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Abstract

Managers can maximize shareholders' wealth by managing variables in the financial
structure (such as capital structure, dividend, and investment). Using corporate governance
mechanisms, shareholders try to guide managers in this direction. The sample of this
research is the statistical tests in past experimental studies that experimentally tested the
research hypotheses. In this research, with the meta-analysis approach (in seven stages),
the influence of the aforementioned variables on corporate governance and their effect on
financial performance is tested. Due to the presence of three intermediate variables, three
hypotheses about the effect of corporate governance on the mentioned variables and three
hypotheses about the effect of intermediate variables on financial performance, and one
hypothesis on the direct effect of corporate governance on financial performance were
designed and 64 studies including a total of 260 effect size (r type) that their publication
dates were between 1993 and 2019 were meta-analyzed. In the groups of the sample where
the effect sizes were divergent, the random effects method, and for the convergent cases,
the fixed effects method was used to calculate the cumulative effect size. Based on the
results, corporate governance affects financial performance, capital structure, dividends,
and investment. In addition, all three variables of capital structure, dividend, and
investment have a significant influence on financial performance. For each hypothesis,
after determining the size of the joint effect, a robustness test has been performed and
analyzed on the results.

Keywords: Dividends, Corporate Governance, Capital Structure, Investment, Financial
Performance.

Introduction directly (Che et al., 2008). It is expected

In many past studies, the impact of that corporate governance will lead to the
corporate governance on the company's improvement of financial performance
financial performance has been measured not directly but through the impact on

some structural variables of the company.
If these variables do not have a favorable
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impact on corporate governance or on
performance, the impact of corporate
governance on performance will be
distorted. In this research, the effect of
corporate governance on mediating
variables and the effect of mediating
variables on financial performance are
tested with a meta-analysis approach.
After meta-analyzing about 110 studies
searched with the keywords of corporate
governance and financial performance,
the mediating variables identified are
capital structure (Hussainey and Aljifri,
2012), dividend (Elmagrhi, et al. 2017),
and investment (Sharma, 2012). Optimal
capital structure as a structure for which
the wealth of shareholders is maximized
is one of the mediators of corporate
governance and performance. While the
dividend is one of the important factors
studied by previous studies in
maximizing shareholders' wealth.
Opportunistic managers use the extra
cash for their self-serving. With the
effective implementation of corporate
governance mechanisms, dividend policy
works to overcome agency problems
(Ogden, et al., 2003). Does corporate
governance influence  management
actions? Do companies with different
degrees of governance experience
different managerial practices? Do
management practices facilitate the
achievement of the goal of maximizing
shareholders™ wealth? And in general, has
the development of corporate governance
directly or indirectly affected the
company's financial performance? These
are the questions that the authors were
motivated to find answer to solve the
functional  paradox of  corporate
governance and performance.

Methods & Material

The meta-analysis of this research has
been implemented in seven stages. In the
first stage, corporate governance as an
independent variable, financial
performance as a dependent variable, and

capital  structure,  dividend, and
investment as intermediate variables were
defined. In the second stage, three main
steps, including determining keywords,
determining databases, and searching for
studies, were implemented. Indexing
databases include Science  Direct,
Emerald, Google Scholar, SSRN,
ResearchGate, Jstor, and Semantic
Scholar and keywords include
“Corporate  governance, Board of

directors, Board independence,
Ownership, Concentration, Institutional
ownership,  Performance, Financial

performance, ROE, ROS, ROA, Tobin’s
Q, EVA, Return on equity, Return on
Sales, Return on assets, Economic value
added, Capital expenditure, Corporate
investment, Positive NPV  projects,
Dividend, DPS, Capital structure, Debt
ratio, and Leverage ratio”. In the third
stage, after applying the conditions: 1)
the subject of the research is following
one of the hypotheses of this meta-
analysis, 2) the information necessary to
calculate the effect size is reported, and
3) the study is correlational. 64 published
studies including 260 empirical tests (the
sample of this research) were meta-
analyzed between 1993 and 2019. In the
fourth  stage, general information,
information related to the effect size, and
information necessary for the reliability
test were extracted, sorted in the form of
an Excel spreadsheet, and entered into the
CMA software for the next steps. In the
fifth step, the effect size was calculated
for each member of the sample (each
test). In cases where the correlation
coefficient between the independent and
dependent variable has been calculated,
the correlation coefficient has been
recorded as the r effect size. In cases
where the regression analysis method was
used, the t statistic corresponding to each
regression coefficient was converted into
the effect size r with the following
formula (Rosenthal, 2001).
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where “t” is the value of the test
statistic,c and n is the number of
observations in the empirical test in the
field study. In the sixth step, the
cumulative effect size was calculated for
each hypothesis. After testing the
hypotheses using the significance of the
cumulative effect size, it has been tried to
check the robustness of the results by
changing the research conditions.

Findings

In all hypotheses, the common effect
size is divergent, that is, it is related to a
group of different effect sizes with high
deviation, and the random effects method
is used for calculating the cumulative
effect size. The results indicate the
rejection of the null hypothesis related to
all hypotheses. In other words, the effect
of corporate governance on financial
performance and all three mediating
variables and the effect of all three
mediating  variables on financial
performance are confirmed. Therefore,
based on the meta-analysis of past
studies, capital structure, dividends, and
investment play a mediating role between
corporate governance and financial
performance. To robustness check the
results, the answer to this question is
considered: Does the relationship
between corporate governance and
financial performance change with
changing the research conditions? The
conditions that are the basis of the
robustness check include the country's
development, the corporate governance
index, and the time of the study. That is,
it is checked that when the tests are
separated based on the development of
the countries, the time of the empirical
study, and the indicators of corporate
governance, do the results remain the
same? The robustness check results show
that in developed countries the results of

hypothesis 1 remain stable, but the
impact of investment and dividends on
financial performance is not. The time of
empirical studies was categorized into
three subperiods (2005-2009), (2010-
2014), and (2015-2019). The direct
relationship between corporate
governance and financial performance
and capital structure, even though it was
positive and significant in the whole
sample and the past, in recent years, has
become insignificant. The impact of
dividends and investment on financial
performance and the impact of corporate
governance on investment in recent
years, i.e., from 2015 to 2019, has been
positive and significant. In other words,
these five relationships have changed
from a negative state in the past years to a
significant positive state in recent years.

Conclusions and Results

During the first hypothesis test, the
existence of a positive relationship
between corporate governance and
financial performance and the repetition
of this relationship in developing and
developed countries have shown the
success of shareholders in directing
management and governance policies to
protect their wealth. This effect on the
level of financial performance indicators
due to the positive and significant impact
on asset return, equity return, and Q-tubin
shows that the corporate governance
system has been able to align the
accounting and market indicators of
financial  performance. Since the
independence of the board of directors
and the audit committee has the greatest
impact on  financial  performance
(Buallay, et al., 2017; Kajola, 2008;
Merendino & Melville, 2019), it is
appropriate for shareholders to try to
ensure that the board of directors is not
empty of independent directors and that
internal audit and a strong internal
control system are under the supervision
of independent members of the board.
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The positive relationship  between
corporate  governance and capital
structure, and dividends, as well as its
significant relationship with financial
performance (especially return on equity
and return on assets) and the
strengthening of both relationships in the
last five years, allow this index to be one
of the mediators of performance.
Shareholders have managed to direct the
company's financial policies to improve
financial performance through corporate
governance. This and the effective role of
many corporate governance indicators
show the effectiveness of the corporate

governance system in this regard.
Investment is the last mediating variable
between corporate governance and
financial performance. The positive
relationship of this variable with
corporate governance and financial
performance (especially return on assets
and Q-Tobin) has made it accepted as one
of the mediators of these two variables in
this research. It means that the
shareholders have been able to control
the investment policies of the
management and improve the financial
performance criteria  through that.
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