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Abstract

Purpose This research aims to compare the effect of board of directors’
characteristics on the firm’s value in Egypt as an emerging country and
USA as a developed country. Five characteristics have been exposed from
the literature review that may influence the enhancement of a firm’s value.
In corporate governance, these characteristics are CEO duality, board inde-
pendence, board size, board meetings and gender diversity. Design The
model is developed and 84 Egyptian firms listed on the Egyptian stock ex-
change and 27 American firms listed on The Dow Jones Industrial Average
(DJIA) are utilized in this research for testing this model. The research covers
a six-year period (2012-2017). Five main hypotheses and ten sub-hypotheses
were derived from the model. GLS regression is used to test these hypotheses.
Findings The results of this research revealed that board of directors’ cha-
racteristics affects firm value almost in the same way in both Egypt and the
USA. The results revealed that board independence, board meetings and
gender diversity are positively and significantly related to firm value in both
countries. Furthermore, it displayed that board size affected firm value in
both the Egyptian and American contexts negatively and significantly. Fi-
nally, the results showed that the CEO duality has a positive effect on firm
value in the Egyptian setting while it has a negative effect on the firm value
in the American setting. This research contributes to the literature on the
subject of how corporate governance enhances a firm’s value. Participants
in the stock market would benefit from the results when assessing the board
of directors’ roles in enhancing the firm’s value. Regulators will be able to
use the results of this research to recognize the critical characteristics of
corporate governance and to assess the governance practices of the board of
directors.
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1. Introduction

Corporate governance is taken into consideration as an emerging topic related to
firms globally because of the prevalence of corporate failures and economic cris-
es. Besides defining and explaining corporate governance, many researches were
stressing the advantages of corporate governance. As an example, it is shown in
[1] that excellent corporate governance definitely implies the growth prospects
of an economy. From the days corporate governance turned into a point of dis-
course, broad measure of research is directed on corporate governance in devel-
oped countries [2] [3] yet at the same time there is moderately little focus on
some developing countries [4] [5]. In addition, relatively few researches have
looked at cross-country diversities in corporate governance [6]. Beginning from
this point, this research examines the degree of corporate governance varieties of
a developed country (the United States) and a developing country (Egypt)
through a definite comparative investigation of the impacts of board of directors
characteristics on firm value of companies listed in stock exchange markets of
each country. The research opens the door for an additional in-depth empirical
study on why there are cross-country variations in corporate governance. A top-
ic that is gaining growing attention from scholars of corporate governance is the
study of the characteristics that the board of directors should own to ensure effi-
cient management control and valued support in the decision-making process
[3] [7]. In the companies, there could be significant conflicts among managers
and shareholders, which could have an opportunistic behavior concentrating
towards gaining personal benefits, which lead to higher agency costs in the
firms. For the reason that the company administrators have direct contact to the
firm information linked to strategic management, reinforcing the board is a
method to advance the management of the firm’s resources and permits for the
tracking of the CEO’s activities. Different theories predict dissimilar effects of
board characteristics on firm value, such as the agency theory, the stewardship
theory and the resource dependence theory. Many researches have been carried
out on the impact of the corporate governance on the firm value, arriving at dif-
ferent results. As a rule, even though previous studies supported the prevailing
theories, they similarly display contradictory proof concerning the relationship

between a portion of the board of directors’ characteristics and the firm value.
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In recent years, the studies on corporate governance have focused their atten-
tion on the analysis of the structure of the board [3] [7] [8] [9] [10] [11]. Yet, the
empirical proof on the relationships among board structure and firm value is
still uncertain. Many researches have been done on the impact of the corporate
governance on the firm value, arriving at different results. A portion of these
researches found that there is a positive relationship among board characteristics
and firm value [12] [13], at the same time as different research discovered nega-
tive relationships among some variables of corporate governance and firm value
[14] [15]. Different results, subject to the variables used to study the corporate
governance, econometric methodologies, sampling techniques, study periods,
and institutional arrangements that the varied researchers study [7]. Despite the
large number of empirical studies on board of directors’ characteristics and their
impact on firm value, our knowledge in this area is far from perfect, especially in
Egypt. The role of boards in Egypt and the impact of board characteristics on
Egyptian firm performance have been investigated by a limited number of stu-
dies. Some of those are by [9] [16] and [17]. While an excessive deal of studies
has been directed on corporate governance in the developed economies [2] [3]
there is relatively little focus on the developing countries [4] [5] and even less
focus on countries in the Middle East [18]. Furthermore, there are little compar-
ative studies concentrating on diverse phases of economic development context
[6]. Therefore, the US and Egypt were selected as the focus of this research.
These two countries are representative of a developed economy (US) and a de-
veloping economy (Egypt). This, together with the rareness of the prior study in
Egypt in this area, has led to trying to compare the effects of the board of direc-
tors’ characteristics on the value of the Egyptian companies listed in the Egyp-
tian Stock Exchange market as an emerging country with the effects of the board
of directors’ characteristics on the value of the American companies listed in the
American stock exchange market as a developed country. Researchers focus in
particular on five characteristics of the board of directors: Chief Executive Offic-
er Duality, the presence of independent directors, the size of the board, the
meetings of the board and its gender diversity. Consequently, this research is
trying to answer the following main question: Do board of directors’ characteris-

tics affect firm value in the same way in both Egypt and the USA?

2. Literature Review

2.1. Corporate Governance Definition

Since the term corporate governance has come to light, corporate governance
has been a widely discussed issue among the academics, the world business and
the international organizations. Up till now, there is not a distinct mostly ac-
cepted definition of the corporate governance. There are, various authors and
institutions (and even countries) that have given different definitions to corpo-
rate governance—the mutual meaning of which sum up the set of rules and

codes that control the conflicts of interests and reinforce the relationships be-
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tween a firm’s management, its board of directors, shareholders, and stakehold-
ers [19]. Rezaee [20] defined it as a process that enables shareholders to encour-
age management to act in the shareholders’ interests, hence providing a level of
confidence to investors so that capital markets could function and control sup-
plementary effectively. Additionally, Rahman [21] states that corporate gover-
nance is a group of processes, policies, customs, laws and institutions that affect
the ways by which the corporations are managed and also controlled. The OECD
(Organization for Economic Cooperation and Development) had been provided
a definition that reflects the interests of both stakeholders and shareholders. This
definition identified that the corporate governance is a group of relationships
amongst the firms’ management, their shareholders, their board and their other
stakeholders. Corporate governance besides offers the structure that the objec-
tives of the firms are set through it, and the methods of achieving those objec-

tives and monitoring performance are dogged [22].

2.2. Corporate Governance Evolution in Egypt and the USA

By reviewing the evolution of corporate governance in Egypt and in US it can be
noticed that, from the 1930’s several regulations concerning corporate gover-
nance have been done in the US, the Securities Act of 1933 and the Securities
Exchange Act of 1934 have been viewed as the first regulations about corporate
governance, followed by FCPA (Foreign Corrupt Practices Act) in 1977, which
had been the only regulation all over the world for the following 20 years. The
current improvement concerning corporate governance is the Sarbanes-Oxley
Act of 2002. This act not only intensely reformed the regulatory setting for cor-
porations that share in the US capital market, but similarly posh other countries
all over the world. By this act, the US Congress imposed major corporate gover-
nance and disclosure modifications and formed a completely new regulatory
system for the accounting work, amongst other things. Whereas, till the late 90s,
corporate governance was a novel term in Egypt, formerly the economic reform
program happening. Numerous efforts have been applied by several institutions
in Egypt containing the CMA (Capital Market Authority), Central Bank of
Egypt, the EIOD (Egyptian Institute of Directors), the EFSA (The Egyptian Fi-
nancial Supervisory Authority) and the Egyptian society of Accountants and
Auditors to develop corporate governance in the Egyptian environment. At the
end of 1990’s, The Egyptian authorities revitalized its capital marketplace by re-
fining its reputation and by means of growing investor self-confidence as a por-
tion of its privatization program. As a result, the government found out that to
reach such aspired desires, its corporate governance remained in requirement of
an excessive-degree of improvement [16]. In 2005, the EIOD introduced the first
release of Corporate Governance Code, essentially addressing listed companies
to help them obey with governance and disclosure requirements, in the good in-
terest of all shareholders and investors, moreover to help them to reach the

maximum levels of efficiency and sustainability [23]. In 2006, the Ministry of
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Investment pronounced the Code of corporate governance for state-owned
companies [24]. In the year 2011, a new ECCG (Egyptian Code of Corporate
Governance) was issued modifying the first code and focusing on the listed
companies and the financial institutions even if they are not listed [25]. In Au-
gust 2016, the EIOD issued a new ECCG. The new ECCG applied to all listed
and unlisted companies, banking and non-banking financial institutions, indus-
trial, commercial and service companies, regardless of their size and nature of

activity, whether they are family firms, or publicly owned [23].

2.3. The Corporate Governance Theoretical Perspectives

This section provides an overview of four theoretical perspectives that relate
boards to corporate governance. The ones four theories are: the agency theory;
the stakeholder theory; the resource dependence theory; the stewardship theory.
These theories were put forward to present a higher knowledge and analysis of
corporate governance.

The Agency Theory: This theory is regarded as the essential reference for all
different theories associated with company governance. The roots of the agency
theory arose somewhere at some stage in the 18 century. Adam Smith [26] one
of the first to talk about company idea, demonstrated the hassle of separating
ownership and control. Additionally, the agency theory become similarly devel-
oped by way of Jensen and Meckling [27] who defined the agency relationship as
a settlement in which someone (the agent) is employed via the principal to ex-
ecute numerous tasks on behalf of the most important, which encounters that
authority has been delegated to the agent for some choice-making. Moreover,
ensuring whether or not the agent is appearing towards the principal’s good in-
terest is an issue of problem. To clear up such a difficulty and restrict the discre-
pancy between the principal’s interests and the agent’s, and to align each in their
interests, the fundamental ought to do two matters. The primary issue that could
be completed is for the important to establish suitable incentives for the agent.
Second, the principal should incur monitoring expenses that are designed to re-
strict the agent’s abnormal activities [27]. Many managers are motivated by their
very own private pursuits and blessings, these groups of the managers are typi-
cally less interested to track new profitable ventures. This is, consequently, par-
ticularly because of the battle of pursuits among the managers, in particular the
ones who have higher understanding and information approximately the firm,
and minority shareholders [28]. As an end result, diverse agency costs boom.
Jensen and Meckling [27] assumed that defining the rights of every of the prin-
cipal and the agent, by means of designing the best agreement conserving these
rights, might assist the company remedy the enterprise problem. On this es-
sence, numerous governance mechanisms were advised through exceptional re-
search to tackle the organization trouble. Dealing with the board, as a gover-
nance group, emphasize many essential troubles, like the board size; executive or

internal as opposed to nonexecutive or outside administrators; and isolating as
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opposed to unifying the CEO and the chair person. All those are geared toward
ensuring powerful monitoring and oversight [29]. Coleman et al [30] offered
and summarized more than one methods that have a tendency to minimize op-
portunistic behaviors from an agent. The first is by means of having
non-executive directors. To have an effective board of directors, agency theory
proposes and expects that a big percent of the board must be allocated to
non-executive directors. This, the theory asserts, guarantees the independence of
the board, making certain a truthful and independent judgment in its tracking,
thus lowering the struggle of interests among the managers and the sharehold-
ers. The second manner to decrease an agent’s opportunistic behaviors is by
what is referred to as a CEO duality. Agency theory stipulates that assigning the
position of the CEO and the board chair to one-of-a-kind people reduces the
probability that one person could impose his electricity on the firm’s manage-
ment and board contributors.

Resource Dependence Theory: It explains the corporate governance from a
completely exclusive perspective. Developed by Pfeffer and Salancik [31], this
approach strongly signifies the importance of resources greater than whatever
else. This foundation considers the board to be one in every of several tools used
to ease the get admission to of vital resources that could make a contribution to
the firm’s success. This perspective implies that the governance shape and the
composition of the board are each regarded as resources that could assist boom
the firm’s value. Hillman et al. [32], stated that from the useful resource depen-
dence view, outsider directors, bring resources to the firm, such as information,
skills, access to the basic parts (e.g. investors, suppliers, social groups, public
policy decision makers) and legitimacy. Furthermore, board directors have the
capability to reveal knowledge obstacles, as a result enhancing the business po-
tentialities. Board members commonly exercising outside hyperlinks, and
they’re engaged in networks that could undoubtedly have an effect on the enter-
prise improvement process in conjunction with its long-time period potentiali-
ties. In addition, Muth and Donaldson [33] signified the importance of commu-
nity connections formed by means of outsider directors in improving the firms’
performance. Accordingly, from the resource dependence theory view, the board
is not only reflected a resource that alternates other resources, but it also pushes
the environment in the direction of the firms favor, by this means improving
firm performance.

Stewardship Theory: A unique view than that of the Agency theory is ste-
wardship theory, which regards agents as trustworthy exact stewards of the
company’s resources, which makes monitoring seem redundant. From the ste-
wardship theory point of view, directors and managers, being stewards of the
firm, work with the intention of enhancing company overall performance and
maximizing shareholders’ wealth. They don’t forget this a manner of boasting
approximately the achievement and achievements of the management itself.
Dalily et al [29] argued that managers and directors most possibly tend to be re-
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garded as talented choice makers, thinking about the company’s overall perfor-
mance a right away picture for his or her very own personal performance and
recognition. On this regard, managers make certain that the company’s opera-
tions obtain the finest financial performance, producing the maximum viable
returns for shareholders. It proposes that there are also non-financial reasons
that affect managers’ choices. Those include a supervisor’s inherent want for
recognition and self-pride and their intrinsic respect for each work-ethic and
authority. Coleman ef a/ [30] summarize the key factors that the stewardship
theory takes into attention. The first is board size, which the theory encourages
to be small for greater powerful communication and a smoother deci-
sion-making manner. The second one is the board of directors, in which the
stewardship theory promotes firms to employ executive directors, for their in-
volvement enhances the selection-making process and guarantees business sus-
tainability. The third issue is the CEO duality. The stewardship theory recom-
mends that the identical individual shall hold each positions; the CEO and the
chairman of the board, as this activates faster CEO decision-making without the
need to reporting the board of directors.

Stakeholder Theory: This theory is merely a ramification of the agency
theory. The theory expects that a company’s board of directors ought to be run-
ning inside the fine interests of its shareholders. This narrow consciousness has
now been broadened in today’s companies so that not only do boards work at
the excellent interests of the shareholders, but they also understand that of the
numerous stakeholders, this consists of social, environmental and moral business-
es [34]. Thereby, stakeholder theory seems to add to agency theory; in fact, it as-
sists in expanding the latter’s slim scope. Moreover, the stakeholder theory
argues that the board of directors need to now not only be concerned with
shareholders’ interests, however that extraordinary stakeholders’ interests need
to additionally be considered. Such issues might be social, environmental or
moral [34]. Mitchell et al [35] argued that a stakeholder is absolutely everyone
who has one or all the following: influential energy over the company, a legi-
timate courting with the organization, or regular urge to say at the organiza-
tion. In step with this typology, managers have to recollect and respond to ex-
clusive types of stakeholders. It is able to be diagnosed then, from the stake-
holder idea, that the choice-making process of a firm is affected and impacts it
via many external groups.

To summarize what mentioned above, the agency theory particularly empha-
sizes how principals and agents have conflicting interests. The stewardship
theory, in evaluation, sees managers as stewards to a company, and it sees that
the interests of both the steward and the employer are in alignment. Instead,
stakeholder theory delves into the predicament concerning how distinctive or-
ganizations of stakeholders have diverse interests. Finally, resource dependence
theory highlights the importance of the board as a resource to the company, and
it envisions a function beyond the traditional one (which sees the board as a

controlling agent).
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2.4. Board of Directors’ Characteristics and Firm Value Literature

This section will discuss the effects of corporate governance on firm value with a
main focus on the characteristics of the board of directors and how it affects a

firm’s value.

2.4.1. CEO Duality and Firm Value
The preceding studies on the relationship between CEO duality and firm value is
varied, some of it designate a positive relationship between the separation of de-
cision management and decision control and firm value but the others find dis-
similar results. In Egypt, Amer [9], in 56 firms listed on the Egyptian stock ex-
change tries to test how corporate governance improves a firm’s financial per-
formance in Egypt from (2004-2012), the results revealed that CEO duality are
positively and significantly associated with the Tobin’s Q. Hence, In Iran, Nash-
laji and Ghanadi [10] targeted to examine the effect of the characteristics of the
board of directors on financial performance (Tobin’s Q) of corporations in Te-
hran Stock Exchange in 2015. The outcomes indicated that CEO duality had no
effects on the firm performance (Tobin’s Q). In light of the previous discussion,
CEO duality invites more conflicts and reduces firm value and thus, the follow-
ing hypothesis is developed:

HI: There is a significant negative relationship between CEO duality and
firm value.

As the current research is a comparative study between Egypt and USA, and
based on the preceding discussion the following sub hypotheses can be posit:

H1a: There is a significant negative relationship between CEO duality and
the Egyptian listed firms’ value.

H1b: There is a significant negative relationship between CEO duality and
the American listed firms’ value.

2.4.2. Board Independence and Firm Value

The word independent directors are comparable with outside directors [11].
Anderson and Reeb [12] and Muth and Donaldson [33] highlighted that the
both of agency and resource dependency theories show a positive effects of in-
dependent directors on firm value in two dissimilar ways. In agency theory, in-
dependent directors control and monitor the management, reducing the agency
costs. Nevertheless, conferring to the resource dependency theory, independent
directors offers appreciated counsel to the CEO, enhancing the board’s decision
making. Jenwittayroje and Jiraporn [36] on a sample consisted of U.S. 20,632
firm-year observations from 1996 to 2014, they found that independent direc-
tors, significantly improved firm value measured by Tobin’s Q during the Great
Recession of 2008. Also, Asante-Darko ef al. [37] in Ghana, found a positive but
insignificant relationship amid the proportion of non-executive directors on the
board and Tobin’s Q. Hence, in Iran, Nashlaji and Ghanadi [10], found that in-
dependence of board of directors had a negative impact on the financial perfor-

mance of companies (Tobin’s Q). As revealed from the previous discussion,
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more board independence will ensure high value to the firm and thus, the sub-
sequent hypothesis is as follows:

H2: There is a significant positive relationship between board indepen-
dence and firm value.

H2a: There is a significant positive relationship between board indepen-
dence and the Egyptian listed firms’ value.

H2b: There is a significant positive relationship between board indepen-
dence and the American listed firms’ value.

2.4.3. Board Size and Firm Value
Outcomes on the effect of the board size on the firm value are differing. The li-
terature submits that a large board size can have positive and negative effects:
more monitoring against more stiff decision making. In Italy, Rubino et al [7] in
their study, found that the size of the board positively affects the value of
non-family firms. However, In Egypt, Amer [9], in his study of how corporate
governance improves a firm’s financial performance in Egypt, found a negative
and insignificant relationship between the board size and the Tobin’s Q (firm
value). In addition, Yermack [38] in his study of the American’s firms finding
negative relationships between the board’s size and the firm value. Furthermore,
Nguyen ef al. [3] studied the impact of the board’s size on the firm’s value in
Australia, via a large sample of the Australian firms from 2001 to 2011, they
found a strong sign of negative relationship. Nevertheless, Coles et al. [39] found
that the association between the firm’s market value and the board size was in-
verted U-shaped, they challenge the assertion that boards with extra than seven
to eight members are ineffective. Therefore, the hypothesis can be described as
follow:

H3: There is a significant negative relationship between board size and
firm value.

H3a: There is a significant negative relationship between board size and
the Egyptian listed firms’ value.

H3b: There is a significant negative relationship between board size and
the American listed firms’ value.

2.4.4. Board Meetings and Firm Value

Empirical literature and evidence about board meetings and firm value are dif-
fering. Many previous researches have revealed that meeting frequency offers
numerous benefits to shareholders. The primary benefit is enabling extra time
for directors to put and deliberate corporate strategies and monitoring the man-
agement [40]. In addition, meeting frequently decrease the degree of misunders-
tanding on the financial reporting practice and increasing the degree of transpa-
rency around the executive compensation practices and creates more regular
earnings predictions [41]. Amer [9] in his study in Egypt found that the repeated
board meetings in Egypt have a positive but insignificant effect on the firm fi-
nancial performance measured by the Tobin’s Q (firm value). Also, Vafeas [42]

concludes that there is a positive link between the frequency of board meeting
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and financial performance, by studying a sample of 275 listed US firms from
1995: 2000. Nevertheless, Yermack [38] in a study that used a sample of 307
listed US firms from 1990 to 1994, found a significantly negative relationship
between the frequency of board meetings and firm performance, as measured by
Tobin’s Q. Lastly, in a study done on a sample of listed Ghanaian firms from
2000 to 2005, Coleman ef al. [30] presented that the frequency of board meetings
has no relationship to financial performance.

H4: There is a significant positive relationship between Board meetings
and firm value.

H4a: There is a significant positive relationship between Board meetings
and the Egyptian listed firms’ value.

H4b: There is a significant positive relationship between Board meetings

and the American listed firms’ value.

2.4.5. Gender Diversity and Firm Value
In latest years, scholars have started to study the effect of the existence of women
in the board on the effectiveness of business decisions and their ability to effect
firm performance [43]. The empirical results demonstrated mixed evidence.
Many studies like [14] [44] realize a better capability to monitor managers’ be-
havior in a mixed board. On this recognition, the existence of women directors
could advance monitoring functions [44]. Also, Levi et al [43] illustrate that the
existence of women aids to generate shareholder value for the reason that they
give the impression to be less dedicated to build economic empires, which in
maximum cases are appreciated with the inefficient over consumption of corpo-
rate resources, and consequently permit firms to save resources that can be used
in an investment projects that are extra profitable. A new study done by Terjesen
et al. [45] based on a multi-theoretical justification concluded that female direc-
tors improve boards of directors’ efficiency, particularly in line for to their in-
novation and creativity with reverence to problem solving. Nevertheless, Adams
and Ferreira [14] found a negative relationship between the gender diversity of
the board and company performance because of the over-monitoring conceded
by women. There is a part of the literature didn’t found any effects of gender di-
versity in the board of directors on the firm value [46]. Therefore, on the basis of
these considerations, the following hypothesis can be formulated:

H5: There is a significant positive relationship between gender diversity
and firm value.

H5a: There is a significant positive relationship between gender diversity
and the Egyptian listed firms’ value.

H5b: There is a significant positive relationship between gender diversity
and the American listed firms’ value.

3. Research Methodology
3.1. The Research Design

The positivism philosophy and the quantitative approach was adopted in this
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research. The appropriate issues essential for the design of the research process

are assessed and organized into three sub-sections as follows:

3.1.1. Research Variables’ Definition and Measurement

In this research, researchers will study the effect of the board of directors’ cha-
racteristics (CEO duality, Board independence, board size, board meetings and
gender diversity) as independent variables on the firm value (Tobin’s Q) as a
dependent variable and to evaluate clearly the effect of the governance variables,
firm size, firm age, the financial leverage, sales growth, cash flows and industry
type will be used as control variables as the following:

Dependent Variable: Firm Value: The Tobin’s Q can be considered the clas-
sic valuation measure and has been frequently and broadly used in the literature
of corporate governance to proxy the firm value (see for example, [5] [37] and
[47]), Mentioning to these preceding studies the variable used to measure firm
value is Tobin’s Q. The Tobin’s Q ratio is a ratio devised through James Tobin,
who hypothesized that the blended market value of all the companies on the
stock marketplace must be about equivalent to the replacement costs of them. A
low Tobin’s Q (between zero and 1) means that the price to replace a company’s
assets is extra than the value of its stock. This infers that their stock price is un-
dervalued. Conversely, an excessive Q (extra than 1) means that a company’s
stock is extra high priced than the alternative value of its assets, which means
that the stock is overrated. Founded on Coleman et al [30], Tobin’s Q will be
measured as the market value of equity and book value of total debts divided by
book value of total assets.

Independent Variables: Board of Directors Characteristics: With the drive
of test the research hypotheses, this study uses five variables to measure the
board of directors characteristics, the sevariables definitions and how they will
be measured in consistent with the preceding research are shown as the follow-
ing:

CEO duality (DUAL), CEO duality is a situation where the role of the CEO
of the firm and the chairman of the board are held by the same person. Follow-
ing various studies, like those of [7] [8] [9] [10] and [48] this research will
measure this variable by taking a value of 1 if the CEO and chairman are the
same person; otherwise, that value will be 0.

Board Independence (BOIND), a board of directors encompasses of two
types of directors: executive and non-executive directors. Subsequent to several
studies, such as: [7] [8] [9] [10] and [48] this research will measure the board
independence as the ratio of non-executive directors over the total number of
directors.

Board Size (BOSIZE), Subsequent to several studies, like those of [3] [7], and
[9] this research will measure the board size variable by the total number of
members who sit on the board of directors.

Board Meetings (BOMEET), board meetings are deliberated a critical indi-
cation of board attentiveness and a crucial portion of the board processes. Con-
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sequent to several studies like [40] [41], board meetings will measured by seeing
how many meetings are annually held by the board of directors.

Gender Diversity (GENDIV), researchers have started to study the impact of
the presence of the women in the board on the efficiency of the business deci-
sions and their capability to influence corporate performance. Following many
studies, such as: [7] and [46], this research will measure Gender diversity as the
ratio of female directors over the total number of directors.

Control Variables: To assess clearly the effect of the governance variables,
researchers include into the analysis six control variables: firm size, firm age, fi-
nancial leverage, sales growth, cash flows and industry type.

Firm Size (FSIZE), is measured as the logarithm of total assets [3] [7]. Cheng
[49] found that firm size have a significant positive relationship with Tobin’s Q.
However, Coles et al, [39], Nguyen ef al [3] and Amer [9] found a significant
negative relationship between firm size and Tobin’s Q. So, we can predict a neg-
ative effect of firm size on firm value.

Firm Age (FAGE), succeeding to several studies, like [48], in this research
Firm age will be measured by the logarithm of the number of years since its in-
corporation. Consequently to the uncertain relationship of firm age on firm val-
ue, in this research we will avoid predicting the direction of its effect on the val-
ue of the firm.

Financial Leverage (FLEV), is calculated as the total debt divided by the total
assets of the firm [3] [7] and [48] Leveraged firms, as showed in many studies
like Andres [50], are probable to have lower value. Consequently we expect a
negative relationship between financial leverage and firm value.

Sales Growth (SG), taking into account the firm’s growth opportunities and
is measured by the ratio of sales growth. Sales growth are estimated to cause
higher long-term profit [51]. Consequently we expect a positive relationship
between sales growth and firm value.

Cash Flow (CF), is resulting from the ratio of cash flow from operations to
total assets. Conferring to Dittmar and Mahrt-Smith [52] firms with more cash
are likely to have higher value. High cash flow tolerates positive NPV projects to
be financed and growth chance seized without needing external funding,
consequently we expect a positive relationship between cash flow and firm value.

Industry Type (DIND), each industry has its special characteristics, which
will directly influence the changes in firm value [53]. This study will control the
industry type influence on firm value. It will be measured as Dummies for each
of the main industries [53] [54]

3.1.2. Sample Selection and Data Collection

For Egypt, this research covers the Egyptian firms listed in the EGX for the pe-
riod (2012-2017). This time period was designated for the reasons that: In March
2011, in quest of keep up to date with the best practices at the international and
regional levels, in terms of the roles of Boards of directors, the EIOD revised the

Corporate Governance Code for listed companies, in line with the governance
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guidelines at the time [17]. Consequently, this research will reveal the impact of
the latest developments in corporate governance in Egypt on firm value from
2012 onwards. The sample ends in 2017 for the reason that this is the latest year
for which the data was obtainable at the time through the process of data collec-
tion. By the end of 2017, 252 firms were listed in the Egyptian Stock Exchange
Market. The research is limited to listed firms for the assumption that the listed
firms follow the standards and rules set by the regulatory forms in the progres-
sion of their business actions. Furthermore, listed firms are likely to arrange and
publish their financial information in obedience with the main accounting regu-
lations. These corporations cover around twelve industries: chemicals, construc-
tion and materials, food and beverage, real estate, industrial goods and services
and automobiles, personal and household products, travel and leisure, health-
care and pharmaceuticals, basic resources, telecommunication, oil and gas, and
retail. Financial companies will not be included in this sample because they vary
from the nonfinancial companies in their financial reporting characteristics and
their governing tax requirements [55]. The sample is further reduced because
only those firms whose financial statements and stock price are complete for the
2012 to 2017 period are included, leaving a final sample of 84 firms. Conse-
quently, a final sample of 84 Egyptian listed firms was obtained for a period of
six years. Corporate governance data for this sample collected from the annual
board of director’s reports and the financial statements for the years of the study.

For the USA, this research covers the American firms listed in the Dow Jones
Industrial Average (DJIA) for the same period (2012-2017). The DJIA, is one of
the most established and most popular indexes in the USA stock exchange that
estimates the everyday estimation of the main 30 US firms that track USA stocks
that are the main economy and listed on the NASDAQ and NYSE. The Ameri-
can sample firms for this study primarily contain all the 30 firms in The DJIA
Index during the 6-year period from 2012 to 2017. Financial companies omitted
from this index. The total number of firm-year observations after excluding the
financial companies is 162 (27 firms). This sample covers around sixteen indus-
tries: Conglomerate, Information technologies, Pharmaceuticals, Food, Oil &
gas, Technology (Computer Systems), Industrials (Diversified Industrials),
Chemical industry, Consumer goods, Construction and mining equipment,
Aerospace and defense, Apparel, health care, Telecommunication and Broad-
casting and entertainment. Financial data used in the study comes from the
COMPUSTAT database, which contains thousands of annual and quarterly in-
come statement, balance sheet, cash flow, pension, supplemental and descriptive
data items for active and inactive companies throughout the world. Besides, the
data is gotten from annual reports to complement any missing information.
Next, information about the firms’ board of directors is attained from the BoardEx

database which encloses information on firms’ boards and senior management.

3.1.3. Regression Model of the Study
To test the role of the board in determining firm value, the following empirical
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model will be applied.
Tobin's Q i, = B0 i,t+ B1 FISIZE i,t + 82 FAGE i,t + 3 FLEV i,z
+ 44 SG i, t+ p5 CF i,t+ 6 DIND i, + 37 DUAL i,¢
+ 8 BOIND i,t+ 9 BOSIZE i,t + 10 BOMEET i,t
+ f11 GENDIV i,t+ p it

where: Tobin’s Q: firm value, FISIZE: firm size, FAGE: firm age, FLEV: Financial
leverage, SG: sales growth, CF: cash flow, DIND: industry type, DUAL: CEO
duality, BOIND: Board Independence, BOSIZE: Board size, BOMEET: board
meetings, GENDIV: gender diversity, x is the error term., 7 stands for firm, and ¢
stands for time.

This research tests the effect of multi corporate governance variables on the
firm value as a dependent variable. Therefore, a multiple regression is consi-
dered to be proper for this research. Agreeing to Hutcheson and Sofroniou [56],
the Ordinary Least Squares (OLS) regression is considered to be a dominant
technique when the model contains both continuous and dummy variables,
which is the case in this research. Nonetheless, the use of OLS regression is rely-
ing on certain assumption. So, researchers will test the data under study for
some regression assumptions. Researchers will use Hausman test for fixed versus
random effects, also, testing for normality to find out if the variables in the mod-
el have approximate normality or not. Furthermore, autocorrelation problem
will be investigated using the Durbin-Watson test. In addition, researchers will
test for multicollinearity which refutes the correlation between the explanatory
variables. Finally, researchers will be use the White’s test for heteroscedasticity to
discover if heteroscedasticity exists. The statistical techniques assigned for this
research were applied using the statistical package of EVIEWS—version 10.
Based on the prior discussion, the GLS regression (Generalized Least Squares)
chosen to examine the existence of a relationship between firm value and the
characteristics of board of director’s factors. Thus, GLS regression is more prop-
er, especially in this research, because it corrects the omitted variable bias and

the existence of autocorrelation and heteroscedasticity [57].

3.2. Research Conceptual Framework and Hypotheses

This study will fill the gap within the academic literature concerning the
corporate governance in several ways. The primary one lies within the mul-
ti-theoretical framework furnished through this study, which identifies the di-
verse characteristics of the board of directors. Future research can use this
framework as a foundation to accumulate empirical results on the effectiveness
of boards. Second, this study will apprehend the boundary circumstances for di-
verse theoretical explanations concerning the relationship among board charac-
teristics and firm value. Agreed with that the one size suits all approach has not
verified to be very evocative in the setting of board composition, that specialize
in this kind of multi-theoretical framework can assist in the understanding of

large insights into the efficacy of different boards. Lastly, this study will provide
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empirical outcomes on the performance of boards in the Egyptian market as an
emerging country compared by the performance of boards in the American
markets as a developed country, which is essentially didn’t explored in the lite-
rature. This research aims to fill the gap inside the academic research through
specializing in the Egyptian and the American firms from 2012 to 2017. It does
so by using secondary data and by analyzing the various characteristics of the
board and seeing whether they have an impact on the firm’s value or not. Con-
sequently, an investigation of the mechanisms of corporate governance in Egypt
would help in assessing whether or not the results of previous studies from
round the arena might be implemented to Egypt or not. This study might give
extra understanding and recommendations to have higher corporate governance
practices in Egypt. The results of this study should be valuable, as it might be
capable of becoming aware of what board characteristics are important to de-
crease the agency-related difficulties and enhance the company’s overall value.
On this regard, the role of CEO duality, the presence of independent directors,
the size of the board, the board meetings, and the gender diversity in the board
on firm value, examined as shown in the following conceptual framework, Fig-
ure 1.

In this research, five main hypotheses and ten sub hypotheses will be formu-

lated and tested. The following Table 1 shows these hypotheses’ statements.

4. Results and Findings

This research aims at comparing the effect of corporate governance on firms’
value in Egypt as a developing country and USA as a developed country con-
texts. It is designed to test the effect of Board Characteristics (as one form of
corporate governance) on Tobin’s Q (as one form of firm value). As discussed
before, a model was constructed to test the effect of Board Characteristics on the
firm value and the results are presented here in this section, to answering the
primary research question: Do board of directors’ characteristics effect firm val-
ue in the same way on both Egypt and USA? Therefore, the current section dis-
cusses the empirical study for the current research. Accordingly, it shows the
results and findings for the research using the statistical techniques assigned.
These statistical techniques were applied using the statistical package of
EVIEWS—version 10. The statistical techniques vary from simple descriptive
analysis for the research variables to the model conducted for the effect of the
independent variables on the dependent variable. In addition, the research hy-
potheses are tested using correlation analysis, simple regression analysis, and
multiple regression analysis using GLS method. Moreover, testing some regres-
sion assumptions such as normality, autocorrelation, multicollinearity and he-
teroscedasticity, finally, the output of testing the research hypotheses and which

hypotheses are supported and which are rejected is provided.

4.1. Descriptive Statistics for the Research Variables

This section deals with the descriptive statistics for the research variables through

DOI: 10.4236/0alib.1105323

15 Open Access Library Journal


https://doi.org/10.4236/oalib.1105323

W. F. Salem et al.

Independent variables:
Board of di.r e?tors Dependent Variable:
characteristics: - > Firm Val
- CEO Duality trm vafue:
- (Tobin’s Q)
- Board Independence Control Variables:
- Board Size - Firm Size

- Board Meetings - Firm Age
- Financial Leverage
- Sales Growth
- Cash Flow

-Industry Type

- Gender Diversity

Figure 1. The conceptual framework of the study.

Table 1. Research hypotheses.

Board of Director’s Characteristics and Firm Value Hypotheses

HI There is a significant negative relationship between CEO duality and firm value.
H1 There is a significant negative relationship between CEO duality and the Egyptian listed
a
firms’ value.
Hib There is a significant negative relationship between CEO duality and the American listed
firms’ value.
Ha There is a significant positive relationship between board independence and firm
value.
H2 There is a significant positive relationship between board independence and the
a
Egyptian listed firms’ value.
H2b There is a significant positive relationship between board independence and the
American listed firms’ value.
H3 There is a significant negative relationship between board size and firms value.
H3 There is a significant negative relationship between board size and the Egyptian listed
a
firms’ value.
H3b There is a significant negative relationship between board size and the American listed
firms’ value.
H4 There is a significant positive relationship between Board meetings and firm value.
Ha There is a significant positive relationship between Board meetings and the Egyptian
a
listed firms’ value.
H4b There is a significant positive relationship between Board meetings and the American
listed firms’ value.
H5 There is a significant positive relationship between gender diversity and firm value.
Hs There is a significant positive relationship between gender diversity and the Egyptian
a
listed firms’ value.
Hsb There is a significant positive relationship between gender diversity and the American

listed firms’ value.

the data used in the analysis of this study. Some of the main features of the data
is described quantitatively (e.g. measure of central tendency of the statistics, such

as: mean, max and min; data dispersion, such as: range, variance, and standard
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deviation). Table 2 shows the descriptive statistics of the research variables of
this study, where it could be observed that the average value for CEO Duality in
Egypt is 0.6826 with a minimum value of 0 and maximum value of 1. While this
average value for CEO Duality in USA is 0.6667, which means that 68% (0.67%)
of the Egyptian (the American) sample had the chairman and the CEO held by
the same person, which is against the corporate governance recommendation
that the positions be split into two roles or, in other words, that the two roles
should be held by two different people. Also, the average ratio for Board Inde-
pendence in Egypt is 0. 5811 with minimum value of 0 and maximum value of
0.93. Which is higher slightly from the average ratio for Board Independence in
USA (0.5332 with minimum value of 0.27 and maximum value of 0.88). This
percentage highly complies with the corporate governance recommendations in
which called for maintaining a board that is mainly composed of non-executive
directors. In addition, the average ratio for Board Size in Egypt is 7.9657, with
minimum value of 3 and maximum value of 15. While the average ratio for
Board Size in USA is 8, with minimum value of 4 and maximum value of 11,
which is lower slightly from Bhagat & Black [58] results, which have found that
the mean size of the US boards is 11.45. Moreover, the average ratio for Board
Meetings in Egypt is 10 times per year (mean = 10.0460), which is exceeds the
average ratio in USA (8.7111), and is highly exceeds the minimum number of
meetings as recommended by the ECCG (4 times per year). Finally, the average
ratio for Gender Diversity in Egypt is 0.0569, with minimum value of 0 and
maximum value of 0.05. Which is highly low than the average ratio for Gender
Diversity in the USA (0.1980 with minimum value of 0.06 and maximum value
of 0.5).

Table 2. Summary for descriptive statistics of all the research variables for Egypt and the
USA.

Variables Egypt USA
Board of Directors’ Characteristics
DUAL
Mean 0.6826 0.6667
Std. Deviation 0.46685 0.47272
Minimum 0.00 0.00
Maximum 1.00 1.00
BOIND
Mean 0.5811 0.5332
Std. Deviation 0.27589 0.11426
Minimum 0.00 0.27
Maximum 0.93 0.88
BOSIZE
Mean 7.9657 8.0824
Std. Deviation 2.53458 2.08288
Minimum 3.00 4.00
Maximum 15.00 11.00
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Continued
BOMEET
Mean 10.0460 8.7111
Std. Deviation 5.05326 3.71843
Minimum 3.00 3.00
Maximum 25.00 19.00
GENDIV
Mean 0.0569 0.1980
Std. Deviation 0.09760 0.08793
Minimum 0.00 0.06
Maximum 0.05 0.50
Control Variables
FISIZE
Mean 2.8743 5.0107
Std. Deviation 0.81553 0.60427
Minimum 0.95 1.66
Maximum 4.64 6.41
FAGE
Mean 1.3155 1.9863
Std. Deviation 0.34950 1.7338
Minimum 0.00 1.2553
Maximum 1.89 2.3324
FLEV
Mean 0.5299 3.5134
Std. Deviation 1.74077 1.48820
Minimum 0.00 .04
Maximum 27.36 4.67
SG
Mean —-0.5660 0.0979
Std. Deviation 2.64653 2.88017
Minimum —4.95 -1.00
Maximum 11.45 21.19
CF
Mean 0.6050 0.3475
Std. Deviation 7.30943 3.72252
Minimum -0.30 0.20
Maximum 11.831 45.62
DIND
Mean 7.00 1.313
Std. Deviation 5.00 4.49
Minimum 1.00 1.00
Maximum 18.00 5.00
Tobin’s Q
Mean 0.6980 3.1560
Std. Deviation 2.89323 5.11281
Minimum 0.00 5.13
Maximum 14.90 18.00
DOI: 10.4236/0alib.1105323 18 Open Access Library Journal


https://doi.org/10.4236/oalib.1105323

W. F. Salem et al.

4.2. Testing the Regression Assumptions

In order to conduct the regression model, the data under study was tested and
manipulated for some assumptions that are required for the ordinary least
squares estimation (OLS). The Hausman test for fixed versus random effects for
the Egyptian and the American samples showed that there is an insignificant
difference between the random and fixed effects, as the corresponding P-value is
greater than 0.05. Also, the research variables in the model of study were mani-
pulated to have approximate normality. In addition, the observed results for the
Egyptian and the American data lead researchers to extract the residuals plot.
The histogram with the normality plot for the Egyptian data, implies that data
may be approximately normal, as there is no heavy tails nor steepness in the
curve extracted. Also, the sample size is considered as large enough to accept
approximate normality. While, the histogram with the normality plot for the
American data, implies that data may not be approximately normal, as the
skewness and kurtosis values are beyond the accepted level of £1, which means
that the Generalized Least Squares estimation (GLS) is required for the research
analysis. Furthermore, the Durbin Watson test for the Egyptian sample data,
displayed that there is a problem of autocorrelation since this model test results
are 1.493 in all stated models. While, for the American sample data, the model
test results are greater than 2.019 in all stated models so, the null hypothesis of
no autocorrelation is supported. This implies that there is no problem of auto-
correlation. Moreover, the VIFs values of all of the research variables for the
Egyptian and the American samples data were less than 10, which imply that
there is no problem of multicollinearity between the research variables. Finally,
the White’s test shows that there is no heteroscedasticity problem in the model
since the residuals are almost scattered and there is no noticeable pattern in the

diagram for both of the Egyptian and the American data samples.

4.3. Testing the Research Hypotheses

This sub-section discusses the research hypotheses and test them using correla-
tion and regression analysis. As mentioned before, five main hypotheses and ten

sub hypotheses formulated and will be tested in the following section.

4.3.1. Testing the First Hypothesis for the Relation between CEO Duality
and Firm Value

This sub section examines the relationship between CEO Duality (DUAL) and
Firm Value (Tobin’s Q). This relationship hypothesizing that there is a signifi-
cant negative relationship between CEO Duality and Firm Value. The correla-
tion matrix for the relationship between DUAL and the Egyptian listed firms’
value, shown that there is a positive relationship between CEO duality and the
Egyptian listed firms’ value, as the correlation coefficient of 0.150 (r > 0). Also,
the regression model for the effect of CEO duality on the Egyptian listed firms’
value, shown that there is a positive significant effect of CEO duality on the

Egyptian listed firms’ value, with coefficient of 0.639 (r > 0), and the corres-
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ponding P-value is less than 0.05 (P-value = 0.030). The overall F-statistic is
shown to be 4.777. In addition, R Square is 0.022, which means that CEO duality
explains 2.2% of the variation in the Egyptian Firms’ Value. These results are
supported by Amer [9]. But opposing to Carter et al [59]. Thus, the first sub
hypothesis of the first hypothesis that there is a significant negative relationship
between CEO Duality and the Egyptian Listed Firms’ value is not supported.
Opposing to the Egyptian results the correlation matrix for the relationship be-
tween DUAL and Tobin’s Q in the American sample, displayed that there is a
negative relationship between CEO duality and the American listed firms’ value,
as the correlation coefficient of —0.1834 (r < 0). In addition, the regression mod-
el for the effect of CEO duality on the American listed firms’ value, displayed
that there is a negative significant effect of CEO duality on the American listed
firms’ value, with coefficient of —0.6348 and the corresponding P-value is less
than 0.05 (P-value = 0.000). The overall F-statistic is shown to be 1.8802. In ad-
dition, R Square is 0.033, which means that CEO duality explains 3.3% of the
variation in the American listed firms’ value. This result comes in consistence
with Switzer and Tang [60]. But it is opposite to Gill and Obradovich [61] Thus,
the second sub hypothesis of the first hypothesis that there is a significant nega-
tive relationship between CEO Duality and the American listed firms’ value is
supported. Consequently, the first hypothesis that there is a significant negative
relationship between CEO Duality and firm value is partially supported.

4.3.2. Testing the Second Hypothesis for the Relation between Board
Independence and Firm Value

This sub section examines the relationship between Board Independence
(BOIND) and Firm Value (Tobin’s Q). This relationship hypothesizing that
there is a significant positive relationship between Board Independence and
Firm Value. The correlation and regression analysis were conducted to respond
to the research hypothesis. The correlation matrix for the relationship between
board independence and the Egyptian listed firms’ value, revealed that there is a
positive relationship between board independence and the Egyptian listed firms’
value, as the correlation coefficient is 0.535748 (r > 0). In addition, the regres-
sion model for the effect of board independence on the Egyptian listed firms’
value, revealed that there is a significant positive effect of board independence
on the Egyptian listed firms’ value, with coefficient of 0.923617 and the corres-
ponding P-value is less than 0.05 (P-value = 0.000). The overall F-statistic is
shown to be 83.33321. In addition, R Square is 0.287, which means that Board
Independence explains 28.7% of the variation in the Egyptian listed firms’ value.
Board independence result comes in accordance with Carter et al [59] and
Asante-Darko et al [37]. Whereas, it contrasts to Nashlaji and Ghanadi [10] and
Singh et al. [62]. Thus, the first sub hypothesis of the second hypothesis that
there is a significant positive relationship between Board independence and the
Egyptian listed firms’ value is supported. In the other side, the correlation matrix

for the relationship between board independence and firm value in the Ameri-
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can sample shown that there is a positive relationship between board indepen-
dence and the American listed firms’ value, as the correlation coefficient is
0.6996 (r > 0). Consistent with what was found in the Egyptian sample, the re-
gression model for the effect of board independence on the American listed
firms’ value shown that there is a significant positive effect of board indepen-
dence on the American listed firms’ value, with coefficient of 0.883 and the cor-
responding P-value is less than 0.05 (P-value = 0.000). The overall F-statistic is
shown to be 311.1403. In addition, R Square is 0.489, which means that Board
Independence explains 48.9% of the variation in the Firm Value. Thus, the
second sub hypothesis of the second main hypothesis that there is a significant
positive relationship between Board independence and the American listed
firms’ value is supported. Accordingly, the second hypothesis that there is a sig-
nificant positive relationship between board independence and firm value is fully

supported.

4.3.3. Testing the Third Hypothesis for the Relation between Board Size
and Firm Value

This sub section examines the relationship between Board Size (BOSIZE) and
Firm Value (Tobin’s Q). This relationship hypothesizing that there is a signifi-
cant negative relationship between Board Size and Firm Value. The correlation
matrix for the relationship between Board Size and Firm Value in the Egyptian
sample, exposed that there is a negative relationship between Board Size and the
Egyptian listed firms’ value, as the corresponding correlation coefficient is
—0.194 (r < 0). Also, the regression model for the effect of Board Size on the
Egyptian listed firms’ value, exposed that there is a significant negative effect of
Board Size on the Egyptian listed firms’ value, with coefficient of —0.3133 and
the corresponding P-value is less than 0.05 (P-value = 0.0036). The overall
F-statistic is shown to be 8.676385. In addition, R Square is 0.037, which means
that Board Size explains 3.7% of the variation in the Egyptian listed firms’ value.
Board size results agree with Yermack [38], Gill and Obradovich [61] and
Asante-Darko ef al. [37]. On contrary, Ciftcia et al [63] and Singh et al [62]
found a positive relationship between them. Thus, the first sub hypothesis of the
third hypothesis that there is a significant negative relationship between BOSIZE
and the Egyptian listed firms’ value is supported. In the other side, the correla-
tion matrix for the relationship between Board Size and Firm Value in the
American sample, shown that there is a negative relationship between Board Size
and the American listed firms’ value, as the corresponding correlation coefficient
is —0.4634 (r < 0). Similar to what found in the Egyptian sample, the regression
model for the effect of Board Size on the American listed firms’ value, shown
that there is a significant negative effect of Board Size on the American listed
firms’ value, with coefficient of —1.246 and the corresponding P-value is less
than 0.05 (P-value = 0.000). The overall F-statistic is shown to be 15.85661. In
addition, R Square is 0.215, which means that Board Size explains 21.5% of the

variation in the American listed firms’ value. Thus, the second sub hypothesis of
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the third hypothesis that there is a significant negative relationship between
board size and the American listed firms’ value is supported. Therefore, the third
hypothesis that there is a significant negative relationship between board size

and firm value is fully supported.

4.3.4. Testing the Fourth Hypothesis for the Relation between Board
Meetings and Firm Value

This sub section examines the relationship between Board Meetings (BOMEET)
and Firm Value (Tobin’s Q). This relationship hypothesizing that there is a sig-
nificant positive relationship between Board Meetings and Firm Value. The cor-
relation matrix for the relationship between Board meetings and Firm Value in
the Egyptian sample, displayed that there is a positive relationship between
Board meetings and the Egyptian listed firms’ value, as the correlation coeffi-
cient is 0.306148 (r > 0). In addition, the regression model for the effect of Board
meetings on the Egyptian listed firms’ value, displayed that there is a significant
positive effect of Board meetings on the Egyptian listed firms’ value, with
coefficient of 0.1950 and the corresponding P-value is less than 0.05. In addition,
R Square is 0.0937, which means that Board meetings explains 9.3% of the varia-
tion in the Egyptian listed firms’ value. Board meetings results comes in line
with Vafeas [42] but, on the opposite to, Yermack [38]. Thus, the first sub
hypothesis of the fourth hypothesis that there is a significant positive relation-
ship between Board Meetings and the Egyptian listed firms’ value is supported.
In the other side, the correlation matrix for the relationship between Board
meetings and Firm Value in the American sample, presented that there is a posi-
tive relationship between Board meetings and the American listed firms’ value,
as the correlation coefficient is 0.5293 (r > 0). As what was found in the Egyptian
sample, the regression model for the effect of Board meetings on the American
listed firms’ value, presented that there is a significant positive effect of Board
meetings on the American listed firms’ value, with coefficient of 0.442 and the
corresponding P-value is less than 0.05. The overall F-statistic is shown to be
22.5692. In addition, R Square is 0.28, which means that Board meetings
explains 28% of the variation in the American listed firms’ value. Thus, the
second sub hypothesis of the fourth hypothesis that there is a significant positive
relationship between Board Meetings and the American listed firms’ value is
supported. As a result, the fourth hypothesis that there is a significant positive

relationship between board meetings and firm value is fully supported.

4.3.5. Testing the Fifth Hypothesis for the Relation between Gender
Diversity and Firm Value

This sub section examines the relationship between Gender Diversity (GENDIV)
and Firm Value (Tobin’s Q). This relationship hypothesizing that there is a sig-
nificant positive relationship between gender diversity and Firm Value. The
correlation matrix for the relationship between Gender diversity and Firm Value
in the Egyptian sample, displayed that there is a positive relationship between
Gender diversity and the Egyptian listed firms’ value, as the correlation coeffi-
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cient is 0.2759 (r > 0). Also, the regression model for the effect of Gender diver-
sity on the Egyptian listed firms’ value, displayed that there is a significant posi-
tive effect of Gender diversity on the Egyptian listed firms’ value, with coefficient
of 0.8045, and the corresponding P-value is less than 0.05. In addition, R Square
is 0.0761, which means that Gender diversity explains 7.6% of the variation in
the Egyptian listed firms’ value. Gender diversity results supported by Levi ef al.
[43] and Terjesen et al [45] but not supported by, Hassan and Marimuthu [46]
and Iren [18]. Thus, first sub hypothesis of the fifth hypothesis that there is a
significant positive relationship between Gender Diversity and the Egyptian
listed firms’ value is supported. in the other side, the correlation matrix for the
relationship between Gender diversity and Firm Value in the American sample,
shown that there is a positive relationship between Gender diversity and the
American listed firms’ value, as the correlation coefficient is 0.098 (r > 0). Like
what was found in the Egyptian sample, the regression model for the effect of
Gender diversity on the American listed firms’ value, shown that there is a sig-
nificant positive effect of Gender diversity on the American listed firms’ value,
with coefficient of 4.899, and the corresponding P-value is less than 0.05. In ad-
dition, R Square is 0.0197, which means that Gender diversity explains 2% of the
variation in the American listed firms’ value. Thus, the second sub hypothesis of
the fifth hypothesis that there is a significant positive relationship between
Gender Diversity and the American listed firms’ value is supported. As a result,
the fifth hypothesis that there is a significant positive relationship between

gender diversity and firm value is fully supported.

4.3.6. Testing the Relation between the Research Control Variables and
Firm Value

By reasons of coefficients and significance it was found that there is a positive
significant relationship between the financial leverage, sales growth and cash
flows and the Egyptian listed firms’ value as the coefficient is more than zero and
P-value is less than 0.05. While there is a positive insignificant effect of firm size
in their firm value. In addition, there is a negative insignificant effect of firm age
and the industry type on the Egyptian listed firms’ value as the coefficient is less
than zero and P-value is more than 0.05. In the other side, it was found that
there are positive significant relationships between firm age and the financial le-
verage and the American listed firms’ value as the coefficient is more than zero
and P-value is less than 0.05. Whereas, there are positive insignificant effects of
firm size, cash flow and the industry type on their firm value. Finally, there is a
negative insignificant effect of sales growth on the American listed firms’ value

as the coefficient is less than zero and P-value is more than 0.05.

4.4. Testing the Whole Model

The current section is designed to test the whole model together with the inde-
pendent variables and then after adding the control variables using multiple re-

gression analysis.
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4.4.1. Testing the Relation between Board of Director’s Characteristics
and Firm Value

The regression model for the effect of the Board of director’s characteristics on
Firm Value in the Egyptian sample indicated that there is a negative significant
effect of Board Size, while there is positive significant effect of CEO Duality,
Board Independence, Board Meetings, and Gender diversity on Firm Value, as
the corresponding P-values are less than 0.05, and the regression coefficients are
0.5603, 0.8399, 0.1019, and 0.8484 respectively. In addition, R Square is 0.402,
which means that Board of director’s characteristics explain 40.2% of the varia-
tion in Firm value. Therefore, the regression equation could be formulated as
follows:
Tobin's Q =1.2186+0.5603 * DUAL + 0.8399 * BOIND
—0.2054*BOSIZE +0.1019* BOMEET
+0.8484 * GENDER

In the other side, the regression model for the effect of the Board of director’s
characteristics; CEO duality, board independence, Board size, Board meetings,
and Gender diversity on Firm Value in the American sample, indicated that
there is a negative significant effect of CEO duality and Board Size while there is
positive significant effect of Board Independence, Board Meetings and Gender
Diversity on the American listed firms’ value, as the corresponding P-values are
less than 0.05, and the coefficient is —0.747. In addition, R Square is 0.627, which
means that Board of director’s characteristics explain 62.7% of the variation in
the American listed firms’ value. Therefore, the following equation expresses the
relationship:

Tobin's Q =—-0.747-0.291720+* DUAL + 0.587083 * BOIND
—0.747492 +* BOSIZE +0.254733 * BOMEET
+6.909422 +* GENDIV

4.4.2. Testing the Relation between Research and Control Variables and
Firm Value

The regression model for the effect of the Board of director’s characteristics and
Control Variables on Firm Value in the Egyptian sample shows a positive signif-
icant effect of CEO duality, Board independence, Board Meetings, Gender Di-
versity, Financial Leverage, Sales Growth and Cash Flow on the Egyptian listed
firms’ value, as the corresponding P-value is less than 0.05, and the regression
coefficients are greater than zero. Also, it was found that there is a negative sig-
nificant effect of Board Size on the Egyptian listed firms’ value, as the corres-
ponding P-value is less than 0.05, and the regression coefficients is less than ze-
ro. In the other hand, there is an insignificant effect of the Control Variables;
Firm Size, Firm Age and Industry Type on the Egyptian listed firms’ value, as
p-value is more than 0.05. In addition, R Square is 0.544, which means that
Board of director’s characteristics in the existence of the control variables model
explain 54.4% of the variation in the Egyptian listed firms’ value. Therefore, the
regression equation could be formulated as follows:
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Tobin's Q =-0.1975+0.4087* DUAL + 0.816 * BOIND —0.0959 * BSIZE
+0.0474 =« BMEET + 0.6231* GENDIV +0.744 * FISIZE
—0.9219*FAGE +3.4754*FLEV +0.215*SG +4.400 * CF
—0.090*DIND

In the other side, the regression model for the effect of the Board of director’s
characteristics with Control Variables on Firm Value in the American sample
displayed a significant positive effects of Board Independence, Board Meetings,
Gender Diversity, Firm Age and Financial Leverage on the American listed
firms’ value, as the corresponding P-values are less than 0.05, and the regression
coefficients are greater than zero. Also, it was found that there is a negative sig-
nificant effect of Board Size on the American listed firms’ value, as the corres-
ponding P-values are less than 0.05, and the regression coefficients are less than
zero. Furthermore, it was found that there is a positive insignificant effect of
Firm Size, Cash Flow and the Industry Type on the American listed firms’ value,
as the corresponding P-values are more than 0.05, and the regression coefficients
are more than zero. Moreover, it was found that there is a negative insignificant
effect of sales growth on the American listed firms’ value, as the corresponding
P-values are more than 0.05, and the regression coefficients are less than zero. In
addition, R Square is 0.709, which means that Board of director’s characteristics
in the existence of the control variables explain 70.9% of the variation in Firm
value. Therefore, the regression equation could be formulated as follows:

Tobin's Q =2.6264 —-0.7212 * DUAL + 0.63808 * BOIND —0.5059 * BSIZE
+0.2026 * BMEET +14.4247 « GENDIV +0.1067 * FISIZE
+5.8734*FAGE +6.8779 * FLEV —0.0009 *SG +18.3641* CF
+0.3262+DIND

To review the results of the regression model of the board of directors charac-
teristics (independent variables) against the firm value (Tobin’s Q), it is apparent
that most of the hypotheses formulated earlier were supported by reason of coef-
ficients and significance. Table 3 summarizes the results of testing the research
hypotheses and whether they were accepted or rejected. It should be noticed that
there are nine hypotheses (H1b), (H2a), (H2b), (H3a), (H3b), (H4a), (H4b),
(H5a) and (H5b) supported whereas there is only one hypothesis (Hla) not
supported. Consequently, it demonstrates that there is a consistency between
current and previous research regarding most of the characteristics of the board
of directors under study and firm value.

5. Conclusion

The research overall results showed that board of directors’ characteristics af-
fects firm value nearly in the same way on both Egypt and the USA. The results
presented that board independence, board meetings and gender diversity are po-
sitively and significantly correlated to firm value in both countries. In the other
hand, the results displayed that the CEO duality has positive effects on firm val-

ue in the Egyptian context whereas it has a negative effect on the firm value in the
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Table 3. Results summary.

Hypothesis Description Results
There is a significant negative relationship between CEO

H1 R 4 & P Partially supported
duality and firm value.

Hla Ther'e is a significant 'nega'tive relatio’nship between CEO Not supported
duality and the Egyptian listed firms’ value.

Hib Ther.e is a significant .negat‘ive relatior’lship between CEO supported
duality and the American listed firms’ value.
There is a significant positive relationship between board

H2 . & P P Fully supported
independence and firm value.
There is a significant positive relationship between board

H2a X o , supported
independence and the Egyptian listed firms’ value.

H2b There is a significant positive relationship between board supported
independence and the American listed firms’ value. PP
There is a significant negative relationship between board

H3 . & & P Fully supported
size and firm value.
There is a significant negative relationship between board size

H3a S , supported
and the Egyptian listed firms’ value.

H3b There is a significant negative relationship between board size supported

)

and the American listed firms’ value. PP
There is a significant positive relationship between board

H4 . & P P Fully supported
meetings and firm value.
There is a significant positive relationship between Board

H4a . L , supported
meetings and the Egyptian listed firms’ value.
There is a significant positive relationship between Board

H4b . . R K supported
meetings and the American listed firms’ value.
There is a significant positive relationship between gender

H5 . . 4 P P 8 Fully supported
diversity and firm value.
There is a significant positive relationship between gender

H5a . . . , supported
diversity and the Egyptian listed firms’ value.
There is a significant positive relationship between gender

H5b & positiv p etween g supported

diversity and the American listed firms’ value.

American context. Finally, the board size is negatively and significantly asso-
ciated with firm value in both Egypt and the USA. These relationships play an
important role in defining whether or not a specific characteristic is valuable to
firms. By means of so, the research specified the critical importance of the con-
stitution of the board of directors in order to improve the firms’ value. These
results are surprising if it is a-priori expected, supposing that it should weigh
more as we move toward the best practice of investor protection found in An-
glo-American financial markets. However, the same results found in the Egyp-
tian firms in all the board of directors’ characteristics under the current study
except the CEO duality results were compared to the USA as illustrated above. It
reflects that, the revised Corporate Governance Code for listed companies by the
EIOD in 2011, in quest of keeping up to date with the best practices at the inter-
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national and regional levels, in terms of the roles of Boards of directors, comes

with more developments in corporate governance in Egypt.

6. Research Limitations and Recommendations

The main limitations of this study are the sample and data limitations. Even so,
significant measures were used to guarantee that this research’s objectives were
met and that its research question was answered. Since 2012 to 2017 chosen as a
time period of the study to reveal the impact of the latest developments in cor-
porate governance in Egypt on firm value after the EIOD revision of the Corpo-
rate Governance Code for listed companies in March 2011, in pursuit of keep up
to date with the best practices at the international and regional levels, in terms of
the roles of boards of directors [17], and because of all companies listed in the
EGX committed to disclose all the information related to their board of directors
in an annual board of directors report since 2014 (EGX report, 2014), as a result
the researcher found a problem of data availability before 2014. Consequently,
the sample of the study is limited to listed firms in the EGX for a certain
assumption as mentioned before like the availability of a comprehensive and re-
levant corporate governance data, which means that the sample of the study was
not chosen randomly. Also, the American sample size of this study is small. This
study is limited to the American firms listed on DJIA. Therefore, the findings of
this study could only be generalized to firms similar to those that were included
in this index. In addition, because there is a limited amount of accessible infor-
mation, other features of directors’ board such as family members in the board,
dependence on other companies, and so on were not examined. Finally, the cur-
rent empirical analyses are based on a single country setting (Egypt as an exam-
ple for an emerging country and USA as an example for a developed country)
therefore, testing the inferences regarding board of directors’ characteristics and
firm value in a multi-country context would give additional support to the re-
search findings.

The results of this research have implications for setting standards and con-
tribute to the continuous argument of whether or not it would be possible to
coordinate corporate governance practices around the world. For example, one
of the critical themes of recent corporate governance developments in the de-
veloped countries, is for one individual not to be both the CEO and the chair-
man of the board. As recommended by the agency theory that CEO duality is
bad for performance because it conciliations the monitoring and control of the
CEO. This study recommends that the EGX firms have the roles of CEO and
chairman held together. This is because researchers found positive effects in firm
value resulting from CEO duality. But boards should be alert for agency issues
(e.g., pursuit of CEO self-interests) which are likely to occur in firms with CEO
duality. Therefore, one implication from this research is drawing the attention of
corporate governance regulators in the Egyptian market regarding CEO duality.

Moreover, the research found a negative association between the board size and
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a firm’s value in both countries. Accordingly, this research finds that a board of
more directors will negatively affect the firm’s value in Egypt. Based on this re-
sult this research gives a recommendation to firms listed on EGX that a board of
more directors will be unbeneficial for firm value, and it might be an extra cost
from the agency theory perspective. In addition, the most important result of
this research is, the existence of women in the board of director has a significant
positive impact on the firm value in Egypt and also in the USA. As illustrated by
Levi et al. [43] that the existence of women aids to generate shareholder value for
the reason that they give the impression to be less dedicated to build economic
empires, which in maximum cases are appreciated with the inefficient over
consumption of corporate resources, and consequently permit firms to save re-
sources that can be used in an investment projects that are more profitable. Ac-
cordingly, the authorities of corporate governance should put regulations to en-
courage companies to permit more proportion of women to exist in the board to
improve their firm value and to command these recommendations. Additional-
ly, unlocking facts relating to the practice of businesses in a region like Egypt
that is characterized by a private culture and unwillingness to disclose informa-
tion and dominated by family businesses, is vital to many International organi-
zations (e.g., OECD), regulators, government bodies, and standards setters, to
signal to those parties the importance of continuing their efforts in reforming
and promoting investor protection, transparency and disclosure measures in
order to improve the efficiency of financial markets and enhance investor confi-
dence. Moreover, built on the above discussion, researchers recommend that
empirical evidence from studies as such should be the baseline for current cor-
porate governance codes and recommendations. Therefore, the most important
implication of this research is to draw the attention of regulators to assessing the
weaknesses in their corporate governance, as well as emphasizing other effective
governance mechanisms that match their institutional and regulatory needs. Fi-
nally, the results of this research offer indication that some corporate governance
characteristics are significantly related to a firm value. However, there are other
important areas concerning corporate governance and its influence on firm val-
ue that were not enclosed by this research. Consequently, for future studies, it is
recommended to study the effect of those other board characteristics such as, the
proportion of family members in the board and the dependence on other com-

panies on the firm value.
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