
83 Issue 2 - 2020International Journal of Accounting & Business Finance

International Journal of Accounting & Business Finance
Vol.6.No.2 December 2020 Issue. pp. 83 - 114

CONCEPTUALIZATION BETWEEN CORPORATE 
GOVERNANCE AND FIRM FINANCIAL 

PERFORMANCE

Dissanayake DHSW1, Dissabandara DPBH2, Ajward AR2

1Wayamba University, Sri Lanka
2University of Sri Jayewardenepura, Sri Lanka

Abstract
The objective of this paper is to systematically review the extant literature, and establish 
a conceptual relationship between the concept of corporate governance (by using the 
multi-dimensional index) and corporate performance. Ample research analyses have been 
presented during the recent years on the relationship between corporate governance and 
corporate performance in various countries and for number of periods. The present study 
explores, to be precise, the relationship between the corporate governance measured in 
terms of an index and the firm performance in the extant literature through a systematic 
literature review by adopting the PRISMA (Preferred news things for Systematic Reviews 
and Meta-Analysis) framework. The systematic review is particularly important, as it 
curtails any biases by adopting a scientific and transparent method that is replicable. 
Accordingly, a sample of fifty research papers, published from 1980 to 2020, have been 
utilized that are on corporate governance and corporate performance. The findings 
of this paper propose that superior governance in companies results in a positive 
relationship with corporate performance. governance in companies The findings of this 
paper also highlights the most cited papers that examines this relationship and the most 
cited journals with observed trends, which enables research scholars for their further 
studies. Moreover, this study supports practitioners and policymakers to understand a 
crucial standing point of the existing literature supported by evidence. 

Keywords: Corporate Governance, Corporate Governance Indexes, Corporate 
Performance, Agency theory
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1.	 Introduction
Cororate Success in the business world is 
important to achieve economic growth of 
the country. It is important to comply with 
corporate governance principles to achieve 
a successful performance. The corporate 
governance structure specifies the 
distribution of rights and responsibilities 
among different participants in the 
corporation, such as, the board, managers, 
shareholders, and other stakeholders, and 
spells out the rules and procedures for 
making decisions on corporate affairs 
(OECD, 2009). According to Dissabandara 
(2010) corporate governance defined 
as the mechanism by which companies 
are rationalized, directed, controlled, 
and monitored. Corporate Governance 
synchronizes various types of stakeholders, 
such as customers, creditors, employees, 
directors, shareholders, managers, the 
global environment as well as the whole 
society, to enhance corporate performance 
and wellbeing as a common goal.  

In the past decade, empirical research has 
shown significant relationships between 
various corporate governance features 
and corporate performance. Until recently, 
however, the majority of researchers had 
their main focus on the specific features 
of corporate governance, making it 
difficult to establish an overall relationship 
between corporate governance and 
corporate performance (Bauer, Frijns, 

Oten & Tourani-Rad, 2008). Corporate 
governance indices have been constructed 
for Europe and the United Kingdom 
(Bauer et al., 2008), Germany (Drobetz, 
Schillhofer, & Zimmermann, 2004), 
Russia (Black, Love  & Rachinsky, 2006), 
Korea (Black, Kim & Jang, 2004), the 
United States (Gompers, Ishii, & Metrick,  
2003), and several emerging markets 
(Klapper & Love, 2004). These indices are 
used to determine the relationship between 
a firm’s overall corporate governance score 
and its corporate performance. 

Corporate governance studies conducted 
could be classified based on the usage 
of Equilibrium Variable Model and 
Compliance Index Model (Ntim., 2009). 
The compliance-index model involves an 
examination of the relationship between 
a composite corporate governance index 
(CGI) and firm corporate performance 
(CP). It is important to measure corporate 
governance using a comprehensive index 
rather than considering a few characteristics 
of corporate governance. To obtain an 
overall picture of corporate governance, 
it is important to consider the CGI model. 
But the researchers of this study note that 
there is a dearth of systematic review 
papers related to compliance index model 
and corporate performance. 

Furthermore, a cursory observation of 
the results of past studies on corporate 
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governance and performance are mixed. 
Moreover, it is also observed that there 
is a lack of theoretical underpinnings 
on the relationship between CGI and 
corporate performance. Therefore, the 
main objective of this study is to bridge 
this gap in the literature by synthesizing 
the relationship between the CGI and CP, 
through a systematic review.

The remainder of this paper is structured as 
follows. Section 2 discusses the theoretical 
perspectives on the measurement of 
corporate governance, and Section 3 
details the methodology used in this work 
in order to achieve the objective of this 
study. Section 4 outlines the main findings 
from the systematic literature review 
with a discussion, and finally, Section 
5 provides the conclusion and future 
research direction.

2. Theoretical Models on the 
Measurement of Corporate Governance 
Ntim (2009) has explained two types of 
measurements of corporate governance 
models including the ‘Equilibrium 
Variable Model’ and the ‘Compliance 
Index Model’. The main assumption 
behind Equilibrium Variable Model is 
the endogenous relationship between 
institutional governance mechanisms 
and firm performance. It is assumed that 
a firm can determine its optimal level of 
institutional governance structure without 
external influence.  Accordingly, the firm 

will decide to implement improvement to 
their governance structure with increasing 
cost at the point which equates to the 
increase in financial performance is at 
equilibrium (Ntim, 2009). This was the 
approach used by the various research 
scholars before the introduction of 
corporate governance codes since 1990 
(Agrawal & Kroeber, 1996; Danielson 
& Karpoff, 1998). Nevertheless, scholars 
argue that this assumption of equilibrium 
is theoretically proven, but practically it is 
unrealistic (Ntim, 2009).

In contrast, Compliance Index Model 
has adopted by various scholars since 
the introduction of corporate governance 
codes since 2000. This approach 
assumes the corporate governance 
principles are externally forced on the 
organizations and organizations have 
to implement accordingly. Under this 
approach, the agency problems faced 
by the company can be prevented by the 
integrative governance system rather than 
independent governance mechanisms to 
achieve corporate performance. Therefore, 
this model recommends constructing a 
composite governance index constituting 
an integrated comprehensive corporate 
governance mechanism to measure 
corporate governance, which is considered 
to be superior in examining the relationship 
between corporate governance and 
corporate performance (Ntim, 2009).
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2.	 Methodology
This study adopts the systematic review 
approach in analyzing the relationship 
between corporate governance index (CGI) 
and corporate performance. Cochrane (2019) 
outlined systematic reviews as “Systematic 
reviews seek to collate evidence that fits 
pre-specified eligibility criteria in order to 
answer a specific research question. They 
aim to minimize bias by using explicit, 
systematic methods documented in advance 
with a protocol.”. Statistical methods (meta-
analysis) may or may not be used to analyse 
and summarize the results of the included 
studies. Cook, Mulrow & Haynes (1997) 
distinguished systematic reviews from 
narrative reviews embrace a replicable, 
scientific, and clear method that intends to 
curtail bias over comprehensive literature 
searches of the studies, and by providing 
an audit trail of the reviewers’ choices, 
procedures, and conclusions. Furthermore, the 
systematic review does not adopt statistical 
and econometric techniques for synthesizing 
the findings and analyzing data. Therefore, 
it is distinguished from the meta-analysis. 
Traditionally, systematic reviews have been 
used in medicine and health care fields, but 
currently, a significant consideration in other 
disciplines, such as software engineering, 
environmental, and management studies is 
observed (Becheikh, Landry & Amara, 2006). 
Management research scholars have widely 
criticized the traditional narrative reviews 
as against systematic reviews because of the 
lack of relevance and adoption of subjective 
and biased methodologies by the authors 
(Becheikh, Landry & Amara, 2006). Systematic 
reviews enhance the quality of the review 

process by forming a systematic, transparent, 
and reproducible literature review (Tranfield 
et al., 2003). Further Becheikh et al. (2006) 
state that systematic reviews are beneficial in 
limiting bias (systematic errors) and chance 
effects and enhancing the legitimacy, authority, 
and reliability. 

Even though, various narrative literature 
reviews related to corporate governance and 
corporate performance exist, no systematic 
review on the relationship between CGI and 
CP is identified. Thus, this study intends to 
contribute to the existing CG knowledge by 
conducting a systematic, evidence-based 
review related to the relationship between 
Corporate Governance and Performance. 
This study has modified the basic guidelines 
proposed by Tranfield, Denyer and Smart 
(2003) for conducting a systematic review in 
management as per the requirement of this 
study. Accordingly, steps of systematic Review 
include the following:

1.	 Defining research questions;
2.	 Identifying keywords and search strategy;
3.	 Study selection;
4.	 Defining data extraction;
5.	 Data synthesis.

To acquire a synopsis of the current research 
work related to the relationship between 
Corporate Governance and Firm Performance, 
this study has considered the following 
research question to achieve an objective 
which is synthesizing the relationship between 
the corporate governance index and corporate 
performance, through a systematic review:
RQ. What are the empirical findings unveiled in 
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the literature related to Corporate Governance 
and Corporate Performance?
To achieve this objective, this study examines 
the relationship between CGI and CP and 
sees whether a conceptual relationship can 
be found. Secondly, this study initiates 
conducting a search using a simple string 
“corporate governance AND Performance” in 
all the potential electronic databases to identify 
relevant journals and conferences that publish 
research on CG. As a result, we identified 4 such 
databases that contain peer-reviewed journals 
in the field; Emerald, Scopus, ScienceDirect, 
and Wiley. 

The database search yielded 868 results (596 
in Scopus, 112 in ScienceDirect, 86 in Wiley 
in 74 in Emerald). The commencement period 
of search was 2003, and  the first paper that 
is consistent with the selection criteria had 
been published in 2003 in the Oxford Journal 
(Gompers et al., 2003). Similarly, the last paper 
appeared to have been published in 2020, i.e. 
the time in which we conducted this research. 
After the exclusion of duplicates, there were 
654 articles eligible for further screening. 

This study developed criteria for the inclusion 
and exclusion and quality assessment to 
make the studies included, which are based 
on the guidelines and Tranfield et al. (2003). 
Besides, this study includes only studies that 
meet all the specified inclusion, exclusion, and 
quality criteria. The inclusion and exclusion 
and criteria are described below. This study 
includes articles that adopted the following 
criteria.
1.	 The study had to be published as an 

original article.

2.	 Corporate Governance Index should be 
explicitly mentioned.

3.	 The association between the Corporate 
Governance Index and Performance 
should constitute the objective of the 
studies.

4.	 The study has to be based on empirical 
data collection (i.e., quantitative process)

5.	 This study excludes articles that adopt the 
following criteria.

6.	 Studies were excluded if they were a 
review, comment, letter, or conference 
abstract.

7.	 If the language of the article was not in 
English language is excluded.

8.	 The articles which examine the relationship 
between Corporate Governance and 
Performance using Equilibrium Variable 
Model were excluded.

In this study, apart from the above rigorous 
inclusion and exclusion criteria, it is also 
ensure that selected studies were published in 
peer-reviewed indexed journals only.

The screening of title and abstract according 
to the inclusion and exclusion of criteria led 
to the full fifty articles that were examined 
as full-text papers. Finally, fifty studies were 
included in the current systematic review. The 
process of the study selection is depicted in 
Exhibit 1. The study selection was performed 
following the PRISMA framework.  “PRISMA 
is an evidence-based minimum set of items 
for reporting in systematic reviews and meta-
analyses” (http://www.prisma-statement.org/). 
PRISMA emphasizes the reporting systematic 
reviews of research and evaluating randomized 
trials and evaluations of interventions. 
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Exhibit 1 Process of Systematic Review
Identification Records identified through 

database searching 

(n=868)
Duplicates removed 

(n=214)
Screening Records Screened

(n=654)

Records excluded

(n=600)
Eligibility Full text articles assessed for 

eligibility

(n=54)

 Full text excluded with 

  reasons reasons(Not explained 
about the constructed CGI) 
(n=4)

Included Studies included in qualitative 
synthesis

(n=50)

Source; Based on PRISMA Framework

Corporate Governance Index and Corporate 
Performance has examined by the research 
scholars from 2004 to 2020 in different 
countries and using different techniques. 
Accordingly, 2016 was the year in which the 
highest (07) articles published related to the 
CGI and corporate performance (CP) (see 
Figure 1). Table 1 exhibits the number of 
citations in the period is 6,752, which indicates 
the research scholars have shown quite higher 
interest in the relationship between CGI and 
CP. during this period. The most cited article in 
the extant literature is “Corporate governance 
and equity prices” by Gompers, Ishii, Metrick. 
(2007) published in the journal: Corporate 
Governance and Corporate Finance: A 
European Perspective. The 9 most cited 

According to Tranfield et al. (2003) 
guidelines, the authors of this study has 
developed first a data extraction form to 
extract the data from the selected studies. 
The data extraction sheet, developed in 
Microsoft Excel, contains minute details 
of each study including the details of the 
index, country, and the relationship. The 
Microsoft Excel sheet is developed so 
that it facilitates data extraction and data 
synthesis.

4.0 Analysis & Discussion
According to the systematic review of 50 
articles, we observed that the relationship of 
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articles which are greater than 100 citations are 
listed in Table 2.  Furthermore, Table 3 exhibits 
that the articles with the topic of Relationship 
between CG and CP published in various 

journals but the highest number of articles 
published is in the journals titled “Corporate 
Ownership and Control” and “Corporate 
Governance (Bingley)”. 

Table 1 Descriptive Analysis according to the Source of Article

Journal
Sum of 

Citations

Total Number 
of Articles 
Published

Corporate Governance and Corporate Finance: A 
European Perspective 3,055 1

Review of Financial Studies 1,146 1

Journal of Finance 759 2

European Financial Management 400 2

Journal of Comparative Economics 331 1

Corporate Governance: An International Review 138 2

Review of Quantitative Finance and Accounting 118 1

Emerging Markets Review 110 1

Journal of Corporate Finance 107 1

Corporate Ownership and Control 33 5

Corporate Governance (Bingley) 62 4

Figure 1 Descriptive Anaysis according to annual publications

Table 3 Most Cited Journal Articles
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Authors Title of the 
Paper

Year Source of the 
Article

Number 
of 

citations

Country

Gompers et al. 

Corporate 
governance and 
equity prices 2007

Corporate 
Governance 
and Corporate 
Finance: A 
European 
Perspective 3055 USA

Bebchuk et al.

What matters 
in corporate 
governance 2009

Review of 
Financial 
Studies 1146 USA

Cremers & Nair 

Governance 
mechanisms and 
equity prices 2005

Journal of 
Finance 496 USA

Bai et al.

Corporate 
governance and 
market valuation 
in China 2004

Journal of 
Comparative 
Economics 331 China

Chhaochharia & 
Grinstein 

Corporate 
governance 
and firm value: 
The impact 
of the 2002 
governance 
rules 2007

Journal of 
Finance 263 USA

Drobetz et al.

Corporate 
governance 
and expected 
stock returns: 
Evidence from 
Germany 2004

European 
Financial 
Management 202 Germany
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Beiner et al.

An integrated 
framework 
of corporate 
Governance and 
firm valuation 2006

European 
Financial 
Management 198 Switzerland

Brown & Caylor

Corporate 
governance and 
firm operating 
performance 2009

Review of 
Quantitative 
Finance and 
Accounting 118 USA

Black et al.

Corporate 
governance 
indices and 
firms’ market 
values: Time 
series evidence 
from Russia 2006

Emerging 
Markets 
Review 110 Russia 

Black et al.

Predicting 
firms’ corporate 
governance 
choices: 
Evidence from 
Korea 2006

Journal of 
Corporate 
Finance 107 Korea

 

According to the systematic review, the 
papers published in Asian Countries were 14 
articles from the total publications and the 
percentage is 27.45% in the 2004-2020 period 
(Table 3). The research publications related 
to the CGI and CP by Asian scholars have 
increased with the period and it is a downward 

trend in percentages of  non-Asian countries 
compared with Asian countries (See Table 
04). In contrast, most of the articles published 
from 2004 to 2008 period are related to the 
non-Asian countries but it has comparatively 
decreased in the period 2014 to 2020.  
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Table 4 Descriptive Analysis according to the Country Wise

 
2 0 0 4 -
2008 (%)

2 0 0 9 -
2013 (%)

2 0 1 4 -
2020 (%) Total  

Asian 2 13.33 1 8.33 11 45.83 14 27.45
Non-
Asian 13 86.67 11 91.67 13 54.17 27 72.55
  15   12   24   51 100.00

Table 4 Descriptive analysis according to theory used

  		  Theories Used 		       No of Articles 	 Percentage

	 Agency Theory 	     	         22 		            43.14

	 Resource Dependency theory         3 		                        5.88

	 Stakeholder Theory		          2 		                        3.92

	 Legitimacy Theory 		         1  		                        1.96
 
	 Stewardship Theory 		         1 		                       1.96

	 Signalling Theory 		         1 		                       1.96

	 No theory Used 		       26 		                    50.98

	 Total Publications 		       51

	 Table 5 Articles published in Developed and Developing Economies
						      No of Publications    Percentage
	 Articles published in Developed 
	 Economies 			         15 		        0.29

	 Articles published in Emerging 
	 Economies 			        36 		        0.71

	  Total Publications 		       51
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Table 5 Descriptive Analysis according to 
the Source of Articles
Journal No. of Papers Citations
Review of Financial Studies 1 1,146
Journal of Finance 2 759
European Financial Management 2 400
Journal of Comparative Economics 1 331
Corporate Governance: An International Review 2 138
Review of Quantitative Finance and Accounting 1 118
Emerging Markets Review 1 110
Journal of Corporate Finance 1 107
Corporate Governance (Bingley) 4 62
Corporate Ownership and Control 5 33
Other Journals 31 493
Total 51 3,697

Figure 2 Descriptive Analysis according to the year
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4.1 Theoretical Underpinnings of the 
relationship between CG and CP

Concerning the management and operation of 
modern companies’ corporate governance is 
important, and scholarly debate as to which 
theoretical models are suitable has been 
ongoing (Letza, Sun & Kirkbride, 2004). 
Nedelchev (2018) identified the main ten 
theories examined Corporate governance as 
Path Dependence Theory, Theory of the firm, 
Agency theory, Stakeholder Theory, Game 
Theory, Institutional Theory, Coase Theorem, 
Transaction Cost Economics, Legitimacy 
Theory and Stewardship Theory. It is 
important Nedelchev (2018) further identified 
using bibliometric analysis on corporate 
governance theories have focused mostly on 
the agency theory. This finding is consistent 
with the findings of our study which is based 
on the systematic review where most of the 
articles have considered the Agency theory to 
examine the relationship between CG and CP.  
The agency relationship between two parties 
is defined as the contract between the owners 
(principals) and the managers or directors 
(agents) (Jensen & Meckling, 1976). Based 
on the agency theory, shareholders expect the 
managers or directors to act and make decisions 
in the owners’ interests. However, managers 
or directors may not necessarily always 
make decisions in the best interests of the 
shareholders (Padilla, 2002). The separation 
of ownership and control produces an innate 
conflict between the shareholders (principals) 
and the management (agents) (Aguilera et al., 
2008).

4.2 The Compliance-Index Model and 
Firm Financial Performance in Developed 
Countries 
Generally, the evidence in Table 6 suggested 
that the findings of the majority of previous 
studies conducted in developed countries 
show a positive association with the firms’ 
financial performance. The highest number of 
articles published in the USA related to CGI 
and CP. Even though only 29% of articles are 
published in the developed economies, the 
highest number of citations are of US scholars 
(See Table 5).  
The pioneering and highest cited study 
by Gompers et al. (2003) investigated the 
relationship between a composite corporate 
governance index and firm performance, 
which was based on an index constructed by 
these authors consisting of 24 governance 
provisions extracted from the Investor 
Responsibility Research Centre (IRRC). 
Studying a sample of 1,500 large US firms 
from 1990 to 1999, Gompers et al. (2003) 
identified that good corporate governance 
practices improve firm value, profitability, 
and sales growth. Subsequently, many studies 
adopted this GIM (Governance Metrics 
International)  index to further investigate the 
governance-performance relationship among 
US-listed firms (e.g., Cremers a Nair, 2005; 
Bebchuk, Cohen & Ferrel, 2009. Similarly, 
Bauer et al., 2010), who adopted a Corporate 
Governance Quotient index (CGQ) consisting 
of 61 provisions to examine its relationship 
with financial performance using a sample 
of 210 US firms from 2003 to 2005, who 
confirmed the existence of a significant and 
positive relationship between CGQ index and 
financial performance. Recently, Gordon et 



95 Issue 2 - 2020International Journal of Accounting & Business Finance

International Journal of Accounting & Business Finance
Vol.6.No.2 December 2020 Issue. pp. 83 - 114

al. (2012) revealed that financial performance 
measured by Q-ratio is positive, based on a 
constructed corporate governance index in a 
small sample of Canadian firms. These findings 
are consistent with the theoretical expectation 
that a high level of compliance with corporate 
governance standards can help reduce agency 
costs and increase shareholders’ returns (e.g., 
Jensen & Meckling, 1976; Shleifer & Vishny, 
1997). 
In the UK, Clacher, Doriye, Joshua & Hillier 
(2008) found out a positive relationship 
between the level of compliance with 
corporate governance and Tobin’s Q/ROA for 
a sample of 63 firms from 2003 to 2005. To 
investigate this relationship, they developed 
a corporate governance index derived from 
the main recommendations by the UK 
combined code which regulate London Stock 
Exchange (2003 UK Combined Code). Their 
finding is consistent with the agency theory’s 
prediction that high compliance with corporate 
governance principles enhances shareholders’ 
wealth. 
Drobetz, Schillhofer and Zimmermann (2004) 
constructed a broad corporate governance 
rating index (CGR) consisting of 30 
governance provisions. Through their study of 
a sample of 91 publicly traded German firms 
in 2002, they discovered that firms with better 
corporate governance indicate good financial 
performance. Beiner et al. (2006) developed an 
index consisting of 38 governance provisions 
based on the Swiss code of corporate 
governance. This study used Tobin’s Q and 
market-to-book ratio as proxies for market-
based performance measures. They found out 
that firms with higher corporate governance 
standards received higher market valuations.

In contrast to the findings of previous US studies 
reviewed above, Chhaochharia and Grinstein 
(2007) observe a negative relationship between 
corporate governance and firm performance, 
examining a sample of 312 US firms in 2001 
and 2002, based on a constructed governance 
index of five main provisions. Similarly, 
Bebchuk et al. (2009) state of a negative 
relationship between a composite corporate 
governance index (Entrenchment-Index 
‘E-Index’) and firm value, which can be read as 
an implication that the costs of implementing 
good corporate governance practices possibly 
outweigh the associated benefits. 

However, some other studies conducted in 
the US and Canada suggest no significant 
relationship between corporate governance 
indices and firm performance (e.g., Klein, 
Shapiro & Young, 2005; Lehn, Patro, & 
Zhao, 2007; Anderson & Gupta, (2009); Epps 
& Cereola, 2008; Daines, Gow & Larcker, 
2010). Lehn et al., (2007) utilized both GIM 
and Bebchuk, Cohen, and Ferrel’s (BCF) 29 
indices to examine 1,500 firms in a six-year 
window from 1990 to 2002, yet identified no 
significant relationship between corporate 
governance practices and firm performance, 
as measured by market-to-book ratio. 
Similarly, Epps and Cereola (2008) revealed 
no statistically significant evidence to support 
the correlation between CGQ index and 
firms’ operating performance, as measured 
by ROA and ROE among 230 US-listed firms 
from 2002 to 2004. In Canada, Klein et al., 
(2005) and Anderson & Gupta, (2009) used 
the Report on the Business index (ROB), and 
both found no evidence of overall governance 
mechanisms contributing to improving firm 
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performance. Interestingly, Daines et al., 
(2010) used four corporate governance indices, 
CGQ, GMI, AGR, AGR(accounting practices 
and governance produced by Audit Integrity), 
and TCL(The Corporate Library), 30 to study 
a large sample of 6,827 US-listed firms. They 
revealed no significant relationship between 
compliance with good corporate governance 
practices and firm performance. 

The summary of the literature related to CGI 
and corporate performance in the developed 
countries are depicted in Table 6. Generally, 
the evidence in Table 6 suggested that the 
findings of the majority (76%) of previous 
studies conducted in developed countries 
show a positive association with firm financial 
performance.

4.3 The Compliance-Index Model 
and Firm Financial Performance in 
Emerging Countries 

According to the systematic review, 70% 
of articles were published in the developing 
economies but the number of citations 
is comparatively low in developing 
economies. 

Further analysis found that Asian scholarly 
articles are only 27 % and other emerging 
economies account for 36% articles. 
Several studies have examined the link 
between governance compliance indices 
and financial performance in emerging 
economies (Cheung, Connelly, Jiang, & 
Limpaphayom, 2007; Garay & Gonzalez, 

2008; Price, Richard, Román, & Rountree, 
2011; Black et al., 2012; Munisi & Randoy, 
2013; Tariq & Abbas, 2013). Table 7 offers 
a summary of the findings of previous 
studies conducted in emerging countries 
on the relationship between composite 
corporate governance indices and firm 
financial performance.

Bai, Liu, Lu, Song, & Zhang(2004) report 
a positive effect of corporate governance 
on firm value, as measured by Tobin’s 
Q, using 1,051 Chinese listed firms 
from 1999 to 2001. In the same context, 
Cheung et al. (2007), who construct a 
corporate governance index based on the 
Organization for Economic Co-operation 
and Development (OECD) principles and 
the Hong Kong Code, analyzing 168 large 
Hong Kong firms, have identified a positive 
governance-performance relationship 
using the market-to-book ratio. 
Garay and Gonzalez (2008) have construc 
ted a corporate governance index of 17 
provisions using 46 Venezuelan listed firms 
in 2004. They reported a positive effect of 
governance on perfor mance. Varshney 
et al. (2012) constructed a corporate 
governance index of 11 provisions using 
105 Indian listed firms in 2012, who 
reported a positive effect of governance 
on performance. Halder and Rao (2013) 
revealed that firm performance is positively 
affected by good corporate governance 
practices, based on a sample of Indian 
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listed firms. Specifically, they studied 500 
Indian firms from 2008 to 2011 using firm 
and market performance measures. In 
contrast to the evidence of a positive effect 
of good corporate governance on firm 
performance reported by studies conducted 
in developing countries, Price et al. (2011) 
revealed that firm performance is not 
affected by good corporate governance 
practices, based on a sample of Mexican 
listed firms. Specifically, they studied 107 
Mexican firms from 2000 to 2004 using 
firm and market performance measures. 

Varshney et al. (2012) constructed 
a corporate governance index of 11 
provisions using 105 Indian listed firms 
in 2012, who reported a positive effect of 
governance on performance. In contrast, 
the evidence of a positive effect of good 
corporate governance on firm performance 
was reported by studies conducted in 
developing countries, Halder and Rao 
(2013) revealed that firm performance 
is positively affected by good corporate 
governance practices, based on a sample 
of Indian listed firms. Specifically, they 
studied 500 Indian firms from 2008 to 
2011 using firm and market performance 
measures.

The findings of the recent studies suggest 
that the relationship between composite 
corporate governance indices (compliance-
index model) and firm performance is 

generally mixed. (e.g., Gompers et al., 
2003; Cremers & Nair, 2005; Bauer et al., 
2010; Munisi & Randoy, 2013, Tariq & 
Abbas, 2013).

The summary of the literature related to 
CGI and corporate performance in the 
emerging countries are depicted in Table 7. 
Generally, the evidence in Table 7 suggested 
that the findings of the majority (71%)) of 
previous studies conducted in emergent 
countries show a positive association with 
firm financial performance. (See Table 5)

5.0 Conclusion & Future work
The observation of extant literature 
indi cated that there is a dearth of 
studies related to the review studies 
on the relationship between CGI and 
corporate performance. Therefore, this 
article explored the extant literature 
systematically on the relationship between 
CGI and firm financial performance in 
both developed countries and developing 
countries.  Initially this article found that 
the articles published by the developed 
countries comparatively low but citations 
are higher than the emerging economies. 
Further this study found that 50.98% 
articles have examined the relationship 
between CGI and Corporate performance 
with no specific theoretical underpinnings 
and 43.14% articles examined based on 
the agency theory.  Notably, the result 
of this research suggests that most of the 
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articles have found a positive relationship 
between CG and CP. Some of them, 
which constitute the minority, have found 
that there was a negative relationship 
and no relationship with governance 
practices and firm financial performance. 
It identifies that the relationship varies 

from country to country and from time to 
time. Further, the findings of this research 
indicate that there is no standard index to 
measure corporate governance practices. 
Different countries build their indexes to 
measure the level of corporate governance 
practices. Board of directors, Shareholder 
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