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Abstract:
In this research, through taking Tobin’s q and ROE as the performance proxy variables and using
panel data model for the empirical research, we mainly studied the relationship between the
corporate governance and the corporate performance of the listed companies in Taiwan stock
market from year 2010 to 2012 with the shareholders exercising the proposal rights. The results
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members are in the significant negative correlation with the corporate performance of the listed
companies at the stock market. The corporate governance index and the corporate performance are
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and the corporate performance are in significant negative correlation.
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I. Introduction 
There happened some serious finance and stock market crisis caused by the issues of 
accounting fraud, manipulation of profit and loss, inflating earnings and assets, 
underestimating liabilities and loss, substantial costs improper capitalization, and CPA 
making financial statement fraud. From year 1998 to 2010, there were over 45 listed 
companies at the Taiwan stock exchange market having finance crisis. Bebchuk(2005) 
Through the authorization letters, the managers could select the preferred 
shareholders to be the board members. Since so, there is no way to supervise 
self-serving managers to prevent them from acting improper to hurt the rights and the 
profits of the shareholders. Since no trust to the board members, the activist 
shareholders intend to impact the company decisions through the active ways, such as 
shareholder proposals and personal negotiations. Nowadays, shareholder activism has 
turned to be an important power (Thomas and Cotter, 2007) which gradually increases 
the influence on the company administration and performance. A common example of 
shareholder activism is shareholder proposals. Some scholars stated that shareholder 
proposals would help to maximize the expected company profits. Moreover, 
shareholder proposal is an effective way to eliminate agency problem, and works well 
on processing external control, ceasing argument, increasing the positive abnormal 
returns, and supervising the company administration. (Bebchuk(2005), Gompers et 
al.(2003), Cǔnat et al. (2012)) However, some scholars pointed out that shareholder 
proposal would not benefit the maximizing of the expected company profits. Harris and 
Raviv(2010) thought  the shareholders exercising proposal rights might drawback the 
benefits of other shareholders because having the conflict in interest with other 
shareholders, or being in short of the information. Looking around the documentation of 
shareholder proposals, we found that more study targets focused on the companies in 
the USA. And, the related studies tended to concentrate at the influence of the 
shareholder votes, the roles of the shareholder proposal for corporate governance, and 
the possibility of making profit for the shareholders if the cooperate governance getting 
improved. In such related subjects, there are only few researches taking UK and the 
European countries as the study target. Most studies of active shareholders and 
shareholder proposal in Taiwan focused at legal related fields.  
 
In this research, we studied the listed companies selected from Market Observation 
Post System(MOPS).The listed companies at Taiwan stock market over-the-counter 
market from year 2010 to 2012 were selected as the samples. Through tracing panel 
data model analysis, we studied the influence of the shareholder proposals on the 
ownership structure, supervision mechanism, salary, and corporate governance index 
to the company performance.  
This research is different from other similar studies at two points listed as follows.  
(1) Although many scholars studied shareholder proposals and active shareholders, 

only few empirical researches focused on the cases in Taiwan. In this study, we 
used the panel data model of pooling of cross-section and time-series data for the 
empirical analysis. 

(2) Most empirical studies either took active shareholders as by-variable with 
institutional investors for regression analysis, or took active shareholders and 
corporate governance for variance analysis. In this research, we studied the 
difference of corporate governance and company performance between the listed 
companies with and without exercising the Shareholder Proposals.  
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II. Literature Review 
1. Research Hypothesis and Literature Review 

(1) Ownership Structure and Company Performance 
Hypothesis I: The shareholding proportion of the management level and the 

company performance has the correlation 
Jensen and Mecking (1976) brought up Convergence-Of-Interest Hypothesis, which 
the shareholding proportion of the management level getting higher would cause 
more incentives to enhance the company performance. Jensen and Ruback(1983) 
brought up Conflict of Interest Hypothesis, which the shareholding proportion of the 
management level getting higher would make the managers come up with some 
anti-takeover behaviors for the concern of securing the job positions. Morck et al. 
(1988) also brought up two hypothesis, which the shareholding proportion of internal 
shareholders getting higher would make the company performance better, whereas 
the proportion of inside shareholders reaching to a specific level would increase the 
insider voting rights to secure the position. This would make the agency problem 
more seriously, and decrease the company value. From the analysis above, 
empirical results are shown that the insider shareholding proportion and company 
performance are in nonlinear relationship. 

 
Hypothesis II: The proportion of the major shareholder and the company 

performance has the correlation. 
Shleifer and Vishny(1986)and Morck et al.(1988) thought that the shareholding 
proportion of major shareholders and company performance are in positive 
correlation. Dispersing minor shareholders cannot gain the profits from the high-cost 
supervision, while the major shareholders can supervise the managers and enhance 
the company values. Steiner(1996)had the different point. That the major 
shareholders have the incentives to supervise the manager to eliminate the agency 
problem could be probably also because they intend to obtain the decision control 
rights to be the major shareholders, not only because they want to supervise the 
managers. From that point, the shareholding proportion of the major shareholders 
getting higher might enable them to get the higher probability of grabbing the 
company assets. The shareholding proportion of the major shareholder and the 
accompany performance are in the negative correlation. 

 
Hypothesis III: The shareholding proportion of institutional investors and the 

company performance has the correlation. 
Pound (1988) thought that institutional investors would have more professional 
knowledge and skills. If the managers are supervised by the institutional investors, 
the supervision cost would be decreased than the one by other shareholders. The 
institutional investors would make the supervision more efficiently. Agrawal and 
Mandelker (1990), McConnell and Servaes(1990), Steiner(1996)thought that the 
company values would get higher when the shareholding proportion of the 
institutional investors is getting higher. Barnhart and Rosenstein(1998)thought that 
the shareholding proportion of institutional investor and the company performance 
are in negative correlation. 

 
(2) Supervision Mechanism and Company Performance 
Hypothesis IV: The board size and the company performance have the 

correlation. 
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Mayers et al. (1997) stated that the larger board size would benefit the company 
operation decisions for providing more ideas and suggestions based on the wider 
technical background and the better education level of the board members. 
Chaganti et al. (1985) stated that the board size and the company performance are 
in positive correlation. Stewardship theory addressed that the board should not 
serve as a supervision group to the managers but serve as a group of supporters 
and consultants (Dalton and Daily, 1999). Lipton and Lorsch (1992) stated that large 
board size would harm the company decisions, and might turn down the supervision 
function. Therefore, they suggested that the board should be kept for no more than 
ten members. Cheng (2008) thought that the large board would get the more serious 
fluctuation at company performance because of the more different opinions from the 
board. Jensen (1993) and Yermack (1996) revealed that the companies with the 
small board would have the better performance. 

 
Hypothesis V: The independent board members and the company 

performance have the correlation. 
Fama (1980), Fama and Jensen (1983) pointed out that external board members 
would increase the company values by providing the professional knowledge and 
the supervision mechanism. The research of Millestein and Macavoy (1998) 
revealed that the companies with the better governance mechanism have the better 
average operation performance than the ones with no independent board members. 
Firstenberg and Malkiel (1980) thought that independent board members can bring 
in the wider ranges of the industry operation experiences. Huson et al. (2001) stated 
that independent board members would have the independent supervision and 
professional evaluation skills to enable the companies to make the decisions more 
efficiently. Duan (1987) stated that the independent board members are thought to 
be equipped with the power to supervise the high-level managers in the company. 
Their main responsibility is to increasing the whole company values by instructing 
the managers to operate the business. If the boards are mainly formed by the 
independent board members, the managers are supervised and controlled easily. 
However, in the study of Agrawal and Knoeber (1995), the company performance 
and the proportion of the independent board members would have the significant 
negative correlation while the proportion of the independent board members is too 
high.  

 
Hypothesis IV: The supervisor amount and the company performance have 

the correlation. 
Shyy and Vijayaraghavan (1996) found that the company performance gets better 
when there are supervisors. Ho (2003) indicated that the supervisors and the 
company performance are in the positive correlation. When the amount and the 
proportion of the supervisors get high, the agency cost gets down and supervision 
gets more effective. Chen (2002) stated that the proportion of juristic person 
supervisors and the company operation performance are in the negative correlation 
but not reaching to the significant standard in statistics.  

 
(3) Salary and Company Performance 
The model established by Holmström (1979) provides the important theoretical 
foundation of the relationship of the salary offers and company performance. The 
model presents that the managers, to give the agents the incentives of good efforts, 
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would like to evaluate the agents by the company performance while the agents’ 
behaviors cannot be fully observed. 

 
Hypothesis VII: The salary of the managers and the company performance are 

in correlation. 
The salary of the high-level managers and the company performance are in the 
significant positive correlation Carpenter and Sanders (2002). Bryan and Hwang 
(1997) found that the manager’s stock share amounts and the salary level are in 
negative correlation. If the companies offer the salary not fulfilling the managers’ 
expectation, the managers might not be inspired, and would even make the 
improper decisions to the companies. However, if the companies offer managers the 
over-high salary compensation but do not supervise their works properly, the 
maximization of the shareholder’s benefits could not be achieved as well. 

 
Hypothesis VIII: The salary of the board members and the company 

performance has the correlation. 
Different board member salary types have different connections to company 
performance. Cordeiro et al. (2000) indicated that company performance has the 
positive correlation with external board member stock offers, but has the negative 
correlation with the cash compensation. Bryan et al. (2000), Brick et al (2006) found 
that company performance has the positive correlation with the external board 
member basic stock compensation, but has no relationship with the cash 
compensation. 

 
(4) Corporate Governance and Company Operation Performance 
Corporate governance enables the investors and related people to be treated fairly 
and equally, which ensures the related people trust the company. The company with 
the good governance could gain the trust in international capital markets and obtain 
the funds, which keeps the company competitive for long-term.  

 
Hypothesis XI: The corporate governance and the company performance have 

the correlation. 
Gompers et al. (2003) stated that G-index (governance index) has the significant 
negative correlation with the company values. Stock (2003) stated that the company 
with worse corporate governance would generally get the worse performance in 
finance. Beth (2003) stated that corporate governance and financial performance 
have the certain correlation. 

 
III. Methods 
1. Variables  
We did the research based on the scopes of the ownership structure, supervision 
mechanism, salary, corporate governance, and company operation performance. The 
variables of the ownership structure are the shareholding proportion of major 
stockholders (SH), the shareholding proportion of management level (TOPFIVE), and 
the shareholding proportion of institutional investors (INS). The variables of the 
supervision mechanism are board size (BOARDSIZE), independent board members 
(IND), and the amount of the supervisors (SN). The variables of salary are manager 
salary (LNCOMP), and board member salary (DRMP). The variable of corporate 
governance is governance index (GINDEX). The variables are listed in Table 3-1. The 
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data resource of the variables is Taiwan Economic Journal (TEJ). 
 

Table 3-1 Definition of the Variables 

Variable Definition 

Shareholding proportion of the 
major shareholders (SH) 

individuals with the shareholding proportion more than 5% 

Shareholding proportion of the 
management level (TOPFIVE) 

the top five shareholders with shareholding proportion more than 
10% 

Shareholding proportion of the 
institutional investors(INS) 

government institute + local (finance organizations + trust fund + 
corporate juridical person) + overseas (finance organizations + 
trust fund + corporate juridical person) 

Board size (BOARDSIZE) the amount of the board members 

Independent board member 
(IND) 

If having independent board members, the virtual variable is set 
as 1. Otherwise, 0. 

Amount of the supervisors(SN) the number of supervisors 

Capital expenditure rate(GCE) 
(the later capital expenditure – the previous capital expenditure) / 
the previous capital expenditure 

Proportion of R&D expenses to 
the total assets (RDA) 

 (Research fees * operation net income) / total assets 

Proportion of net profit before 
interest and tax to the total 
assets (ETA) 

(net profit before interest and tax + depreciation + amortization)/ 
total assets 

Shareholders' equity(ROE) net profit after tax / shareholder’s equity 

Tobin’s Q 
(common stock capital + special stock capital + total liabilities) / 
total assets 

G-INDEX 
the duality of the chairman of the board + board size + the 
shareholding proportion of the major shareholders + the 
shareholding proportion of the management level  

General Manager Salary 
(COMP) 

general manager’s salary + bonus 

Market Book Value (BM) net value per share / stock price 

Market Value(MV) outstanding shares * unadjusted closing price 

Total Assets (TA) 
current assets + long-term investment + fixed assets + other 
assets 

Board Member Salary (DRMP) traveling expenses + rewards 

 

2. Data Resource and Sample Selection Standard 
The samples for this study are the listed companies at Taiwan stock exchange market 
and the ones at over-the-counter market. Because financial industry has the different 
industry structure and has the strict control, the companies in this field were removed 
from the sample pool. Because the data before year 2010 has lots of missing parts, we 
selected the data from 01/01/2010 to 12/31/2012. During this period of time, there were 
47 proposals proposed by the shareholders from the listed companies at stock 
exchange market, and 39 issues proposed by the shareholders from the listed 
companies at over-the-counter market. Based on the shareholder meeting records of 
these companies, for the listed companies in the stock market, after all, there were two 
issues with the proposal drawback, 17 issues with no proposal, and 11 issues not listed 
in the meeting discussion for not fulfilling the board standard. There are 17 effective 
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proposals from the listed companies at the stock market. For the listed companies at 
over-the-counter market, after all, there were one issue with missing data, 26 issues 
with no proposal, and four issues not listed in the meeting discussion for not fulfilling 
the board standard. There were only eight effective proposals for the listed companies 
at the over-the-counter market. For all the listed companies, there were 25 effective 
proposals proposed by the shareholders in 20 companies. Therefore, there are 20 
companies in the sample pool. We used “similar scale”, “same industry”, and “similar 

business” as the matching principles in our study Beaver（1966). With the ratio of 1:1, 

we selected the 20 companies as the samples in the comparison group. 
 

3. Empirical Model 
 (1) Company Performance Model 
For revealing the influence of the ownership structure, supervision mechanism, and salary 
to the company operation performance, we took Tobin’s q and ROE as the proxy variables 
for company performance. The model is established as follows. 

 
Tobin′s qi,t =  β0 + β1SHi,t + β2TOPFIVEi,t + β3INSi,t + β4BOARDSIZEi,t + β5INDi,t + β6SNi,t

+ β7LNCOMPi,t + β8LNDRMPi,t + β9Gindex,it + β10BMit + β11LNMVi,t + β12LNTAi,t

+ β13GCEi,t + β14RDAi,t + β15ETAi,t + εi,t 

(3.1) 

ROEi,t =  β0 + β1SHi,t + β2TOPFIVEi,t + β3INSi,t + β4BOARDSIZEi,t + β5INDi,t + β6SNi,t

+ β7LNCOMPi,t + β8LNDRMPi,t + β9Gindex,it + β10BMit + β11LNMVi,t + β12LNTAi,t

+ β13GCEi,t + β14RDAi,t + β15ETAi,t + εi,t 

i：represents the ith company; t: represents sample data from t year             (3.2) 

 
(2) Panel Data Model 
We used Panel Data Model for the analysis in this research. Based on the different ways of 

estimates, the models could be categorized as Fixed-Effect Model known as Dummy 
Variable Model which uses fixed intercept to represent the different structure, and 
Random-Effect Model known as Error Component Model which uses random 
intercept to represent the different structure of every cross section. F test, LM 
(largrange multiplier) test, and Hausman test could be used to find out the most 
suitable model for the latitude data.  
 

IV. Results 
1. Pearson Correlation Coefficient 
In Table 4-1 the correlation coefficients of two variables are all smaller than 0.85, which 
means they are not collinear.  

Table 4-1 Pearson Correlation Coefficient 
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2. Optimal Model Test 
Full sample optimal model test can be categorized as the companies with the 
shareholders exercising the proposal rights and the ones without the shareholders 
exercising the proposal rights. To this model, we came up four regression equations 
with two performance indicators and two sample companies. The optimal model test for 
the listed companies categorizes the full samples into the ones with the shareholders 
exercising the proposal rights and the ones without the shareholders exercising the 
proposal rights. To this model, we generated eight regression equations with two 
performance indicators and two sample companies. F-test, LM-test and Hausman-test 
were applied to these regression equations to find out the optimal empirical model. At 
the full sample test ROE model with the shareholder exercising proposal rights, the 
random effect works better for the Hausman-test does not reject null hypothesis. At all 
others, the fixed effect works better for Hausman-test reject null hypothesis. The 
results are shown at Table 4-2. 
 

Table 4-2 the Optimal Model Test of the Full Samples and Listed Companies 

Performance 
Indicator 

Tobin’s q ROE 

Exercising 
Shareholder 
Proposals  

Yes No Yes No 

Panel A  Full Sample Optimal Model Test 

F-test 2048.95*** 1628.45*** 419.09*** 497.18*** 
LM-test 1.1e+06*** 8.9e+05 3.4e+05*** 4.2e+05*** 
Hausman-test 60.28*** 120.68*** 13.46 40.04*** 

optimal model Fixed effects Fixed effects Random effects Fixed effects 

Panel B Listed Company at Stock Exchange Market Optimal Model Test 

F-test 739.26*** 1633.27*** 370.60*** 207.29*** 
LM-test 1.0e+05*** 8.0e+05*** 25552.40*** 28886.64*** 
Hausman-test 3262.79*** 1236.11*** 4140.24*** 1309.46*** 

optimal model Fixed effects Fixed effects Fixed effects Fixed effects 

Panel C   Listed Company at Over-the-Counter Market Optimal Model Test 

F-test 742.31*** 728.98*** 188.30*** 141.39*** 
LM-test 4036.77*** 3002.96*** 1404.19*** 1.95 
Hausman-test 5522.99*** 4918.00*** 1203.34*** 851.34*** 

optimal model Fixed effects Fixed effects Fixed effects Fixed effects 

Note :
 ＊

represents reaching the significance at 0.10 significant level.
＊＊

represents reaching the significance at 0.05 significant level; 
＊＊＊

represents reaching the significance at 0.01 significant level 

 

3. Panel Data Model Regression Empirical Results 
 (1) Full Sample Regression Empirical Results 

From Table 4-3, at the companies with the shareholder exercising proposal rights, 
the shareholding proportion of large outside shareholders and the board member 
salary have the positive correlation with Tobin’s q. At the listed companies with no 
shareholders exercising proposal rights, the shareholding proportion of the 
management level and the board member salary have significant negative 
correlation with Tobin’s q. That the shareholding proportion of the management level 
and the corporate performance are in significant negative correlation means 
supporting the “Conflict of Interest Hypothesis” (Jensen and Ruback (1983)) in 
which the managers, for the concern of their job security, would have the 
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anti-takeover behaviors when they have the higher shareholding proportion. That 
the board member salary and the operation performance are in the significant 
negative correlation means the board members are not functioning well at 
supervision. At the listed companies with no shareholder exercising proposal rights, 
the shareholding proportion of the institutional investors, the board size, the amount 
of the supervisors, the salary of the managers, and the company governance index 
have the significant positive correlation with Tobin’s q. That the shareholding 
proportion of the institutional investors and the company performance has the 
significant positive correlation means the support of Efficient Monitoring Hypothesis 
Pound (1998). Because the institutional investors have the professional knowledge, 
they make the supervision more efficiently. The board size and the company 
performance have the significant positive correlation, which supports the study result 
of Mayers et al. (1997). The more board members, the more professional knowledge 
and suggestions in various fields could be provided by them to support the company 
decision-making procedure. The numbers of supervisors and the company 
performance have significant positive correlation, which supports the findings of 
Shyy and Vijayaraghavan (1996). The manager’s salary and the corporate 
governance index have the significant positive correlation with the company 
performance, which the high-salary stimulates the managers to work hard to 
manage the companies so that the shareholders have no reason to exercise the 
proposal rights. To the listed companies with no shareholder exercising proposal 
rights, the shareholding proportion of the large shareholders and Tobin’s q have no 
significant correlation, which supports the research results of McConnell and 
Servaes (1990) 
 
At the listed companies with the shareholder exercising proposal rights, the 
shareholding proportion of the outside stockholders, the shareholding proportion of 
the institutional investors, the board size, the independent board members, the 
salary of the board members have the significant negative correlation with ROE, 
which supports the “Interest Conflict Hypothesis” brought up by Jensen and Ruback 
(1983). The board size and the company performance have the significant negative 
correlation, which supports Cheng (2008)’s study. At the listed companies with the 
shareholder exercising proposal rights, the number of supervisors, the salary of the 
managers, and the corporate governance index have the significant positive 
correlation with ROE. At the listed companies with no shareholder exercising 
proposal rights, the shareholding proportion of the outside shareholders, the 
shareholding proportion of the management level, the amount of the supervisors, 
and the independent board members have the significant positive correlation with 
ROE. 
 

At the listed companies with no shareholder exercising proposal, the shareholding 
proportion of the institutional investors, the manager’s salary, and the company 
governance index have the significant negative correlation with ROE. The shareholding 
proportion of the management level and the company performance have the significant 
positive correlation, which supports Interest Convergence Hypothesis brought by 
Jensen and Meckling (1976).When the shareholding proportion of the management 
level is high, the managers would get loss if the company’s profits get down. Therefore, 
the shareholding proportion of the management level is the incentive for the managers 
to dedicate their efforts to the company. The amount of the supervisors and the 

International Journal of Business and Management Vol. VII, No. 2 / 2019

102Copyright © 2019, MEI-HUNG HUANG et al., tiffanyhuang428@gmail.com



9 
 

 

company performance are in the significant positive correlation, which supports the 
study of Yeh et al. (2002). When getting more supervisors, the company gets the better 
supervision and decreases the agency cost to enhance the company performance. 
Independent board members and the operation performance have the significant 
positive correlation, which supports Duan’s study (1987). Independent board members 
are taken as the force to supervise the high-level managers in the company. Their 
major responsibility is to enhance the company profits by instructing the managers at 
the business operation. If the board is mainly formed by the independent board 
members, the managers would be supervised more efficiently. 

 

 (2) The Regression Empirical Results of the Listed Companies 
Table4-4 shows the regression empirical results of the listed companies. At the listed 
companies with the shareholder exercising the proposal rights, the shareholding 
proportion of the outside major shareholders and the supervisor amount are in 
significant positive correlation with Tobin’s q, but in the significant negative 
correlation with ROE. At the listed companies with the shareholder exercising the 
proposal rights, the shareholding proportion of the management level and the 
manager’s salary are in the significant negative correlation with Tobin’s q, but in the 
significant positive correlation with ROE. 
At the listed companies with the shareholder exercising the proposal rights, the 

Table 4-3 Full Sample Regression Empirical Results 
  

Performance Indicator Tobin’s q ROE 

Exercising Shareholder Rights Yes No Yes No 

     

Intercept 4.2482*** 
(0.1223) 

0.1499** 
(0.0697) 

-0.4166*** 
(0.0483) 

0.1442*** 
(0.0310) 

Shareholding proportion of the 
Outside Shareholders (SH) 

0.0029*** 
(0.0001) 

-0.0001 
(0.0001) 

-0.0006*** 
(0.0001) 

0.0004*** 
(0.0000) 

Shareholding Proportion of 
Management Level  (TOPFIVE) 

0.0000 
(0.0002) 

-0.0021*** 
(0.0002) 

0.0008*** 
(0.0001) 

0.0004*** 
(0.0001) 

Shareholding Proportion of 
Institutional Investors (INS) 

-0.0029*** 
(0.0002) 

0.0016*** 
(0.0001) 

-0.0002** 
(0.0001) 

-0.0002*** 
(0.0000) 

Board Size 
(BOARDSIZE) 

-0.0171*** 
(0.0015) 

0.0200*** 
(0.0009) 

-0.0029*** 
(0.0006) 

0.0004 
(0.0004) 

Independent Board Member 
(IND) 

-0.0762*** 
(0.0081) 

(dropped) 
-0.0199*** 
(0.0035) 

(dropped) 

Number of Supervisor 
(SN) 

-0.0037 
(0.0066) 

0.0129*** 
(0.0009) 

0.0134*** 
(0.0029) 

0.0014*** 
(0.0004) 

Manager Salary 
(LNCOMP) 

-0.0906*** 
(0.0032) 

0.0157*** 
(0.0042) 

0.0255*** 
(0.0014) 

-0.0072*** 
(0.0019) 

Board Member Salary 
(LNDRMP) 

0.0053* 
(0.0032) 

-0.0064*** 
(0.0012) 

-0.0114*** 
(0.0014) 

0.0052*** 
(0.0005) 

GINDEX 
-0.0506*** 
(0.0028) 

0.0367*** 
(0.0017) 

0.0145*** 
(0.0012) 

-0.0048*** 
(0.0008) 

Market Book Value 
(BM) 

-0.0741*** 
(0.0043) 

-0.0333*** 
(0.0026) 

-0.0127*** 
(0.0019) 

0.0003 
(0.0012) 

Market Value 
(LNMV) 

-0.0601*** 
(0.0037) 

-0.0209*** 
(0.0026) 

-0.0210*** 
(0.0016) 

0.0090*** 
(0.0012) 

Total Assets 
(LNTA) 

-0.1043*** 
(0.0072) 

0.0265*** 
(0.0042) 

0.0224*** 
(0.0029) 

-0.0121*** 
(0.0019) 

Capital Expenditure Rate 
(GCE) 

0.0000*** 
(0.0000) 

0.0001*** 
(0.0000) 

0.0000*** 
(0.0000) 

0.0000*** 
(0.0000) 

Proportion of R&D Expense to Total 
Assets (RDA) 

0.0160*** 
(0.0019) 

0.0008 
(0.0005) 

-0.0139*** 
(0.0008) 

-0.0056*** 
(0.0002) 

Proportion of Net Profit before 
Interest/Tax to Total Assets (ETA) 

-4.9449*** 
(0.1647) 

-0.9087*** 
(0.0937) 

12.8153*** 
(0.0720) 

10.7949*** 
(0.0417) 

R
2
 0.3521 0.1400 0.7668 0.8634 
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shareholding proportion of the institutional investors, board scale, and the position of 
independent board members, board member salary, and corporate governance 
index have the significant negative correlation with Tobin’s q and ROE. The 
shareholding proportion of the institutional investors and the corporate performance 
are in the significant negative correlation, which supports Conflict of Interest 
Hypothesis brought up by Pound (1998). The board size and the company 
performance are in the significant negative correlation, which supports the studies of 
Cheng (2008), Jensen (1993) and Yermack (1996). The position of independent 
board member and the operation performance are in significant negative correlation, 
which supports the researches of Cordeiro et al. (2000), and Agrawal and Knoeber 
(1995). The corporate governance index and the company performance are in the 
significant negative correlation, which supports the findings of Gompers et al. (2003), 
and Bebchuk et al. (2008) 
At the listed companies with no shareholder exercising the proposal rights, the 
shareholding proportion of institutional investors, the board size, the number of 
supervisor, and the corporate governance index have the significant positive 
correlation with Tobin’s q, but have the significant negative correlation with ROE. At 
the listed companies with no shareholder exercising the proposal rights, the 
shareholding proportion of the outside major shareholders, manager’s salary, and 
board member’s salary are in significant negative correlation with Tobin’s q, in 
significant positive correlation with ROE. At the listed companies with no 
shareholder exercising the proposal rights, the shareholding proportion of the 
management level is in significant negative correlation with Tobin’s q and ROE, 
which supports Conflict of Interest Hypothesis by Jensen and Ruback (1983). 
At the listed companies with shareholders exercising the proposal rights, the 
shareholding proportion of the outside major shareholders, board member ’s salary 
and corporate governance index have the significant negative correlation with 
performance proxy variable, ROE. At the listed companies with no shareholders 
exercising the proposal rights, the shareholding proportion of the outside major 
shareholders, board member’s salary and corporate governance index have 
significant positive correlation with company performance. At the listed companies 
with shareholders exercising the proposal rights, the shareholding proportion of 
management level and the company performance are in significant positive 
correlation; whereas the ones with no shareholders exercising the proposal rights, 
the shareholding proportion of management level and the company performance are 
in significant negative correlation. 
Based on the analysis above, we could infer the five reasons of the shareholders 
exercising proposal rights.  

1. The institutional investors think the managers holding the higher proportion of 
the stocks would get the more votes, work less for getting more job security, 
and even come up with the anti-takeover behavior. Eventually, the performance 
becomes bad.  

2. That the board size getting large means that the board would have more board 
members with the professional knowledge. At this situation, the board 
members might have more arguments for having more different opinions. The 
board members might form the factions. This would make the board hard to 
generate the optimal decisions for the company. 

3. The board member’s salary cannot make the board members to do the best at 
supervision. The board member’s salary cannot be the incentives for the board  
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members to supervise the managers well. This could be because the independent 
board members are elected through the authorization letters by the managers 
who bond to the independent board members very well. Or, the board 
members have other career goals so that the salary could not be the incentives 
for the board members to serve well.  

4. For gaining the profits for their own, the large shareholders would sacrifice the 
rights of the small shareholders 

5. The bad corporate governance index means the bad company performance 
which harms the rights and the fortune of the shareholders.  

 

 

Table 4-4 the Regression Empirical Results of the Listed Companies 

  

  
 

Stock / Over-the-Counter Listed Companies at Stock Market 
Listed Companies at Over-the-Counter 

Market 

Performance Indicator Tobin’s q ROE Tobin’s q ROE 

Exercising Proposal Rights Yes No Yes No Yes No Yes No 

Intercept -0.6140*** 
(0.1233) 

-0.4432*** 
(0.0647) 

-0.0821*** 
(0.0115) 

-0.1468*** 
(0.0299) 

10.8701*** 
(0.1580) 

2.9171*** 
(0.2041) 

-1.3930*** 
(0.0781) 

0.5725*** 
(0.0689) 

Shareholding Proportion of 
Outside Shareholders 

(SH) 

0.0049*** 
(0.0002) 

-0.0004*** 
(0.0000) 

-0.0005*** 
(0.0000) 

0.0003*** 
(0.0000) 

0.0015*** 
(0.0001) 

-0.0004 
(0.0005) 

-0.0005*** 
(0.0000) 

0.0000 
(0.0002) 

Shareholding Proportion of 
 Management Level 

(TOPFIVE) 

-0.0075*** 
(0.0003) 

-0.0033*** 
(0.0002) 

0.0015*** 
(0.0000) 

-0.0011*** 
(0.0000) 

0.0042*** 
(0.0001) 

0.0011* 
(0.0007) 

0.0004*** 
(0.0000) 

0.0065*** 
(0.0002) 

Shareholding Proportion of  
Institutional Investors 

(INS) 

-0.0026*** 
(0.0002) 

0.0018*** 
(0.0000) 

-0.0006*** 
(0.0000) 

-0.0002*** 
(0.0000) 

0.0090*** 
(0.0006) 

0.0012*** 
(0.0003) 

-0.0069*** 
(0.0003) 

-0.0013*** 
(0.000) 

Board Size 
(BOARDSIZE) 

-0.0247*** 
(0.0016) 

0.0264*** 
(0.0008) 

-0.0012** 
(0.0005) 

-0.0013*** 
(0.0003) 

-0.0018 
(0.0014) 

-0.0228*** 
(0.0032) 

-0.0067*** 
(0.0007) 

-0.0025** 
(0.0011) 

Independent Board 
Members 

(IND) 

-0.0794*** 
(0.0062) 

(dropped) 
-0.0097*** 
(0.0014) 

(dropped) (dropped) (dropped) (dropped) (dropped) 

Amount of the Supervisors 
(SN) 

0.0530*** 
(0.0083) 

0.0217*** 
(0.0009) 

-0.0342*** 
(0.0021) 

-0.0009** 
(0.0004) 

-0.0262*** 
(0.0063) 

-0.0003 
(0.0020) 

0.0092*** 
(0.0031) 

0.0057*** 
(0.0007) 

Manager’s Salary 
(LNCOMP) 

-0.0401*** 
(0.0031) 

-0.0314*** 
(0.0067) 

0.0242*** 
(0.0008) 

0.0281*** 
(0.0031) 

-0.0553*** 
(0.0040) 

0.0108 
(0.0084) 

0.0380*** 
(0.0020) 

-0.0042 
(0.0028) 

Board Member’s Salary 
(LNDRMP) 

-0.0337*** 
(0.0031) 

-0.0108*** 
(0.0010) 

-0.0252*** 
(0.0010) 

0.0059*** 
(0.0005) 

0.0208*** 
(0.0046) 

-0.0366*** 
(0.0079) 

0.0143*** 
(0.0022) 

0.0069*** 
(0.0026) 

GINDEX 
0.0039 

(0.0024) 
0.0365*** 
(0.0020) 

-0.0220*** 
(0.0009) 

0.0053*** 
(0.0009) 

-0.1919*** 
(0.0053) 

0.0141*** 
(0.0031) 

-0.0274*** 
(0.0026) 

-0.0198*** 
(0.0011) 

Market Book Value 
(BM) 

-0.0540*** 
(0.0043) 

-0.0379*** 
(0.0033) 

-0.0463*** 
(0.0012) 

0.0110*** 
(0.0016) 

0.0276*** 
(0.0050) 

0.0170*** 
(0.0049) 

-0.0368*** 
(0.0025) 

-0.0218*** 
(0.0016) 

Market Value 
(LNMV) 

-0.0611*** 
(0.0036) 

-0.0594*** 
(0.0027) 

0.0140*** 
(0.0011) 

0.0059*** 
(0.0013) 

-0.0261*** 
(0.0049) 

0.0489*** 
(0.0056) 

-0.0119*** 
(0.0024) 

0.0028 
(0.0018) 

Total Assets 
(LNTA) 

0.1532*** 
(0.0071) 

0.1019*** 
(0.0042) 

0.0086*** 
(0.0006) 

-0.0099*** 
(0.0019) 

-0.5485*** 
(0.0099) 

-0.1324*** 
(0.0126) 

0.0678*** 
(0.0049) 

-0.0425*** 
(0.0043) 

Capital Expenditure Rate 
(GCE) 

0.0000*** 
(0.0000) 

-0.0002*** 
(0.0000) 

-0.0000*** 
(5.99e-06) 

0.0000*** 
(0.0000) 

-0.0001*** 
(0.0000) 

0.0002*** 
(0.0000) 

0.0002*** 
(0.0000) 

0.0000*** 
(0.0000) 

Proportion of R&D 
Expense to Total Assets 

(RDA) 

0.0378*** 
(0.0020) 

0.0010*** 
(0.0004) 

-0.0184*** 
(0.0009) 

-0.0033*** 
(0.0001) 

0.0065*** 
(0.0017) 

-0.0250*** 
(0.0020) 

-0.0330*** 
(0.0009) 

-0.0377*** 
(0.0007) 

Proportion of Net Profit 
before 

Interest/Tax to Total 
Assets (ETA) 

-4.5265*** 
(0.1658) 

-1.5364*** 
(0.0932) 

11.3539*** 
(0.0884) 

9.7918*** 
(0.0430) 

-4.5050*** 
(0.1822) 

3.6850*** 
(0.2600) 

16.3158*** 
(0.0901) 

15.2911*** 
(0.0877) 

R
2
 0.4039 0.3553 0.6149 0.9062 0.8355 0.1871 0.9225 0.9109 
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(2) The Listed Companies at the Over-the-Counter Market 
At the listed companies with shareholders exercising the proposal rights, the 
shareholding proportion of major outside shareholders, the shareholding proportion of 
the management level, the shareholding proportion of the institutional investors, and 
the board member’s salary are in the significant positive correlation with company 
performance indicator, Tobin’s q. At the listed companies with shareholders exercising 
the proposal rights, the amount of the supervisors, board member’s salary, and the 
corporate governance index have the significant negative correlation with the company 
performance indicator, Tobin’s q. At the listed companies with no shareholders 
exercising the proposal rights, the shareholding proportion of the management level, 
the shareholding proportion of the institutional investors, and the corporate governance 
index have the significant positive correlation with Tobin’s q. At the listed companies 
with no shareholders exercising the proposal rights, the board size, and the manager’s 
salary are in the significant negative correlation with Tobin’s q. 
At the listed companies with shareholders exercising the proposal rights, the 
shareholding proportion of the management level, the amount of the supervisors, 
manager’s salary, and the board member’s salary are in the significant positive 
correlation with the company performance indicator, ROE. At the listed companies with 
shareholders exercising the proposal rights, the shareholding proportion of the outside 
major shareholders, the shareholding proportion of the institutional investors, the board 
size are and the corporate governance index are in the significant negative correlation 
with the company performance indicator, ROE. At the listed companies with no 
shareholders exercising the proposal rights, the shareholding proportion of the 
management level, the amount of the supervisors, and the board member’s salary are 
in the significant positive correlation with ROE. At the listed companies with no 
shareholders exercising the proposal rights, the shareholding proportion of the 
institutional investors, the board size, and the corporate governance index are in the 
significant negative correlation with ROE. 
From the analysis, at the listed companies with the shareholders exercising proposal 
rights at the over-the-counter market, the board member’s salary and company 
performance (Tobin’s q) are in significant positive correlation. However, at the listed 
companies with no shareholders exercising the proposal rights, the board member’s 
salary and Tobin’s q are in significant negative correlation. At the listed companies with 
shareholders exercising the proposal rights, the corporate governance index and the 
company performance are in the significant negative correlation. At the listed 
companies with no shareholders exercising the proposal rights, the corporate 
governance index and the company performance are in the significant positive 
correlation. Therefore, we could get the main reasons that the shareholders in the 
listed companies at the over-the-counter market exercise proposal rights as follows.  
1. The independent board members would think they need to work on what they are 

supposed to work since they get the finance compensation. And, the managers of 
listed companies at the over-the-counter market and the major shareholders have 
the same goals at the business. Therefore, there is no issue on the authorization of 
the power of attorney.  

2. When the corporate governance index gets worse, the company performance gets 
worse. For protecting the rights and the benefits, the shareholders exercise the 
proposal rights. 
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V. Conclusion 
1. From the listed companies, we studied the influence of the equity structure, 
supervision mechanism, salary, and the corporate governance index to the corporate 
performance. (Variables have the same influence to two performance variables, ROE 
and Tobin’s q) 
(1) Equity Structure  
The shareholding proportion of the institutional investors and the performance of the 
listed companies at the stock market are in the significant negative correlation, which 
supports Conflict of Interest Hypothesis. The investors might sacrifice the profits of 
other small shareholders for gaining their own profits. The shareholding proportion of 
the management level and the performance of the listed company at the 
over-the-counter market are in the significant positive correlation, which means that the 
managers work hard on decision-making for they consider their profits decreased while 
the company performance getting bad. Moreover, if the companies get IPO, these 
managers would get more benefits.  
 (2) Supervision Mechanism 
The board size of the listed companies either at the over-the-counter market or the 
stock market has the significant positive correlation with the corporate performance. 
This is probably because the larger board would cause the larger fluctuation at 
company performance, which makes the board members having more different 
opinions. In the long-term, this harms the company values. Independent board 
members and the listed company performance are in significant negative correlation.  
 (3) Salary 
Board member salary and the company performance of the listed companies have the 
significant negative correlation. This is probably because the board members strongly 
bond to the managers and cannot supervise the managers well. The board member 
salary and the performance of the listed companies are in significant positive 
correlation. 
 (4) Corporate Governance Index 
The corporate governance index and the performance are in significant negative 
correlation in the listed companies at over-the-counter market. Because the companies 
are still not qualified for IPO, the corporate governance index is expected to be poor. 

 
2. The reasons and the features of the listed companies with the shareholders 
exercising the proposal rights were studied. 
The stockholders of the listed companies would exercise the proposal rights because 
the company performance gets worse when the corporate governance index is low. 
The shareholders exercise the proposal rights to protect their rights. The institutional 
investors and the large outside shareholders would sacrifice the small shareholder’s’ 
rights to protect their own profits. The board probably could not make the best 
decisions because the board has lots members or the members are generally in selfish 
departmentalism. The salary of the board members cannot be the incentives of working 
hard at supervision. This is probably because the board members do not care about 
the salary and strongly bond to the managers, which is not good for the company 
performance. 
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