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ABSTRACT 

Malaysia is enthusiastically implementing the Government Transformation Program 

(GTP) to become a high-income developed nation by year 2020. Its government has 

assured citizens that it would embody the highest standard of ethical conduct and good 

governance in order to accelerate the performance of public sector agencies. In spite of 

this assurance, Malaysia is still facing shortcomings as far as governance is concerned. 

Prominent personalities have indicated that “Malaysia’s lack of knowledge in   

governance was the root problem.” And “It is lacking in term of creating a culture of 

corporate governance within an organisation.” In addition, International bodies such as 

Transparency International and Asian Corporate Governance Association have 

proposed for Malaysia to strengthen its public governance and corporate governance 

culture. This study investigates the effects of corporate governance (CG) on 

performance of Federal Statutory Bodies (FSB). It also examines the level of 

knowledge of CG, level of CG practices among board of directors (BOD) and executive 

management (EM) and gauges whether CG has become a culture in FSB. This study 

adopts 5 theories: agency theory; stakeholder theory; stewardship theory; institutional 

theory and resource dependency theory that underpin the relationship between CG and 

FSB performance. A mixed quantitative methods: content analysis and questionnaire 

survey were employed. For content analysis, pooled OLS and generalised least squares 

(GLS) have been tested to analyse panel data over 5 year period from 2009 to 2013 for 

51 FSB. The study found a strong evidence of significant positive effects of CG, 

including internal and external governance mechanisms on FSB performance 

represented by Return on Equity; Return on Assets; Key Result Areas; and 

Accountability Index. It was also found that this study supported all the 5 theories that 

formed the theoretical rational for the effects of CG on FSB performance. The four 

internal CG mechanisms: board size; board independence; board diversity and CG 

disclosure have assisted in overcoming the agency problem, acted as effective resources 

providers, stewards and stakeholders that improved performance of FSB. The four 

external CG mechanisms: employee power: leverage power; regulatory authority and 

professionalsation have also supported the stakeholder and institutional theories.  The 

findings of questionnaire survey on the level of knowledge of CG among BOD and EM 

reveals the need to update and improve their knowledge of CG. In addition, the 

perception of BOD and EM and their actual practice of CG in FSB implies that they 

need to internalise CG as a culture, a way of life. This study indicates that only about 

half of FSB have embraced CG as their culture and about half of BOD and EM in FSB 

require a code on corporate governance in public sector in order to enhance their 

performance. Bearing in mind the findings of this study, current shortcomings and 

responding to international agencies’ calling, there is an urgent need for public sector 

governance reform that aims to strengthen public sector governance culture. With the 

strong commitment of the new government, implementation and review of effective 

CG practices over time will lead to internalisation of CG culture, enhancing service 

deliveries, performance and realisation of Vision 2020. 



v 

ACKNOWLEDGEMENT 

In the name of Allah The Most Gracious, The Most Merciful. Praise to Allah S.W.T for 

granting me the courage and energy to embark on my PhD and for completing this long 

and challenging journey successfully. I’m deeply thankful to Prof. Dato’ Dr Mustaffa 

Bin Mohamed Zain, Prof Dr. Zubaidah Bte Zainal Abidin and Prof. Madya Dr, Roslani 

Bin Embi, my supervisors for their dedication, invaluable guidance and commitment 

throughout these years, without them, this document would not exist. 

I would like to sincerely thank Professor Sardar M.N Islam from Victoria University, 

Melbourne, Australia who had given constructive comments for my research proposal 

in the PhD Colloquium in the International Conference on Corporate Governance 2013 

in Kuala Lumpur. Similarly, my thanks to Dr. Rita Anugerah from University of Riau, 

Indonesia for her useful insights on my research presentation during the 7th International 

Conference on Financial Criminology at Oxford University, UK in April 2015. Thanks 

also to Mr. Wisnu Setiadi Nughoro from Universitas Gadjah Mada for his valuable 

comments on my presentation during the 4th Gadjah Mada International Conference on 

Economics and Business 2016, Yogyakarta in November 2016.  

I also would like to express my gratitude and thanks to Dr Aida Maria Ismail for her 

contribution of ideas and comments on my presentation during the 8th International 

Conference on Financial Criminology, Putrajaya on 12-13 April 2017. Appreciation 

also to Associate Professor Dr Mariya Neycheva, Vice Dean Faculty of Business 

Studies, Burgas Free University and Associate Professor Nivolay Shterev of University 

National and World Economy, Sofia, Bulgaria for their questions and encouraging 

comments on my presentation during the 4th International Conference on Governance 

and Strategic Management, Burgas, Bulgaria on 11th-12th May 2017. 

Since the completion of this thesis has been lengthy process, my deepest appreciation 

and gratitude goes to my beloved wife, Datin Seri Datuk Norayini Ali,   to my wonderful 

children: Iva; Iza; Dr Izad and Idlan, thanks for your encouragement, support and 

sacrifice. Finally, this thesis is dedicated to the loving memory of my dearest late father 

and mother for their wisdom and perseverance to educate me. 



vi 

TABLE OF CONTENTS 

 Page 

CONFIRMATION BY PANEL OF EXAMINERS ii 

AUTHOR’S DECLARATION iii 

ABSTRACT iv 

ACKNOWLEDGEMENT v 

TABLE OF CONTENTS vi 

LIST OF TABLES xv 

LIST OF FIGURES xviii 

LIST OF SYMBOLS xix 

LIST OF ABBREVIATIONS xx 

LIST OF NOMENCLATURES xxiii 

CHAPTER ONE INTRODUCTION 1 

1.1 Background of the Study 1 

1.2 Problem Statement 4 

1.3 Research Questions 8 

1.4 Research Objectives 8 

1.5 Significance of the Study 9 

1.6 Scope of Study 10 

1.7 Organisation of the Thesis 11 

CHAPTER TWO LITERATURE REVIEW 13 

2.1 Introduction 13 

2.2 Concepts of Governance 13 

2.3 Definitions of Corporate Governance 15 

2.4 Models of Corporate Governance 16 

2.4.1 Anglo–Saxon model (unitary system) 17 

2.4.2 Continental model (insider system) 18 

2.5 The World Bank’s CG Assessment 21 

2.6 Corporate Governance in Malaysia 22 



1 

CHAPTER ONE 

INTRODUCTION 

1.1 Background of the Study 

For decades, businesses have been crucial in developing the modern world and 

lifting billions of people out of poverty. However, the business world also has an 

unfortunate habit of taking it too far and embarking in unethical practices and 

behaviour. This has led to the corporate scandals and collapses in 1980s and the 

financial crisis in the 1990s and 2000s which have prompted all parties to re-evaluate 

their corporate governance practices.  

In the wake of a spate of corporate scandals in 1980s, the London Stock 

Exchange, The Financial Reporting Council and the accounting profession published 

their committee report, “the Financial Aspects of Corporate Governance” on 1 

December 1992. The report became known by the name of its chairman, Sir Adrian 

Cadbury, as the “Cadbury Report”. It contains the code of best practice which focuses 

on function of directors, auditor and accountabilities. The Cadbury report began as a 

modest exercise in response to several high profile cases of corporate fraud and director 

malfeasance. It has also laid the groundwork for the development of international 

standards of corporate governance which became the benchmark for national and even 

firm level initiatives (Jordan, 2012). 

The 1990s have been the decade of corporate governance. The momentum was 

observed in the U.K. with a 195 report on executive pay by a blue-ribbon committee 

chaired by Sir Richard Greenbry (Greenbury, 1995) and a 1998 report by a committee 

chaired by Sir Ronald Hampel that reviewed the work done by the Cadbury and 

Greenbury committees (Committee on Corporate Governance, 1998). The Cadbury 

Code would soon serve as a model for the development of CG codes in various 

countries around the world (Cheffins, 2000: 12-13).  As the Hampel Report (1998) said, 

Cadbury had “struck a chord in many overseas countries; it has provided a yardstick 

against which standards of corporate governance in other markets are being 

measured.” (Committee on Corporate Governance, 1998: paragraph 1.5).  

The Asian stock market crash in 1997-1998 was cited to be caused by the 

weaknesses in corporate governance. It has prompted legal reforms and development 
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