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1 
 

CHAPTER ONE 

INTRODUCTION 
 

 

1.1 INTRODUCTION 

 

In this chapter, it explains on the introduction, background of study, research 

question, research objective, scope of research, significant of research and conclusion. 

This study emphasises on the disclosure and transparency, board of directors’ 

characteristics, shareholders’ rights and investors’ relations and its effect on financial 

health of banks in Malaysia. 

 

1.2 BACKGROUND OF STUDY 

 

According to Steger and Amann (2008), every company has its own corporate 

governance. Corporate governance has a long history since the seminal paper 

presented by Jensen and Meckling in 1976 on the topic of “principal-agent problem”. 

Jensen and Meckling (1976) claimed that the problem between principal and agent 

arises due to the separation of ownership and control which is derived from different 

interests pursued by managers and shareholders. Besides, Berle and Means (1932) 

argued that the power of decision making delegated from shareholders towards the 

managers can be abused by managers to pursue their personal interest.  

Issues on corporate governance has become a vital topic and gained massive 

attention from all interest group particularly in wave of CEO dismissals in 1990s and 

after the failure of Enron, WorldCom, and Lehman Brothers that happened in the 

2000s (Bukair & Rahman, 2015). A number of researchers have examined how 

corporate governance assists in reducing agency problems between shareholders and 

managers from different perspectives. For instance, Florackis (2008) mentioned that 

managerial ownership helps in aligning the interests between managers and 

shareholders which can minimize the potential costs to cater agency problem. Besides, 

smaller board size can influence the efficiency of asset utilization which at the same 

time, reduce agency costs. Florackis and Ozkan (2004) also supported these findings 

by stating that board with larger size were less efficient in utilizing its assets. By 
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