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 The present study aims to examine the impact of corporate governance mechanisms on 
the performance of the firms listed on the Tehran Stock Exchange by using structural 

equation modeling approach. The mechanisms include the ownership percentage of the 

board of directors, the ownership percentage of intentional investors, the presence of 
non executive chiefs on board of directors, CEO duality, board size, the presence of 

internal auditor, the presence of independent auditing and firm value. Using the 

economic proxies including refined economic value added (REVA) and market value 
added (MVA), the performance has been evaluated. This study applies a sample 

composed of fifty listed firms on the Tehran Stock Exchange during a period covering 

the years from 2003 to 2009. The research hypotheses are tested by using structural 
equation modeling. The findings reveal that:  

1. Corporate governance impacts refined value added.  

2. Corporate governance impacts market value added.  
The findings demonstrate that refined value added is a stronger measure for evaluating 

the firms’ performance. Additionally, the percentage of the board of directors is a more 

significant measure in comparison with the other corporate governance mechanisms. 
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INTRODUCTION 

 

 Corporate governance is the topic which has been much debated in many fields including accounting, 

finance, sociology, law and etc. Since 2004, the universities have involved this independent topic in their 

curriculum. In Iran, however, corporate governance has been largely extended in accounting schemes and is 

going to be more developed in the future [5].  

 Corporate governance is a significant subject in the business world. Corporate governance is the foundation 

of the relationship with the stakeholders’ groups. There are widely accepted definitions for the corporate 

governance and there are various interpretations provided for this concept. The main difference of the 

definitions is related to the perspectives of the relationship with the stakeholders. At the micro level, corporate 

governance deals with achieving the goals and this topic is in the optimum allocation of the resources for the 

macro level. The historical background of corporate governance dates back to the 1990s accompanied by the 

financial corruptions. Regardless of the differences involved, it seems that a desirable corporate governance 

mechanism is required in terms of internal and external factors and the economic, politic and cultural 

dimensions.  

 There are significant advancements made in establishing corporate governance mechanisms through 

voluntary affairs and regulations in the developed or developing countries. Investors and shareholders have 

become aware of this system and its establishment. Some of the empirical studies confirm the positive 

association between corporate governance and firms’ returns. Generally, corporate governance is a system by 

which the firms are controlled and directed. This is defined as a system aimed to determine the relationship 
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between the firms and the stakeholders. Corporate governance is concentrated on achieving the firm’s objectives 

and optimum allocation of the resources [2].  

 Corporate governance is a set of functions, mechanisms and policies providing the facilities for better 

management of the directors and making them accountable, fair and motivated to fulfill the stakeholders’ rights. 

This system is significant so that there are many studies conducted in this field and the financial performance of 

the firms has been deeply examined in developed countries. Therefore, the present paper intends to describe the 

impact on the financial performance in order to make the decisions useful to the investors and shareholders. On 

the other hand, the growth and extension of the capital market require attracting the customers’ confidence. 

Separating the ownership of the management, the directors as the agencies of the shareholders, are handling the 

corporations. There is also a conflict of interest among the managers and owners in terms of perspectives to risk, 

dividends and the vision horizon. Therefore, there is a potential probability that some decisions are made so that 

they have inverse impacts on the interests of the owners. Empirical analyses and findings reveal that increasing 

information asymmetry has a direct relationship with decreasing the number of investors, declining the solvency 

ability, lowering the transaction volume and mitigating the social advantages. Corporate governance is a system 

seeking for mitigating the agency problems among the managers and shareholders. Based on the prior studies, 

Enron and WorldCom have failed because of their weakness in the corporate governance mechanism. 

Establishing an effective corporate governance system leads managers and owners to be integrated and the 

firm’s performance will finally improve. Many of the findings of the empirical studies in other countries reveal 

that a good corporate governance system leads to better performance [8]. Shareholders are always trying to 

promote the existing ways to evaluate the performance of the managers in terms of wealth creation. It is 

practically seen that the managers apply asymmetric information in their judgments and decisions. Application 

of the improper measures for performance evaluation and value creation causes the stock prices to get not close 

to their real values and this phenomenon hurts the group of the shareholders and the potential profits for the 

other groups. On the other hand, non-compensation of the managers provides a gap between the interests of the 

managers and shareholders and brings the conflict of interest among the agents and the owners.  

 Based on privatizing and reducing the size of the government, investigating the impact of corporate 

governance on the performance of the firms in the capital market of Iran becomes highly significant. In doing 

so, there are various studies conducted about the corporate governance and its impact on the performance. 

However, there are not many studies performed based on the Iranian firms by using structural equation 

modeling (SEM). This study, however, utilizes an SEM approach to explore this relationship in the economic 

environment of Iran. This study aims to find whether corporate governance in the Tehran listed firms leads to 

the improvement of the performance. As a consequence, this study mainly aims to address the impact of 

corporate governance on the refined economic value added and the effect of corporate governance on the market 

value added.  

 

Theoretical Bases and Research Background: 

 Economic value added is a topic widely discussed in financial management and accounting fields. EVA is 

the measure by which the economic earning might be perfectly measured and the critics on the accounting figure 

might be resolved to some extent. One of the main bases of EVA is that the managers are responsible to create 

value and maximize the shareholders’ wealth. That is why there should be proper instrument available to 

measure the commitment degree of the managers to these functions and apply an appropriate measure to 

compensate the directors and increase their motivation. EVA pattern is able to respond the managers and 

interfere in their wealth increases. Regardless of the advantages concerned for this method in comparison with 

the traditional methods, there are critiques provided for this method. The scholars are motivated to remove the 

problems attributed to EVA measure. Relying on the historical figures and calculating the opportunity costs 

based on the book values and the deviations in the results are among the main critiques involved. Some 

modified types of EVA such as REVA and MVA are used to remove these deficiencies. Using the market values 

instead of the book values, the refined economic value added is computed.  

 Consequently, the proponents of REVA describe the two following benefits in comparison with EVA: 

 Initially, the positive REVA creates additional value in relation to the opportunity cost based on the market 

value for the shareholders. Current operating income at the end of the period is more than the real opportunity 

cost of their capital. While this position does not hold true for EVA, there is a possibility that a lower return is 

achieved but EVA might be still positive. Secondly, REVA might be calculated based on the total flows of the 

earnings for the shareholders or merely based on the earnings flow for the owners’ equity. This characteristic is 

merely true when the market value of the debts and owners’ equity is equal to the economic book values.  

 The growth and extension of the capital market require attracting the confidence of the equity owners. 

Separating the ownership of the management, the directors handle the firms as the agents of the shareholders. 

On the other hand, there are conflicts of interests among the managers and the owners. They are both following 

their interests. The sample studies conducted on this subject are provided.  
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 Krivogorsky et al (2006) examined the impact of ownership structure and the board of directors in the 

performance during the years of 2000 and 2001 to perceive the nature of the corporate governance. They used 

87 European listed firms. ROE and ROA are the measures for performance evaluation and the ratio of 

nonexecutive members and the ratio of the internal managers are the measures to evaluate the combination of 

the board. Additionally, they used the ownership percentage of the institutional shareholders as the measure for 

evaluating the power concentration and ownership structure. They developed six hypotheses as follows: 1) there 

is a significant relationship between the nonexecutive members and ROE, 2) there is a significant relationship 

between internal managers and ROE, 3) there is a significant association between ownership percentage of the 

institutional shareholders and ROE, 4) there is a significant relationship between nonexecutive members and 

ROA, 5) there is a significant association between the internal managers and ROA and 6) there is a significant 

association between the ownership percentage of the institutional shareholders and ROA. They used linear 

regression to test the hypotheses. The findings confirmed the positive relationship between the nonexecutive 

managers and the institutional shareholders of the board and the profitability measures. Additionally, it was 

found that there is no significant association between the internal management and profitability.  

 Baver et al (2008) examined the impact of corporate governance on the performance of the Japanese firms. 

They used a unique set of data prepared by GMI to evaluate the corporations in terms of six different 

dimensions. They asked whether the Japanese firms have stronger corporate governance or better performance 

than the other corporations. The findings indicated that those corporations which were governed better had 

approximately 15 percent better performance than the other corporations which were free of this characteristic. 

Classifying the different categories of the governance, it was found that the whole governance characteristics 

did not impact the organizational performance. Governance mechanisms related to the financial disclosure, 

shareholders’ rights and their revitalization affected the performance of the stock prices and the board 

accountable, market control and organizational behavior had no effects on the performance of the stocks. These 

findings provided evidences showing that the whole dimensions of corporate governance were not significant in 

Japan.  

 Haat et al (2008) evaluated the corporate governance, transparency and performance of the Malaysian 

corporations. They used 141 firms as the sample. The corporate governance mechanisms included the board 

composition (the ratio of nonexecutive members), separation of the owners and the managers, internal 

ownership (the percentage of the shares belonging to the external shareholders), audit quality (legal fees paid 

based on the sales volume) and disclosure (scoring the degree of reporting the corporate governance).  

 As a result, it was found that the external ownership positively associated with the performance and there 

was a negative relationship between the audit fees and firms’ performance.  

 Sami et al (2011) conducted a study titled “Corporate governance and the operational performance of the 

Chinese listed firms”. They applied ten applicable measures for the corporate governance systems in China 

identified through the prior literature in CLFCG. The findings confirmed that corporate governance was in a 

positive significant relationship with the performance and evaluation. The conclusions had many applications 

for the policy makers, managers, investors and scholars.  

 Lu (2012) tried to find the impact of corporate governance on the performance of the airlines of American 

corporations. They examined the relationship between organizational performance and corporate governance of 

30 airline corporations in America. They used two-stage-DEA to evaluate the manufacturing efficiency and 

marketing efficiency of airlines. They documented that the corporate governance had a significant impact on the 

organizational performance. Furthermore, Wang et al (2011) explored the association between corporate 

governance and American airlines and found that the performance was not merely dependent on the number of 

board members and nonexecutive members they posses. They argued that performance was also dependent on 

the external factors.  

 Namazi and Kermani (2007) have also examined the impact of ownership structure on the performance of 

the firms listed on the Tehran Stock Exchange. The sample composed of 66 listed firms during 2003 to 2007. 

They classified ownership structure into institutional and private ownership and further categorized private 

ownership into three classes of corporate investors, managerial investors and foreign investors. Their results 

indicated that there was a significant negative relationship between institutional ownership and performance of 

the firms. However, the corporate ownership and the firm’s performance were positively associated. 

Additionally, the managerial ownership negatively impacts the performance. There was no information about 

the foreign investors in the sample.  

 Babayi, Zakiliki and Ahmadvand (2008) investigated the impact of ownership structure in terms of two 

perspectives of institutional shareholders and ownership type on the performance. The final sample composed of 

56 firms listed in a period covering 1998 to 1004. The examined firms were classified in terms of the type of the 

institutional shareholders into private, semi-private, quasi-governmental, governmental and agents. Using 

ANOVA and regression results, the authors found that increasing the number of the institutional shareholders 

increases the return on equity. This trend might be possibly due to the increases in the controls of the 

institutional shareholders and their synergy in affecting the financial decisions of the firms. The limited sample 



30                                                        Mojtaba Ebrahimi Romanjan et al, 2014 

Advances in Environmental Biology, 8(19) Special 2014, Pages: 27-39 

firms confirm that the relationship between the variables of ownership structure and performance are not 

statistically significant. Additionally, it was found that ROE is impacted by the industry but the sample 

industries had no significant difference in terms of P/E ratio. The final finding documents that a compound of 

the private and governmental sectors in the ownership structure affect the profitability increases. In other words, 

the government is an agent influencing the improvement of ROE, they found.  

 Rajabi and Ganji (2010) examined the relationship between corporate governance and financial 

performance of the firms. They tried to find an answer for this question: Does the corporate governance of 

Iranian firms deal with the different proxies of financial performance. The findings indicated that the 

mechanisms of five groups relate to the financial performance measures. In addition, the results confirm that the 

governance systems of the firms are more consistent with the characteristics of the internal systems rather than 

the external systems.  

 Kordlor et al (2010) examined the impact of institutional ownership on the performance of the firms listed 

on the Tehran Stock Exchange during 1998 to 2006. The data were tested by the regression approach. They 

concluded that there was a positive association between the institutional ownership and firms’ performance. 

Furthermore, the relationships of different institutional investors in the ownership structure and their 

performances were explored by dividing the institutional owners into active and passive categories. The findings 

confirmed the positive significant association between the both types of institutions ownerships (including 

passive and active) and firms’ performance. Therefore, it might not be argued that the active or inactive mood of 

the agents impacts their monitoring role.  

 Nikbakht et al (2010) examined the impact of board characteristics on the performance of the firms listed 

on the Tehran Stock Exchange. The results indicated that the board of directors in Iran has a symbolic position 

and does not fulfill the responsibilities associated with mitigating the agency problems and performance 

improvement.  

 

Research Hypotheses: 

 A complete model of structural equation is composed of two elements: the structural model and the 

measurement model. Based on this, the hypotheses of the model are classified into two sections including the 

hypotheses based on the structural models and the ones based on the measurement model (Houman, 2008).  

 

Structural Model Based Hypotheses: 

 The hypotheses in this category are as follows:  

 The first hypothesis: Corporate governance impacts REVA. 

 The second hypothesis: Corporate governance impacts MVA.  

 

Measurement Model Based Hypotheses: 

 The hypotheses of this model are as follows:  

 The first hypothesis: The ownership percentage of board members measures corporate governance.  

 The second hypothesis: The ownership percentage of the institutional shareholder measures corporate 

governance.  

 The third hypothesis: The ratio of non executive members of the board measures corporate governance.  

 The fourth hypothesis: CEO duality measures the corporate governance.  

 The fifth hypothesis: Board size measures corporate governance.  

 The sixth hypothesis: The presence of the internal audit measures corporate governance.  

 The seventh hypothesis: The size of the audit firms measures corporate governance.  

 The eighth hypothesis: REVA measures performance.  

 The ninth hypothesis: MVA measures performance.  

 

Methodology: 

 This is an applied study classified in terms of descriptive and correlation studies. Additionally, the study 

uses covariance matrix analyses and Multiple Indicators Multiple Causes (MIMIC) to analyze the data. The 

following steps are taken to conduct the study: the structures are initially determined based on the literature 

review and operational definitions of the structures are investigated and the research model is developed. The 

population is composed of the total firms listed on the Tehran Stock Exchange during 2003 to 2009. Those firms 

which are not consistent with the intended characteristics are filtered then and the remaining firms are finally 

selected as the research sample. The variables are exploited from the databases and financial statements, 

research model and hypotheses are tested.  

 

Data Collection Method: 

 The required data is collected by different methods. Those data related to the theoretic discussions have 

been collected by library method and the other data about the research variables are gained by the different 
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databases verified by Tehran Stock Exchange and the publicly published financial statements. The collected data 

is finally analyzed by EXCEL, SPSS and LISREL.  

 

Population and Sample: 

 The population of this study is composed of the whole firms listed on the Tehran Stock Exchange having 

participated during a period covering 2003 to 2009. The sample firms with the specific characteristics are 

selected as the sample to mitigate the potential deviations in order to analyze the related data. The criteria 

filtering method is applied to select the firms with the following characteristics:  

1. The firms should have been listed on the Tehran Stock Exchange before 2003 and participating until 2009. 

The stocks of these firms have to be traded every year. The provision of disclosure of the information has been 

enacted in 2003 and the stock exchange is still revising them. This revision includes the information 

transparency, quick attainment and better communication of the information to the investors. This caused the 

facility in making the information available in comparison with the years before 2003.  

2. The banks and the financial institutions are excluded from the sample because this study is conducted for 

the nonfinancial firms. The reasons for excluding the sample firms might be because of the difference in their 

accounting methods in comparison with the other firms. Therefore, the provided interpretations and explanations 

of the base factors of these groups are different (Fama and French, 1992).  

3. The end of the year for the selected firms should have been consistent with the calendar year. Those firms 

with the ending year inconsistent with the calendar year are excluded. 

4. The firms should be profitable because Gordon sampling has been used to compute the costs of the 

common stocks.  

 Due to the above limitations, fifty firms were finally selected as the sample with the proposition that the 

seven year information is available.  

 

Descriptive Findings: 

 The research variables include the ownership percentage of the board members (MSO), the ownership 

percentage of the institutional investors (INSOWN), the ratio of the presence of the nonexecutive managers in 

the board (NXRATIO), CEO duality (DUALITY), board size (BRDSZE), the presence of the internal auditors 

(IAUDIT), the presence of the independent auditors (EAUDIT), refined economic value added (REVA) and 

market value added (MVA). The numbers in figure 1 are computed by SPSS software.  

 
Table 1: Descriptive statistics (central and dispersion) of the variables. 

Statistical index 

Variable 

Number Mean Median Std. Deviation Skewness Kurtosis 

MSO 350 0.08 0 0.19 2.28 3.76 

INSOWN 350 66.65 76.69 29.75 -1.22 0.15 

NXRATIO 350 0.63 0.60 0.17 0.16 -0.48 

DUALITY 350 0.07 0 0.26 3.34 9.23 

BRDSZE 350 5.04 5.00 0.37 -0.18 15.35 

IAUDIT 350 0.90 1.00 0.30 -2.63 4.92 

EAUDIT 350 0.19 0 0.40 1.55 0.41 

REVA 350 -72446.07 15524.43 834362.08 -5.60 34.30 

MVA 350 709288.19 137031.59 2128243.52 5.03 35.85 

 

 The findings of the table above show the descriptive statistics including central and dispersion indicators. 

The coefficient of the skewness is lower than 0.5 for the variables of BRDSZE and NXRATIO and it shows that 

these variables are in a good manner in terms of skewness and are approximately similar to the normal curve. 

Additionally, the coefficient of the variables represents that the kurtosis coefficient is higher than 0.5 and the 

distribution of the variables are significantly different from the normal distribution. The parameters of the model 

are estimated by the maximum likelihood (ML). This method is based on the assumption that the research 

variables are normally distributed. The abnormal distribution of the sample leads deviation from the proposed 

assumptions of the maximum likelihood for the estimation of the parameters in SEM. Therefore, the variables 

are normalized before the analyses and the LISREL software is used to calculate the relationship between the 

observed variables.  

 Investigating the linear relationship between the variables, the correlation matrix is shown in table2. The 

relationships of the variables indicated by (**) and (*) confirm the significance relationship between the pairs at 

0.01 and 0.05 levels of significance.  
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Table 2: Correlation coefficient between the research variables. 
Variables MSO INSOWN NXRATIO DUALITY BRDSZE IAUDIT EAUDIT REVA MVA 

MSO Correlation 

coefficient 

1 -.592(**) -.026 .002 -.206(**) -

.270(**) 

-.205(**) .037 -.119(*) 

Significance  .000 .627 .977 .000 .000 .000 .490 .026 

INSOWN Correlation 

coefficient 

-

.592(**) 

1 .018 -.074 .138(**) .220(**) .196(**) -.061 .105(*) 

Significance .000  .733 .168 .010 .000 .000 .258 .050 

NXRATIO Correlation 

coefficient 

-.026 .018 1 -.079 -.087 -.077 -.181(**) .352(**) .156(**) 

Significance .627 .733  .139 .104 .153 .001 .000 .003 

DUALITY Correlation 

coefficient 

.002 -.074 -.079 1 -.002 -.052 .004 .085 -.028 

Significance .977 .168 .139  .968 .330 .940 .111 .604 

BRDSZE Correlation 

coefficient 

-

.206(**) 

.138(**) -.087 -.002 1 .191(**) -.057 -.025 .048 

Significance .000 .010 .104 .968  .000 .291 .646 .368 

IAUDIT Correlation 

coefficient 

-

.270(**) 

.220(**) -.077 -.052 .191(**) 1 .047 -.042 .091 

Significance .000 .000 .153 .330 .000  .377 .431 .088 

EAUDIT Correlation 

coefficient 

-

.205(**) 

.196(**) -.181(**) .004 -.057 .047 1 .016 .038 

Significance .000 .000 .001 .940 .291 .377  .768 .484 

REVA Correlation 

coefficient 

.037 -.061 .352(**) .085 -.025 -.042 .016 1 -.054 

Significance .490 .258 .000 .111 .646 .431 .768  .317 

MVA Correlation 

coefficient 

-.119(*) .105(*) .156(**) -.028 .048 .091 .038 -.054 1 

Significance .026 .050 .003 .604 .368 .088 .484 .317  

 

Results of the goodness of fit: 

 The application of MIMIC model as the probabilistic description of the relationship between the tested 

variables and the estimated parameters is reliably interpreted by maximum likelihood method. The goodness of 

fit of the model is computed by LISREL software. Table three shows the indexes of goodness of fit.  

 
Table 3: The indexes of goodness of fit of the model. 

Degree of freedom 1 

Chi squared of minimum goodness function (85/0 = P ) 21/4 

Chi squared of the weighted squares of normal theory (84/0 = P ) 35/4  

Root mean square error of approximation (RMSEA ) 0/0  

NFI 989/0  

NNFI 01/1  

CFI 00/1  

IFI 01/1  

RMR 029/0  

GFI 00/1  

AGFI 973/0 

 

 Yorscog  and Sorboum  (1993: quoted by Tourani, 2008) declare that when a model is fitted, GFI, AGFI and 

Chi squared are more significant. In this section, some of the fit indicators are examined.  

1. Chi Squared Index 2 χ: The insignificance of this statistic shows the goodness of fit of the model. The data 

of the model indicate the value is not significant with one degree of freedom. In addition, the value of p is 

reported. The insignificance of this indicator confirms the goodness of fit of the model with the data.  

2. The indicator of GFI is 1.00 which is higher than the intended value (0.9). Therefore, it can be concluded 

that the model has a desirable goodness of fit. 

 AGFI is 0.973 which is higher than 0.9 and it shows that the model has a satisfactory goodness of fit. 

3. Bentler-Bont index or NFI index: This defines the zero model as a model in which the whole correlations 

are zero.  

4. Χ of the proposed model- χ
2
 of the zero modes: The value of this indicator is 0.989 and the value which is 

higher than 0.9 confirmed the proper goodness of fit at an acceptable level for the data. 

5. NNFI or Talker-Lewis Index: The value of NNFI is 1.01 and this amount shows that the model has a 

goodness of fit.  

6. CFI (Comparative Fit index): The value of this index (1.00) is higher than 0.9. Consequently, it can be 

concluded that it has a satisfactory and acceptable fitness.  

7. IFI (Incremental fitness index): This index is calculated to be 1.01 which is higher than the value of 0.9 and 

this confirms the fit of the model by using this index.  

8. RMSEA (Root mean square error of approximation): This scale is based on the decentralized parameter. 

Since the value of RMSEA (0.0) is significantly different from the value of 0.1, then there is a good-enough fit.  
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According to the fitness indexes, it can be concluded that developing a model for the relationship between the 

variables has been confirmed in this study.  

 

Findings: 

Findings related to the hypotheses: Structural model based hypotheses:  

 The first hypothesis: Corporate governance impacts REVA. 

 
Table 4: Results of the first structural hypothesis. 

Direct impact of the variables Estimated 
value 

Standard error t Sig. Level 

Corporate 

governance 

Impact of MSO  on REVA 19/0  04/0   **14/4  05/0> p 

Impact of INSOWN on REVA 015/0  04/0  35/0  05/0< p 

Impact of NXRATIO on REVA 32/1  06/0   **06/21  05/0> p 

Impact of DUALITY on REVA 13/1  06/0   **49/18  05/0> p 

Impact of BRDSZE on REVA 087/0  03/0   **38/2  05/0> p 

Impact of IAUDIT on REVA 13/0  03/0   **62/3  05/0> p 

Impact of EAUDIT on REVA 27/0  04/0   **23/7  05/0> p 

 

 Based on the findings shown in table 4 in relation to the direct impact of corporate governance variables on 

REVA, the path coefficients of impact of MSO on REVA (γ=0. 19, p<0.05), the impact of NXRATIO on REVA 

(γ=1. 32, p<0.05), impact of DUALITY on REVA (γ=1. 13, p<0.05), impact of BRDSZE on REVA (γ=0. 87, 

p<0.05), impact of IAUDIT on REVA (γ=0. 13, p<0.05) and impact of EAUDIT on REVA (V=0. 27, p<0.05 ) 

and the t statistics, it is proved that there is a significant relationship between these variables and REVA. 

However, the path coefficient of impact of INSOWN on REVA (γ=0. 015, p>0.05) confirms that there is no 

significant relationship at 95 percent of significance. Consequently, the first hypothesis about the impact of 

MSO, NXRATIO, DUALITY, BRDSZE, IAUDIT and EAUDIT on REVA is confirmed.  

 The second hypothesis: Corporate governance impacts MVA.  

 
Table 5: Results of the second structural hypothesis. 

Direct impact of variables Estimated 
value 

Standard error t Sig. Level 

Corporate 

governance 

Impact of MSO on MVA 01/0-  06/0  11/0-  05/0< p 

Impact of INSOWN on MVA 07/0  06/0  04/1  05/0< p 

Impact of NXRATIO on MVA 46/0  09/0   **01/5  05/0> p 

Impact of DUALITY on MVA 34/0  08/0   **84/3  05/0> p 

Impact of BRDSZE on MVA 05/0  05/0  95/0  05/0< p 

Impact of IAUDIT on MVA 11/0  05/0   **05/2  05/0> p 

Impact of EAUDIT on MVA 10/0  05/0  74/1  05/0< p 

 

 According to the findings of table5 about the direct impact of corporate governance variables on MVA, the 

impact of NXRATIO on MVA (γ=0. 46, p<0.05), DUALITY on MVA (γ=0. 34, p<0.05), impact of IAUDIT on 

MVA (γ=0. 11, p<0.05) and t statistics indicate that there is a significant relationship between these variables 

and MVA. However, the value of the path coefficient of impact of INSOWN on REVA (γ=0. 07, p>0.05), the 

impact of MSO on MVA (γ= 0.10, p>0.05), impact of BRDSZE on MVA (γ=0. 05, p>0.05), impact of EAUDIT 

on MVA (γ=0. 10, p>0.05) document that there is no significant relationship between these variables. Therefore, 

the second hypothesis is confirmed.  

 

Equations of Predicting the Intended Variables (endogenous): 

 Any of the variables in the model creates a structural equation. The structural equations are shown in table 

six.  

 
Table 6: Predictive equations of the variables in the structural model. 

R2 errorvar Structural equation Variable in the model 

57%  43/0 IAU+0.27EAU 13/0  BRD+ 08/ 0 DUA+  13/1  NXR+ 32/ 1  

INS+  015/0  MSO + 19/ 0 = REVA 

REVA 

48%  52/0 IAU+0.10EAU 11/0  BRD+ 05/ 0 DUA+  34/0  NXR+ 46/ 0  

INS+  07/0  MSO + 01/ 0 = - MVA 

MVA 

 

Introducing the Indicators: 

 As shown in table6, the variety of corporate governance can explain 57 percent of the variation in REVA 

and 43 percent of the variance in REVA is explained by the other variables of the model. Consequently, these 

variables predict 0.57 of the changes in REVA.  
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 In the second structural equation, corporate governance variables explain 48 percent of the variance in 

MVA. Additionally, 52 percent of the variance in MVA is explained by the other variables in the model. 

Consequently, these variables predict 0.48 percent of the variation in MVA.  

 

 
 

Fig.1: Structural model in terms of the estimated coefficient. 

 

Hypotheses Based on the Measurement Model: 

 In this section, a number of the observed variables in the equation are measured. Each equation includes the 

path coefficient between the observed variable and the latent variable, the measurement error of the observed 

variable and its significance test based on t value and R
2
 or the explained variance of the latent variable.  

 

The first hypothesis: The ownership percentage of board members measure corporate governance: 

 
Table 7: Results of testing the first hypothesis in the measurement model. 

Variable Estimated value Standard error T Sig. 

MSO 83/0  06/0   **28/12  05/0> p 

 

 The path coefficient between MSO and the latent variable (GAVE) in table7 indicates the value of the 

coefficient (λ=0. 83, p<0.05) and t value is 12.28 which indicates that the ownership percentage of the board 

members measures the corporate governance. Consequently, the first hypothesis in the measurement model is 

confirmed at 95 percent.  

 
Table 8: Results of R2 in the first hypothesis. 

Variable R2 errorvar 

MSO 688/0  31/0  

 

 As the table above shows, the ownership percentage of board members explain 69 percent of the variance in 

the corporate governance.  

 

The second hypothesis: The ownership percentage of the institutional shareholder measures corporate 

governance: 
Table 9: Results of the second hypothesis in the measurement model 

Variable Estimated value Standard error t Sig. 

INSOWN 71/0-  06/0   **04/11-  05/0> p 
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 Based on the information about the path coefficient between INSOWN and GAVE, the coefficient value 

(λ=-0.71, p<0.05) and t value (-11.04) indicate that INSOWN measures corporate governance. Consequently, 

the second hypothesis of the measurement model is confirmed at 95 percent of significance.  

 
Table 10: Results of R2 for the second hypothesis of the measurement model. 

Variable R2 errorvar 

INSOWN 51/0  49/0  

 

 Table 10 shows that about 51 percent of the variance in corporate governance is explained by INSOWN.  

 

The third hypothesis: The ratio of non executive members of the board measures corporate governance: 
Table 11: Results of the third hypothesis in the measurement model. 

Variable Estimated value Standard error t Sig. 

NXRATIO 009/0-  06/0  16/0-  05/0< p 

 

 According to the path coefficient between NXRATIO and GAVE and t statistics (-0.16), it is found that 

INSOWN weakly measures the concept of corporate governance. Consequently, the third hypothesis is not 

confirmed at 95 percent of significance. In addition, table 12 reports the regression coefficient results (SMC) or 

R
2
.  

 
Table 12: Results of R2 in the third measurement model. 

Variable R2 errorvar 

NXRATIO 01/0  99/0  

 

 The findings in the table above indicate that only about 1 percent of the variance in corporate governance is 

explained by NXRATIO.  

 

The fourth hypothesis: CEO duality measures the corporate governance: 
Table 13: Results of the fourth hypothesis in the measurement model. 

Variable Estimated value Standard error t Sig. 

DUALITY 041/0  06/0  68/0  05/0< p 

 

 Based on t statistics (0.68) and the path coefficient between DUALITY and GAVE, it is shown that 

DUALITY weakly measures the concept of corporate governance. As a result, the fourth hypothesis of the 

measurement model is not confirmed.  

 
Table 14: Results of R2 in the fourth measurement model. 

Variable R2 errorvar 

DUALITY 01/0  99/0  

 

 As it is shown, only about 1.00 percent of the variation in the corporate governance is explained by 

DUALITY.  

 

The fifth hypothesis: Board size measures corporate governance:  
Table 15: Results of the fifth hypothesis in the measurement model. 

Variable Estimated value Standard error t Sig. 

BRDSZE 24/0-  06/0  06/4**-  05/0> p 

 

 Table 15 demonstrates that the board size can measure the corporate governance. This is found according to 

the path coefficient between BRDSZE and GAVE (λ=-0.24, p<0.05). As a result, the fifth hypothesis in the 

measurement model is confirmed at 95 percent of significance.  

 
Table 16: Results of R2 in the fifth hypothesis of the measurement model. 

Variable R2 errorvar 

BRDSZE 06/0  94/0  

 

 Clearly, only about 6.00 percent of the variation in the corporate governance is explained by board size.  

 

The sixth hypothesis: The presence of the internal audit measures corporate governance:  
Table 17: Results of the sixth hypothesis in the measurement model. 

Variable Estimated value Standard error t Sig. 

IAUDIT 33/0-  05/0  53/5**-  05/0> p 
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 As shown in the table above, the path coefficient between IAUDIT and GAVE (λ=-0.33, p<0.05) and t 

statistics (-5.53) indicate that the presence of the internal audit measures corporate governance. As a result, the 

sixth hypothesis in the measurement model is confirmed.  

 
Table 18: Results of R2 in the sixth hypothesis of the measurement model. 

Variable R2 errorvar 

IAUDIT 11/0  89/0  

 

 Shown by the table above, about 11 percent of the variation in the corporate governance is explained by 

IAUDIT.  

 

The seventh hypothesis: The size of the audit firms measures corporate governance:  
Table 19: Results of the seventh hypothesis in the measurement model. 

Variable Estimated value Standard error t Sig. 

EAUDIT 25/0-  06/0  17/4-**  05/0> p 

 

 The information presented in table 19 about the path coefficient between EAUDIT and latent variable of 

GAVE and t statistic (-4.17) confirm that the size of the audit firm (independent auditor) measures the concept 

of corporate governance. Therefore, the seventh hypothesis of the measurement model is accepted at 95 percent 

of significance.  

 
Table 20: Results of R2 in the seventh hypothesis of the measurement model. 

Variable R2 errorvar 

EAUDIT 07/0  93/0  

 

 As shown in table 20, only 7 percent of the variance in the corporate governance is described by the 

variable of EAUDIT.  

 

The eighth hypothesis: REVA measures performance:  
Table 21: Results of the eighth hypothesis of the measurement model. 

Variable Estimated value Standard error t Sig. 

REVA 45/0-  05/0  71/3-**  05/0> p 

 

 Based on the findings shown in table above, the path coefficient between REVA and the latent variable of 

performance (λ=-0.45, p<0.05) and t statistics (-3.71) indicate that REVA measures performance. Therefore, the 

eighth hypothesis is confirmed at 95 percent of significance.  

 
Table 22: R2 results of the eighth hypothesis of the measurement model. 

Variable R2 errorvar 

REVA 20/0  80/0  

 

 The table above proves that REVA explains only 20 percent of the variance in the performance.  

 

The ninth hypothesis: MVA measures performance:  
Table 23: Results of the ninth hypothesis of the measurement model. 

Variable Estimated value Standard error t Sig. 

MVA 37/0  26/0  43/1  05/0 p> 

 

 According to the above mentioned findings, the path coefficient between MVA and the latent variable of 

performance (λ=0.37, p>0.05) and t statistics (1.43) document that MVA weakly measures the performance. As 

a result, the ninth hypothesis of the measurement model is not confirmed at 95 percent of significance.  

 
Table 24: Results of R2 in the ninth hypothesis of the measurement model. 

Variable R2 errorvar 

MVA 14/0  86/0  

 

 The findings shown in table 24 indicate that MVA explains only 14 percent of the variances in the 

performance.  
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Fig. 2: Measurement model in terms of the estimated coefficients. 

 

Relative Significance of the Determinants of Performance and Corporate Governance: 

 Comparing the standard factor loadings of any of the determinants of performance and corporate 

governance, the relative significance of any of them in determining the performance and corporate governance 

has been specified. Table 25 indicates the fully standardized loadings of the factors.  

 
Table 25: Results of the fully standardized factor loadings. 

Determinants of the performance Abbreviation Factor loadings 

REVA REVA 45/0  

MVA MVA 37/0  

Determinants of the corporate governance Abbreviation Factor loadings 

Ownership percentage of the board members MSO 83/0  

Ownership percentage of the institutional shareholders INSOWN 71/0  

Presence of the internal auditors IAUDIT 32/0  

Presence of the independent auditors EAUDIT 25/0  

Board size BRDSZE 24/0  

CEO duality DUALITY 04/0  

Ratio of nonexecutive members of the board NXRATIO 01/0  

 

 

 Fully standardized loadings of the factors indicate that REVA with the factor loadings of 0.45 is more 

significant than other determinants of performance. Among the determinants of corporate governance, however, 

the ownership percentage of the board members with the factor loadings of 0.83 is more significant that the 

other items.  

 

Discussion and Conclusion: 

- Findings related to the first hypothesis: Corporate governance impacts REVA:  

 Based on the results shown about the direct relationship between corporate governance and REVA, the path 

coefficient of the impact of MSO on REVA (γ=0. 19, p<0.05), impact of NXRATIO on REVA (γ= 1.32, 

p<0.05), the impact of DUALITY on REVA (γ=1. 13, p<0.05), impact of board size on REVA (γ=0. 87, 

p<0.05), impact of IAUDIT on REVA (γ=0. 13, p<0.05) and impact of EAUDIT on REVA (γ=0. 27, p<0.05), it 

is found that there is a significant association between the variables and REVA. However, the path coefficient of 

INSOWN on REVA (γ=0.015, p>0.05) indicates that there is no significant relationship between the variables. 

Consequently, the first hypothesis about the impact of MSO, NXRATIO, DUALITY, BRDSZE, IAUDIT and 

EAUDIT on REVA is confirmed at 95 percent of significance.  

 Garay & Gonzalez (2008) examined the relationship between corporate governance and the performance 

measures such as P/B ratio (stock market value to its book value) and Tobin’s Q in Venezuela Stock Exchange. 

The findings reveal that the percentage increase in corporate governance leads to 11.3 percent of the increase in 

dividends, a 9.9 percent increase in P/B ratio and 2.7 percent in Tobin’s Q.  

 The findings of Drobetz et al (2004) also documented a positive association between performance and 

quality level of the corporate governance (Izad Niya and Resayian, 2010). Similar to some of the foreign studies 
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conducted by Baver et al (2003), Sanda et al (2005), Krivogorsky et al (2006), Zika (2007), Baver et al (2008), 

Haat et al (2008), Sami et al (2011) and WenMin (2012), the significant positive relationship between the 

corporate governance measures and firms’ performance is confirmed. However, the findings of this study 

contradict with the findings of Larcer et al (2007).  

 In Iran, the findings of Rajabi and Ganji (2010) indicate that the mechanisms belonging to five groups of 

the mechanisms affecting corporate governance relate to some of the financial performance measures. This 

result is inconsistent with the conclusions of Nikbakht et al (2010) who found there is a significant association 

between board characteristics and performance.  

 

- Findings related to the second hypothesis: Corporate governance impacts MVA:  

 Based on the findings of table5 about the direct relationship of corporate governance variables on MVA, the 

impact of NXRATIO on MVA (γ=0. 46, p<0.05), the impact of DUALITY on MVA (γ=0. 34, p<0.05), impact 

of IAUDIT on MVA (γ=0. 11, p<0.05) and t statistics documents that there is a significant association between 

these variables and MVA. However, the path coefficient of impact of INSOWN on REVA (γ=0. 07, p>0.05), 

the impact of MSO on MVA (γ=-0.01, p>0.05), impact of BRDSZE on MVA (γ=0. 05, p>0.05), impact of 

EAUDIT on MVA (γ=0. 10, p>0.05), impact of BRDSZE on MVA (γ=0. 05, p>0.05), impact of EAUDIT on 

MVA (γ=0. 10, p>0.05) indicate that there is no significant association between the variables at 95 percent of 

significance. Therefore, the second hypothesis about the impact of NXRATIO, DUALITY and IAUDIT on 

MVA is confirmed.  

 Izadi Niya and Resayian (1389) examined the relationship between the monitoring instruments of corporate 

governance and financial and economic measures of performance evaluation for the Tehran listed firms. The 

measures of the performance evaluation in this study are composed of return on assets and annual stock return 

as the measures of the financial performance and Tobin’s Q and MVA as the economic measures of the 

performance. The findings document that there is a significant association between the monitoring instruments 

of corporate governance and the whole measures of the performance.    

 

- Findings related to the hypotheses based on the measurement model: 

 In comparison with MVA, it is found that REVA is a stronger indicator for evaluating the performance of 

the Tehran listed firms. The other conclusions represent that the ownership percentage of the board members is 

a strong indicator in comparison with the other mechanisms of corporate governance. The other factors in terms 

of their significance are as follows, respectively: Institutional shareholders, the presence of the internal auditor, 

board size, CEO duality and the ratio of non executive members of the board.  

 

1. Applicable Suggestions: 

 The following suggestions are provided based on the findings: 

1. The stock exchanges are offered to develop the required guidelines concerning the impact of corporate 

governance mechanisms on the firms’ performance. The corporations should be also required to follow these 

regulations 

2. The findings disclose that the ownership percentage of the board members is the strongest indicator of 

corporate governance. Therefore, the Iranian firms are suggested to increase the ownership percentage of the 

managers because increasing the ownership percentage of the board members contributes aligning the interests 

of the managers and shareholders and improving the firms’ performance along with mitigating the agency costs.  

3. The results showed that REVA is a stronger measure for evaluating the performance of the firms. Tehran 

Stock Exchange is suggested to rank the listed firms in accordance with the economic models of performance 

evaluation. By doing so, the stock exchange accomplishes the disclosure and contributes in clarifying the capital 

market. This is the same as calculating EVA by Stewart Corporation for 1000 large American firms and ranking 

them based on the value creation item.  

4. Cost of equity is one of the significant factors affecting the changes in REVA. The directors are then 

offered to precisely measure the costs of any of the financial resources and combine them optimized to 

maximize the value created by the shareholders and mitigate the finance costs and reach to an optimal form of 

capital structure.  

5. Based on the findings, the investors are offered to avoid exclusive consideration of stock prices in their 

decisions and are further suggested to take into account the other performance evaluation measures. As one of 

the performance evaluation measures, REVA is useful in making optimal decisions by the investors.  

 

2. Directions for Future Research: 

 This study identifies opportunities for future research: 
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1. The future research might extend the sample to make the findings more homogenous. Implementing the 

enacted Act of privatization and the increased number of the firms listed on the Tehran Stock Exchange make 

possible to select more firms as the sample.  

2. The time period of the study might be further extended to cover more periods for conducting the study.  

3. The relationship between the other characteristics of board such as age, education, expertise in the working 

field and the number of the board meetings might be also a proper scheme for performance evaluation.   

4. Other models of structural equation modeling and the nonlinear models such as neural networks might be 

also used to explore the impact of corporate governance on the relationship between capital structure and firm 

value.  

5. Other performance evaluation measures used in the Tehran Stock Exchange and their comparison with 

REVA might be further investigated in terms of efficiency and influence of predicting the market value of the 

stocks.  

6. Considering the significance of the cost of capital in calculating REVA, there is a chance to further explore 

the other models of the cost of capital and the ways to better calculate the cost of capital in the firms.  

 

3. Limitations: 

 This study is not without limitations and those limitations should be taken into account when interpreting its 

results. It must be acknowledged that these limitations should be resolved in future studies. These limitations are 

as follows:  

1. The required data are not obtained by a regular and organized database.  

2. The analyses are limited to the listed firms on the Tehran Stock Exchange and they are not the same as the 

other participating sectors in terms of size, industry type, ownership structure and type of the products. 

Therefore, the findings should be generalized to the other firms with caution.  

3. Due to the small number of the sample firms, the findings might be affected. 

4. The calculation error might be also known as a limiting factor because of the calculations needed for getting 

to the final figure of a variable.  
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