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Abstract

Good corporate governance mechanism implementation will consistently strengthen
the firm’s competitive position, maximizing the firm value, and managing its resources and
risks more efficiently, which consequently will lead to strengthen the trust of the firm’s
stakeholders. Hence, they can operate and grow sustainably

The main aim of this research is to investigate the relationship between corporate
governance mechanisms mainly board characteristics (namely: CEO duality, board size and
board independence) on firm value using profitability as an intermediate variable in the
Egyptian listed non-financial companies. Using a research sample of 45 firms during the
period 2015-2020, we run six multiple regression models to test the impact of CEO duality,
board independence, board size, gross profit margin, ROA, ROE and Tobin’s Q and firm
size as a control variables on firm value. Consistent the results reported by many previous
researchers, we found that CEOD, Tobin's Q and firm size have a positive significant
impact on company’s profitability, while board independence has a significant negative
relationship with company’s profitability. Moreover, Findings shows that corporate social
responsibility, Tobin's Q and firm size have a positive significant impact on company’s
profitability. In addition, the statistical results show that corporate social responsibility,
board characteristics as required by corporate governance practices, Tobin's Q and firm size
have a positive significant impact on firm value.

The statistical results support the literature and previous scholars indicated for the
association between corporate governance mechanism and CSR based on the firm financial
performance as a moderator in different causal directions. If governance entities assumed
that social responsible decisions enhance the firm’s financial performance. In other words,
there is a positive relationship between firm financial performance and CSR hence,
effective governance mechanisms may promote CSR. This research shows that there is a
positive association between CSR and firm value when taking into consideration both
stakeholder theory and reputation theory. The statistical results indicate that effective
corporate governance mechanisms improve nonfinancial or the social outcomes, namely
CSR as the effective monitoring by shareholders and independent boards has a positive
impact on CSR.

Keywords: Board Characteristics - Corporate Governance Mechanisms - Corporate
Social Responsibility - Profitability - Firm Value - Egypt



Introduction

In the globalization era, the development in the firms” world more rapidly follows
by the increasing in a high competition. Therefore, firm are required to think in a critical
and effective way in order to excel in this competition by having an excellent financial
performance and a high firm value, in addition continues to increase both of them over
time. Increasing the firm value in long—term is one of the most important firm’s goals. In
go public firms, investor’s evaluating to the firm can observed through the firm’s stock
price movement, which transacted in the stock exchanges (Tobing et al., 2013).

Furthermore, the risks and challenges in the firms’ world in increasing rapidly.
Therefore, the implementation of good corporate governance becomes very important.
Good corporate governance mechanism implementation will consistently strengthen the
firm’s competitive position, maximizing the firm value, and managing its resources and
risks more efficiently, which consequently will lead to strengthen the trust of the firm’s
stakeholders. Hence, they can operate and grow sustainably (Windah and Andono, 2013).

Moreover, (Scott, 2007) argued that good corporate governance would provide and
appropriate incentives for the directors to achieve firm’s goals, which meet shareholder
interest. In addition, it will also facilitate the effective monitoring processes. Therefore,
good corporate governance considered as a guideline for managers to manage their firms in
best practices. Through the implementation of corporate governance, directors will require
to make financial decisions that can in turn have benefits to stakeholders by increasing the
firm value and profitability (Nuswandari, 2009).

However, firms, which are not maximal in implementing good corporate
governance, in the end, their investors will abandon them, besides, less appreciated by the
public and institution pressure. In addition it may penalized if based on the firm assessment
the results proved to violate the law. Therefore good corporate governance needed to build
the trust of the public people and the international community and considered as an
absolute requirement for the firms to develop well (Effendi, 2016; Odoemelam and Okafor,
2018; Miralles-Quirds et al., 2019; Uyun, 2016; Tumewu and Alexander, 2014; Johansen,
2016; Monciardini, 2016).

Related to corporate governance, corporate social responsibility (CSR) is one of the
strategies that help in increasing the firm value by building the right image for the
stakeholders. (Wardoyo and Veronica, 2013) argued that CSR disclosure in the annual
report will strengthen the firm's image. In addition it will becomes one of the considerations
which noticed by investors and potential ones to choose to invest in the firm. That because
they will consider that firm provides an image to the community that the firm is no longer



just pursuing profit but also paying attention to the environment and society, which
consequently will increase both firm’s value and profitability.

In addition, help to enhance the firm's image in the society and increase the firm’s
chance to survive and sustain (Thompson and Cowton, 2004; Socoliuc et al., 2018; Ratih,
2011; Retno and Priantinah, 2012; Mukhtaruddin et al., 2019), based on the above
literature, and due to the importance of both firm value and profitability in the competition
world. The researcher want to empirically examine how the board characteristics such as
(board independence, board size and CEO duality), as one of the corporate governance
mechanisms and corporate social responsibility practices might affect the firm’ profitability
and in turn the firm value of the Egyptian listed firms.

Research Aim and Questions

The main aim of this research is to show how the board characteristics (corporate
governance mechanisms) and corporate social responsibility practices affect the firm’
profitability and in turn the firm value of the Egyptian listed non-financial companies.

The research addresses the following questions?

What is the impact of board characteristics on profitability?

What is the impact of corporate social responsibility practices on profitability?

What is the impact of board characteristics on firm value?

What is the impact of corporate social responsibility practices on firm value?

What is the impact of profitability on firm value?

What is the impact of board characteristics on corporate social responsibility practices?
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Literature Review and Hypotheses Development
Corporate Governance Mechanisms and Profitability

Impact of CEO Duality on Profitability

Agency theory indicate that the CEO duality increases the power of the CEO on the
board beside it inhibits the independence plus objectivity between the team of management
and the board which in turn leads to negative impact on firm profitability (Jensen et al.,
1976; Fama et al.,1993). Consequently, because of the independence lack, the board
responsibility in both monitoring and supervising the management will reduce and the
presence of interest conflicts will increase. (Haniffa and Hudaib, 2006) investigated the
impact of CEO duality on firm’s profitability. They used ROA as a proxy to measure the
firm profitability. They found that CEO duality has e negative impact on the ROA. This



means, CEO duality increases the power of the executive one who is more likely to pursue
strategies in his own personal interests and not for the firm interest (Tang, 2017).
Furthermore, (Duru et al.,, 2016) investigated the impact of CEO duality on firm
profitability. They suggested that suggest that CEO duality has a significant negative
impact on the firm profitability. In addition, the non-executive directors play a disciplinary
role in the firm which lead to the management’ opportunism power limitation (Chen, 2014;
Arslan et al., 2014; Kao et al., 2018). Moreover, (Higgs, 2003; Cornett et al., 2008)
documented that the separation of the CEO dual role has a significant positive impact on
the firm profitability. That because it leads to the prevention in the concentration of both
authority and power in one executive person.

In contrast, the stewardship theory and the resource dependence theory (Pfeffer and
Salancik, 1978; Donaldson and Davis, 1991) argues that CEO duality has a positive impact
on firm profitability. That because the CEO duality solve both power and control separation
issues, leading to a positive impact on corporate performance (Amit et al., 2006; Anderson
et al., 2003; Palia et al., 2002; Ramdani et al., 2010). As an example (Elsayed, 2007)
investigated the impact of CEO duality on firm performance. The results indicated that
CEO duality has a mixed and significant impact on the firm profitability which measured
by ROA.

In addition, the results suggest that there are some firms, which can get benefits
from CEO duality plus having higher firm profitability. That because CEO duality can
reduce the cost in a way in which CEO duality eliminates the information transferring
process and processing the cost transactions (Goodwin, 2000). As same important, CEO
duality can reduce the time in decision-making, which in turn lead to the improvement in
the effectiveness of the decision-making process (Peng et al., 2009).

Impact of Board Independence on Profitability

According to the agency theory, the outside directors required to provide an
effective monitoring of firm boards. These outside directors protect stakeholders from
managers’ opportunistic behavior who may seek for private profits (Kiel and Nicholson
2003). A number of empirical studies explored the association between board independence
and profitability. In one from pioneer study, (Klein, 2002) found a negative association
between board independence and profitability in the US. Similarly, (Xie et al., 2003)
indicate to a similar relationship between these variables both board independence and
profitability.

Moreover, by using UK data, (Peasnell et al., 2000) found that in a certain
condition, which is, when the pre-managed earnings fall below the previous year’s reported
earnings, board independence has a positive significant association associated with firm



reporting practices. Besides, the context of Hong Kong, (Jaggi et al., 2009) indicated to a
negative and significant relationship between board independence and profitability. In the
Indian context, (Sarkar et al., 2008) found no significant association between board
independence and profitability by making a comparable studies between firm’s with high
independence board and outside directors with the firm’s with low one and highly inside
structure.

In addition, (Jackling and Johl, 2009) found a positive effect on firm’s profitability
using a data of Indian firms, in Liu et al. above that some studies documented that the more
board independence may provide better overseeing of the overall firm's financial reporting
process (Anderson et al., 2004). Moreover, (Beasley, 1996) found that the proportion of
board independence on the board is inversely related to a high financial statement fraud. In
other words, the mangers of emerging market firms may foresee an easy chance to
manipulate the financial statement through inclining in both projects borrowing and
investing which is more beneficial to their own self-interest rather than to the firms
(Kochhar, 1996; Le et.sl, 2010).

Nevertheless, the firm’s with high board independence will be subject to high
scrutiny, therefore, will be more rational in making investment decisions from that
borrowed money. In addition, the independently monitoring role of the independent board
ensures the transparency and effectiveness of the use of debt (Peng, 2004; Mura, 2007).
Moreover, the external relationships which other firms may help the managers in enhancing
the investments outcomes from borrowed money. Besides, bringing in more outside
mangers may in turn facilitate the firms’ borrowing (Mizruchi and Stearns, 1994).

Impact of Board Size on Profitability

Previous scholars indicated that a larger board may leads to an increased in the pool
of both knowledge and intellect of directors that can utilized for making a good profitable
decisions (Kumar and Singh, 2013; Jensen and Meckling, 1976; Ruigrok et al., 2006;
Dalton et al., 1999). In addition, the larger number of managers on the board also enhances
the ability of the firm in order to form greater external linkages with other managers in the
emerging markets. Moreover, it helps in obtaining favorable and various funding sources to
maximize the profitability to investment the firm’s projects (Goodstein et al., 1994).

Such previous benefits which gains by a larger number of directors on the firm’s
board are particularly important in an emerging market context. Especially, where formal
capital market is not established and functioned well. Besides, most of firms are highly
reliant on the debt financing. Nevertheless, (Jensen, 1993) discussed the rationale for
keeping firm’s boards small. That because when board size increases, it becomes more
difficult for directors to participate in freely way and objectively mind when dealing with



board activities. He also argued that managers of the board might also suffer from the
biases and behavioral issues as other people. This means that the larger boards become
unmanageable and might fail in functioning effectively. In other words, there is a negative
relationship between the sizes of firm’s boards and firm profitability (Black et al., 2012;
Cheng 2008). They also documented that large firm’s board might fail to create a high
value for their stakeholders. Therefore, the smaller firm’s boards can achieve this function
efficiently. Moreover, (Ching et al., 2006) argued that if larger firm’s boards do not create
value for their stakeholders, they might be associated with lower quality of earnings.

Based on the previous illustrated literature, the researchers formed the following
hypothesis:
Hai: Board characteristics have significant positive impact on profitability.

Corporate Social Responsibility Practices and Profitability

Form the literature, Slack resource theory claims that better financial performance
potentially will leads to the enhance in the availability of financial and non-financial
resources, which will provide the opportunity to firms in order to invest in the social
performance domains, such as the community relations, beside the employee benefits, and
the philanthropic donation, or environmental protection. Therefore, if slack resources are
available, the allocation of such resources to the social domain will produce better social
performance. In other words, that doing well will in turn enable firms in doing well (Seifert,
2004).

Therefore, (Waddock, 1997) argued that better firm’s financial performance
considered as an indicator to a greater predictor of better firm’s social performance.
moreover, (Campbell, 2007) indicated that firms’ slack resources are essential determinants
of CSR activities and documented that firms will be less tend to engage in social
responsibilities activities where they are currently relatively have a weak financial
performance. Moreover, (Hasan and Habib, 2017) support the previous results by indicating
that the lower profitability leads to lower engaged in CER activities.

Furthermore, (Scholtens, 2008) investigated the association between CSR and
profitability of US firms. He concluded that there is a significant association between CSR
firm’s profitability. However, the components of CSR such as community involvement,
plus employee relations, and diversity do not have positive relationship with financial
performance when taking into the consideration the firm return and risk. Supporting that,
(Foote, 2010; Mujahid and Abdullah, 2014) who concluded that there is a positive impact
from social activities on the firm financial performance.



Nevertheless, (Igbal et al., 2012) showed that CSR has a negative impact on the
firm market value. In addition, they argued that the CSR activities do not have any impact
on the firm’s financial performance. In other words, there is no significant relationship
between firm’s CSR activities and both firm’s profitability and leverage. In the context
(Olaroyeke and Nasieku, 2015) documented that CSR activities have a moderate positive
impact on the financial performance of manufacturing firms listed on Nigeria Stock
Exchange.

In addition, that manufacturing firms engaged in CSR activities not only for
seeking to enhancing the profitability but also for other reasons such as better firm image,
developing both marketing and advertising strategy, increase employee both satisfaction
and fulfillment, besides improving the firm competitive advantage, and enhance the
productivity and business opportunities. In other words, the firms use CSR strategies not
only to improve their performance but also to strength their legitimacy and reputation

Based on the previous illustrated literature, the researchers formed the following
hypothesis:
H2: Corporate social responsibility practices have significant positive impact on
profitability.

Corporate Governance Mechanisms and Firm Value

Impact of CEO Duality on firm value

CEO duality means that the CEO is also holding the position of the Chairman of the
board of directors. According to (Yang and Zhao, 2014) the duality of post of both the CEO
and the Chairman of the board of directors considered as one of the most debatable
corporate governance issues in recent years. The association between the CEO duality and
firm value examined in numerous researches and circumstances, but the results always
mixed and inconclusive (Wellalage and Locke, 2011). From one hand, some of the
researchers are in the favor of CEO duality in addition came up with the positive
association between CEO duality and firm value on other hand other scholars found a
negative association between CEO duality and firm value.

Furthermore, and with fast evolving work process dynamics, it is important to have
a clear chain of authority and control, and it is not be possible without the role of CEO
duality (Gillan, 2006). The previous opinion supported by (Rouf, 2011) who argued in his
study that there is a positive association between CEO duality and firm value. On other
hand authors such as (Fosberg, 2004; Sanda et al., 2010) indicated that when CEO and
chairperson of the board of directors positions are separate, then there will be more
valuable prepositions for the firm sake.



Nevertheless, other scholars documented that the integration of such power in one
hand is not the norm of today’s work environment. In addition, this power integration will
bring negative effects on the firm value especially in the long- run (Combs et al., 2007).
Moreover, almost similar result showed by (Agrawal and Chadha, 2005) that the same
person should not hold both CEO and chairman of the board of directors.

Impact of Board Independence on Firm Value

Previous scholars indicated that the simplest way to establish and increase the
independence of board in a firm is by finding the presence of the non-executive directors on
the firm board (Gallo, 2005). That because the non-executive directors considered as a
significant elements and factors in the value creation process of the firm (Choi et al., 2007).
Form one hand; there are some researches, which argued the point of view that both board
independence and firm value have negative significant relationship.

In other words, the increasing in the outside and non-executive directors will in turn
decrease the firm value (Bhagat and Bolton, 2008). Similar results found in the research
held by (Dah et al., 2012) which argued that the presence of independent directors will
make the firm operation process more completed. In addition and in most of the cases will
lead to in of decisions making and thus in turn will negatively affect the firm value because
of the delay of the overall firm’s workflow, besides the non-homogeneity with the board of
directors members .

On other hand (Chan and li, 2008; Nazir et al., 2009; Dunstan et al., 2011; Rouf,
2011; Khan et al., 2017) argued that there is a positive significant association between both
board independent director and firm value. Moreover, the presence of non-executive
directors on the firm board might give a positive indicator to the investors and shareholders
especially, and stakeholders generally that the firms affairs are prudently monitored and
highly controlled. Therefore, that will increase the overall public confidence and
subsequently will enhance and add to the firm value (Hassan and Butt, 2009).

Supporting the previous results and according to the agency theory, the large
proportion of the independent directors in the firm’s board will affect in a positive way the
firm value (Ramdani & Van, 2010). That because the presence of independent directors on
the firm’s board will insure the effective and timely monitoring and will also safeguard the
overall interests of shareholders. In addition, the increase in the independence of the board
will lead to on merit the selection of CEO process in order to run the organization (Brickley
et al., 1994; Yermack, 1996).



Impact of Board Size on Firm Value

One of the main proxies to measure the corporate governance is the board size,
which means total number of executive directors on the board. Board of directors has the
charge of ensuring the implementation of overall corporate governance practices (Shleifer
and Vishn, 1997). According to (Malik et al., 2014) the association between both board size
and firm value is still a fundamental issue for scholars. Some researches argued that on
average 5 to 16 members are present at the board of the firm (Yasser et al., 2014).

In addition, there are two schools of considerations, the school of the large board
and the school of the small size board, each school has its own advantages and criticisms.
Moreover, empirical studies results mixed across various countries and different industry
dynamics and still it is a matter of investigation of which school of thought should follow
in a certain situation (Yang et al., 2009). The imperial results in developing countries found
a mix results on the association between the board size as corporate governance mechanism
and firm value (Nazir et al., 2009).

From school of small board size point of view, small board size leads to better
performance, higher firm value and oversight. That because smaller boards have the more
abilities for better communicate, organized coordinate, and help in making effective
decisions (Lipton and Lorsch, 1992; Jensen, 1993; Yermack, 1996; Mak et al., 2005).
Supporting these previous results (Yasser et al., 2011) suggested that the limited number of
executive one in the board of directors has a positive impact on the firm value.
Furthermore, (Rouf, 2011) found a negative association between board size and firm value.
He justify his results by indicate that small boards results in both efficient and smooth
firm’s operations.

Nevertheless, other scholars argued that the board size and firm value have a
positive relationship (Coleman and Biekpe, 2006). (Van den et al., 2004) argued that
resource dependency theory documented that large board size will increases the firm value.
That because various and large members might have managerial talent and skills.
Therefore, they will perform their duties in an efficient way. There is also a point of view,
which argued that large board size has high control on top management. In addition,
managers can monitor the management performance and duties, which will eventually
increase the firm value (Abdullah et al., 2012).

Based on the previous illustrated literature, the researchers formed the following
hypothesis:

Hs: Corporate Governance Mechanisms have significant positive impact on firm
value.
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Corporate Social Responsibility and Firm Value

A growing body of studies examined the association between Corporate Social
Responsibility (CSR) and firm value. These studies showed mixed results (Orlitzky, 2001;
Crisostomo, et al., 2011; Aupperle, 1985). From both the shareholder and neoclassical
economic theory, they considered CSR as a donation from shareholders to stakeholders and
a competitive disadvantage compared to their unresponsive peers that might result in lower
returns, which in turn affect the firm value (Friedman, 1970). Moreover, CSR may be the
outcome of an agency conflict problem between both shareholders and managers (Jensen,
1976). That because managers’ own best interests may drive CSR.

However, other scholars based on the stakeholder theory propose that CSR
positively affects firm value (Trudel, 2009). However, some argue that there is no
relationship between CSR and financial performance (McWilliams, 2000) or, if there is
one, that it is too complex to found (Margolis, 2003). More recently, strategy scholars have
linked CSR to firm value based on firm reputation theory (Godfrey, 2009; Muller, 2011).
They argued that strong reputations for CSR would have the ability in helping to preserve
firm value. In other words, there is a positive association between CSR and firm value
when taking into consideration both stakeholder theory and reputation theory.

Above that there are some scholars argued that that CSR could use as a strategic
method for the stakeholders in order to manage their impact on the firm’s overall
objectives, which in turn increase the firm value, which mean that there is positive impact
from engaging in the CSR on the firm value. In this context, firms can build better
associations with their major and influence stakeholders, and then generate positive
responses through CSR (Haley, 1992). Moreover, they documented that CSR can not only
promote internal employees’ perception of firms identity, but also enhance the firm’s image
and reputation. In addition, increase the value of firm moral capital, which consequently
enhance the firm value (Yuanyuan, 2018).

Based on the previous illustrated literature, the researchers formed the following
hypothesis:

Ha: Corporate social responsibility practices have significant positive impact on firm
value.

Firm Value and Financial Performance

A competitive advantage distinguishes a firm from its peer’s competitors. The
competitive advantages contribute to higher prices, plus more customers, and brand loyalty.
Establishing such an advantage considered as one of the most important goals of any firm.
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In today’s emerging markets, it is essential for the firm’s success. Without it, the firm will
find difficulty in surviving. Competitive advantage maintained to achieve the company’s
goals, especially the shareholders welfare, which can be achieved by optimizing the firm
value, which could reflect by the share price.

(Fatihudin et al., 2018) shows that the increase in firm value usually measured by
the increase in the firm’s stock price in the market and vice versa. A firm’s stock price
reflects stakeholder’s perception plus firm’s ability to earn and grow profits in the future.
The vicissitudes of stock prices can influenced by the condition and firm financial position,
which often changes every period. A healthy firm is a firm, which has a good financial
performance. Therefore, the firm value is high. A high firm value in turn will attract
investors to invest in the firm as such there will be an increase in the firm stock prices
(Harningsih et al., 2019).

Firm value considered as an economic concept, which reflects the value of the firm
success. It is the value which a firm is worthy of at a certain date. Profitability reflects the
firm’s ability to manage and allocate its internal and external resources. Some scholars
indicated that there is a statistically significant impact of profitability on firm value. The
higher firm profitability considered as the primary consideration by stakeholders in making
their investment decisions. Improved profitability expected to increase the firm value, so
that the higher the financial performance, the higher the firm value (Widagdo et al, 2020;
Modigliani and Miller, 1958).

Based on the previous illustrated literature, the researchers formed the following
hypothesis:
Hs: Profitability has significant impact on firm value.

Corporate Governance Mechanisms and Corporate Social Responsibility
Practices

There have been number of studies, which examine the association between
corporate governance mechanism and CSR (Arora and Dharwadkar, 2011; Graves and
Waddock, 1994; Johnson and Greening, 1999; Kock et al., 2012). Although agency theory
indicated that effective corporate governance mechanism leads to better financial firm
outcomes, it is not clear whether this effective corporate governance mechanism also
improve nonfinancial or the social outcomes, such as CSR (Eisenhardt, 1989; Jensen &
Meckling, 1976).

Several studies found that effective monitoring by shareholders and independent
boards has a positive impact on CSR. In other words, if a strong monitoring mechanism
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leads top managers to take decisions aligned with the stakeholder’s long-term interests in
turn a high level of monitoring by large stakeholders and independent boards may
encourage its firms to engage in CSR activities (Shleifer and Vishny, 1997; Coffey and
Fryxell, 1991; Graves and Waddock, 1994; Sethi, 2005). However, others scholars found
that effective monitoring mechanisms had a negative impact on CSR. This is because large
stakeholders and independence of boards of directors could be more shortsighted to the
firm’s financial performance (Guthrie and Sokolowsky, 2010; Oh, Chang, and Cheng,
2016; Arora and Dharwadkar, 2011).

Furthermore, previous researches documented inconclusive results for the
association between corporate governance mechanism and CSR based on the firm financial
performance as a moderator in different causal directions (Marom, 2006; McWilliams and
Siegel, 2000). If governance entities assumed that social responsible decisions enhance the
firm’s financial performance. In other words, there is a positive relationship between firm
financial performance and CSR hence, effective governance mechanisms may promote
CSR.

In contrast, if governance entities assumed that CSR engagement does not improve
the firm financial performance outcomes. In other words, there is a negative relationship
between firm financial performance and CSR hence, effective governance mechanisms may
discourage CSR since they may consider CSR as an overinvestment and a waste of the
firm’s valuable resources (Waddock & Graves, 1997; H. Wang, Choi, & Li, 2008). As
such, it the relationships between corporate governance mechanisms and CSR still
inconclusive.

Based on the previous illustrated literature, the researchers formed the following
hypothesis:

He: Corporate governance mechanisms have significant positive impact on corporate
social responsibility Practices.

Research Conceptual Framework

In figure (1), the researchers present the conceptual framework for the research
variables and hypotheses to show the relationships between them. The left side shows the
corporate social responsibility and the corporate governance mechanisms represented by
the board of director’s characteristics (namely, CEO duality, board size and board
independence) (independent variables), which indicated in the code corporate governance
in Egypt and the related literature. The right side shows the value of the firm (dependent
variable) and profitability as an intermediate variable.
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Figure (1): Research Conceptual Framework
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Research Methodology

This research conducted using data from 45 publically listed non-financial
companies listed in the Egyptian Stock Exchange (EGX) from the year 2015 till 2020.
Financial firms are excluded as they are regulated by different set of corporate governance
instructions due to their distinct financial nature. Financial and secondary data were
obtained from the financial statements and the published annuals reports disclosed by
companies related to their corporate social responsibilities practices and the corporate
governance mechanisms that companies apply.

Research Variables and Regression Model

The statistical relationship between board characteristics, corporate social responsibility
and firm value in existence of profitability as a mediating variable was tested using the
following six multiple regression models:

First regression model, used to examine the impact of board characteristics (corporate
governance mechanisms) on profitability.

Hi: Board characteristics have significant positive impact on profitability.

ROA it= flo+ 1 CEODit + fi Blit+ f3 BSit + fa TQit + fis FSit ++ &t
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Where:

Dependent variable = Profitability (ROA).

Po = denotes a constant of the regression equation.

p1, p2 and Bz = denotes regression coefficient of board characteristics: CEOD, Bl and BS
(denotes regression coefficient of CEO duality, board independence and board size as
indicators for corporate governance mechanisms).

B, and 5 = TQ and FS denotes control variables, regression coefficient of Tobin’s Q and
firm size.

It =Firm i in period t.

Ti = Year fixed effect.

&it = Standard error term.

Second regression model, used to examine the impact of corporate social
responsibility practices on profitability.

H2: Corporate social responsibility practices have significant positive impact on
profitability.

ROA it= o+ p1CSRit + f2 TQit + B3 FSit ++ &it
Where:

Dependent variable = Profitability (ROA).

Po = denotes a constant of the regression equation.

1= denotes regression coefficient of Corporate Social Responsibility Practices (CSR).

B> and f3= TQ and FS denotes control variables, regression coefficient of Tobin’s Q and
firm size.

It =Firm i in period t.

Ti = Year fixed effect.

&it = Standard error term.

Third regression model, used to examine the relationship between board
characteristics (corporate governance mechanisms) and firm value.

Hs: Corporate governance mechanisms have significant positive impact on firm value.

FVi= po+ p1 CEODit + f2 Blit+ f3 BSit + 4 TQit + f5 FSit + é&it
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Where:

Dependent variable = Firm Value (FV).

Po = denotes a constant of the regression equation.

p1, p2 and Bz = denotes regression coefficient of board characteristics: CEOD, Bl and BS
(denotes regression coefficient of CEO duality, board independence and board size as
indicators for corporate governance mechanisms).

B, and s = TQ and FS denotes control variables, regression coefficient of Tobin’s Q and
firm size.

It =Firm i in period t.

Ti = Year fixed effect.

&it = Standard error term.

Fourth regression model, used to examine the relationship between corporate social
responsibility and firm value.

Ha: Corporate social responsibility practices have significant positive impact on firm
value.
FVii= fo+ p1 CSRit + 2 TQit + f3 FSit + &it

Where:

Dependent variable = Firm Value (FV).

Po = denotes a constant of the regression equation.

1= CSR denotes regression coefficient of corporate social responsibility practices.

P2 and f3 = TQ and FS denotes control variables, regression coefficient of Tobin’s Q and
firm size.

It =Firm i in period t.

Ti = Year fixed effect.

&it = Standard error term.

Fifth regression model, used to examine the relationship between profitability and
firm value.

Hs: Profitability has significant impact on firm value.

FVi= o+ f1 GPMit + 2 ROA: + fs ROEi+ B2 TQit + fs FSit + it
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Where:

Dependent variable = Firm Value (FV).

Po = denotes a constant of the regression equation.

p1, B> and Bz = denotes regression coefficient of GPM, ROA, ROE denotes regression
coefficient of gross profit margin, return on assets, return on equity as measures for
profitability.

B, and 5 = TQ and FS denotes control variables, regression coefficient of Tobin’s Q and
firm size.

It =Firm i in period t.

Ti = Year fixed effect.

&it = Standard error term.

Sixth _regression _model, used to examine the relationship between corporate
governance mechanisms and corporate social responsibility practices.

He: Corporate governance mechanisms have significant positive impact on corporate
social responsibility practices.

CSRit= po+ 1 CEODit + f2 Blit + f3BSit + pa TQit + f5 FSit + &it
Where:

Dependent variable = Corporate Social Responsibility Practices (CSR).

Po = denotes a constant of the regression equation.

p1. B2 and B3 = denotes regression coefficient of board characteristics: CEOD, Bl and BS
(denotes regression coefficient of CEO duality, board independence and board size as
indicators for corporate governance mechanisms).

Bs and fs = TQ and FS denotes control variables, regression coefficient of Tobin’s Q and
firm size.

It =Firm i in period t.

The definition and measurement of the independent and dependent variables used in testing
the research hypotheses are presented in table (1).
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Table (1): Research Variables, Definitions and Measures

Dependent and Definition Measure
Independent Variables
Corporate Governance | CEO Duality occurs when | To measure the CEO duality

Mechanisms (CG)
Board Characteristics:
- CEO Duality (CEOD)

- Board
(BI)

Independence

- Board Size (BS)

the same CEO is the chairman of
the board of directors.

(CD) as an independent
variable, we give value one
(1) when the CEO also
occupies the position of the
chairman and give zero (0)
when the CEO is not the
same person who occupies
the chairman post.

Board Independence, a member
of the board of directors is
considered independent if he is not
an investor in the company and is
not involved in its daily operation
in an executive way.

Board independence ratio
is measured by dividing the
number

of independent directors
(outside / non-executive) by
the total number directors on
the board.

Board Size is the total number of
inside executive and outside non-
executive directors on the board.

Board size (BS) measured as
a small or large based on the
number of directors on the
board.

Corporate Social
Responsibility practices
(CSR)

Corporate Social Responsibility
practicesare a  management
concept  whereby  companies
integrate social and environmental
concerns in  their  business
operations and interactions with
their  stakeholders.  Corporate
responsibility (CR) is about the
impact an organization makes on
society, the environment and the
economy. Having an effective CR
program contributes positively to
all stakeholders as well as adding
value for the organization itself,
and ensures it operates in a
sustainable way.

The Corporate Responsibility
Index (CRI) developed to
enable the quantification of
the qualitative CSR data
obtained from the company
annual reports.

CRI is a management and
benchmarking tool produced
and designed to assist
managers enhance
their CSR performance and to
allow  benchmarking  of
companies on certain aspects
of CSR.

Firm Value (FV)

Firm Value is the market value
that a company is worthy of at a
particular date.

Firm value is measure by
multiplying the number of
outstanding of by the shares
market share price.
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Gross Profit

(GPM)

Margin

Gross Profit Margin Ratio is
used to evaluate the
company's financial position. High
gross profit margin ratio indicates
is a signal effective and efficient
management practices.

Gross profit margin ratio is
measured by dividing net
income by net sales.

Return on Assets (ROA)

Return on Assets reflects how a
firm effectively and efficiently
utilizes its available resources.

ROA as a ratio is the net
income divided by average
total assets.

Return
(ROE)

on  Equity

Return on Equity means how the
company’ management is able to

generate  income  from  the
investment of shareholders
through increasing productivity

and profits in a sustainable way.

ROE measured as a ratio by
dividing the net income by
average shareholder’s equity.

Market Performance:
Tobin's Q (TQ)

Tobin’s Q measures the degree in
which the company generates for
its shareholders. It compares the
book value of its assets to how
much more a company is worth.

Tobin's Q = Market value of
equity + Book value of short
term liabilities) + Book value
of total assets.

Firm Size (FS)

The total assets of the company.

Natural logarithm of average
total assets.

Statistical Results and Analysis

Linear OLS Panel Regression Models

Model Structure View:

Typically, data set has a cross sectional observations among different companies
and re-sampled at a certain period of time, so a balanced Panel data regression will be most
applicable to represent such a linear relationship and the model equation will be written as

the following:

Where:

Yie = Bot+ B1X1e + -+ BiXir + €3

= f,: The estimated constant term.

B;: The estimated independent Parameter coefficient.
y: The dependent variable.

x: The independent variable.

i: The Country Number.
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t: Referring to the year.
€: Model white noise error.

Steps of constructing a Panel Regression Model:

Set the time series variable and the cross-section variable in order to identify the
panel regression model.

Run a pooled Panel Regression and show the model significance result.
Apply F-test to determine which more significant pooled or fixed model is.

Apply Breusch-Pagan test to determine which is more significant Pooled or
Random model is.

Apply Hausman test to determine which is more significant Fixed or Random
model is.

“In the three tests: F-test, Breusch-Pagan test, and Hausman test if the

P-value < 0.05, accept the alternative hypothesis”.

Pooled OLS: The simplest estimator for panel data is pooled OLS. In most cases
this is unlikely to be adequate, but it provides a baseline for comparison with more
complex estimators.

Run normality to make sure that Residuals variance is normal within your model.

Performing the model diagnostics tests:

e White Stability test for random error variation:
The regression models and the OLS method are based on several assumptions,
including the constancy of homoscedasticity by which the mean should be equal
to zero, and if the Heteroscedasticity variation is used, some methods are used to
overcome this problem, such as the White test. The null hypothesis is that the
model has a problem of random error instability if p-value is greater than 0.05.

e Normality of residuals:
The residuals of the forecasting model must follow the normal distribution
normal distribution in the long run with mean equals zero and variance equals
one, a Chi-square test is used for testing the normality with the criteria that if the
p-value is greater than 0.05 this means that the residuals are normally
distributed.

e Ramsey RESET test for model specification:
This test is used to determine whether the model contains all the appropriate
variables and excludes all irrelevant variables to ensure that the model estimated
coefficients are not biased. This is done through the Ramsey RESET Test, and

20



the decision criterion is to accept the null hypothesis that the study model
includes all the appropriate variables P-value was greater than (0.05).

e Variance Inflation Factors:
Minimum possible value = 1.0 and the values > 10.0 may indicate a collinearity
problem.

e Goodness of fit tests:
There are many measures of accuracy and performance of the forecasts.
Commonly, the mean absolute error (MAE), root mean squared error (RMSE)
and mean absolute percentage error (MAPE) are the most used measures.

= Show the graphical representation of your forecasted values within the standard
error of the model.

The six panel models for Estimating the three Multiple Linear Panel
Reqgression Equations

After applying the pooled panel regression for the six models and performing the
panel models diagnostics, it’s found that the most fitted linear panel model for
estimating return on assets (ROA) in model (1) and (2) is the random effect linear
regression model, the most fitted linear panel model for estimating firm value (FV) in
model (3), (4) and (5) is the random effect linear regression model and also the most
fitted linear panel model for estimating corporate social responsibility (CSR) in model
(6) is the random effect linear regression model.

The six random effect linear panel models all showed a high level or residuals
stability for long run by using white test for Heteroscedasticity and Chi-square test for
normality of residuals, Also the six models independent variables and controlling
variables have showed a low level of VIF which means that the they don’t suffer from
multicollinearity, and finally Ramsey Reset test for irrelevant variables showed that all
variables are relevant and there is no need for adding or removing variables from any of
the three models.

The following six tables (2), (3), (4), (5), (6) and (7) summarize the six linear panel models.

Table (2) shows the statistical results for the first regression model used to examine the
impact of board characteristics (corporate governance mechanisms) on profitability.
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Table (2): Random Effect Linear Panel Model for Estimating ROA

Model Rgndom effect Depe.ndent ROA
linear Panel variable VIF Test
Independent variables| Coefficient | Z-value | p-value |Significance
constant 1.96561 8.939 | <0.0001
CEOD 0.672517 4.185 | <0.0001 1.048
BI —0.417810 —2.246 | 0.0247 1.003
TQ 0.00918495 | 2.5760 | 0.0236 1.050
FS 0.121965 2.3360 | 0.0169 1.026
Adjusted R-squared 42.86%
F-test P —value
Ramsey RESET overall Test
1.59514 0.205
. Chi-square P —value
Overall test of Heteroscedasticity
110.511618 0.0451657
i . Chi-square P —value
Normality of Residuals
8.74626 0.05900

Source: Prepared by the researchers.

From the previous table it is concluded that:

= The overall Random model is significant with adjusted R-squared value of 42.86%
which means that the significant independent variable and the controlling variables
explain the change in the ROA by 42.86%.

= All the independent variables and the controlling variables have significant impact
on ROA as all their p-value is less than 0.05.

= CEOD, Tobin's Q and firm size have a positive significant impact on company’s
profitability, while board independence has a significant negative relationship with
company’s profitability.
= The overall equation for forecasting the ROA is:

ROA;, = 1.96561 + 0.672517 CEOD;, — 0.30.417810 BI;, + 0.00918495 TQ,;
+00.121965 FS;,

22




Table (3) shows the statistical results for the second regression model used to examine
the impact of corporate social responsibility practices on profitability.

Table (3): Random Effect Linear Panel Model for Estimating ROA

Model Rz_;mdom effect Depe_ndent ROA
linear Panel variable VIF Test
Independent variables| Coefficient | Z-value | p-value |Significance
constant 1.65557 6.568 | <0.0001
CSR 0.28732 7.9784 | <0.0001 1.029
TQ 0.124671 2.7733 | 0.0394 1.043
FS 0.140501 3.3866 | 0.0279 1.023
Adjusted R-squared 52.65%
F-test P —value
Ramsey RESET overall Test
1.04406 0.354
. Chi-square P —value
Overall test of Heteroscedasticity
144.329772 0.026212
. i Chi-square P —value
Normality of Residuals
2.59966 0.091100

Source: Prepared by the researchers.

From the previous table it is concluded that:

= The overall Random model is significant with adjusted R-squared value of 52.65%
which means that the significant independent variable and the controlling variables
explain the change in the ROA by 52.65%.

= All the independent variables and the controlling variables have significant impact
on ROA as all their p-value is less than 0.05.

= Corporate social responsibility, Tobin's Q and firm size have a positive significant
impact on company’s profitability.

= The overall equation for forecasting the ROA is:

ROA;, = 1.65557 + 0.28732 CSR;, + 0.124671 TQ,r + 0.140501 FS;,
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Table (4) shows the statistical results for the third regression model used to examine the
impact of board characteristics (corporate governance mechanisms) on firm value.

Table (4): Random Effect Linear Panel Model for Estimating FV

Model Rz_;mdom effect Depe_ndent EvV
linear Panel variable VIF Test
Independent variables| Coefficient | Z-value | p-value |Significance
constant 16.1257 34.80 | <0.0001
CEOD 0.75606 12.9127 | <0.0001 1.048
BI 0.31836 7.801 | <0.0001 1.003
TQ 0.29687 6.451 | <0.0001 1.050
FS 0.35556 6.880 | <0.0001 1.026
Adjusted R-squared 77.02%
Ramsey RESET overall Test Ftest P value
y 1.24868 0.289
. Chi-square P —value
Overall test of Heteroscedasticity
117.142281 0.0192881
. . Chi-square P —value
Normality of Residuals
112.8233 0.06020

Source: Prepared by the researchers.

From the previous table it is concluded that:

= The overall Random model is significant with adjusted R-squared value of 77.02%
which means that the significant independent variable and the controlling variables
explain the change in the FV by 77.02%.

= All the independent variables and the controlling variables have significant impact
on FV as all their p-value is less than 0.05.

= CEOD, board independence, Tobin's Q and firm size have a positive significant
impact on firm value.

= The overall equation for forecasting the FV is:

FV;, = 16.1257 + 0.75606 CEOD,, + 0.31836 BI,, + 0.29687 TQ,r
+0.35556 FS;,
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Table (5) shows the statistical results for the fourth regression model used to examine
the impact of corporate social responsibility practices on firm value.

Table (5): Random Effect Linear panel model for estimating FV

Model Rz_;mdom effect Depe_ndent EvV
linear Panel variable VIF Test
Independent variables | Coefficient | Z-value | p-value |Significance
constant 16.2243 36.60 | <0.0001
CSR 0.110775 7.035 | <0.0001 1.029
TQ 0.291309 11.438 | <0.0001 1.043
FS 0.378822 11.718 | <0.0001 1.023
Adjusted R-squared 81.46%
F-test P —value
Ramsey RESET overall Test
1.339 0.264
. Chi-square P —value
Overall test of Heteroscedasticity
110.965047 0.0203688
. i Chi-square P —value
Normality of Residuals
2.1523 0.05070

Source: Prepared by the researchers.

From the previous table it is concluded that:

= The overall Random model is significant with adjusted R-squared value of 81.46%
which means that the significant independent variable and the controlling variables
explain the change in the FV by 81.46%.

= All the independent variables and the controlling variables have significant impact
on FV as all their p-value is less than 0.05.

= Corporate social responsibility, Tobin's Q and firm size have a positive significant
impact on firm value.

= The overall equation for forecasting the FV is:

FV;, = 16.2243 + 0.110775 CSR;, + 0.291309 TQ,; + 0.378822 FS;,
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Table (6) shows the statistical results for the fifth regression model used to examine the
impact of profitability on firm value.

Table (6): Random Effect Linear Panel Model for Estimating FV

Model Rz_;mdom effect Depe_ndent EvV VIE
linear Panel variable Test
Independent variables | Coefficient |Z-value |p-value|Significance
constant 12.1105 5.573 |<0.0001
GPM 0.272625 2.053 |0.0401 1.128
ROA 0.177042 2.307 |0.0337 4.369
ROE 0.436375 3.264 |0.0040 4.568
TQ 0.357811 3.791 ]0.0032 1.020
FS 0.305319 7.597 |<0.0001 1.022
Adjusted R-squared 62.99%
F-test P —value
Ramsey RESET overall Test
0.876498 0.418
Overall test of Heteroscedasticity Chi-square P value
33.299051 0.031276
Normality of Residuals Chisquare P value
3.1077 0.07910

Source: Prepared by the researchers.

From the previous table it is concluded that:

= The overall Random model is significant with adjusted R-squared value of 62.99%
which means that the significant independent variable and the controlling variables
explain the change in the FV by 62.99%.

= All the independent variables and the controlling variables have significant impact
on FV as all their p-value is less than 0.05.

= All profitability indicators (namely, gross profit margin, return on assets and return
on equity) and also the control variables: Tobin's Q and firm size have a positive
significant impact on firm value.

= The overall equation for forecasting the FV is:

FV;, = 12.1105 + 0.272625 GPM;, + 0.177042 ROA;, + 0.436375 ROE;
+0.357811 TQ;; + 0.305319FS;,

26



Table (7) shows the statistical results for the sixth regression model used to examine the
impact of corporate governance mechanisms on corporate social responsibility
practices.

Table (7): Random Effect Linear Panel Model for Estimating CSR

Random effect Dependent
Model linear Panel variable CSR VIF Test

Independent variables| Coefficient | Z-value |p-value |Significance

constant 0.715800 10.86 |[<0.0001

CEOD 0.586362 6.123 |<0.0001 1.048

Bl 0.495967 9.337 |<0.0001 1.003

TQ 0.122157 2.691 | 0.0071 1.050

FS 0.585603 2.554 10.0396 1.026

Adjusted R-squared 46.15%

Ramsey RESET overall Test Ftest P value
1.10415 0.333

Overall test of Heteroscedasticity Chisquare P value

112.996431 0.048087

Normality of Residuals Chi-square P — value

8.12330 0.05001

Source: Prepared by the researchers.

From the previous table it is concluded that:

= The overall Random model is significant with adjusted R-squared value of 46.15%
which means that the significant independent variable and the controlling variables
explain the change in the CSR by 46.15%.

= All the independent variables and the controlling variables have significant impact
on CSR as all their p-value is less than 0.05.

= CEOD, board independence, Tobin's Q and firm size have a positive significant
impact on corporate social responsibility.

= The overall equation for forecasting the CSR is:

CSR;, = 0.715800 + 0.586362 CEOD;, + 0.495967 BI;, + 0.122157 TQ,r
+0.585603 FS;,
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The forecasting charts of the six linear panel models are presented in figure (2).

Figure (2): The Forecasting Charts of the Six Linear Panel Models
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Table (8) summarizes the results of the six linear panel regression models and their
hypotheses.

Table (8): Summary Table

Model
First Second Third
Accept the Accept the Accept the
Significance Hypothesis Hypothesis Hypothesis
Significant Significant s
. . . . Significant
Relationship Relationship . A
. . Relationship exists
Overall exists exists
Hypothesis Accept Ha: Accept Hz: Accept Hs:
Board Corporate social Corporate
Alternative characteristics responsibility governance
. have significant ractices have | mechanisms have
Hypothesis g P
yp positive impact significant significant positive
on profitability. | positive impact impact on firm
on profitability. value.
Forth Fifth Sixth
Accept the Accept the Accept the
Significance Hypothesis Hypothesis Hypothesis
Significant Significant -
. . . . Significant
Relationship Relationship . N
. . Relationship exists
exists exists
Overall Accept Ha: Accept Hs: Accept Hs:
Hypothesis Corporate Profitability has Corporate
social significant governance
Alternative responsibility impact on firm | mechanisms have
Hvpothesis practices have value. significant positive
yp significant impact on
positive impact corporate social
on firm value. responsibility
Practices.

Source: Prepared by the researchers.
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Conclusion

This research examines the relationship between corporate governance mechanisms
mainly board characteristics (namely: CEO duality, board size and board independence) on
firm value using profitability as an intermediate variable in the Egyptian listed non-
financial companies. Using a research sample of 45 firms during the period 2015-2020, we
run six multiple regression models to test the impact of CEO duality, board independence,
board size, gross profit margin, ROA, ROE and Tobin’s Q and firm size as a control
variables on firm value. Consistent the results reported by many previous researchers, we
found that CEOD, Tobin's Q and firm size have a positive significant impact on company’s
profitability, while board independence has a significant negative relationship with
company’s profitability. Moreover, Findings shows that corporate social responsibility,
Tobin's Q and firm size have a positive significant impact on company’s profitability. In
addition, the statistical results show that corporate social responsibility, board
characteristics as required by corporate governance practices, Tobin's Q and firm size have
a positive significant impact on firm value.

Furthermore, all profitability indicators (namely, gross profit margin, return on
assets and return on equity) and also the control variables: Tobin's Q and firm size have a
positive significant impact on firm value. Finally, statistical results shows that CEOD,
board independence, Tobin's Q and firm size have a positive significant impact on
corporate social responsibility.

In summary, related to corporate governance, corporate social responsibility (CSR)
is one of the strategies that help in increasing the firm value by building the right image for
the stakeholders. CSR disclosure in the annual report will strengthen the firm's image. In
addition it will becomes one of the considerations which noticed by investors and potential
ones to choose to invest in the firm. That because they will consider that firm provides an
image to the community that the firm is no longer just pursuing profit but also paying
attention to the environment and society, which consequently will increase both firm’s
value and profitability.
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