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Abstract

Researchers have often examined corruption based on perceptual criteria and nationally. The innovation of this research was to take the two
advantages of objective documentation and local dimensions in defining the corruption index. This study used a local and objective variable
of corruption by comparing the sample data consisting of the selected companies of Tehran Stock Exchange (TSE) during the period of 2006-
2013 in regions with high and low corruptions. Analysis of the financial return of firms at the regional level showed that the existence of
corruption at the provincial level increased Return on Assets (ROA) and Tobin’s Q. This study also examined the relationship between
corruption, corporate governance, and firm financial return by using the panel data method. The results revealed the positive effect of corruption
on the firm’s ROA and Tobin’s Q, while board independence and ownership concentration did not have a significant relationship with ROA
and Tobin’s Q.
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Introduction

Firms are considered to be the main sources of job creation, economic growth, and development of societies and are of great importance
to governments. Therefore, identifying the positive and negative factors affecting the financial return of firms and trying to manage
them properly provide a powerful tool to support them. Given the importance of recognizing corruption and its effects and the effective
role of corporate governance in corporate returns as the economic factors affecting economic growth, the main aim of this study was
to investigate the relationship between corruption, corporate governance, and firm’s financial return. It should be noted that the study
of corruption at the provincial level and its effects on the firm’s financial return has not been done in Iran; it was examined for the first
time in this study.

Method and Data

In this research, 34 selected companies of Tehran Stock Exchange (TSE) during the 8-year period of 2006-2013 were examined. To
provide the required statistics and information about the firms, the documented data published by Tehran Securities and Exchange
Organization were used. The provincial corruption data were extracted from the Statistical Center of Iran and the statistical yearbook.
A univariate test was done to evaluate the difference between Return on Assets (ROA) and Tobin’s Q in two regions of high and low
corruptions. The comparison was done after calculating the average ROA and Tobin’s Q of the companies in each region.
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To examine the impact of corruption, board independence, and ownership concentration on the firm's financial return, the following
relationships were considered:

ROAw = Bo + BiCorruptions + f2Board Independency: + S30wnership Concentration:t + B4Sizex + fsAgei + BeLeveragei + f7Cashi
+uit (1)

where ROA:x (return on assets) is a dependent variable and Bo is the intercept; Corruptions, Board Independency:, and Ownership
Concentrationg are independent variables; the control variables include Sizei (size of firm), Agex (firm age), Leverage: (financial
leverage), and Casha (cash ratio); and wxt is the error term. In Equation 2, by replacing ROA with Tobin’s Q (ratio of market value to
firm book value) in the above model, we will have:

TobinQit = Bo + PiCorruption: + B2Board Independencyit + SsOwnership Concentration: + S4Sizei + BsAgei + Bsleverage: +
BrCashit + it (2)

Findings

According to the values in Table 1, which shows the descriptive statistics information of the research variables, it can be said that the
variables have a balanced distribution and relative symmetry. The results of Independent Samples Test showed that the ROA and
Tobin’s Q of the firms located in the region with high corruption compared to those in the region with low corruption were significantly
higher. The results are presented in Table 2.

Since the regression method used here was panel data, the model estimation was confirmed by the panel method with fixed effects after
performing Levin, Lin and Chu, F-Limer, Hausman, and Pesaran unit tests. The results of estimation by the Equation 1, which examined
the effects of the variables on the ROAs of the companies are displayed in Table 3. These results confirmed the hypothesis that the
relationship between corruption and ROA was positive and significant and rejected the hypothesis that the effects of board
independence and ownership concentration on firm asset returns were significant. Table 4 reports the results of estimating the effects
of the variables on the ratios of market value to the book value of the firms (Tobin’s Q) by Equation 2. These results confirmed the
hypothesis that the relationship between corruption and Tobin’s Q was significant and positive and rejected the hypothesis that the
effects of board independence and ownership concentration on Tobin’s Q were significant.

Conclusion and discussion

The average ROA and Tobin’s Q in the firms located in the region with high corruption was significantly higher than those in the firms
located in the region with low corruption. Its reason could be circumventing the complicated, lengthy, and time-consuming bureaucracy
process by paying bribes in the more corrupted areas. Therefore, the geography of corruption seemed to affect the financial returns of
firms. The relationship between corruption and financial return was positive and significant. This relationship was consistent with the
univariate test findings of the independent samples. Confusing the policies and laws in production, trade, and investment seemed to
have limited corporate strategic policies and allowed the bureaucracy to abuse power. In such a situation, the firms considered the costs
of corruption less than the costs of challenging the bureaucracy. The presence of non-executive directors on the board and the boards
governed by non-executive directors had not been able to have a positive effect on ROA and Tobin’s Q. The reason could be the role,
which the executive managers played in selecting non-executive managers. The relationship of major shareholder ownership with ROA
and Tobin’s Q was not significant, which might be due to the lack of supervision of the major shareholder over the firms’ performance
resulting in the prominent role of the state-owned enterprises as major shareholders that were less sensitive to the private sector.
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