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Abstract. Pakistan’s automobile sector goes through trouble phase from many years; however, from 

the last half-decade, it reflects as an emerging sector of Pakistan stock exchange (PSX). The research 

is to explore the relations of foreign representatives' inboard and the firm's performance with the 

contemplation of outliers' problem. The study draws special attention by focusing on a gap that never 

been revealed yet. We examined 12 years of annual data with a robust regression model to treat the 

outliers.  The results reported that the foreigners on board are the primary gauge for the remarkable 

financial performance of the firms. The board size and audit committees showed up with proper 

accountability in the system. However, the finding for independent directors and institutional 

investors presented a negative relation with the firm's performance. The findings of this research will 

be serving as a base for policymakers of the emerging automobile industry of Pakistan for the 

financial betterment of the companies.  

1. Introduction 

There are many different concepts presented the definition of corporate governance as the process 

through which the companies are managed and governed. [1] The scholars argue that corporate 

governance is important for both the boards and the shareowners. Many other definitions have 

established that the meaning of corporate governance is to control and supervise the company's 

management or its managerial conduct [2]. One notion of corporate governance is that it creates links 

between shareholders, boards, and other stakeholders [3]. Accordingly, the performance of the 

corporations is considered to be an important and vital part of the boards' duties because it relates to 

the financial resources that are used to achieve the overall aim of an organization. So the governance 

and well-specified board help the organizations to protect the resources with efficiency and create 

greater value for the shareholders [4]. All countries in the world set their own governance rules for 

corporations according to their political, social, and religious needs [5]. Experts said the rules are 

predefined in white and black, which provides the guarantee that all the rights of the shareholders are 

protected [6]. There is a large number of countries that have set their own rules for their corporations, 

and this process became speed up after the American SOX-Act of 2002  [7]. Similarly, the SECP of 

Pakistan the only government institution that is responsible for corporations' governance in the 

country.  

The study objective is to measure the relationship between corporate governance and the firms’ 

performance. In particular, we are going to explore the relation of foreigner members in BOD with 

the performance of the firms through a contemplation of the outliers because the outlier problem is 

common in these types of observation.  
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2. Literature review and hypotheses development 

This section provides a detailed review of already published materials relating to corporate 

governance and the firm's financial performance. So this section divided into the following 

subsections. 

2.1 Board size and firm performance 

 [8-9] the scholars argued that there are two different schools of thought endorsed the relationship 

among the board size and a corporations’ performance. The first school of thought claims that the 

small-sized board of directors will contribute more effectively to push to the top of the firms [10-11]. 

Whereas, the second school of thought emphasizes the role of the larger board size on better 

performance of the companies [12-13]. Similarly, some other studies have shown that under the 

complex environment of businesses and challenging organizational culture, a large size of the board 

supports to run the firm more efficiently [14, 30-31]. The others argued that the large size of the board 

collects large size of information [15]. Moreover, the opponent scholars have taken the case of  

Vietnam because of differences in Vietnams’ management culture as compared to international 

practices, and they established that the increase in board size causes to decrease in the delegation of 

the board [16].  

H1: The positive association between board size and performance of the companies. 

2.2 Female board and firm performance 

Many similar studies on corporations’ governance & the role of women already existed and the 

experts believed that the female members are like a change in the characteristics of the board [17-18].  

A female board member brings a positive attitude within the firm; As a result, the firm's performance 

affected directly or indirectly due to the existence of female members [19-20]. It means the board size 

can be studied based upon the dimensions such as female presence in BOD [21]. [22] The scholars 

strongly argued that the existence of female board members links with excellent firm performance 

because of the advantage of public relations and communications with underprivileged clients. 

Similarly, the female directors also give relational and human capital to the firms because they play 

an indispensable role in improving the overall performance by showing a proactive attitude [22]. 

H2: The association among female board members and the companies’ performance is positive. 

2.3 Board independent directors and firm performance 

The previous study suggested that the firm's performance increases with the addition of independent 

directors. [23] The scholars found that there is more financial pressure due to high directors on the 

board. Moreover, there is less chance of bankruptcy when the firm has many independent directors 

[24]. The agency theory said the board of directors is responsible for monitoring the management and 

safeguarding the interests of the shareholders. The separation of labor among board and management 

results in added agency problems costs to the firm and friction between shareholders and 

management [25]. However, some researches argued that the division of independent directors leads 

to enhance stable monitoring, which causes higher firm performance [26-27]. 

H3: The positive association among independent board members and the firms' performance. 

2.4 Institutional Investors representation in board and firm performance 

[28] scholars proposed that the encouragement level of the board members become high due to the 

board's owners. The ownership of the board is a more efficient way of board inspiration [29]. [30] the 

empirical evidence of this investigation shows that the ownership of board and firm performance is 

positively associated. Another study suggested that there is a non-linear relationship between board 

ownership and performance [31]. [32] The researchers said that the board ownership contribution is 

considered as the ' two-edged knife' as an optimum level of ownership of the board contributes 

positively to firm performance. 

H4: The board ownership and performance of the firm ha a positive association.  
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2.5 Audit committee and firm performance 

The audit committees play their role by checking the firm’s in-house and external auditors to 

safeguard the shareholder's equity and interest [33]. Meanwhile, the risk of fraudulent financial 

reporting reduces due to the audit committee [34-35]. Scholars endorsed establishing the audit 

committees for assurance of the performance of firms’ governance, and the auditor report should be 

added yearly in the firm statement [36]. Similarly, the availability of more international audit firms is 

considered a positive sign of good corporate governance because these types of firms provide a high 

quality of auditing services [37-38]. 

H5: The positive association among the audit committee and the performance of the firm. 

2.6 Foreigner members in BOD and firm performance 

In this section, we discuss a new emerging factor that may use to measure the corporate governance of 

developing nations, which is a representation of foreigners in BOD. Sometimes the corporations of 

developing nations fail to follow the governance rules solely via local members due to the riskier 

unhealthy environment at workplace; So in this situation, the existence of foreign members in BOD 

increases the probability to obey the rules of governance because of foreigner's positive and the 

healthier outlook experience and interest [39]. The scholars already used this factor with the name of 

Anglo-American members in firms of Norway and Sweden for corporate governance in 2003. After 

that, research conducted on the other aspect of foreigner members which is the equity ownership of 

foreigner members and its influence on the value of the Korean firms in 2004 and they concluded that 

there is a positive and significant relationship between firm values and the equity ownership by 

foreigners. The researchers claim that the values of firms significantly increase during the presence of 

Anglo-American members in BOD while recently founded that the Anglo-American members in the 

internal board have more effect instead of their representations as independent board members. 

Similarly, we hypothetically think that foreigner members' influence in firms may be higher in 

developing nations like Pakistan. The only research found who conducted recently using foreign 

nationality holders board members as a factor of CG and established that board members with 

different nationalities have a negative relation with the performance of the firms.  

The study focuses the gap of research found in Pakistan that this particular component and its 

effect on the performance of the firms yet not utilizes appropriately as it may be compulsory to find 

out the relationship of said component for the reference and recommendations about the cultivation of 

managerial policies and their implementation at developing nations. The second gap found from 

previous studies that no anyone who takes care of outliers during the study of governance as this 

problem even the common in such kinds of variables’ observations.   

H6: There is a positive association among foreign board members and the performance of the firm. 

3. Econometric tools and methodology 

3.1 Methodology 

We used a panel dataset of the emerging automobile industry of Pakistan from 2006-2017 with 

annual frequency. We focused on listed firms of Pakistan stock exchange (PSX) because no company 

has found to close down or merged during a particular period. The data of 12 cross-sections have 

obtained from the official website of Pakistan stock exchange (PSX). Thus, our sample involves a 

complete list of automobile assemblers with a total of 144 observations. Before applying the OLS 

estimator, we have checked all the assumptions of classical regression. Initially, we used VIF analysis 

as it is considered the best technique to discover the multicollinearity issue. Furthermore, the 

Breusch-Pagan test has applied for heteroskedasticity, and leverage analysis has examined to quantify 

and detect the outliers. After that, we applied the different methods of OLS estimators, including 

panel OLS, fixed-effects, and random-effect. A Hausman test calculated the p-value 0.003 that 

suggests more appropriate results in the fixed-effect model. Moreover, We have found some outliers 

in our variable observation. Therefore, a robust regression model used to treat the outliers in our study 

[26]. 
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Table 1. Descriptions and Label of Variables 

Variables Labels Descriptions 

Firm Performance: Return on Ast. ROA A ratio of firms EAT and total assets 

Governance: Board of Directors BOD An elected group who represent the shareholders 

Independent Directors Ind_D Board members who do not have material relation with company 

Executive Directors Ex_D A managing director of the company 

Institutional Investors Ins_I Institution representative in the board of directors 

No. of Audit Committee Ad_C Committees who oversee the financial statements 

Female Directors Fem_D A female representative in BOD 

Foreigner Member in BOD Fm_D Foreigner members in BOD 

Control Variables: Log of Assets Ln_A Natural log of total assets of the firm 

Log of Capital Ln_C Natural log of the total capital of the firm 

Source: The Authors  

4. Data analysis and discussions 

4.1 Correlation analysis 

Many scholars suggested that the best way to find out the strength of the connection between firms’ 

governance and financial performance of the corporations is correlation analysis. Meanwhile, the 

results of the Pearson analysis of correlation are as follows:   

Table 2. Correlation Analysis 

Variables ROA BOD Ind_D Ex_D FemD Ins_I Ad_C Fm_D Ln_A Ln_C 

ROA 1.0000          

BOD 0.3330 1.0000         

Ind_D 0.1986 0.1612 1.0000        

Ex_D -0.1320 -0.2892 0.2472 1.0000       

Fem_D -0.1253 -0.2269 0.2537 0.8859 1.0000      

Ins_I 0.0368 -0.0336 0.1654 0.1641 -0.089 1.0000     

Ad_C 0.3438 0.2930 -0.025 -0.270 -0.249 -0.0545 1.0000    

Fm_D 0.4266 0.2493 -0.330 -0.197 -0.137 0.1573 0.1348 1.0000   

Ln_A -0.0225 0.0969 -0.062 -0.041 -0.039 -0.0480 -0.0406 -0.0827 1.0000  

Ln_C -0.5089 -0.2352 0.1822 0.3655 0.4467 -0.1568 -0.2339 -0.3600 0.0184 1.0000 
Source: The Authors‘ Investigation  

 

The results depict the positive association among the board of directors, independent directors, 

institutional investors, numbers of audit committees, and firm performance. All other components of 

governance have a negative association with the automobile firm's performance. Interestingly, the 

result also shows the positive relationship between newly included factors for corporate governance, 

which is foreigner board members, and firm performance as 0.42 value shows in the above-listed 

table.  

 

Graph 1. The diagnostic outliers plot using Leverage 

Source: The Authors‘ Investigation 

Table 3. The VIF Test for the Independent Variables 

Variables VIF 1/VIF 

BOD 1.40 0.714359 

Ind_D 1.51 0.661112 

Ex_D 7.42 0.134826 

Fem_D 7.70 0.129818 

Ins_I 1.70 0.587109 

Ad_C 1.17 0.856155 

Fm_D 1.64 0.609450 

Ln_A 1.05 0.955376 

Ln_C 1.47 0.679214 

Mean VIF 2.78  
Source: The Authors‘ Investigation 
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The measures of OLS estimation always disturb when we have outliers in our observations, so the 

best way to avoid outliers is to apply robust regression. The robust regression is a good measure for 

obtaining the best value of the slope and intercept when you have outliers because it does not exclude 

or ignore the outliers from our observations, however, it is treated as an observation with giving those 

outliers a less weight. The above-listed graph 1 shows the leverage analysis of outliers, and according 

to this, our variables' observations have both vertical and bad outliers that are not good for the simple 

OLS estimators.    

The VIF test is the test of multicollinearity assumption of the classical regression model. 

Multicollinearity is considering a problem that may disturb the results of the OLS regression model. 

According to the outcome of our analysis, there is no predictor found with the linear relationship, so it 

means there is no collinear independent in our model, and there is no issue of multicollinearity.  

4.2 Impact of corporate governance on firm performance 

The measurement of effects of predictors on response variables can be obtained from the fixed effect 

and random effect model of the OLS estimator when we have a panel dataset [37-38]. The fixed effect 

is our focused test because we want to assume within a variation of the cross-sections is constant, but 

it does not work in the presence of outliers. Therefore, we have applied robust regression for the 

correct measures of the objectives of the study. The following table shows the results of all estimation 

techniques, respectively:  

ROAit = β0 + β1 (CGit) +εit                                                                                                        OLS (1) 

ROAit = α0 + β1 (CGit) + γZit +ηi+ νt +uit                                                   Fixed (2)   

ROAit = α0 + β1 (CGit) + γZit +ηi+ νt +uit + εit                                       Random (3)   

ROAit = (CGit)β + γ + ε, ε ∼ N (0, σ2 I)                                                       Robust (4)  

Here, ROAit is the ratio for all included firms i at time t; ROA is a response variable in this case; 

CG vector used for all components of corporate governance; αo is the unknown intercept for each 

entity, Z vector denotes for control variables which are the firm size; log assets and log capital used as 

a proxy for firm size; ηi represents firm fixed effect which assume within variation is constant; νt is 

for the time-fixed effect. Uit is for between entity error, and εit is for within entity error; In 4th model, 

ROA = (y1, · · ·, yn)
T, CG = (x1, . . . , xn)

T, denoted for outliers treatments as γi shows shift parameter 

is nonzero when i observation is an outlier and zero, otherwise. 

Table 4. Panel OLS, Fixed Effect, GLS Random Effect, and Robust Regression Model 

Variable OLS Fixed Random Robust 

BOD 4.6265** 9.1813*** 7.0969*** .0306** 

Ind_D -9.3149 4.9756 1.2224 -.0349 

Ex_D 2.3574 1.9969 1.4569 .0059 

Fem_D 7.2102 -3.2372 7.6852 .0943 

Ins_I -.1237 -.7062 -.5052 -.0007 

Ad_C 2.1835** 4.4209** 2.5348* .0179*** 

Fm_D 2.5902* .1706 2.1334 .0119* 

Ln_A -6.367 2.461 9.033 -.0758*** 

Ln_C -4.4198*** -9.5711*** -7.5973*** .0366*** 

Constant 22.8363 61.9486* 48.6007* .4799*** 

R2 .4326 .5056 3923 .  .5704 

Adj. R2 .3948 .4239 3522 .  .5471 

N 144 144 144 144 

Source: The Authors‘ Investigation 

Note: This table shows the Panel OLS model results with using firm performance as an outcome variable. The values 

shown in the above table are coefficient values of the variables with starts of the t-statistics significance value as at the * 

for 5%, ** for 10%, and *** for 1% levels, respectively. Model 1, is about the OLS panel fixed effect regression model, 

model 2, shows the OLS panel random effect regression model, model 3 shows the results of simple OLS regression and 

model 4 shows the results of Robust regression. Random model overall R2 value taken.   

 

The simple OLS results show the four out of seven factors of corporate governance are significant 

at a different level, while two of them are insignificant. The independent directors and institutional 
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investors have a negative relation with the performance of the firms, while our main exciting factor 

that is foreigner members in BOD has a positive and significant relationship with the outcome 

variable. The outcomes of the fixed effect are almost the same as the OLS model; according to results, 

there are four components of corporate governance that have a significant relationship with the 

performance, but we reject our two hypotheses against the relationship of female directorship and the 

board ownership. The fixed and random effect is tackling the problem of heterogeneity and 

multicollinearity, but these are unable to measure the correct and consistent relationship in the 

existence of outliers. So our study mainly focuses on this issue and the test for outliers already 

discussed in our last paragraph. The diagnostic check for outliers shows many observations with 

extreme values, and therefore we applied our 4th model that is robust regression. The results of this 

technique show that the four components and intercept is significant at a different level, but others are 

insignificant. The independent directors and institutional investors have negative relations with 

performance but others all have a positive and significant relationship with the performance of the 

firms, this result is similar to the results many other scholars. It means the large size of the BOD and 

numbers of audit committees in the automobile industry of Pakistan cause to create a better financial 

performance. The foreigner in BOD also has a positive and significant effect on the firms' 

performance; this finding is against the results of recently conducted research on foreigner equity 

holders. We accept the hypothesis of foreigner members against the firms' performance; as a result, it 

shows foreigners in a team of the board cause a positive change for the financial performance of the 

corporations. The value of R2, in this case, shows the variation of 57% in firms' financial 

performance explained by the all included components of corporate governance. 

5. Conclusion and suggestions 

The study objective is to test the relation of corporate governance especially, the foreigner members 

on the board, with the firms' performance. According to our final model, corporate governance has a 

positive influence to enhance the financial performance of the firms. To be concluded, 

implementations of governance rules at the workplace increase the efficiency of the management 

work that leads to an increase in the capacity of firms' performance through skillful managers. The 

size of the board, numbers of audit committees, and the foreigners on the board causes significant and 

positive to enhance the performance. The results of the control variables and intercept also showed up 

significant. We accept the hypotheses for all governance factors and reject the hypotheses of 

independent directors and institutional investors because of having negatively insignificant relations 

to financial performance. Executive directors and female representation in the board also associated 

positive by their performance, but the result shows insignificant. We have seen the poorly consistent 

performance of executive-level directors in Pakistan because, in the majority of cases, no hight 

executive wants to interrupt and make some changes at the operational level. This is also due to the 

different hierarchal system with less strength of female board members, as the results of these two 

components are similar to the finding others. The finding of the number of audit committees shows 

the positive contribution of the accounting finance and the audit department that ensures the regular 

check and complaints on SECP rules. Therefore, it gives a guarantee of a firm's performance by 

protecting its financial corruption. The role of foreigners in the BOD is performing well and 

contributing well to enhance the financial condition of firms by dutiful and skillful attitude, while 

some researchers also revealed the negative impact. The managers of developing nations shall take 

these findings of this research under consideration while implementing the governance policies and 

strategies for accomplishing the goals for maximizing the shareholder wealth.   
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