of interests 

between stakeholders and managers with respect to environmental activities. And can be 

divided into internal corporate governance mechanism ICGM and external corporate 

governance mechanism (ECGM). The ECGM includes the Legal and Regulatory 

System and competitions in the market, where as the ICGM which is coming from 

internal initiatives includes the Board of directors, Insider ownership, Debt and dividend 

policies.  The eeternal corporate governance mechanism are beyond the control of the 

shareholders and the board and are seen to influence overall out comes Brown et al 

(2011). 

 

3-Importance of the Study: 
Corporate governance rules have been developed at a worldwide level and it has been 

one of the most important topics in economic due to its importance in the development 

of organizations and its contribution to the  economic improvement, hence it is  seen as 

a mean to evaluate top management commitment to transparency and  accountability.  

The OECD has been effective in determining the shape and the evolution of corporate 

governance standards in many countries, whether developed or developing economies, 

it represents an internal control systems and risk- management frameworks for all 

institutions, For doing so the OECD developed an indicators (principles) for good 

corporate governance. These principles are closely related to four main mechanisms; 

shareholders right. Lal, et al (2010) investigates the financial performance of firms with 

greater shareholder rights (GSR) and compare it with that of firms with lower 

shareholder rights (LSR) and finds that GSR firms may perform better for some 

financial criteria; Transparency and Disclosure. The adoption of corporate governance 

in companies is directly related to the transparency of financial reporting and the 

increase in the level of public disclosure (Fatma, 2011); stakeholders' right, Beer and 
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Rensburg,(2011) provide an Evidence that communication management principles, such 

as stakeholder relationship management, can assist an organization in achieving its 

objectives; and  Responsibility and accountability of the Board, 

 

4-Corporate Governance in Jordan: 
Recently there has been  an increasing concerns over   corporate governance in Jordan 

and many other countries, especially after the engagement in World Trade Organization 

(WOT) and Free Trade Agreements. The following regulatory body  in Jordan provide  

a set of laws that  made a better treatment of corporate governance: 

1.  The Companies Law (no.22/1997). 

2.  The BankingLaw. 

3.  Insurance supervision Law (no.33./1999) 

4.  Privatization Law. No. 25 of year 2000 

5.  The rules and regulations of the capital market institutions. 

6.  The Securities Law (no.76/2002). 

7.  And early Corporate Governance Code (Jan/1/2009). 

In 1994, Jordan fully adopted the international accounting standards, now called the 

International Financial Reporting Standards (Word Bank 2004), after that the Company 

Law (no.22/1997), the Banking Law (CBJ Law No. 23 of 1971, the Banking Law No.28 

of2000), the Insurance Law (no.33/1999), and the Securities Law(no.76/2002), require 

corporations follow the internationally accepted accounting and auditing standards. 

Actually, all previous laws were set to improve the corporate performance; hence before 

2003 the corporate governance practices are limited by the rules derived from these 

regulations. During 2003, corporate governance Assessment was completed as part of 

the joint World Bank-IMF program of Reports on the Observance of Standards and 

Codes (ROSC).  It benchmarks the country’s corporate governance practices against the 

OECD Principles of Corporate Governance. The results of this assessment was 

published in  2004  and can it indicates that,  the right of shareholders in Jordan 

(partially to largely observed), the equitable treatment of shareholders (largely 

observed) , the role of stakeholders in corporate governance (observed), disclosure and 

transparency (observed and partially to largely observed),and   Responsibility of the 

Board (largely observed).the assessment include is one of these five verbal 

assessment(Observed, largely observed, Partially observed ,Materially not observed, 
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and not observed) the cumulative percents for all these verbal assessment is 

(26%,43%,26%,4%,0%) respectively. 

In 2009 the regulatory body in Jordan put forth to improve corporate governance 

framework, represented by circular issued by Jordan Securities Commission (JSC) to all 

Public Shareholding Companies listed at (ASE) requesting them to enclose in the 2010 

annual report an independent chapter indicating implementing the Corporate 

Governance Code of Companies Listed at the ASE . The code clarify that obligatory 

rules which are assured in the laws must be followed, and another optional rules., in 

case of non-compliance with any of these rules clarification should be indicated in   the 

annual report, so this may give better understanding of corporate governance code and 

provide a feedback to know Strengths and weaknesses points. 

The current study aims at investigating the level of corporate governance in Jordan and 

its relevance to dividend policy. The importance of the study stems from the following: 

1- The study tries to define the most important factors that determine corporate 

governance practices in Jordan 

      2- The study also tries to find whether there is a relation between dividend policy 

and   corporate governance in Jordanian firms. 

 

4-Literature review: 
Pinkowitz and Williamson (2006) Investigate how the market’s assessments of the 

value of cash holdings and dividends varies among companies operating in 35 countries 

with legal regimes offering different levels of protection to minority shareholders. The 

study tests two hypotheses: The first is that minority shareholders assign a lower 

effective value to the cash holdings of companies in countries with weaker investor 

protection and greater probability of expropriation by controlling shareholders. The 

second hypothesis is that minority shareholders put a premium value on dividends in 

countries with less investor protection. The results provide evidence supporting both 

arguments. Moreover, the study shows that companies tend to hold more cash both 

when operating in countries with low investor protection, and when there is a larger 

discrepancy between a controlling shareholder’s voting rights and cash flow rights. in 

another words, corporate managers tend to retain excess cash instead of paying it out to 

shareholders. 
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Ayub (2007) investigates the long-term return behavior of dividend-changing through 

pooled data analysis of annual audited accounts for 180 listed companies of the Karachi 

Stock Exchange. The study finds out that 23 percent of incremental profits are 

transformed into dividend. It is also concluded that concentration of ownership is also 

an important factor of the dividend payments. This result support the hypothesis that 

companies start to pay dividends after a certain level of growth and at  the earlier stage 

companies concentrate on retained earnings. 

Hanazaki and Liu(2007) investigate the influence of family control on the pattern of 

corporate investment. Using data from Indonesia, Korea, Malaysia and Philippines, and 

focusing on the family ownership structure, that characterizes East Asian corporate 

governance. The results suggest that the mechanism in East Asian countries, does not 

work well, and adding to that , the difficulty of obtaining financing from external capital 

markets, may lead to strict financing  and hence provide constraints on investment. 

Kowalewski(2007), explore the determinants of the dividend policy in Poland,  and 

provide a test  on whether ownership and corporate governance practices determine the 

dividend policy in non-financial companies listed on the Warsaw Stock Exchange 

(WSE). In order to test the impact of corporate governance a study utilizes quantitative 

measures on the quality of the corporate governance standards for 110 non-financial 

companies listed on the WSE. The results demonstrate that corporate governance is an 

important determinant in explaining the dividend policy of Polish public companies, 

which suggest strong evidence that corporate governance and ownership may determine 

the dividend policy of listed companies on the WSE. 

Setia-Atmaja(2009) examine ownership concentration effects on board and audit 

committee independence, and whether the impact of board and audit committee 

independence on firm’s value is moderated by ownership concentration and dividend 

payouts. Using a sample of Australian publicly listed firms, the study suggests that the 

impact of governance mechanisms is moderated by companies’ ownership structure and 

dividend policies. The findings underline the important  of governance role the 

independent boards and audit committee can play in a country that has high ownership 

concentration and high levels of private benefits of control. 

Sawicki(2009) explore relationship between dividends and corporate governance in five 

East Asian countries over the period 1994–2003, comparing the outcome and substitute 

models, a pre-crisis negative relationship between dividends and governance indicates 

that dividends act as a substitute for other corporate governance mechanisms during this 
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period, in the opposite said, after the substantial improvements in governance 

empowering shareholders  the study provide an evidence of  strong positive relationship 

between governance and dividends emerges post-crisis . 

Kouki and Guizani(2009) provides an empirical examination on the relationship 

between dividend policy   and ownership structure in Tunisia.  The influence of 

shareholder ownership identity on dividend policy for all listed stocks in the Tunisian 

stock  exchange from 1995 to 2001, The final sample contains 203 firm, the results 

indicate that Tunisian companies with highly concentrated ownership distribute more 

dividends, also  that there is a significant negative correlation between institutional 

ownership and distributed dividend level.  

Al-Kuwari(2009) investigates the determinants of dividend policies for firms listed in  

Gulf Co-operation Council (GCC) country stock exchanges. The study investigate  the 

impact of government ownership, free cash flow, firm size, growth rate, growth 

opportunity, business risk, and firm profitability on dividend payout ratios. The results 

suggest that dividend payments is related strongly and directly to government 

ownership, firm size and firm profitability, but negatively to the leverage ratio. These 

suggest that firms pay dividends with the intention of reducing the agency problem and 

maintaining firm reputation, since the legal protection for outside shareholders was 

limited. 

PuleoJret et  al (2009) explore the relationship between good corporate governance and 

dividend payment in the regulated insurance industry using  a sample of  55 firms 

operating  in the insurance industry. Data cover a five-year period ending in 2006. The 

results found no relationship between good corporate governance and dividend policy in 

a regulated industry. It is suggested that Regulated firms in the insurance industry do 

not need to be subjected to the external monitoring forced by high dividend payments. 

Regulators perform that function instead. 

Hussainey and AlNodel(2010) examining the effect of board size, ownership 

concentration and corporate governance reporting on the debt-to-equity ratio in Saudi 

Arabian listed companies using a multiple regression model to examine the association 

between financing decisions andcorporate governance mechanisms for a sample of 37 

listed Saudi companies, focused on firms that disclose information through internet 

found that both board size and ownership concentration are positively associated with 

debt-to-equity ratio, The findings suggest that managers are likely to choose higher 

financial leverage when they have stronger corporate governance  and did not find any 
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statistical association between corporate governance disclosure and debt-to-equity ratio, 

This suggests that firm’s asymmetric information is not an important driver of the 

financing decision of Saudi Arabian companies. 

Adjaoud and Ben-Amar (2010) investigate the relationship between corporate 

governance quality and dividend policy in Canada. Based on the agency theory 

predictions, consider the effect of two conflicting hypotheses about the effect of 

corporate governance on dividend payouts: the outcome and substitution hypotheses. 

The effectiveness of firm-level governance mechanisms is assessed through the Globe 

& Mail annual corporate governance index and four sub-categories scores (board 

composition, shareholding and compensation issues, shareholder rights issues and 

corporate governance disclosure policy). Using a sample of (714) firm-years listed on 

the Toronto Stock Exchange over the period 2002-2005; show that firms with stronger 

corporate governance have higher dividend payouts. Among the four components of the 

corporate governance index, also document that board composition and shareholder 

rights’ policy are positively related to payout ratios. Also the study finds a positive 

association between firm size, the level of free cash flows and dividend payouts. 

Finally, document a negative relationship between firm risk, US cross-listing and 

dividend payouts. 

Al-Najjar (2006) investigate the determinant of transparency, Corporate Governance 

and firm value in developing countries, through the Jordanian Industrial and services 

firms, for the period (2000-2004) including 69 firms this study aims to find two relation 

: first, the direct relation that exist between the independent variables with transparency, 

corporate governance and firm value as dependant variables. Second, the indirect 

relation that exist between the independent variables and corporate governance through 

transparency and the other indirect relation between independent variable and firm 

value through corporate governance , for industrial and services companies. This study 

result mainly is that there is a positive direct relation between corporate governance and 

firm value. 

Abu-Tapanjeh (2007) research analyzed, to establish the association of the factor 

pertaining to specific corporate practices and structures to firm operating and financial 

performance indicates an impressing result. The study was based on 39 industrial 

companies listed in ASE of Jordan, over the period of 1992 to 2004. The study 

employed two factors of management operating performance measured by Net Sales to 

Operating Cost and financial performance measured by Divided Payout Ratio as a 
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model specification the study shows that most of the selected variables (proportion of 

non-executive directors (BOD), general manager acting dual role as chairman of board 

of directors (GMCH), GEAR, and FIRMSIZE) significantly influence the firm 

operating and financial performance. Also, the increased strength of proper corporate 

governance in a firm exert a positive influence on operating performance resulting a 

better financial performance which ultimately geared up the firm performance. 

Al-Malkawi (2007) examines the determinants of corporate dividend policy in Jordan. 

The study uses a firm-level panel data set of all publicly traded firms on the Amman 

Stock Exchange between 1989 and 2000. The study develops eight research hypotheses, 

which are used to represent the main theories of corporate dividends. A general-to-

specific modeling approach is used to choose between the competing hypotheses. The 

study examines the determinants of the amount of dividends, the results suggest that the 

proportion of stocks held by insiders and state ownership significantly affect the amount 

of dividends paid. Size, age, and profitability of the firm seem to be determinant factors 

of corporate dividend policy in Jordan. The findings provide strong support for the 

agency costs hypothesis and are broadly consistent with the pecking order hypothesis. 

The results provide no support for the signaling hypothesis. 

Al-Najjar (2009) investigates the relationship between ownership structure and CG, in 

his study the researcher investigates the relationship between ownership structure and 

CG, namely the factors that determine institutional investors’ investment decisions in 

emerging markets using Jordanian data. Includes non-financial Jordanian firms for the 

period from 1994 to 2003, the study show that the Jordanian institutional investors 

consider firms’ capital structure, profitability, business risk, asset structure, asset 

liquidity, growth rates, and firm size when they take their investment decisions In 

addition, institutional investors in Jordan prefer to invest in services firms rather than 

manufacturing firms. 

Al-Shattarat (2010) evaluates the extent of voluntary disclosure in the annual reports of 

non-financial companies listed at the ASE for the year 2006. The study evaluates the 

voluntary disclosure for the Jordanian companies for the year 2006 at three levels: the 

first provides a description and analysis of the overall voluntary disclosure; the second 

covers the extent to which each individual item of information is disclosed; the third 

covers the type of information like financial information, historical information, 

management discussion, The results of the study reveal that there was a considerable 

variation in the disclosure of the index items and also among the listed companies. On 
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average, a company disclosed about 28.95% of the items applicable to it, and only six 

out of the 53 companies received disclosure scores greater than 50%. It was also found 

that 50 items out of 62 items included in the index had a disclosure below 50%, and 10 

items had disclosure of less than 10%. With respect to the evaluation of different types 

of information, the analyses indicated that the category of the background information, 

the category of financial ratios and the category of management discussions were better 

disclosed in corporate annual reports than the other types of information. 

Al-Fayoumi (2010) examines the relationship between earnings management and 

ownership structure for a sample of Jordanian industrial firms during the period 2001-

2005. Earnings management is measured by discretionary accruals. The three types of 

ownership are; insiders, institutions and block-holders. Using the Generalized Method 

of Moment (GMM), the results indicate that insiders' ownership is significant and 

positively affect earnings management.  
 

 

6-Rsearch Methodology 
To accomplish the study objectives the current study Tobit, OLS and random effect 

Models have been used to test the following stated hypothesis:  

Research Hypotheses: 

H0: there is no implementation of corporate governance codes in Jordanian companies. 

H0: there is no statistically significant relation between corporate governance and 

dividend yield. 

The Jordanian shareholding Company's guide, web sites, and the published financial 

reports represent the main sources of data. For the purpose of this study companies' 

from Industrial, Banking, and insurance sectors listed in ASE over the period of (2007-

2009) are included.    

The final sample consists of all firms that met the following requirements: 

1- The firm has made dividend payment for at least one year during the study 

period (2007-2009). 

2- The firm has issued three consecutive annual reports during the study period 

(2007-2009). 

3- The firm should have maintained their identity by listing their shares on ASE, 

without any gap during the study period (2007-2009). 

To achieve the study objectives the following model has been used 
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re: 

DIVYit: dividend yield firm i at time t. 

Govit: refer to the governance index of the firm i at time t. 

Cashit: refer to the ending cash balance of the firm i at time t. 

Betait: refer to the beta of the firm i at time t. 

Sizeit: refers to the size of firm in year t. 

ROE it: refers to return on equity for firm in year t. 

Grit: refers to the growth of firm i at time t 

Levit: refers to the leverage of the firm i at time t. 

yd: year dummy. 

εit: refer to the error term. 

TOBIT, OLS regression, and Panel data analysis using the random effect have been 

used to provide the results for the model specification. 

6-1Variables and Measurement: 

The following provides the method that has been used to estimate each variable:   

6-1-Dependent Variable: 

Bajaj and Vijh (1990) show that dividend yield should be considered in the dividend 

decision and dividend yield can be used as dependant variable to examine the dynamics 

and determinants of dividend payout policy. Following the literature, we measure the 

dependent variable as follows: 

 

 

 

 

Where:  

DIVYit : refers to dividend yield of firm i at time t. 

P.C.Dit: refers to proposed cash dividends of firm i at time t. 

Mkt.Capit: refers to the market capitalization of firm i at time t. 

DIVYit= β0 + β1 (Govit) + β2 (GOVit)2 + β3 (Cashit) + β4 (Betait) + β5(Sizeit) + β6 

(ROE it) + β7 (Grit) + β8 (Levit) + β9 (yd) +εit 

100*
.CapMkt 

D C. P.

it

it
itDIVY 
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6-1-2 Independent Variables: 

The Governance levels 

A governance index is created to measure firm governance levels 

For Banks an additional part is included. The parts are designed to capture the following 

aspects of corporate governance:  

1- Transparency and disclosure with nine questions, measure the availability of 

information and ability to access the information. Companies with better 

corporate governance have higher standards of disclosure and transparency (Black 

et al 2003). 

2- Audit committee with seven questions, measure the firm commitment of the audit 

standards applied in Jordanian environment. Audit committees were first 

recommended by the New York Stock Exchange as early as1939.SEC followed 

suit in1972advocating the establishment of audit committees. The audit committee 

is legally bound to protect shareholder investment Hence; the existence of audit 

committee is inseparable element of corporate governance (Sawicki, 2009). 

3- Board of Directors with twelve questions to measure the structure, procedures and 

compensation of board and top management members. Independent directors are 

in a better position to protect shareholders’ interest from managerial opportunism 

due to their independence from Management influence (Fama and Jensen, 1983b). 

4-  Shareholders with four questions to measure the quality of information regarding 

the compensation to minority shareholders. When the protection of minority 

shareholders is the weakest, the agency problems are too severe to allow for 

separation of ownership and management (Burkart andFausto, 2001). 

5- Banks 

As banks are considered a major sector that participates in Jordanian economic 

development and the first adopter of corporate governance practices, the index included 

additional dimensions related to banks activities that  consists of five questions to 

measure banks commitment to the CBJ instructions. 
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7- Data analysis and results 
 

 

7-1 Descriptive Statistics: 

Table 1 reports corporate governance index (CGI) intervals and average dividend yield 

(Avg.DIVY),this allows the researches to take into considerations' a differences in the 

degree of corporate governance adoption and the dividend yield figures as well as the 

nature of the relationship between the dependent variable and the explanatory variable. 

This resulted into five average dividend yield values for the five governance intervals. 

 

 

Table 1 Descriptive statistics for all variables over the sample period 

  
DIVY GOV CASH ROE BETA GR LEV SIZE 

Mean 0.032 0.593 0.108 0.171 0.644 -0.043 0.445 17.845 

Stdev 0.032 0.134 0.122 0.485 1.047 0.232 0.267 2.096 

Min 0.000 0.406 0.000 -1.110 -3.782 -0.526 0.015 14.728 

Median 0.026 0.531 0.062 0.087 0.516 -0.060 0.387 17.050 

Max 0.159 0.919 0.601 5.366 6.577 2.154 1.081 23.863 

Source: Calculated by the researcher 

Table 2.Governance Intervals Matching average dividend yield 

Avg.DIVY Gov .intervals 

0.029 .40-.5 

0.035 .51-.6 

0.053 .61.70 

0.030 .71-.8 

0.029 .81-.92 

Source: Calculated by the researcher 
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Figure (1) illustrates the relation between the Average dividend yield (Avg.DIVY) and 

the CGI which represents a nonlinear positive concave function. Agha (2008) gets 

similar results. 

 

7-2 Estimation Results: 

Table 3 reports the results from regression analysis that is conducted to test the 

hypotheses that number two by using three analytical techniques. 



58 

The first technique is the Tobit Model; a dummy variable was used, where this variable 

takes value equal 1 if the firms pay dividend and zero if the firms don’t pay any 

dividends. TheTobit estimation is appropriate technique in this case to apply. Kim and 

Table 3 The Analysis Results Under Each Technique 

  

Dependent Variable is DYLD 

Methods TOBIT OLS Random Effects 

 Coefficient 

z-

Statistic Coefficient 

t-

Statistic Coefficient 

t-

Statistic 

C -0.261 -2.342* -0.179 -3.272** -0.157 -2.535** 

GOV 0.571 1.827*** 0.519 2.859* 0.432 2.199** 

GOV^2 -0.419 -1.772*** -0.396 -3.336* -0.348 -2.669* 

CASH -0.082 -2.131* -0.043 -9.312* -0.043 -10.571* 

ROE 0.017 1.686*** 0.006 1.032 0.006 1.32 

BETA -0.003 -0.926 -0.001 -1.073 0.000 0.412 

GR -0.086 -3.049* -0.021 -1.696*** -0.023 -1.693*** 

LEVERAGE -0.018 -0.843 -0.001 -0.08 -0.005 -0.227 

SIZE 0.007 2.447* 0.003 1.839*** 0.004 1.582 

Year 

dummy Yes Yes Yes Yes Yes Yes 

Adjusted R-

squared 0.026 0.029 0.022 

Prob(F-

statistic) NA(1) 0.156 0.204 

* Statistical significance at 1% confidence level. 
 ** Statistical significance at 5% confidence level. 
 *** Statistical significance at 10% confidence level. 
(1)Not available 

Source: Calculated by the researcher 
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Maddala (1992) explicitly supported this claim (see also Anderson, 1986, and Huang, 

2001). 

These results indicate a positive and significant relationship between Dividend yield, 

and GOV, which suggests that firms with low governance structure mitigate the agency 

cost of free cash flows by restricting managers’ control over firm cash flows and 

diverting these cash flows to shareholders as dividends when the information 

asymmetry is high at weak governance levels. In contrast, when the governance 

structure is strong, the information asymmetry between the governance body and the 

manager is lower, subsequently, the governance body therefore retains back firm cash 

flows for reinvestment, and that is why we observe a reversal of the initial positive 

relation between dividend yield and governance after a certain governance level. The 

OLS and random effects (RE) models produce similar results. The findings on  the 

effect of CG levels on dividend  yield  are identical to those of Agha (2008). In his 

paper, Agha (2008) analyzed dividend yield, investment and firm performance jointly. 

He finds a positive concave function between dividend yield and his governance index 

but a negative convex function between investment and his governance index. These 

results imply that when the information asymmetry between managers and shareholders 

is high, the governance body in the firm reduces firm investment and increases dividend 

payments to shareholders lest the manager overinvests or wastes firm cash flows on 

non-productive projects. But once the information asymmetry is reduced at high 

governance levels, the governance body at the firm reduces dividends and increases 

investments. All of these results suggest that higher governance reduces agency cost and 

works in the best interests of firm shareholders. So we reject the second null hypotheses 

and accept the alternate hypothesis which means that there is a relation between 

corporate governance and dividend to yield. Other variable such as cash, ROE, Growth 

and possess a negative relationship with Dividend yield when analysis is used, except 

size.  

 

7-3 Robustness Test: 

To further test the robustness of our results, we breakdown our sample into two 

subsamples of equal sizes based on the median of the governance index as shown in 

Table 4. All observations below the median are labeled weak governance firms, and 

those above the median are labeled as strong governance firms.  
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Table 4 dividend yield function under weak and strong governance firms 

 

Panel Least Squares 

Weak Strong 

 Coefficient t-Statistic Coefficient t-Statistic 

C -0.049626 -1.752359*** -0.030442 -0.549282 

GOV 0.177812 2.749323* -0.078746 

-

3.160898* 

CASH -0.068972 -2.429619* -0.056366 

-

12.47351* 

ROE 0.00232 0.427444 0.027884 6.29929* 

BETA -0.002677 -1.202784 -0.000991 -0.274268 

GR -0.015034 -1.641942 -0.118072 -1.33799 

LEVERAGE -0.01039 -0.531558 0.011074 0.387966 

SIZE 0.000357 0.44597 0.006984 2.378048* 

Year dummy Yes Yes Yes Yes 

Adjusted R-

squared 
0.0979 0.147353 

Prob(F-statistic) 0.021185 0.046778 

* Statistical significance at 1% confidence level. 
 ** Statistical significance at 5% confidence level. 
 *** Statistical significance at 10% confidence level. 

 

 

The results indicate that  under weak governance firms, dividend yield is a positive 

function of the governance index as the information asymmetry in these firms is high 

and the manager may waste firm cash flows in non-productive projects, therefore, it 

would be better to pay out any excess cash flow to shareholders as dividends. In 

contrast, for strong governance firms, the results show that dividend yield is a negative 

function of the governance index. 
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8-Conclusions: 
Three techniques of analysis were used to examine the relationship between the 

variables. The results indicate a non-linear positive concave function between dividend 

yield and corporate governance. Dividend yield initially increases with governance 

increases, then decreases after a certain governance level. These results suggests that 

firms that have low governance structure mitigate the agency cost of free cash flows by 

restricting managers’ control over firm cash flows and diverting these cash flows to 

shareholders in the form of  dividends when the information asymmetry is high at weak 

governance levels. In contrast, when the governance structure is strong, the information 

asymmetry between the governance body and the manager is lower, subsequently, the 

governance body retains firm’s cash flows for reinvestment, and that is why we observe 

a reversal of the initially positive relation between dividend yield and governance after a 

certain governance level. The study recommends that Jordanian firms should focus on 

improving their corporate governance practices especially the industrial sector which 

will reduce information asymmetry and protect investors from agency problem.  
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Appendix One: Firms included in the study:- 

 

 

Number 
Firm 

Code Firm Name  

      Banks 
1 1 111001 JORDAN ISLAMIC BANK 

2 2 111002 JORDAN KUWAIT BANK 

3 3 111003 JORDAN COMMERCIAL  BANK 

4 4 111004 THE HOUSING BANK FOR TRADE AND FINANCE 

5 5 111005 ARAB JORDAN INVESTMENT BANK 

6 6 111007 UNION BANK 

7 7 111017 CAPITAL BANK OF JORDAN 

8 8 111021 CAIRO AMMAN BANK 

9 9 111022 BANK OF JORDAN 

10 10 111033 JORDAN NATIONAL BANK 

11 11 113023 ARAB BANK 

      Insurance 
12 1 121002 MIDDLE EAST INSURANCE 

13 2 121003 AL-NISR AL-ARABI INSURANCE 

14 3 121004 JORDAN INSURANCE 

15 4 121007 JERUSALEM INSURANCE 

16 5 121008  THE UNITED INSURANCE 

17 6 121017 ARAB LIFE & ACCIDENT INSURANCE 

18 7 121018 PHILADELPHIA INSURANCE 

19 8 121022 JORDAN INTERNATIONAL  INSURANCE 

20 9 121023 EURO ARAB INSURANCE GROUP 

21 10 121025 THE ISLAMIC INSURANCE 

      Industrial  
22 1 141026 JORDAN CHEMICAL INDUSTRIES 

23 2 141027 UNIVERSAL CHEMICAL INDUSTRIES 

24 3 141054 NATIONAL CHLORINE INDUSTRIES 

25 4 141055 JORDAN INDUSTRIAL RESOURCES 

26 5 141086 COMPREHENSIVE MULTIPLE PROJECT COMPANY 
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27 6 141209 THE ARAB PESTICIDES & VETERINARY DRUGS MFG. CO. 

28 7 141039 NATIONAL CABLE & WIRE MANUFACTURING 

29 8 141059 JORDAN NEW CABLE 

30 9 141072 ARAB ELECTRICAL INDUSTRIES 

31 10 141019 THE JORDAN PIPES MANUFACTURING 

32 11 141038 JORDAN WOOD INDUSTRIES / JWICO 

33 12 141065 READY MIX CONCRTE AND CONSTRUCTION SUPPLIES 

34 13 141098 ARABIAN STEEL PIPES MANUFACTURING 

35 14 141004 JORDAN DAIRY 

36 15 141029 GENERAL INVESTMENT 

37 16 141044 AL-QARIA FOOD & VEGETABLE OIL INDUSTRIES CO. P.L.C  

38 17 141052 UNIVERSAL MODERN INDUSTRIES 

39 18 141094 NUTRI DAR 

40 19 141141 JORDAN VEGETABLE OIL INDUSTRIES 

41 20 141005 THE PUBLIC MINING 

42 21 141006 ARAB ALUMINIUM  INDUSTRY /ARAL 

43 22 141018 JORDAN PHOSPHATE MINES 

44 23 141042 THE JORDAN CEMENT FACTORIES 

45 24 141043 THE ARAB POTASH 

46 25 141070 JORDAN STEEL 

47 26 141091 NATIONAL ALUMINIUM INDUSTRIAL 

48 27 141170 INTERNATIONAL SILICA INDUSTRIAL 

49 28 141012 DAR AL DAWA DEVELOPMENT & INVESTMENT 

50 29 141023 ARABCENTER FOR PHARM.& CHEMICALS 

51 30 141073 
MIDDLE EAST PHARMA. & CHMICAL IND. & MEDICAL 

APPLIANCES 

52 31 141210 HAYAT PHARMACEUTICAL INDUSTRIES CO. 

53 32 141110 UNION ADVANCED INDUSTRIES 

54 33 141014 THE JORDAN WORSTED MILLS 

55 34 141048 AL-EQBAL INVESTMENT COMPANY LTD 

56 35 141074 UNION TOBACCO & CIGARETTE INDUSTRIES 
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Abstract 

The objectives of this study are two-fold: (1) to evaluate the level of disclosure of social 

responsibility information made in the annual reports of a sample of 16 Jordanian banks 

listed on the Amman Stock Exchange (ASE) during the period 2007-2010; (2) to 

examine the impact of certain bank characteristics on the level of disclosure of social 

responsibility information found in banks' annual report. To achieve these objectives, a 

disclosure index including 50 items of information was applied to the annual reports of 

16 banks during the study period. It was found that, on average, the bank disclosed 39% 

of the 50 items included in the disclosure index. Also, it was found that the community 

involvement is the most information type disclosed by banks, and that environmental 

disclosure is the least information type disclosed by banks. The study hypotheses were 

examined using the multiple regression analysis. The results of the regression analysis 

indicated that there is a positive and significant relationship between the level of 

disclosure of social responsibility information disclosed in the annual reports and the 

bank's age and percentage of independent directors in the bank board.  

 

Keywords: Corporate Social Responsibility, Disclosure, Jordanian Banks, Amman 

Stock Exchange. 
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1. Introduction 

 

The process of evaluating companies and building up their reputation is based not only 

on their profitability and their financial position, but also on their contribution toward 

improving the life of community through addressing specific problems, in particular, 

social problems and attempting to find practical solutions for such problems. Over the 

years, companies have been expanding in size (for example, through mergers and 

acquisitions) and are operating in more and more countries. This growth has increased 

the power of companies and the impacts they have on the social, political and 

environment of the countries in which they operate. In addition, this has increased the 

expectation of societies for these companies to act responsibly and be accountable for 

their actions. This begs the question: what is corporate social responsibility (CSR)? 

(Scott, 2007). 

A key point to note is that CSR is a growing concept that currently does not have a 

universally accepted definition. Generally, CSR is understood to be the way firms 

integrate social, environmental and economic concerns into their values, culture, 

decision making, strategy and operations in a transparent and accountable manner, and 

thereby establish better practices within the firm, create wealth and improve society 

(Dodds & Kuehnel, 2010).  

The objectives of this study are: 

- To investigate the extent of social responsibility disclosure in the annual report of 

Jordanian banks listed on the Amman stock exchange (ASE) during the period 2007-

2010. 

- To examine the impact of certain company characteristic (e.g, size, profitability, 

leverage, age of the bank, ownership concentration, percentage of independent directors, 

audit committee, duality, size of board) in explaining variation in the disclosure of 

corporate social responsibility information in the annual reports of Jordanian banks 

listed on the ASE. 

The motivation of the study stems from the fact that almost all (to the best of the 

researchers' knowledge) of the studies, which were conducted in Jordan, have focused 

on this issue for nonfinancial companies (e.g., Suwaidan, et al., 2004). In contrast, this 
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study focuses on Banks. Therefore, it is hoped that the results of the study will be useful 

to policy makers in the ASE and/or the Central Bank of Jordan (CBJ) in assessing how 

much the banking sector is concerned about its social role. 

The remainder of the study is organized as follows. Section 2 provides a review of 

literature relevant to the current study. Section 3 presents the methodology used by the 

study to achieve its objectives. Section 4 presents and discusses the results of the study, 

and Section 6 summarizes the study and presents its main conclusions. 

 

2. Literature Review 

The objective of this section is to provide a review of some of the previous studies 

conducted in the area of corporate social responsibility disclosure. The reviewed studies 

are organized in a chronological order. 

Abu Baker (2000) investigated the extent to which Jordanian shareholding companies 

disclose social responsibility information in their annual reports. Based on a sample of 

143 companies, the findings showed that the companies made some sort of corporate 

social disclosure (CSD) in their annual reports. However, CSD seems to have received 

modest attention from most companies in term of the space devoted and the subjects 

covered by the disclosure.  

Suwaidan et al (2004) examined the extent of disclosure of social responsibility 

information in the annual report of Jordanian industrial companies, and the variables 

that explain variations in the extent of disclosure of this information in Jordan. To 

achieve these goals, an index including 37 items of social responsibility information 

was used. Based on a sample of 65 Jordanian industrial companies listed on the ASE, 

the results indicated that there is a great deal of variation between companies in the 

disclosure of social responsibility information. In addition, the study found that there is 

a positive and significant relationship between the level of disclosure of social 

responsibility information disclosed in the annual report and the company’s size, 

profitability, government ownership, and risk.  

Branco and Rodrigues (2006) investigated the extent to which Portuguese banks use 

their web sites as a medium to disclose social responsibility information. Using a 

sample of 15 Portuguese banks, the results of the study indicated that banks with a 
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higher visibility among consumers seem to show greater concern to improve the 

corporate image through social responsibility information disclosure.  

Webb et al (2007) examined the reporting practices of CSR for a sample of 50 publicly-

traded US firms. The results of the study showed 88% of the sample firms provided 

some CSR. The results also showed that information concerning community relations, 

health and safety matters, and human resources is the most common information 

disclosed by the firms.  

Dawkins and Ngunjiri (2008) compared corporate CSR disclosure of companies 

operating in an emerging market with that those operating in developed markets. Based 

on annual report of the top 100 companies listed on the Johannesburg Stock Exchange 

and the Fortune Global 100, the results of the study indicated that the frequency and 

level of CSR disclosure in South African companies was significantly higher than that 

of the Fortune Global 100.  

Khan et al, (2009) examined the corporate social responsibility reporting by banks in 

Bangladesh. They also examined the users’ perceptions concerning CSR issues. The 

study was based on two types of data. First, annual reports of 20 banks listed in the 

Dhaka Stock Exchange (DSE) were considered. Second, a questionnaire was developed 

to investigate the level of users’ understanding and their perception of CSR reporting. 

The results of the study showed that the selected banks did some CSR reporting on a 

voluntary basis. Also, the user groups were in favor of CSR reporting, and would like to 

see more disclosure of this information. 

Reverte (2009) attempted to analyze whether a number of firm and industry 

characteristics, as well as media exposure, are potential determinants of CSR disclosure 

practices by Spanish listed firms. Based on a sample of 35 firms, the results of the study 

indicated that firms with higher CSR ratings are large in size, have higher media 

exposure, and belong to more environmentally sensitive industries, as compared to 

firms with lower CSR ratings.  

Arvidsson (2010) analyzed the views that management teams in large listed companies 

have on communication of CSR information. Using a questionnaire distributed to 27 

Stockholm companies, the study found that there is an increasing trend by companies to 

focus more on CSR in their communication with the public.  
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Hassan and Harahap (2010) extended previous research by investigating whether any 

discrepancy exists between corporate social activities disclosed in the annual reports of 

Islamic banks and the corporate social responsibility (CSR) disclosure index which has 

been developed based on the Islamic business ethics framework. Based on a sample of 

seven Islamic banks from seven countries whose annual reports for the year 2006 were 

considered, the results showed that the issues of CSR are not of major concern for most 

Islamic banks.  

 

3. Development of Research Hypotheses 

3.1 Size 

The agency, signaling, legitimacy theory, and cost-benefit analysis, all predict a positive 

relationship between size and disclosure of information. Larger firms tend to have a 

more dispersed shareholding which resulted in higher information asymmetry between 

managers and shareholders and, in turn, this could lead to a higher cost of capital (Watts 

and Zimmermann, 1978).  These higher costs (e.g. monitoring costs) can be reduced by 

voluntary disclosure of social information. Consistent with this, Bujaki and McConomy 

(2002) found that large firms tend to disclose more information in their annual reports 

than do small firms. Similarly, Tegesson et al., (2009) examined the factors influencing 

the disclosure of social and environmental information in corporate websites for a 

sample of Swedish companies and found that large companies provide more 

information compared to small firms.  

Different measures of size were used by previous studies to proxy for size. These 

include total assets, sales/revenue, market capitalization, and number of employees. 

Consistent with the overwhelming majority of previous research, the current study uses 

total assets of a bank as a measure of size.  

H1: There is a positive relationship between the size of the bank and the extent of social 

responsibility disclosure in its annual report. 

3.2 Profitability 

Profitability is also a common explanatory variable that was employed by previous 

studies to explain the disclosure of social responsibility information. Signaling theory 
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suggest that profitable firms have the incentive to distinguish themselves from less 

successful firms to raise capital at the lowest possible cost. One method employed by 

firms to achieve this objective could be the voluntary disclosures of corporate social 

information (Joshi & Gao, 2009). However and despite the appeal of profitability, 

empirical results appear to provide inconclusive evidence about the impact of 

profitability on CSR. Different measures of profitability were used by previous studies 

to proxy for this variable. These include return on assets (ROA), return on equity 

(ROE), and earnings per share (EPS). Consistent with the overwhelming majority of 

previous research, the current study uses ROE of a bank as a measure of profitability.  

H2: There is a positive relationship between the profitability of the bank and the extent 

of social responsibility disclosure in its annual report. 

3.3 Risk 

Risk has been suggested in the literature as a significant variable in explaining 

variability in the extent of voluntary disclosure between firms. The extent to which debt 

is presented in capital structure is considered an important determinant of a firm’s 

equity risk (Suwaidan and El-Khori, 2000). In addition, Roberts (1992) indicated that 

the greater the degree to which a corporation relies on debt financing to fund capital 

projects, the greater the degree to which corporate management would be expected to 

respond to creditors’ expectations concerning a corporation’s role in social 

responsibility activities. In this study, risk is measured by the ratio of total liabilities to 

total assets. The study expects a positive relationship between risk and the amount of 

social responsibility disclosure. The current study uses the ratio of total debt/ total asset as 

a measure of leverage. 

 

H3: There is a positive relationship between risk of the bank and the extent of social 

responsibility disclosure in its annual report. 

3.4 Age 

The extent of a company’s disclosure may be influenced by its age, i.e. stage of 

development and growth (Akhtaruddin, 2005). There are three factors that may 

contribute to this phenomenon. Firstly, younger companies may suffer from 

competition. Secondly, the cost and the ease of gathering, processing, and disseminating 
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the required information may be a contributory factor. Finally, younger companies may 

lack a track record on which to rely for public disclosure. The age of the company is 

measured based on the number of years since the establishment of the company.  

H4: There is a positive relationship between the age of the bank and the extent of social 

responsibility disclosure in its annual report. 

3.5 Ownership Concentration 

The degree to which ownership of company stock is concentrated in the hands of few 

large investors or dispersed among many, has been proposed to influence the company's 

disclosure policy (Roberts, 1992). Evidence suggests that ownership dispersion across 

many investors contributes to increased pressure for voluntary disclosure (Cullen and 

Christopher, 2002). Thus it may be expected that ownership concentration is negatively 

associated with the extent of social activities (Ghazali, 2007). This study measures 

ownership concentration by the ratio of the number of shares owned by major 

shareholders (owning 5% or more) to the total shares of the company.  

H5: There is a negative relationship between ownership concentration and the extent of 

social responsibility disclosure in the annual report of a bank. 

3.6 Corporate Governance  

Corporate governance is the firm's system to direct and control business practice which 

emphasis the rights and responsibilities of its stakeholders (Prachsriphum and 

Ussahawanitchakit, 2009). This includes securing reliable information that has 

transparency, integrity and accountability. Consequently, this contributes in protecting 

the benefits and enhancing participation of a firm's stakeholders. This also reflects the 

purpose of good moral practice which is the main point of corporate governance. 

Moreover, corporate governance practice attempts to secure that all major stakeholders 

receive reliable information about the value of the firm, and it also motivates managers 

to maximize firm value instead of pursuing personal objectives (Prachsriphum and 

Ussahawanitchakit, 2009). Consistent with previous research, corporate governance will 

be represented by following variables: 
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3.6.1 Independent (None Executive) Directors  

Independence is considered an important element of good governance, because it is 

assumed that non-executive directors, who are independent from management, 

effectively represent the shareholders’ interests (Chaganti, 1985). Independent directors 

play an important role in enhancing corporate image and act as a monitoring role in 

ensuring that the company is properly managed by its management. This variable is 

measured by the number of independent directors to the total number of the board. 

H6: There is a positive relationship between the percentage of independent directors in 

the bank board and the extent of social responsibility disclosure in its annual report. 

3.6.2 Audit Committee 

 The Audit Committee consists of three members and reviews the work of the 

Company’s internal accounting and audit processes and independent auditors. The 

committee has sole authority to appoint and fire the company’s independent auditors 

and to approve any significant non-audit relationship with the independent auditors 

(Davis, 2009). Audit committee is represented by a dummy variable to indicate the 

presence or absence of the Committee. 

H7: There is a positive relationship between the existence of audit committee in the 

bank and the extent of social responsibility disclosure in its annual report. 

3.6.3 Size of the Board  

The board of directors is one of the most important elements of corporate governance 

mechanism in overseeing the conduct of the company's business. The extent of 

disclosure is influenced by the directors because they are beneficiaries of the 

performance results and reputation of the firm. This variable is measured by the size of 

the board. 

H8: There is a negative relationship between the board size and the extent of social 

responsibility disclosure in its annual report. 

3.6.4 Chairman duality 

CEO duality is a situation in which the chairperson of the board holds the managerial 

position of CEO. This usually leads to a decrease in the independence and effectiveness 
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of the board. This, in effect, can have negative impact on the disclosure of corporate 

information (Sanchez et al, 2011). 

H9: There is a positive relationship between the duality and the extent of social 

responsibility disclosure in its annual report. 

 

4. Research methodology and hypotheses 

4.1 Measuring social responsibility disclosure 

Consistent with previous research in this area, the social responsibility disclosure was 

measured by preparing an index. Table (3) lists the items included in the index. As seen, 

the index consists of 50 Items of information which were classified in four groups of 

information. These groups are: environmental information, human resources 

information, community involvement information and service to customers' 

information. The index is applied to the annual reports of the Jordanian banks listed on 

the Amman Stock Exchange for four years. The weight was based on the presence or 

the absence of each item in the banks annual report. That is, if the item is disclosed, the 

bank will receive a weight of one, otherwise, it will receive zero. 

 

 4.2 Population and Sample selection 

The population of this study consists of all Jordanian banks listed on the Amman Stock 

Exchange (ASE) during the period 2007-2010. Because of the limited number of banks 

listed on the ASE, the decision has been made to target the entire population.  In 

addition, for the purpose of obtaining reliable results for the regression analysis, the 

study conducts a cross-sectional and time series analysis covering banks' annual reports 

for four years. 

4.3 Data Collection 

Annual reports of Jordanian banks for four years were collected from the website of the 

Jordan Securities Commission (JSC). The primary reason for selecting a bank's annual 

report as a medium of disclosure was its mandatory nature. It is the only compulsory 

report complying   with stipulated legal requirements (e.g., the Companies' Act) that 
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companies are required to produce every year for their owners and other users. In 

addition, an annual report contains a great deal of non-mandatory (voluntary) 

information, such as CSR (Waller and Lanis, 2009). Beside the annual reports of the 

banks, other information on the variables used by the study was collected from the 

website of the ASC. Also to cover the theoretical background of the study and its 

literature review, books and academic papers published about the subject of the current 

study were collected from libraries, relevant websites and available databases. 

 

4.4 The regression model 

The following multiple regression model is developed by the study to examine its 

hypotheses. 

CSRI = ά + 1 SIZE + 2 PROF + 3 RISK + 4 AGE   5 OWC + 6 INDEP +7 

AUDC +8 CH +9 SOB +  e  

Where: 

CSRI = Corporate social responsibility index 

ά  = Constant. 

0  = the regression coefficient, i = 0, 1..., 8. 

SIZE   = Natural log of total assets. 

PROF  = Profitability, measured by return on equity.     

RISK   = Leverage, measured by total debt to total assets. 

AGE   = Age of the company; 1 if age > median value, otherwise 0. 

OWC  = Ownership concentration. 

INDEP = Percentage of independent directors in the bank board. 

AUDC = Audit committee. 

CH        = Chairman Duality. 
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SOB      = Number of the board members. 

e           = Error term.  

 

Table (1) presents the variables used by the study and their measurements. 

Insert Table 1 Here 

 

5. Empirical Results 

5.1 Evaluating Disclosure Practices 

5.1.1 Aggregated level 

 

In order to evaluate disclosure practices of social responsibility information, the 

disclosure index was applied to the annual reports of the 16 banks for the period 2007-

2010. Each annual report was evaluated based on the (50) items included in the 

disclosure index. A disclosure score was calculated for each bank per each year by 

dividing the actual number of items disclosed by a bank by the maximum number of 

items that could be disclosed by the bank (which is 50), multiplied by 100. Therefore, 

the bank could receive a disclosure score, which may range from 0% if it did not 

disclose any item to 100% if it disclosed all the items included in the index. Appendix 

(A) provides the extent of disclosure of each item included in the index. Table (2) and 

Table (3) summarize the disclosure scores received by banks and their distribution. As 

seen from Table (2), on average, a bank disclosed 39% of the 50 items included in the 

disclosure index. It can be easily observed that there have been almost no significant 

changes in the banks' disclosure scores during the study period. In addition, it is clear 

(see Table (3)) that there is a great deal of variation in the disclosure of social 

responsibility information between banks. These results suggest that there is a 

considerable room for improvement in the social responsibility disclosure in the annual 

reports of Jordanian banks. In other word, the results indicate that, on average, a bank 

failed to disclose 61% of the items included in the index. 

 

Insert Table 2 and Table 3 Here 
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5.1.2 Disaggregated level 

Recall that the disclosure index used by the study was categorized in four types. These 

types are: environmental information, human resources information, community 

involvement information and Service to customers. To evaluate disclosure practices for 

each type of this information, the overall disclosure index was disaggregated into the 

above types to reflect the extent to which each type was disclosed. Tables 4, 5, 6, and 7 

provide summary statistics for each type of information. As can be seen, the overall 

mean disclosure ranges from as low as 0.00% to as high as 100%. Furthermore, a great 

deal of variation in the disclosure of the individual items within each type of 

information is indicated by the high standard deviations. A discussion of each type of 

information follows. 

 5.1.2.1 Environmental Information 

Disclosure of this information displayed variation, with a range from less than 2% for 

the disclosure of item 5 (Receiving an award relating to the company’s environmental 

programs or policies) and item 8 (The bank contributes in financing paving roads 

around its branches) to about 69% for the disclosure of item 1 (Company concern for 

the environment.). Seven items in this group had disclosure scores below 30% and 1 

item only had disclosure above 50%.  

 

Insert Table 4 Here 

 

5.1.2.2 Human Resources Information 

The overall mean disclosure for this type (27.2%) was higher than that for the disclosure 

of environmental information but notably less that the remaining types of information. 

The extent of disclosure of individual items in this type ranges from 0% for the items 

20, 21, 22 and 28 to 100% for item 9. This implies that a considerable gap exists in the 

disclosure of the individual items forming this type of information. 

Insert Table 5 Here 

5.1.2.3 Community Involvement Information 
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This group of items had an overall mean disclosure score of nearly 55%, with a range of 

3.1% for items 37 (Awards related to community achievement) and 43 (Employment of 

minorities or women) to 92.2% for item 34 (Sponsoring education and scholarships for 

students) and 38 (Donations made to community activities, hospitals and universities). 

Furthermore, 7 out of the 12 items constituting this group had disclosures over 50%.  

Insert Table 6 Here 

 

5.1.2.4 Services to Customers 

The disclosure regarding this group is considered the highest where 67.5% of 

companies disclose it. The group items’ overall scores ranged from 3.1% to 100% with 

a high standard deviation of 39.8% which suggests a large variation in the disclosure of 

this group’s items. Four items out of seven were disclosed by 100% of the banks. On 

the other hand, two items out of the seven received disclosure scores of less than 50%.  

Insert Table 7 Here 

 

5.2 Regression Results 

As stated earlier, the regression model aims to examine the impact of the independent 

variables in explaining variations in social responsibility disclosure. To achieve this 

objective, all variables were entered simultaneously to the model and analyzed jointly. 

Table (8) shows the descriptive statistics of the variables included in the analysis. 

Insert Table 8 Here 

The regression model was checked for the presence of multicollinearity problem 

between the independent variables. This happens when two or more independent 

variables are highly correlated which makes it difficult to determine the individual 

contribution of each variable to the prediction of the dependent variable (Barrow, 1988). 

According to Anderson et al. (1993) an absolute correlation coefficient is considered 

high if it exceeds .7 for any two of the independent variables. To assess the extent of 

this problem with respect to the current regression model, a complete correlation matrix 
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incorporating all the independent variables was run  (not reported here) and revealed the 

absence of multicollinearity problem in the current regression model. 

 

The regression model was also checked for normality. A Kolmogorov-Smirnov test for 

normality revealed that the size variable, total assets deviate significantly from 

normality. One method suggested by statisticians to overcome this problem is to use log 

transformation of the variables so that normality can be achieved. A Kolmogorov-

Smirnov test for normality after the transformation indicated that the size variable does 

not deviate significantly from normality. 

 

Table (9) summarizes the results of the regression analysis. As seen, the regression 

model is highly significant (F = 4.225, Sig. = 0.000). The adjusted R2 is equal to 0.315 

which means that 31.5% of the variations in the banks’ social responsibility disclosure 

can be explained by the variables incorporated in the model. In addition, two variables 

were found significant at, at least, 5% level in explaining variations in banks' social 

responsibility disclosure. These variables are the age of the bank and the percentage of 

independent (nonexecutive) directors in the bank's board. Both variables have positive 

coefficients. In other words, the older the bank and the more the existence of 

independent directors in its board, the higher the level of social responsibility disclosure 

in its annual reports. Another variable which was found significant, though at a 10% 

level, is the size variable, suggesting that the larger the size of the bank the higher the 

level of disclosure found in its annual report.  

Insert Table 9 Here 

 

6. Summary and conclusions 

The main objectives of this study were: 

- To investigate the extent of social responsibility disclosure in the annual report of 

Jordanian banks listed on the Amman stock exchange (ASE). 

- To examine the impact of certain company characteristic (e.g, size, profitability, 

leverage, age of the bank, ownership concentration, percentage of independent directors, 

audit committee, duality, size of board) in explaining variation in the disclosure of 
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corporate social responsibility information in the annual reports of Jordanian banks 

listed on the ASE. 

 

To achieve the above objectives, this study used a disclosure index through which the 

quantity of social responsibility information in banks' annual reports was evaluated. The 

index was applied to the banks' annual reports during the period 2007-2010. This 

application revealed that, on average, a bank disclosed 39% of the 50 items included in 

the disclosure index. It can be easily observed that there have been almost no significant 

changes in the banks' disclosure scores during the study period. In addition, there is a 

great deal of variation in the disclosure of social responsibility information between 

banks. These results suggest that there is a considerable room for improvement in the 

social responsibility disclosure in the annual reports of banks. In other word, the results 

indicate that, on average, a bank failed to disclose 61% of the included in the index. 

 

In addition, an analysis of the extent to which different types of social responsibility 

information were disclosed in corporate annual reports was undertaken. The results of 

this analysis revealed that the extent of coverage of annual reports varies from one type 

of information to another, and that there is a considerable gap in the disclosure of 

individual items within each type. Among these types, it was found that disclosure of 

community involvement information was notably higher than that for other types of 

information. This type was followed by services to customer information, human 

resources information and environmental information, respectively.  
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Table (1) Variables of the study and their measurements 
 

Variable Mechanism of measurement the variable 

Level of disclosure of social 

responsibility  

Measured by preparing an index of disclosure of 

social responsibility, if the item is disclosed, the 

bank will receive a weight of one, other wise, it will 

receive zero. 

Size Measured by Total Asset 

Profitability Measured by Return on Equity (ROE) 

Risk Measured by total debt / total asset 

Age Measured by time since the date of establishment 

Ownership concentration Measured by proportion of shares held by major 

shareholders who own more than 5% of the 

company's shares to the company's total shares 

Independent (non executive) 

directors 

Measured by the number of independent board 

members to the total number of members of the 

Board of Directors. 

Audit Committee. 

 

Measured by the dummy variable to indicate the 

presence or absence of the Committee, and is given 

a value of (1) whether the Committee found and (0) 

if they were not found. 

Size of the Board Measured by the Numbers of directors sit on the 

board 

Chairman duality Measured by a dummy, and is given a value of (1) If 

the chairman of the board is independent and (0) If 

not.  
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Table (2) Summary of the disclosure scores 
 

Year Mean % S.D % Min. %  Max. % 

2007 39.12 7.65 20 50 

2008 39.25 9.62 14 60 

2009 39 10.85 14 58 

2010 38.63 9.76 16 56 

Overall 39 9.31 14 60 

 

 

 

Table (3) Frequency distribution of social responsibility disclosure scores between 

banks for 2010 

 

Table (4) Disclosure of Environmental Information 

 N Minimum Maximum Mean 
Std. 

Deviation 

OVERALL 8 .016 .688 .18962 .218412 

Dis2007 8 .000 .750 .21100 .252042 

Dis2008 8 .000 .688 .21900 .224145 

Dis2009 8 .000 .688 .18012 .217690 

Dis2010 8 .000 .625 .14862 .202993 

 

 

Disclosure Score 

% 
No of banks % 

Greater than 50 1 6.25 

40 – less than 50 8 50.00 

30 – less than 40 4 25.00 

20 – less than 30 2 12.50 

Less than 20 1 6.25 

Total 16 100 
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Table (5) Disclosure of Human Resources Information 

 

N Minimum Maximum Mean 

Std. 

Deviation 

OVERALL 22 .000 1.000 .27200 .329904 

Dis2007 22 .000 1.000 .27855 .333373 

Dis2008 22 .000 1.000 .26723 .326861 

Dis2009 22 .000 1.000 .28150 .335700 

Dis2010 22 .000 1.000 .26155 .340505 

 

Table (6) Disclosure of Community Involvement Information 

 N Minimum Maximum Mean 
Std. 

Deviation 

OVERALL 12 .031 .922 .54950 .345123 

Dis2007 12 .000 .938 .54183 .348943 

Dis2008 12 .000 .938 .55758 .354066 

Dis2009 12 .000 .938 .53142 .341841 

Dis2010 12 .000 .938 .56792 .349089 

 

Table (7) Disclosure of Services to Customers Information 

 N Minimum Maximum Mean 
Std. 

Deviation 

OVERALL 8 .031 1.000 .67575 .398687 

Dis2007 8 .000 1.000 .65637 .411823 

Dis2008 8 .000 1.000 .66413 .415756 

Dis2009 8 .063 1.000 .68763 .390821 

Dis2010 8 .063 1.000 .69550 .387118 
\ 
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Table (8) Descriptive statistics 

 

Table (9) Results of regression analysis 

R2 .413 
adjusted R2 .315 

F .4225 
Sig. .000 

Variables Β t-value Sig. t 

ROA -.012 -.086 .932 

Risk % .001 .007 .994 

Age .333 2.364 .022 

Ownership Concentration .085 .534 .595 

Independent (non executive) 
directors .479 4.007 .000 

Audit Committee .129 .868 .389 

BOD size -.226 -1.515 .136 

Duality .113 .925 .359 

Total Assets (Log) .242 1.827 .073 

(Constant)  -1.454 .152 

Variable Mean S.D Max. Min. 

Disclosure index 

% 
.390000 .0931972 .6000 .1400 

Total Assets (Log) 8.928 .495 9.82 7.58 

ROA % .013975 .0072586 .0419 -.0129 

Risk % .768108 .1951642 .9093 .1737 

Age 35.69 16.190 80 10 

Ownership  

concentration 
.609523 .2344271 1.0000 .1138 

Independent  

(non executive) 

directors 

.932556 .0725917 1.0000 .7500 

Board size 11.41 2.245 16 6 
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Appendix (A) The Extent of Disclosure of Individual Item 

Items 2007 2008 2009 2010 Overall 

A) Disclosures of environmental information 

1. Company concern for the 

environment. 75% 69% 69% 63% 69% 

2. Conservation of energy in 

business. 6% 6% 6% 6% 6% 

3. Amount of donation in 

environmental awareness. 38% 38% 19% 13% 27% 

4. Investment in sustainable 

development projects 25% 25% 6% 6% 16% 

5. Receiving an award relating to 

the company’s environmental 

programs or policies. 0% 6% 0% 0% 2% 

6. Planting of trees to make the 

country green. 13% 13% 19% 19% 16% 

7. The bank contributes in the 

advertising campaigns that aim to 

protect nature pollution 13% 19% 19% 13% 16% 

8. The bank contributes in 

financing paving roads around its 

branches 0% 0% 6% 0% 2% 

B) Disclosures of human resources information 

9. Human resources development 

(e.g. training program/ scheme) 100% 100% 100% 100% 100% 

10.Number of employees 88% 88% 94% 94% 91% 

11. Number of employees 

trained. 81% 81% 81% 88% 83% 

12. Establishment of training 

centers 25% 19% 19% 19% 20% 

13. Employee's categories by 

function 13% 13% 13% 19% 14% 

14. Educational facilities 25% 25% 31% 31% 28% 
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15. Employee's categories by 

qualification 88% 88% 94% 88% 89% 

16. Health and medical 

arrangements 19% 6% 6% 0% 8% 

17. Holidays and vacations 0% 0% 0% 0% 0% 

18. Recreation clubs and public 

libraries 6% 6% 13% 13% 9% 

19. Training of the employees 

through in-housing programs 0% 0% 0% 0% 0% 

20. Policies for the company's 

remuneration packaged / scheme 0% 0% 0% 0% 0% 

21. Providing information on the 

qualification of employees 

recruited 0% 0% 0% 0% 0% 

22. Providing information on the 

company/ management 

relationships with the employees 

in an effort to improve job 

satisfaction and employee 

motivation 6% 13% 6% 25% 13% 

23. Sponsoring educational 

conferences, seminars or art 

exhibitions 56% 56% 44% 38% 48% 

24. Providing information on the 

stability of the workers' job and 

company's future 25% 13% 31% 0% 17% 

25. Support employee's family 

value 6% 19% 19% 6% 13% 

26. Offer equal employment 

opportunity 0% 19% 19% 6% 11% 

27. Promotion and reward to 

employees 50% 25% 38% 31% 36% 

28. Level of employees' salaries 0% 0% 0% 0% 0% 
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29. Employee share purchase 

schemes 13% 6% 0% 0% 5% 

30. Employee morale 13% 13% 13% 19% 14% 

C) Disclosures of community involvement information 

31. Supporting national 

pride/government sponsored 

campaigns 56% 63% 56% 63% 59% 

32. Supporting the development 

or local industries or community 

programs and activities 88% 94% 88% 94% 91% 

33. Sponsoring public health 

projects 88% 63% 75% 75% 75% 

34. Sponsoring education and 

scholarships for students 88% 94% 94% 94% 92% 

35. Sponsoring sporting or 

recreational projects 69% 75% 63% 69% 69% 

36. Support for the arts and 

culture 81% 81% 81% 88% 83% 

37. Awards related to community 

achievement 0% 0% 13% 0% 3% 

38. Donations made to 

community activities, hospitals 

and universities 94% 94% 88% 94% 92% 

39. Conducting projects in poor 

areas 38% 56% 50% 50% 48% 

40. Contribution toward 

community serving programs 

such as crime prevention, 

illiteracy 25% 38% 25% 31% 30% 

41. Providing job opportunities 

and helping in reducing the 

unemployment rate 13% 6% 0% 13% 8% 

42. Establishment of educational 13% 6% 6% 13% 9% 
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institution(s) 

43. Employment of minorities or 

women 0% 0% 6% 6% 3% 

D) Disclosures of service to customers. 

44. Provide quality service. 100% 100% 100% 100% 100% 

45. Focus on customer 

satisfaction 100% 100% 100% 100% 100% 

46. Improvement of customer 

service 100% 100% 100% 100% 100% 

47. Explanation of major kind's 

service quality 69% 75% 75% 75% 73% 

48. Support research and 

development  31% 19% 19% 19% 22% 

49. Provision for disabled, aged, 

and difficult-to-reach consumers 25% 38% 50% 56% 42% 

50. Advertising campaigns to 

promote products 100% 100% 100% 100% 100% 
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Abstract 
 
This study draws upon prior research on corporate governance and examines the effect 
of some of the governance mechanisms on the financial reporting quality for a sample 
of Jordanian firms. Specifically, we focus on the characteristics of the board of directors 
and the ownership structure of 69 industrial and services firms listed on the Amman 
Stock Exchange during the period from 2005–2010. The results revealed that some 
governance mechanisms affect financial information quality of the Jordanian 
companies. Particularly, audit quality increases the reporting quality, while the control 
by institutional ownership is associated with a bad quality of financial disclosure. 
Finally, data analysis extracted that earnings informativeness is not related to board 
independence, CEO duality and the board size. 
 
Keywords: Corporate Governance, Board of Directors, Financial Reporting Quality. 
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Introduction: 
 
The qualitative characteristics for accounting information have been settled to guarantee 
that these data are relevant and reliable. Accounting information is considered to be 
relevant if it could influence the decisions of the users of financial statements about 
past, present, and future events,and even to assure or modify their expectations. 
Furthermore, in order to assure that these data are useful for decision makers, reliability 
should be accomplished. Reliability which deals with the quality of accounting data, 
means that information must be reasonably free from errors and bias. 
 
Poor quality of earnings will mislead the decision makers, as a result many studies have 
examined the reasons behind the failure of financial disclosure, and they found that in 
order to eliminate this failure it is needed to improve the financial information quality 
and to strengthen the control of managers by setting up a good governance structure 
(Petra, 2007, Firth et al., 2007) 
 
The need of corporate governance appears from the conflicts of interest between 
corporate insiders and outsiders. These, in the presence of asymmetric information 
allow managers to pursue their own objectives that may not be aligned with these of the 
owners. Hence, managers may conduct actions according to their own self-interest that 
may not always be beneficial for shareholders (Al-Najjar, B., 2010). 
 
Moreover, According to the Organization of Economic Cooperation and Development 
Principles of Corporate Governance 2004 (OECD), effective corporate governance 
systems in an individual firm and across the economy as a whole, provide confidence 
levels that are necessary for the proper performance of the market. 
 
Previous studies addressing the relationship between corporate governance and financial 
reporting quality yielded mixed results (karamanou and Vefeas, 2005), demonstrated 
that companies with more efficient boards and audit committees led to the issuance of 
more forecasts by management that were also more accurate. Contrary to these results, a 
study conducted by Koehn and Ueng, (2005) has documented that firms with weak 
corporate governance provided information that was at least as good as firms with 
strong corporate governance. In addition, Myring and Shortridge, (2010) suggested that 
strong corporate governance may not result in improvements in the financial reporting 
environment.  
 
This study has examined the effect of some of the governance features on the financial 
reporting quality for Jordanian firms, using a sample of industrial and services firms 
listed in Amman stock exchange. This study employs earnings accruals and market 
return as measures for quality of financial statements to determine whether corporate 
governance produces impact on the quality of accounting information reported in the 
financial statements or not.  
 
Literature Review:  
 
This paper is interested in how corporate governance affects financial information 
quality. The present study focuses on the corporate governance mechanism which 
represented by the characteristics of the board of directors, ownership structure, and the 
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reputation of external auditor. The following provides a survey of literature on the 
relationship between corporate governance and the quality of financial reporting. 
 
Composition of the Board of Directors: 

 
An emphasis was given in the literature on composition of board of directors and how 
the percentage of outside directors affects the quality of financial information. Beasley 
(1996) tested this relation on a sample of firms in the US and found that larger 
proportion of outside members on the board of directors significantly reduces the 
likelihood of financial statements fraud. In another work, Klein (2002) also revealed 
that the independent board of directors mitigates earnings management. 
 
Beekes et al., (2004) noticed that the board independence increases with the percentage 
of outside directors, and this independence reports higher quality of disclosed financial 
information by the firms of the United Kingdom. In the same context, Vefeas (2005) 
confirmed that the information quality increases with the percentage of outside 
directors. Similarly, Firth et al. (2007) and Dimitropoulos and Asteriou (2010) have 
reached the same results on the Chinese firms and Greek firms respectively.  
 
On the other hand, some studies suggested that the independence of directors is not 
enough to control the quality of financial statements. For instance, Ahmad et al., (2006) 
found that earnings informativeness is not related to the fraction of outside directors 
serving on the board when they tested this relationship on New Zealand firms. In 
addition, Hasan et al., (2013) and Ibadin et al., (2012) conducted that board 
independence and institutional ownership are not meaningfully associated with the level 
of financial disclosure when they investigated this relationship on Bangladeshi and 
Nigerian firms respectively. 
 
The size of the Board of Directors : 

 
Some researchers linked the effect of the size of the board of directors with the financial 
information quality. Of these researchers, some have suggested that there is a negative 
relation between the board of directors and the quality of financial information (see 
Ahmad et al., 2006). Bradbury et al., (2006) also found that the large board size reduces 
the information content of earnings and intensifies earnings management. On the other 
hand, Firth et al., (2007),Dimitropoulos and Asteriou (2010) ,Hasan et al., (2013), and 
Ibadin et al., (2012) suggested that there is no impact of the board size on the quality of 
financial information. 
 
Separation of CEO (Chief Executive Officer) and Chairman:  

 
Literature on the corporate governance is interested in the separation of CEO position 
and board chairman. Dechow et al., (1996) revealed that the duality CEO and chairman 
increases the likelihood of violating the accounting principles in American firms. Other 
studies indicated that the presence of CEO who serves also as the board chairman is 
associated with poor quality of financial information (Byard et al., 2006). In the same 
context, Beekes et al., (2004) and Firth et al., (2007) reported that financial reporting is 
more relevant in the case of separation of CEO and chairman position for British and 
Chinese firms respectively.  
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in contrast, some studies did not detect a significant relationship between CEO duality 
and information quality (see, for example, Ahmad et al., 2006; Petra, 2007). 
 
External Audit Independence: 
 
External audit can be an effective control to the quality of financial reporting. Chung et 
al.,(2003) tested this relationship and figured out that the more quality of external 
auditor the more quality of financial reporting. Some literature linked the quality of 
external auditor by his belonging to the major audit firms named BIG 4 (Brown et al., 
2010). Becker et al., (1998) advocated that financial information is more reliable for 
BIG 4 clients in comparison with other companies. (Note 1) 
 
Ownership Structure:  

 
Some studies suggested that ownership structure has a significant influence in 
determining the quality of reporting (e.g., Baba, 2011). Fan and Wong (2002) and 
Donnelly and Lynch (2002) suggested that the concentrated ownership structure causing 
the reported earnings to lose credibility to outside investors, and the concentrated 
ownership structure is associated with low earnings informativeness. 
 
In the same respect, Chau and Gray (2002) reported a positive relationship between 
dispersed ownership and financial reporting quality for a sample of firms operating in 
Hong Kong and Singapore. They also found a negative relationship between insider-
family controlled companies and reporting quality. 
 
On the other hand, Wang (2006) suggested that the concentrated ownership decreases 
the level of discretionary accruals, and increases the voluntary disclosures made by 
managers. Such findings have been also replicated on a sample of firms operating in the 
UK (Beekes et al., 2004).  
A different finding has been suggested by Bellesta and Meca (2007) where they did not 
confirm the link between the ownership structure and the quality of financial reporting 
for a sample of Spanish firms. 
 
Study Hypotheses:  
 
We aim in our study to test the following hypotheses: 
 
H01 : The control by foreigners does not affect the financial reporting quality. 
H02 : The separation between CEO and the chairman of the board of directors does not 
affect the financial reporting quality. 
H03 : The size of the board of directors does not affect the financial reporting quality. 
H04 : The number of the institutional members in the board of directors does not affect 
the financial reporting quality. 
H05 : The quality of the external auditor does not affect the financial reporting quality. 
 
 
Data and Methodology:  
 
The data was collected for all of the industrial and services companies listed in Amman 
stock exchange for the period of the study which is from 2005-2010, the availability of 
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data through the study period was the criteria for the company to be selected, 
accordingly, a sample of 69 companies is included in the analysis. 
 
To investigate the effect of corporate governance on the information reporting quality, 
the study measures the financial information quality using two models, the first one is 
the McNichols (2002) which considers the standard deviation of the residuals or the 
errors as a measure of reporting quality. Large values of the model residuals mean a 
considerable level of discretionary accruals, and so a poor quality of the financial 
information (Klai et al., 2011). The model equation is as follows:  
 

 ௧ܴܥܥܣ

௧ିଵܣܶ
=

∝

௧ିଵܣܶ
+

௧ିଵܨܥଵߚ

௧ିଵܣܶ
+

௧ܨܥଶߚ

௧ିଵܣܶ
+

௧ାଵܨܥଷߚ

௧ିଵܣܶ
+

ܧܴ∆ସߚ ܸ௧

௧ିଵܣܶ
+

௧ܧହܲܲߚ

௧ିଵܣܶ
+ ௧ߝ  

 
Where:  
 .௧ : total accruals (Note 2)ܴܥܥܣ
  ௧ : the operating cash flows for the current periodܨܥ
  ௧ିଵ : the operating cash flows for the previous periodܨܥ
  ௧ାଵ : the operating cash flows for the next periodܨܥ
ܧܴ∆ ܸ௧  : the change in revenues  
௧ܧܲܲ  : the level of property, plant and equipments  
  ௧ିଵ : the total assets for the previous periodܣܶ
 
The second model tests the information content of earnings (Collins and Kothari 1989). 
If the accounting incomes are informative, the stock return will incorporate all the 
available information which indicates a good quality of financial reporting (Ashbaughet 
el., 2006). This means a high level of the residuals entails a poor quality of 
information.The model equation is as follows:  
 

ܧܴ ܶ௧ =∝+ ܴܣܧଵߚ ܰ௧ + ܴܣܧ∆ଶߚ ܰ௧ + ௧ܩܧଷܰߚ + ܴܣܧସߚ ܰ௧ ∗ ௧ܩܧܰ +  ௧ߝ
 
Where:  
ܧܴ ܶ௧ : the annual stock returns for the current year  
ܴܣܧ ܰ௧ : the earning per share for the current year  
ܴܣܧ∆ ܰ௧ : the variation of earning per share for the current year and the previous year  
  ௧ : a binary variable equal 1 if the firm makes loss and 0 otherwiseܩܧܰ
 
The researchers will use the principal component analysis to obtain single axis which 
will be called (PRCA) this axis includes the accruals and market return (informativeness 
of earnings). 
 
The corporate governance features that this study will use is the independence of the 
board of directors, the separation of CEO and the chairman of the board of directors, the 
board size, the number of institutional members in the board of directors, and the 
quality of external auditor. The study will also employ two control variables that may 
affect the financial reporting quality, these two control variables are the size of the firm 
and the growth opportunities measured by market to book ratio. 
 
The model that this study will use to test the effect of corporate governance on the 
financial information quality is as follows: 
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௧ܣܥܴܲ =∝+ ܧܦܰܫଵߚ ܲ௧ + + ௧ܴܣܲܧଶܵߚ ௧ܧܼܫܵܤଷߚ + ܵܰܫସߚ ܶ௧ + ܫܦܷܣହߚ ܶ௧
+ ௧ܤܶܯߚ + ܧܮߚ ܸ௧ + ௧ܧܼܫܴܵܫܨ଼ߚ +  ௧ߝ

Where: 
ܧܦܰܫ ܲ௧ : a dummy variable that equal zero if more than 50% of the firm owned by the 
members of the board of directors and 1 otherwise. 
 ௧ : a dummy variable that equal zero if the CEO acts also as the chairman of theܴܣܲܧܵ
board of directors and 1 otherwise. 
 .௧ : the size of the board of directorsܧܼܫܵܤ
ܵܰܫ ܶ௧ : the percentage of institutional members in the board of directors. 
ܫܦܷܣ ܶ௧ : a dummy variable that equal 1 if the external auditor is one of the BIG 4 and 
0 otherwise. 
  ௧:  market to book ratioܤܶܯ
ܧܮ ܸ௧:the firm leverage which is the total debts divided by total assets. 
 .௧ :the  natural logarithm of total assetsܧܼܫܴܵܫܨ
 
Study results 
 
In Table (2), we discuss the governance features of our sample. In general, we 
found that the Jordanian firms are characterized by the large size of the board (9 
directors on average), the high proportion of outside directors (the average 
percentage is 57.1%), low CEO duality (there is a separation of the CEO and 
chairman positions is 62% of the cases),and the average use of the BIG 4 auditors 
(only 38% of the firms have a BIG 4 audit firm). Besides, we perceived that the 
board of directors is mainly composed of members who represent institutions 
(the average percentage of them is 54.1%). 
 
Next, we checked if there is a multicollinearity problem among the explanatory 
variables of our model, using the VIF test (variance inflation factors), we 
concluded that this problem does not arise (all factors are below 2). Then, we 
proceeded to the specification of our model based on panel data tests, we 
detected the presence of individual fixed effects and the heteroscedasticity 
among the variables, we used (White test) and found that the significance is less 
than 5%, which means that the residuals are constant, and the predictors have the 
same variance (Homoskedasiticity). 
 
The results of our study are reported in Table (3),wefound that some governance 
mechanisms have a significant effect on the financial reporting quality of the 
Jordanian firms. Specifically, the institutional ownership is positively associated 
with the factor representing the information quality, In other words, their 
presence in the Jordanian firms involves a poor quality of financial disclosure. 
This suggests that the institutionaldirectors are related to the managers, which 
facilitates their entrenchment and the pursuit of individual goals, this finding is 
consistent with the study of Chau and Gray (2002), and Donnelly and Lynch 
(2002). 
 
Besides, we discerned that the ownership concentration is negatively associated 
with the financial reporting quality,this can be explained by the fact that the 
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institutional directors are entrenched in the Jordanian companies, Therefore, they 
can expropriate the firm resources due to their power, which increases the 
earnings management and the information asymmetry. This result was confirmed 
by several studies in other contexts such as Fan and Wong (2002) in the Asian 
context, Bradbury et al. (2006) in Singapore and Malaysia, and Firth et al. (2007) 
in China. 
 
In contrast, we found that the External Audit quality has a positive and 
significant effect on the quality of reporting. Therefore, their power is associated 
with good quality of reporting, which reduces the earnings manipulation and 
improves the information content of accounting income numbers. This finding is 
consistent Chung et al.,(2003), Brown et al.,(2010) and Becker et al., (1998) who 
figured out that the financial information is more reliable for BIG 4 clients in 
comparison with other companies. 
 
 
Regarding to the Board size, we found that there is no impact of the board size on 
the quality of financial information, this result is similar with results of Firth et 
al., (2007), Dimitropoulos and Asteriou (2010) ,Hasan et al., (2013), and Ibadin 
et al., (2012). Also, we found that independence and CEO duality  are not enough 
to control the quality of reporting which are similar to Ahmad et al., (2006), 
Petra, (2007), Hasan et al., (2013) and Ibadin et al., (2012), when they 
investigated this relationship on New Zealand, Bangladeshi and Nigerian firms 
respectively. 
 
Finally, we noticed that firm size and growth opportunities are associated with a 
poor quality of financial information, this can be explained by the fact that the 
large firm size increases its operating risk which leads the managers to exercise 
accounting discretion in order to mislead the investors. Also, the high-growth 
firms present important potential investments that incite the managers to 
manipulate earnings to obtain better financing terms (Ballesta and Meca, 2007). 
However, we observed that the debt ratio improves the information quality of the 
Jordanian companies, this can be due to the fact that creditors require a good 
quality of financial reporting in order to grant credits to the firms and guarantee 
the repayment of the debts. 
 
5. Conclusion 
 
This study evaluates the effect of governance mechanisms on financial 
information quality for a sample of Jordanian non-financial companies listed on 
the Amman Stock Exchange, during the period 2005-2010. The results show that 
Jordanian firms are characterized by a good presence of the board independence, 
and the high level of the ownership concentration. The governance mechanisms 
are represented mainly by the power of institutional ownership and External 
Audit quality, these mechanisms of control affect the financial reporting quality 
of the Jordanian companies. On the one hand, the presence of the institutional 
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ownership and is associated with poor accounting quality which underlines that 
they are entrenched in the Jordanian firms. 
 
Consequently, their power increases the information uncertainty which 
constitutes an information risk that may eventually affect the cost of capital of 
the firms (Easley and O’Hara, 2004). This question is not treated in our study and 
can be an opportunity for future research. On the other hand, the power of 
External Audit Independence improves the financial reporting quality, this 
suggests that the External Audit quality is an effective governance mechanism to 
constrain the opportunistic behavior of the Jordanian firms’ managers, and 
enhance the transparency and the relevance of the financial reporting. 
 
Overall, our study supports the argument that the corporate governance affects 
the accounting quality in the Jordanian context. However, further research is 
necessary to provide additional insight into the role of corporate governance and 
the reporting quality in the Jordanian firms. First, it would be appropriate to 
verify these findings by including the financial companies such as the banks. 
Then, it would be worthwhile to incorporate other governance variables (such as 
the managerial ownership) or other measures of information quality (such as the 
voluntary disclosure). It would be also very interesting to determine if the 
governance mechanisms and the reporting quality influence the cost of capital of 
the Jordanian firms. Finally, we suggest investigating the link between corporate 
governance and accounting quality in other emerging markets. 
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Notes:  
 
Note 1: Since 2002, the large audit firms are called BIG 4 and are Deloitte, Ernst & 
Young, PricewaterhouseCoopers and KPMG. 
Note 2:  The total accruals are defined as the net income before extraordinary items 
minus the cash flow from operations. 
 
 

Table (1) Governance variable definitions 
Variable Definition 

SIZBOAD  The total number of the directors. 
NONDUAL The non duality is a dummy variable that takes 1 when there is a 

separation of the positions of CEO and board chairman and zero if not. 
INST The percentage of institutional members in the board of directors 
INDEP A dummy variable that equal zero if more than 50% of the firm owned by 

the members of the board of directors and 1 otherwise. 
BIG 4 The auditor quality is a dummy variable that equals 1 if the auditor is a 

BIG 4 and zero otherwise. 
 

 
 

Table (2)Descriptive Statistics 
Variable Minimum Maximum Mean Std. Deviation 

BSIZE 3.00 13.00 8.83 2.47 
INST 0.000 1.00 0.595 0.285 
INDEP 0.00 1.00 0.579 0.494 
SEPAR 0.00 1.00 0.667 0.471 
AUDIT 0.00 1.00 0.406 0.491 
MTB 0.309 7.47 1.709 1.027 
LEV 0.166 94.47 32.290 19.982 
FIRSIZE 6.251 9.003 7.359 0.539 
 
Where:  
ܧܦܰܫ ܲ௧ : a dummy variable that equal zero if more than 50% of the firm owned by the 
members of the board of directors and 1 otherwise. 
 ௧: a dummy variable that equal zero if the CEO acts also as the chairman of the board ofܴܣܲܧܵ
directors and 1 otherwise  
 ௧ : the size of the board of directorsܧܼܫܵܤ
ܵܰܫ ܶ௧  : the percentage of institutional members in the board of directors  
ܫܦܷܣ ܶ௧ : a dummy variable that equal 1 if the external auditor is one of the big four and 0 
otherwise. 
  ௧:  market to book ratioܤܶܯ
ܧܮ ܸ௧:the firm leverage is the total debts divided by total assets. 
LEV: the firm leverage is the total debts divided by total assets  
௧ܧܼܫܴܵܫܨ  : natural logarithm of total assets 
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Table (3) Regression Results 

 
 

 

 

Variable Coefficients Z-Statistic P-value 

BSIZE -0.003 -0.063 .950 
INST 0.122 2.725 0.007 

INDEP 0.081 1.704 0.189 
SEPAR 0.048 1.157 0.248 
AUDIT -0.040 -0.817 0.041 
MTB 0.345 8.097 0.000 
LEV -0.291 -6.355 0.000 

FIRSIZE 0.449 8.282 0.000 




