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Abstract

Following high profile corporate scandals and collapses in recent years, many countries
have adopted corporate governance frameworks. Good governance practices play an
effective role in providing transparency and accountability of company management,
helping to mitigate conflicts of interest, building investor confidence and attracting
investments.

This purpose of this study is to examine the relationship between corporate governance
mechanisms and firm performance as well as corporate governance mechanisms and
dividend policy in Jordanian and Australian listed non-finance firms. Jordan is in the
Middle Eastern region, and has a pioneer, emerging market characterized by a high block-
holding ownership. Australia is a developed market with strong legal protection and
investors’ rights. Both countries have experienced little effect from the Global Financial
Crisis (GFC) and, therefore, potentially provide good comparative cases from which to
derives insight into the operations of corporations and how best to manage them to achieve
economic development, particularly in emerging markets.

The underpinning theories to support the development of the conceptual framework used
in this study are Agency and Signalling Theories. Empirical studies in the literature on the
relationship between corporate governance mechanisms and firm performance, and
dividend policy show mixed and inclusive results. This study takes into account
differences between the institutional settings in Australia and Jordan, and contributes to the
body of knowledge in the area of corporate governance in emerging and developed
markets. The findings of the study have potential implications for policy makers, investors
and other stakeholders in Jordan in terms of providing information for the establishing of
proper investors protection through the formulation of a sound corporate governance
policy for the Jordanian market.

This study, using a sample of 70 Jordanian and 206 Australian non-finance listed firms for
the period 2005-2011, examines two related issues; first, the relationship between
corporate governance mechanisms and firm performance; second, the relationship between
corporate governance mechanisms and dividend policy.

To examine the relationship between corporate governance variables (measured as board
structure, sub-committees of board, ownership structure, board salary and Big-4) and firm
performance (measured as ROA, ROIC and log Tobin’s Q) in Jordanian and Australian

listed non-finance firms, this study employs three regression techniques: a pooled OLS
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regression to test the hypotheses and then panel data models (i.e. fixed effects model) to
control for unobserved heterogeneity. Finally, to control for endogeneity/causality issues,
this study adopts Generalized Method of Moments (GMM) to test the hypotheses. In the
Jordanian context, the findings indicate that certain corporate governance mechanisms
(such as board independence, remuneration committee independence, managerial and
foreign ownership and board salary) have significant positive effects on performance.
However, government ownership has a significant negative effect on firm performance. In
the Australian context, the results show that governance mechanisms (such as board size,
board independence, board meeting, remuneration committee independence, managerial
ownership, institutional ownership, foreign ownership, board salary and Big-4) have
significant positive effects on performance. These findings have implications for Agency
Theory.

To investigate the association between corporate governance mechanisms (measured as
board structure, ownership structure and Big-4) and dividend policy (measured as POUT
and DY) in both markets, this study uses two regression techniques: a pooled OLS
regression and panel data models (i.e. random effects or fixed effects model) to test the
hypotheses. In the Jordanian context, the findings show that a few governance mechanisms
(such as board size, CEO duality and Big-4) have significant positive relationships with
dividend policy. In the Australian context, the results reveal that governance mechanisms
(such as board size, board independence, institutional ownership and Big-4) have a
significant positive effect on dividend policy. These results support arguments that
corporate governance and dividend policy have a complementary role in both markets as
proposed by Signalling Theory.

Overall, although there are significant differences between the institutional settings in
Australia and Jordan (such as economic conditions, legal frameworks, investors’ rights,
ownership structure, religion and culture), this research finds some similarities in the
countries’ governance mechanisms, for firm performance and dividend policy, as well
obvious differences. The research results also generally support Agency and Signalling
Theories, and are consistent with the findings of prior empirical studies. Thus, the
empirical findings of this study potentially provides a useful lessons that policy makers,
investors, institutions, managers and other stakeholders in both markets can use to develop

and improve their respective corporate governance system.
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