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EXECUTIVE SUMMARY

The recent upsurge of interest in corporate governance issues in Canada and other industrial
countries is a reflection of the recognition of the rising importance of corporate governance for
strong economic performance of firms and nations. For example, in Canada, the TSE report on
corporate governance examined the role of the board of directors in corporate governance and
decision making in some detail and recommended several measures to improve the current gover-
nance structure and practices

The corporate governance debate in Canada and other countries to date, however, has
mainly concentrated on the role of the board of directors in ensuring shareholders’ interests and
the minimization of agency costs. As a result, both the research and policy debates have been too
narrowly focused. In addition, much of the past corporate governance research in Canada is pri-
marily qualitative and not based on any rigorous empirical analysis.

To broaden these research efforts, Industry Canada has prepared an in depth, firm spe-
cific empirical analysis of the interactions between corporate governance, corporate decision-
making, and corporate performance in Canada. A financial activity-based database on 3000
United States and 766 Canadian firms was created to examine these linkages within Canada. The
Canadian findings were compared and contrasted with similar results for United States compa-
nies.

The findings of this paper suggest that the governance structure of Canadian companies
differ significantly from those of their American counterparts, especially with respect to the
nature and concentration of corporate ownership, institutional ownership, inside ownership, and
the composition of the board of directors. The following are some of the major findings of our
study:

. Corporate ownership in most Canadian firms is concentrated in the hands of very few,
very large shareholders. On the other hand, most American firms are owned by a large
number of very small shareholders.

* Institutional ownership is much higher in the United States than in Canada. They con-
trol on average over 50 percent of the voting shares of American corporations, com-
pared with less than 40 percent in Canada. However, the importance of institutional
ownership is increasing in the two countries, as well as in many of the OECD countries.



i Executive Summary

. The CEO is also the Chairperson of the Board in 60 percent of American companies,
compared with less than 35 percent of cases in Canada.

¢ The correlation between the governance structure, decision and performance variables,
as expected, is significant and strong in American firms. In Canada, on the other hand,
the relationship is weak and not robust. These results imply that the differences in cor-
porate ownership play a crucial role in determining the impact of the governance sys-
tem on corporate decision making and corporate performance.

In short, the findings indicate that corporate governance structures matter in the deci-
sion making process, which in turn, impact upon corporate economic performance. However,
although the regression results are fairly strong, a large part of inter-firm variation in the corpo-
rate decision-making and performance variables is left unexplained. Efforts to develop data on
variables relating to corporate management practices might be helpful in shedding further light
on the importance of corporate governance for firms’ adaptability, flexibility, and dynamism of
firms.



1. INTRODUCTION

For the past decade, a number of inter-related global trends have been changing the world econo-
my in a remarkable and fundamental way. The enormity of these changes has been paralleled only
by those experienced during the nineteenth century Industrial Revolution. These developments
include rapid product, process and organizational innovations; shorter product cycles; increased
pace of business globalization; marked shifts in the comparative advantage and competitive posi-
tion of firms and nations; fierce competition among firms and nations for markets, technology,
capital and skilled employees; the revolution in information technologies; dramatic reduction in
transpor-tation and communication costs; and the emergence of the Asia-Pacific Region as a
major player in the world economy.

These global developments have made it necessary for all countries to become more
flexible and to accelerate the pace of structural adjustment. A nation’s economic performance —
absolute as well as relative — therefore, depends on the willingness and ability of its firms to adapt
to the constantly changing environment. Slow economic growth, poor productivity performance,
stagnant real incomes and high unemployment in Canada and other industrialized countries are
attributed to the inability of firms to make necessary modifications to their strategies and activi-
ties, and governments to adjust quickly and decisively to these global changes.

The poor economic performance of the global economy, especially the OECD coun-
tries, and the serious economic difficulties of many large and well- known global companies such
as GM, IBM and Eastman Kodak during the 1980s and the early 1990s, strongly suggest that cor-
porate internal control (corporate governance) systems have failed to deal effectively with the
challenges of structural changes and adjustment. Since all the above-mentioned structural trends
are expected to continue, if not intensify, in the future. The challenge of adaptation and structural
adjustment for Western firms and political systems, therefore, is likely to continue for several
decades.

Reactions and feedback from capital, product and factor markets, and legal, political
and regulatory systems, either individually or collectively, could effectively address the problems
of inadequate, ineffective and inefficient management. However, as Jensen (1993) has eloquently
argued, these control mechanisms are either too blunt as instruments or too slow to act, resulting
in very slow structural adjustment, waste of productive resources, serious economic difficulties
for firms and employees, and poor overall economic performance. On the other hand, a system of
effective corporate governance — including the active participation of shareholders in the direct
and indirect management of the corporation through the board of directors, and an arrangement of
productive checks and balances between the shareholders, board of directors and management of
the corporation — should increase corporate dynamism and flexibility, minimize the overall costs
of economic adjustment, and change and improve the global economic performance.



2 Introduction

The recent upsurge of interest and research activity related to corporate governance in Canada and
other industrial countries is a reflection of the growing recognition of the importance of corporate
governance to the strong economic performance of firms and nations. For example, in Canada, the
TSE report ““Where Were the Directors?” Guidelines For Improving Corporate Governance in
Canada”! examines the role of the board of directors in corporate governance and decision-making
in Canada and recommends 18 measures to improve current governance structures and practices.

To date, the corporate governance debate in Canada and elsewhere has concentrated
mainly on the role of the board of directors in ensuring that shareholders’ interests are met and
agency costs are minimized. As a result, both the research and policy debates have been too nar-
rowly focused. In addition, much of the past research on corporate governance in Canada is pri-
marily qualitative and is not based on rigorous empirical analysis. Current policy and research
efforts that focus simply on inter-country comparisons of corporate governance environments can-
not resolve these problems. For example, most Canadian firms are closely held while the majority
of American firms are widely held. Although the problem of managers ignoring shareholders is
prominent in widely held U.S. firms, it is less of an issue in closely held Canadian firms.
Therefore, research and, ultimately, public policy should focus on problems that are specific to the
Canadian corporate governance environment.

The primary objective of this study is to conduct an in-depth, firm-specific empirical
analysis of the interaction between corporate governance, corporate decision-making, and corporate
performance in Canada. In particular, by using extensive company data on Canadian and American
firms, we will examine empirically the role of corporate governance structure in corporate decision-
making and performance in Canada and compare the Canadian results with our findings for the
American companies. Our secondary objective is to provide a general empirical background to the
other studies in this volume, especially the qualitative studies dealing with specific issues of cor-
porate governance.

The governance variables include, among others, concentration of ownership (e.g.,
widely held versus closely held); size and composition (e.g., inside versus outside directors) of the
board of directors; institutional ownership; inside ownership; and the role of the CEO on the
board of directors. Decision variables include debt-to-asset ratio; capital-to-labour ratio; R&D
intensity; and degree of outward orientation (measured by the importance of foreign assets and
foreign sales in total assets and sales). Firm performance variables include accounting measures
(such as capital and labour productivity); sales and asset growth; growth in earnings-per-share;
and rates of return on assets and equity.’

Following this Introduction, we discuss corporate governance structure, disaggregated
by firm size class (measured by sales), and by major industry groupings in the section on the
Governance System in Canada and the United States. The section on the Analytical Framework
describes in some detail the framework we use to examine empirically the role of corporate gover-
nance structure, corporate decision-making and corporate performance in Canada and the United
States. The Empirical Results are analyzed in the next section, which discusses the importance of
good corporate governance and decision-making for healthy and robust corporate economic per-
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formance in the two countries. Finally, we summarize the main findings of the study and discuss
their implications for possible action by corporaticns, institutions and governments in the
Conclusions.

Our findings suggest that corporate governance structures in Canada differ significantly
from those in the United States, especially with respect to the nature and concentration of corpo-
rate ownership, institutional ownership, inside ownership, and the composition of the board of
directors. For example, the concentration of corporate ownership is substantially higher in
Canadian than in American companies, but the concentration of institutional ownership is consid-
erably higher in American than in Canadian companies. More important, however, is that corpo-
rate governance variables, especially in the United States, appear to have a significant influence
on the corporate performance variables — directly as well as indirectly — through their influence on
corporate decision variables.






2. THE GOVERNANCE SYSTEMS IN CANADA
AND THE UNITED STATES

This section provides definitions of corporate governance variables and an examination of the
governance structure in Canada, disaggregated by six major size classes and by 11 major industry
groups. The Canadian results are then compared with the findings for the United States. The
description of both the database and the characteristics of Canadian and American sampies, espe-
cially industry and size distributions, appear in Appendix 1.

The corporate governance literature focuses on two major groups of corporate gover-
nance variables: characteristics and interactions between a firm’s board of directors and manage-
ment; and the composition of a firm’s ownership. These two groups of variables are further char-
acterized as either structures or practices.

Appendix 2 provides comparative summaries of the Canadian and American governance
environment.® These summaries describe the role of both structure and practice variables in shaping
the governance environment. However, the objective of this study is to set out an empirical analysis
of the governance environments in Canada and the United States. Therefore, the summaries in
Appendix 2 may best serve as a foundation for comparing the Canadian and American environ-
ments.

The structural characteristics of the board and the management of a firm include board
size (Jensen, 1993 and Friedlaender, 1992), senior officer size (Friedlaender, 1992), the inside
director ratio (Jensen, 1993 and Friedlaender, 1992), the foreign director ratio, whether or not the
CEQ is the Chairperson of the board of directors (Jensen, 1993), whether the CEO is on the board
of directors (Jensen, 1993), and the level of inside ownership (Jensen, 1993).

Firm-specific practices related to the board and management include proxies of board
culture (Jensen, 1993), financial expertise of the board (Jensen, 1993), the level of legal liability
taken by board members (Jensen, 1993), personnel characteristics (such as age, education and
experience) of the senior management (Friedlaender, 1992), corporate life cycle and age (Morck
& Stangeland, 1994), and CEO interaction — such as information flow and decision-making —
with inside directors (Baysinger, 1990).

The structure of the ownership composition includes variables such as institutional
ownership/activism (Jensen, 1993), percentage held by the largest shareholders (Morck &
Stangeland, 1994), and concentration of corporate ownership (Morck & Stangeland, 1994).
Firm-specific practices related to the composition of ownership include the effects of differential
voting rights (Morck & Stangeland, 1994), and the founder/heir ownership relation (Morck &
Stangeland, 1994).
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Since it was very difficult to obtain reliable quantitative data on corporate governance practices
variables, this study focuses exclusively on the following corporate governance structure variables.

*  Concentration of Voting Shares and Ownership Control

*  Level of Inside Ownership

*  Institutional Ownership

*  Number of Directors and Senior Officers

* Inside Director Ratio

*  Foreign Director Ratio

*  CEO on the Board or Chairperson of the Board of Directors

Concentration of Voting Shares and Ownership Control

Concentration of corporate ownership, the percentage of voting shares held by signifi-
cant shareholders, and the number of significant shareholders all measure the concentration of
voting shares.

Concentration of Corporate Ownership or Corporate Control

The level of concentration of corporate ownership or corporate control is measured by
the number of voting shares held by one or a small group of shareholders. This variable focuses
on the defacto control of the voting shares. There are three categories of ownership concentration:
widely held control — in which companies have no shareholder or group of related shareholders
that own, directly or indirectly, more than 20 percent of the voting shares; effective control — in
which companies have one shareholder or a small group of shareholders owning, directly or indi-
rectly, 20 percent to 49.9 percent of the voting shares; and legal control — in which one or a small
group of shareholders owns, directly or indirectly, more than 50 percent of the voting shares of a
company. These definitions follow those used by Daniels & Maclntosh (1991).

In the Canadian sample, 55.5 percent of the firms are legally controlled while 21.4 per-
cent and 23.1 percent are effectively controlled and widely controlled, respectively (Figure 1). In
contrast, less than 25 percent of the U.S. firms are legally controlled, while 35.1 percent are effec-
tively controlled and 40.2 percent are widely held.

The majority of Canadian firms are legally controlled in all six size classes. The differ-
ences in ownership structure between the two countries is more pronounced for firms with over
USS$ 1 billion annual sales (see Appendix 3, Table A3-5). These results are similar to the findings
of Morck & Stangeland (1994).

Unlike the size classes, the concentration of ownership differs significantly across the
major Canadian industry groups. For instance, the share of legally controlled firms varies between
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Figure 1

Concentration of Ownership in Canada and the United States

Canada United States

55.5% 40.2%

Legally
Controlled

| Widely
1 Held

Effectively
Controlled

Source: Based on Table A3-5.

a low of 32 percent in Mining to a high of 72 percent in Transportation and Public Utilities
(Appendix 3, Table A3-6). The Mining and Technology-Intensive Manufacturing industries have
the majority of firms in the widely held and effectively controlled categories, while the high level
of legally controlled firms in the Transportation and Public Utilities industry might be simply a
reflection of the provincial governments’ ownership of public utilities.

The levels of ownership concentration in the U.S. industries also differ noticeably from
those in Canada. The percent of legally controlled firms is substantially lower in all the major
U.S. industries. In the Finance, Insurance and Real Estate industry, and in the Transportation and
Public Utilities industry, the majority of U.S. firms are widely held. In sharp contrast, about 70 per-
cent of Canadian firms in these two industries are legally controlled.

Percentage of Voting Shares Held by Significant Shareholders

A shareholder that owns at least 10 percent of the voting shares in a company is consid-
ered to be a “significant” shareholder. The percentage of voting shares held by all significant or
“10 percent” shareholders focuses on the defacto control that may exist among these large block
shareholders. This variable is directly related to the corporate concentration variable, discussed
above, because the categorization of control — widely held, effective or legal — is based on the per-
centage of voting shares held by all significant shareholders.

On average, the majority (53.6 percent) of voting stock in the Canadian sample is held by
one or more significant shareholders. The high concentration of ownership is consistent with the
majority of legally controlled firms in Canada. The percentage of voting shares held by significant
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shareholders increases with the size of the firm except for firms with sales over US$ 2 billion
(Appendix 3, Table A3-7). This result is consistent with the positive relationship between the
proportion of legally controlled firms and firm size.

Unlike the similarities between the two concentration variables by size class, the con-
centration of ownership within industry groups differs from the percentage held by the significant
shareholders. The percentage held by significant shareholders varies from a high of 80 percent in
the Technology-Intensive Manufacturing industry to a low of 12 percent in the Agriculture, Forestry
and Fishing industry (Appendix 3, Table A3-8). Although the Technology-Intensive Manufacturing
industry has the highest level of significant shareholder ownership, it has a low number of legally
controlled firms.

Number of Significant Shareholders

The number of significant shareholders is another measure of the concentration of voting
shares within a firm. Although the number of 10 percent owners is not directly related to the total
percentage of the voting shares held by the firms’ significant shareholders, discussed above, it
also indicates the concentration of ownership within a firm.

In the Canadian sample, unlike the percentage of voting shares held by significant
shareholders, the number of significant shareholders tends to decline with the size of the firm,
except for the smallest size class (Appendix 3, Table A3-9). This implies that the average dollar
value of shares held by significant shareholders is considerably higher in larger firms. Canadian
firms also have a higher number of significant shareholders across all size classes than American
firms.

The average number of significant shareholders varies between different major industry
groupings. Construction, Wholesale Trade, Services and Labour-Intensive Manufacturing tend to
have more significant shareholders than the norm, while Agriculture, Finance and Mining have
fewer significant shareholders. There is no systematic variation of the concentration of large
shareholders across the industry groupings in the Canadian and the American samples (Appendix
3, Table A3-10).

Level of Inside Ownership

The percentage of voting shares held by “Insiders” follows the SEC’s definition of
inside shareholders (traders). Inside shareholders include directors, officers and affiliates of the firm.

In the Canadian sample, on average, over 21 percent of company shares are held by
insiders, compared to less than 10 percent in the American sample. The percentage of voting
shares held by insiders in Canadian firms declines from an average of 35 percent in the smallest
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Figure 2
Percentage of Voting Shares Held by Insiders, by Size Class
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size class to 13 percent for firms that are moderately sized and then increases to over 22 percent
for the largest size class. Insider ownership in the United States, on the other hand, tends to
decline systematically with the size of the firm (Figure 2).

Firms in the U.S. Retail Trade, Agriculture, Forestry and Fishing, Wholesale Trade, and
Services industries tend to have higher than average levels of inside ownership (Appendix 3,
Table A3-12). On the other hand, Mining, Transportation and Public Ultilities, and Technology-
Intensive Manufacturing tend to have lower than average levels of inside ownership. The lack of

inside ownership information for several Canadian industries prevents Canada-U.S. comparisons
by industry.

Institutional Ownership

Institutional ownership is the percentage of a firm’s voting shares held by institutional
investors. The term “institutional owners”, as used in this study, is the same as that used by
Disclosure Inc. Institutional owners include banks and other financial institutions, pension funds,
mutual funds, and other corporations that own shares.

In the Canadian sample, institutional owners control about 38 percent of the dollar
value of shares, compared to 53 percent in the U.S. sample. The apparent contradiction between
the smaller proportion of legally controlled firms and the higher levels of institutional ownership
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in the American sample implies that there are a larger number of institutional holders in the
United States, each controlling only a small block of corporate shares.
L)

Institutional ownership in the Canadian sample increases systematically with firm size
except for the largest size class. However, this increase is not nearly as prominent as in the
American sample where the range of institutional ownership varies from a low of 16 percent in
the smallest size class to over 55 percent in the largest size class. Canadian firms have higher lev-
els of institutional ownership than their American counterparts in the two smallest size classes.
On the other hand, in other size classes, Canadian firms tend to have significantly lower institu-
tional ownership than similar size American firms (Figure 3).

The Agriculture, Forestry and Fishing industry has the lowest level of institutional own-
ership compared to the other Canadian industries (9.57 percent versus the Canadian weighted
average of 38.24 percent). Finance, Resource-Intensive Manufacturing, Retail Trade and
Wholesale Trade have lower than average levels of institutional ownership. On the other hand,
Construction, Technology-Intensive Manufacturing, and Transportation and Public Utilities have
high levels of institutional ownership.

Unlike Canada, the level of institutional ownership does not vary substantially across
the major industry groups in the American sample. In the United States the level varies from a
low of 49.4 percent in the Retail Trade industry to a high of 59.3 percent in the Finance,
Insurance and Real Estate industry (Appendix 3, Table A3-14).

Figure 3

Percentage of Voting Shares Held by Institutions, by Size Class
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Number of Directors and Senior Officers

The number of directors who sit on a firm’s board of directors is specified and available
from the company’s annual reports. Similarly, data on the number of senior officers (president,
executive vice-presidents, senior vice-presidents, vice-presidents, chiefs, treasurer, secretary, con-
troller, comptroller, and other comparable positions) is also available from the company’s annual
reports.

The average number of directors in Canadian firms is 9.25 while the average number
for American firms is 9.87. The number of directors increases with firm size in both the Canadian
and American samples. The number of directors in the four smallest size classes are similar in
Canada and the United States. In the two largest size classes, however, the number of directors
tends to be significantly higher in the American sample than in the Canadian sample. This dis-
crepancy could be mainly a reflection of the larger size American firms in the largest two size
classes (Figure 4).

The number of directors across the major industry groups in the Canadian sample tends
to mirror that of the American sample. Construction and Services, on average, has the fewest
number of directors, while Transportation and Public Utilities, and Resource-Intensive Manufacturing
tend to have the largest number of directors (Appendix 3, Table A3-16). Like the number of directors,
the number of senior officers increases with the size of the firm on the two country samples
(Appendix 3, Tables A3-17 and A3-18).

Figure 4

Number of Directors by Size Class

P21 e

Canada

[]

United States

I S

Number

$10- $50— $100 - $500-  $1,000— > 352,000
§50 3100 $500 $1,000  $2,000

Sales in US$ (millions)

Source: Table A3-15.




12 The Governance Systems in Canada and the United States

Inside Director Ratio

The inside director ratio represents the ratio of inside directors (officers of the firm who
also sit on the Board) to the total number of directors.*

The inside director ratio averages 20 percent in the Canadian sample compared to 22
percent in the American sample. In addition, the American insider ratio is higher than the
Canadian ratio in all six size classes. The insider ratio declines with firm size in the two samples —
i.e., the larger firms tend to have the smaller insider director ratio (Figure 5).

In Canada, the inside director ratio tends to be higher in the Technology-Intensive
Manufacturing, Wholesale Trade, Services, Mining, and Construction industries. On the other
hand, the ratio is lower in the Finance, Insurance and Real Estate, and Transportation and Public
Utilities industries. With few exceptions, the industrial structure of the Canadian insider ratio
tends to be similar to the American (Appendix 3, Table A3-20).

Foreign Director Ratio
The foreign director ratio represents the ratio of the number of directors that reside out-

side the nation where the firm is incorporated to the total number of directors.” This information
is only available for the Canadian sample.

Figure 5
Inside Director Ratio by Size Class
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On average, only 15 percent of the directors of Canadian firms are residents of foreign countries.
The foreign director ratio tends to remain constant for the first four size classes, between 18 percent
and 19 percent. However, it increases to 24 percent for firms with sales between US$ 1 and

USS$ 2 billion. But, for the largest size class (sales over US$ 2 billion), the ratio averages only 11 per-
cent (Figure 6).

Mining, Resource-Intensive Manufacturing, Services, and Wholesale Trade industries
have an above-average foreign director ratio. On the other hand, the Labour-Intensive Manufacturing,
Mining and Construction industries have a below-average ratio (Appendix 3, Table A3-22).

CEO on the Board or Chairperson of Board of Directors

This variable indicates whether the chief executive officer of the firm is also the chair-
man of the board of directors, as specified and available from the company’s annual report.
On average, only 34.5 percent of Canadian firms have the CEO as the chairperson, compared to
almost 60 percent in the American sample (Figure 7). In over 83 percent of Canadian firms, how-
ever, the CEQ is also a member of the firm’s board of directors (Appendix 3, Table A3-23). There
appears to be no systematic relationship between whether or not the CEO is the chairperson and
firm size in the Canadian sample. But there is a strong positive relationship between the CEO as
chairperson and the size class. In contrast, the proportion of firms with the CEO as chairperson
does not vary systematically across major industry groups (Appendix 3, Tables A3-24 and A3-26).

Figure 6

Foreign Director Ratio in Canadian Firms, by Size Class
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Figure 7
CEO as Chairperson
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Summary

The concentration of corporate ownership is substantially higher in Canada than in the
United States. For instance, more than 55 percent of firms are legally controlled, compared to less
than 25 percent in the United States. However, the institutional ownership is considerably higher
in the United States. These two results imply that there are a large number of institutional
investors in America each controlling only a small block of corporate shares.

The number of directors and officers increases with firm size in the two countries. The
ratio of inside directors to total directors is higher in the United States in all six size classes.
Similarly, the proportion of firms with the CEO as Chairperson of the Board of Directors is sub-
stantially higher in the American corporations.

There appears to be, on average, a significant systematic relationship between the corporate
governance variables, firm size classes and major industry groups. Therefore, in empirically
examining the effect of governance variables on corporate decision-making and corporate perfor-
mance, the influence of size and industry characteristics of firms must be taken into account.



3. ANALYTICAL FRAMEWORK

In the previous section we examined seven main characteristics of the corporate governance structure
in Canada and the United States. We now provide an empirical analysis of the influence of corpo-
rate governance on corporate decision-making and corporate performance in the two countries.
This section will outline the analytical framework of the empirical (regression) analysis reported
in the next two sections.

The corporate governance structure is expected to affect directly the corporate perfor-
mance by having an effect on the managerial, technical and adjustment efficiencies of the firm. In
addition, the corporate governance variables can indirectly influence the corporate performance
through their influence on the firm’s strategies and decisions with regard to inputs, outputs, inno-
vations, markets, etc.

Therefore, the ability of corporate internal controls to deal effectively with the challenges
of structural adjustment can be analyzed by studying the linkages between the three groups of
variables: corporate governance structure variables, corporate decision-making variables, and cor-
porate economic performance variables. The corporate governance structure variables used in the
regression analysis are those defined in the previous section.

Corporate decision-making variables represent activities of firms resulting from both
day-to-day and longer-term corporate strategies and decisions. They include leverage in the firm -
measured by the debt-to-assets ratio; the capital-to-labour ratio — the ratio of assets to employees;
the R&D intensity — measured by the ratio of R&D to total sales; and the firm’s degree of outward
orientation — measured in three ways: the ratio of foreign sales to total sales, the ratio of foreign
assets to total assets, and a dummy variable based on the presence of foreign sales or assets.

Corporate economic performance variables measure the corporate performance in terms
of productivity, profitability, and growth. These include the capital productivity ratio (sales to
assets); labour productivity ratio (sales to employees); sales growth; asset growth; the growth in
capital and labour productivity; return on equity; return on assets; and the growth in earnings-per-
share. Table 1 includes and categorizes the variables used in the regression analysis.

Two sets of dummy variables are included in the regression equations to control for the
effects of firm size (sales) and type of industry on the corporate decision-making and corporate
performance variables. Six size classes are represented by five dummy variables. Eleven major
industry groupings are represented by ten dummy variables. Table 2 gives the mnemonics of the
dummy variables used in the regression analysis.

15
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Analytical Framework

Table 1

Corporate Governance, Decision Making and Performance Variables

Variable
Group Measure Variable
Governance Concentration of Ownership Widely Held
Concentration of Ownership Effectively Controlled
Concentration of Ownership Percentage of Voting Shares Held by
all of the Significant Shareholders!
Concentration of Ownership Number of Significant Shareholders!
Ownership Composition Institutional Ownership
Ownership Composition Insider Ownership
Composition of Board Inside Director Ratio
Composition of Board Foreign Director Ratio
Composition of Board Board Size
Composition of Board Officer Size'
Composition of Board CEOQ is on the Board
Composition of Board CEQ is the Chairperson
Composition of Board CEO is the Chairperson data not available?
Decision Leverage Debt-to-Asset Ratio
R&D Intensity R&D-to-Sales Ratio
Capital Labour Ratio Assets-to-Employee Ratio
Outward Orientation Foreign Sales to Total Sales
Outward Orientation Foreign Assets to Total Assets!
Outward Orientation Presence of either Foreign Assets
or Sales!
Performance Return Return on Equity
Return Return on Assets
Growth Asset Growth
Growth Sales Growth
Growth Capital Productivity Growth
Growth Labour Productivity Growth
Growth Growth in Earnings-per-Share
Productivity Capital Productivity Ratio
(Sales over Assets)
Preductivity Labour Productivity Ratio

(Sales over Employees)

Notes: This table conlains a list of the variables described in the analytical framework section of the study. The variables, shown on the far right are
categorized into three main groups: corporate governance variables, decision-making variables, and performance variables. These variables

are further categorized into the various measures shown in the second column.

1 Variables that were included in the empirical framework of our study but were not included in the regression outputs shown in Tables 5, 6,
7, and 8. These variables are highly correlated with other variables that represent similar measures and their inclusion would lead to

problems of multicollinearity.

2 This variable is used in the Canadian regressions because several firms did not report this information.

The linkages between the three sets of variables can be analyzed with the two models.
The first formulation (Figure 8) analyzes the relationship between the corporate governance structure
and corporate decision-making sets of variables, controlling for both the size and industry effects.
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Table 2

Regression Dummy Variables

Variable Group

Class or Group Size

Size (US$)

Major Industry

10 million to 50 million

50 million to 100 million

100 million to 500 million
500 miltion to 1,000 million
1,000 million to 2,000 million
2,000 million and greater

Agriculture, Forestry & Fishing
Construction

Finance, Insurance & Real Estate
Labour-Intensive Manufacturing
Mining

Resource-Intensive Manufacturing
Retail Trade

Services

Technology-Intensive Manufacturing
Transportation & Public Utilities
Wholesale Trade

Note: This table contains a list of the size and industry dummy variables used in the regression analysis. Five sizes of dsmmy variables and ten

industry dummy variables were created using the indicator coding method. The two control groups were “US$ 2,000 million and greater”

and “Wholesale Trade”.

Figure 8

Linkages Between Corporate Governance Structure and Decision-Making

Corporate
Governance
Structure (Xg)

Size Industry
Corporate
= Decision-
Making (Yp)

The second model (Figure 9) depicts the influences of the corporate governance and
decision-making variables on the performance variables, controlling for industry and size effects.
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Figure 9

Linkages Between Corporate Governance Structure, Decision-Making and Performance Variables
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Regression Equations, Set 1
YD] = f(XGl’ “ee g XGN, SIZ, MI)

YDN = f(XGl’ vee g XGN’ SIZ, MI)
where
XG1s - » X are the corporate governance structure variables,
Yp1, -+ » Ypy are the corporate decision variables,
SIZ are the size class dummy variables, and
MI are the major industry group dummy variables.

Two sets of regression equations are used to generate the above models. The first set of
equations (Regression Equations, Set 1) are used to test for the significance of the influence of
corporate governance variables on decision-making variables. The two sets of regressions are esti-
mated for both the Canadian and American samples.

The second set of equations (Regression Equations, Set 2) is used to analyze the rela-
tionship between the corporate governance structure variables, corporate decision-making and
corporate performance variables, again, controlling for size and industry effects.

In this model, the total effect of a corporate governance variable on a corporate perfor-
mance variable is the sum of the two effects: the direct effect and the indirect effect. The indirect
effect measures the influence of the governance variable on the performance variable operating
through its impact on the decision-making variable.
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Regression Equations, Set 2
YPl = f(XGl’ er gy XGN’ XDl’ ey XDN’ SIZ, MI)

Ypn = (X1, - » Xgne Xp1s - » Xpp SIZ, MI)
where
XG1s - » XN are the corporate governance structure variables,
Xp1s - » Xpp are the corporate decision variables,
Ypi, ---» Ypy are the corporate performance variables,
SIZ are the size class dummy variables, and
MI are the major industry group dummy variables.

Possible Effects of Corporate Governance Variables

The regression results are discussed in the next section. First, however, we will review
from the corporate governance literature a priori relationships among the governance structure,
decision-making and performance variables. However, as described below, these relationships are
confounded by many interactions.

Concentration of Ownership

Morck & Stangeland (1994) examined the relationship between concentration of own-
ership and firm performance in Canada and the United States. The managers of widely held firms
can be neither effectively monitored nor controlled by the widely dispersed and often unsophisti-
cated shareholders who hold only a small number of shares (“small” shareholders). Therefore, the
decisions and performance of widely held firms could be adversely influenced by the divergence
of interests of the managers and shareholders. On the other hand, sophisticated shareholders who
own large numbers of shares (“large” shareholders) will have the ability and incentive to monitor
effectively the decisions and performance of managers. But the concentration of corporate owner-
ship could result in an unhealthy and undemocratic concentration of economic power.®

In addition, the effect of corporate ownership on firm performance could be significantly
influenced by the nature or composition of the ownership concentration — the proportion of voting
shares held by institutional investors and insiders, the number of significant shareholders, etc.
Therefore, it is difficult to predict a priori the relationship between the level of concentration of
ownership and its effect on decision-making and performance.

In an attempt to reach a better understanding of the relationship between the level of
concentration of ownership and firm decision-making and performance, we disaggregated the two
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country samples into the three groups: widely held, effectively controlled and legally controlled.
The averages of governance, decision and performance variables for the three groups are dis-
played in Appendix 4, Tabie A4-1.

There appears to be a systematic negative relationship between the rate of return on
assets and equity and the level of ownership concentration in the United States. The relationship
between rate of return and concentration of ownership is not as clear for the Canadian firms
because the average rates of return on equity and the average return on assets are the same for
widely held firms as for legally controlled firms.

On the other hand, growth of sales and assets in American firms appears to be positively
related to ownership concentration. In the Canadian sample, legally controlled firms, on average,
have much lower sales and asset growth than the other two groups (Appendix 4, Figure A4-2).

It is important to note that these are partial results because they do not take into account
the size and industry effects or the interactions between the governance and decision-making vari-
ables. Therefore, these provide only a cursory glimpse of the relationship between performance
and ownership concentration.’

Institutional Investors

According to several commentators, American institutional investor activism (for exam-
ple, the California Public Employees Retirement System [CalPERS], Corporate Partners, Allied
Investment Partners, etc) has a significant positive effect on firm performance because these well-
informed investors can assess firm management strategies and activities in an unbiased way and
can therefore exert pressure on the board for change and dynamism through either voting or selling
mechanisms. In addition, institutional investors could take a more active role in the management
of the firm by obtaining a seat on the board.

However, the effectiveness of institutional investors could be severely limited by the legal,
tax and regulatory constraints (Jensen, 1993). Furthermore, institutional investors, such as public
pension funds, may be risk-averse and shy away from activism for enhancing the firm performance.
Nevertheless, the cost of a proxy fight has fallen from US$ 1 million to less than US$ 5 L0008 (The
Economist, 1994) thereby minimizing the constraints on institutional activism.

Insider Ownership

A high degree of ownership by managers and directors could well align their interests in
the firm with those of the shareholders. Managers and directors, whose remuneration and personal
wealth are closely tied to the firm’s performance, would prefer to emphasize firm performance
over other objectives. But, as the level of inside ownership increases, management could become
more entrenched and fail to act in the interests of other shareholders. Thus, the relationship
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between inside ownership and firm performance is confounded by the interaction of these two
effects. The interaction between the entrenchment and the incentive alignment effects has been
analyzed by Morck (1994).

Inside Directors

Baysinger & Hoskisson (1990) reviewed the body of literature that focuses on inside
directors. They argue that insiders have access to information that is relevant to assessing both the
managerial competence and the strategic desirability of initiatives. They also state that outside
directors, although they are more open and objective, lack the amount and quality information
needed to perform their roles. Hence, the inside directors ratio can improve the effectiveness of a
firm’s decision-making. Moreover, agency theory states that inside directors should perform just
as well or better than outside directors because their reputations and economic well-being are tied
directly to the performance of the firm.

On the other hand, inside directors may not be as objective as outside directors if the
CEO is a member and/or the chairperson of the board. Also, outside directors may bring insight
and objectivity to the decision-making process from their involvement and association with other
organizations and outside sources. It is uncertain whether the positive effects of inside directors
outweighs the negative effects; thus, the relationship between inside directors and decision-making
and firm performance cannot be predicted unambiguously a priori. '

CEO as Chairperson

Proponents of separating the offices of CEO and chairperson argue that the ability of the
board to function independently and effectively will be compromised when the CEO is also the
chairperson of the board. Separation of CEO and chairperson positions could improve the decision-
making process and performance of the firm in three ways (Bacon, 1993). First, the relationship
between the board (the overseer of management) and management will become clear. Second,
with an independent leader the board will become more effective and better organized. Third, the
board’s responsibility to look after shareholders’ interests will come to the forefront.

Conversely, a combined CEO/chairperson role would enhance the information flow
between the Board and management and improve the co-operation and co-ordination between the
two bodies. It is not clear whether the advantages of separation of the two positions dominate the
disadvantages.

Board Size

The TSE report on Corporate Governance (1994) and Jensen (1993) locked into the
debate of board size and its influence on the effectiveness of the board. Large boards bring a
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diversity of views and experience, increase the opportunity for a broad geographic representation,
and provide extensive director resources for constituting board committees to deal effectively with
complex issues. However, beyond a certain threshold of board size, the information flow and deci-
sion-making could become more difficult and cumbersome, and the directors might lose their
sense of responsibility and accountability. Again, it is unclear whether board size has a positive or
negative effect on the decision and performance variables.

Summary

In short, it is difficult to predict, a priori, the relationship among the governance, deci-
sion and performance variables. Against this background, the regression results are discussed in
the next section.



4. EMPIRICAL RESULTS

This section begins with a discussion of the degree of empirical association between the corporate
governance structure and decision-making variables, after controlling for the effects of size and
industry characteristics. We then examine the degree of association between the governance struc-
ture and firm performance variables, discussing the roles of governance structure and decision-
making on performance, along with the size and industry effects. Finally, we discuss the direct
and indirect effects of the governance structure on the firm performance through its impact on the
decision-making variables.’

Corporate Governance and Decision-Making

Tables 3 and 4 summarize the Canadian and American regression results of Model 1 as
shown in Figure 8, described in the previous section. A more detailed output of the Model 1
regressions is contained in Appendix 5. The size of the F-statistics indicates significant associations
among the decision, governance, size and indusiry variables in Canada and the United States.
However, in general, the American results are much stronger than the Canadian regressions.

The debt-to-asset ratio, a measure of leverage or riskiness of the firm, is significantly
negatively related to institutional ownership and insider ownership, and positively related with the

Table 3

Canadian Corporate Governance and Decision-Making Regression Results

Debt Assets R&D Foreign Sales

Assets Employee Sales Total Sales!
(Constant) 0.32933 -33602972 0.3156¢ 0.0843
Board Size -0.01002 1013072 -0.0195P -0.0021
CEO is Chair 0.0494 -75628 -0.0349 0.20952
CEQ is Chair n/a -0.0052 -149821 -0.0456 0.15682
Foreign Director Ratio -0.0488 404900 -0.1678 0.42902
Inside Director Ratio -0.0685 -1428028¢ -0.0451 0.0082
Inside Ownership 0.0000 15161¢ 0.0008 -0.0007
Institutional Ownership -0.0002 329522 -0.0002 -0.0009¢
Widely Held -0.0272 967610 -0.0026 -0.0419
Effectively Controlled 0.0298 405216 -0.0188 -0.0234
F 4.2963 10.1254 1.0894 3.6924
r? 0.1603 0.2862 0.2664 0.1485
n 566 631 89 533

a=1% b=5% c=10% t-satistic significance

Notes: This table summarizes the Canadian regression results illustrated in Figure 8, Model 1. Each column represents one of the equations depicted in Regression
Equations Set 1. The contents of each cell indicate the coefficient value and its significance in the regression equation. Industry and Size dummy variables,
described in Table 2, have been included in the regressions as control variables but are omitted from this
summary table.

1 The ratio of Foreign Sales to Total Sales, a measure of the firm’s outward orientation, was chosen for this Table. The other two measures of outward
orientation, the ratio of Foreign Assets to Total Assets and the Presence of Foreign Sales or Assets, have very similar regression results.

23



24 Empirical Results

Table 4

American Corporate Governance and Decision Making Regression Results

Debt Assets R&D Foreign Sales
Assets Employee Sales Total Sales!
(Constant) 0.29852 4279342 0.48132 0.14182
Board Size -0.0003 -4628 -0.0011 0.0004
CEO is Chair 0.0147¢ -8903 0.0085 -0.0152¢€
Inside Director Ratio -0.0129 -80081 -0.0703 -0.0168
Inside Ownership -0.0005P -1402 -0.0001 -0.0002
| Institutional Ownership -0.00062 1475 -0.0006 0.0003
Widely Held -0.05073 -57818 0.0056 0.0019
Effectively Controlled -0.0279P -35763 0.0162 0.0063
F 17.5080 72.6868 3.3642 23.3684
2 0.2221 0.3541 0.0921 0.2544
n 1372 2940 753 1530

a=1% b=353% c¢=10% t- statistic significance

Notes: This table summarizes the American regression tesults illustrated in Figure 8, Model 1. Each column represents one of the equations
depicted in Regression Equations Set 1. The contents of each cell indicate the coefficient value and its significance in the regression
equation. Indusiry and Size dummy variables, described in Table 2, have been included in the regressions as control variables but are
omitted from this summary table.

1 The ratio of Foreign Sales over Total Sales, a measure of the firm’s cutward orientation, was chosen
for this Table. The other two measures of outward orientation, the ratio of Foreign Assets to Total Assets
and the presence of Foreign Sales or Assets, have very similar regression results.

concentration of ownership. In addition, firms in the smallest size class have lower debt-to-asset
ratios than firms in the largest size class.

The Canadian debt-to-asset ratio regression results are considerably weaker than the
U.S. findings. The leverage of firms in Canada is significantly related to only one governance
variable. The debt-to-asset ratio and board size are negatively related. Firms in the three smallest
size classes have significantly lower leverage than firms in the largest size class.

Unlike the results on the debt-to-asset ratio, the governance variables have a stronger
influence on capital intensity in Canada than in the United States. In Canada, board size, institu-
tional ownership and insider ownership are positively related to capital intensity. In contrast, cor-
porate ownership concentration and the inside director ratio are weakly negatively related to the
capital-labour ratio. Firms in the three smallest size classes have higher capital intensity than
firms in the largest size class.

None of the governance variables is significantly related to capital intensity in the
American sample. In addition, unlike Canada, firms in the two smallest size classes have slightly
lower capital intensity than firms in the largest size class, On the other hand, the capital-to-labour
ratio and the industry characteristics are stronigly related in the American sample.

The research and development intensity, measured by the ratio of R&D to sales, is not
significantly related to any of the governance structure variables in the American sample. The
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R&D intensity of firms with sales between US$ 1 billion and US$ 2 billion is significantly
higher than firms in the largest size class with sales over US$ 2 billion.

In the Canadian sample, only board size is significantly negatively related to the R&D-
to-sales ratio. There is a weak positive relationship between the R&D intensity and firm size.

In the United States, firms that have a combined CEO-chairperson have significantly
lower outward orientation, measured by the ratio of foreign sales to total sales, than firms that
do not combine the two positions. Not surprisingly, firms in the smallest five size classes have
lower outward orientation than firms in the largest size class.

In Canada, the outward orientation is strongly positively related to firms with the
CEO as the chairperson of the board. Also, as expected, there is a strong positive relationship
between the foreign director ratio and the outward orientation of the firm. The outward orienta-
tion of medium-size Canadian firms is not significantly different from that of the largest firms.
However, the outward orientation of firms in the smallest size class (with sales less than US$ 50
million) have significantly lower outward orientation than firms in the largest size class.

Institutional ownership seems to have a much more positive influence on corporate
decision-making in the United States than in Canada. On the other hand, the relationship
between the inside director ratio and the decision variables is similar in the two countries. Firms
with a higher inside director ratio, other things remaining constant, seem to have lower lever-
age, lower capital intensity, lower R&D intensity and lower outward orientation.

American firms with high levels of inside ownership tend to have low leverage. Inside
ownership in Canadian firms is significantly positively related to capital intensity. In American
firms, leverage increases with the concentration of ownership. That is, legally controlled firms
tend to have higher debt-to-asset ratios compared to the effectively controlled and widely held
firms. In Canada, the capital intensity of the widely held firms is somewhat higher than in the
legally controlled group firms.

In both countries, a CEO-chairperson is associated with high levels of leverage. In
Canada, outward orientation of firms with CEO as the chairperson tends to be higher than in the
firms with the two positions separated.

The relationships between the size of the board of directors and the decision variables
are stronger in Canada than they are in the United States. In Canada, the size of the board is
negatively related to both the degree of leverage and the R&D intensity. Board size in Canada is
positively related to the capital intensity of the firm.

In the two countries, firms in the two smallest size classes have lower leverage and
lower outward orientation than firms in the largest size class. In Canada, however, smaller firms
tend to have higher capital intensity than the larger firms.
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Corporate Performance and Governance Structure

Tables 5 and 6 summarize the Canadian and American regression results for the corpo-
rate performance variables depicted in Figure 9 (Model 2). A more detailed output of the Model 2
regression results is contained in Appendix 6. The size of the F-statistics suggests that the equa-
tions explain the inter-firm variation in the corporate performance variables fairly clearly. But,
like the equations for corporate decision variables, the Canadian results are not as robust as the
American results,

Profitability

For the U.S. sample, both the ROE and the ROA are significantly positively related to
institutional ownership, inside ownership, and inside director ratio. Widely held and effectively
controlled firms exhibit significantly higher profitability than the legally controlled firms.
Similarly, the profitability of firms in the largest size class (sales over US$ 2 billion) is signifi-
cantly better than firms in the two smallest size classes (firms with less than US$ 100 million).

In the case of Canadian firms, only one of the governance variables (inside director ratio)
is significantly positively related to profitability. Like the U.S. results, the profitability of firms in
the two smallest size classes is significantly inferior to that of firms with sales over US$ 2 billion.

Growth

The relationship between the two growth measures and the governance variables for
American firms is very similar to the findings for the two profitability measures described above.
The growth of sales and assets are significanily positively related to institutional ownership,
inside ownership, and the inside director ratio. Similarly, the growth performance of firms in the
two smallest size classes is significantly weaker than firms with sales over US$ 2 billion.
However, the growth performance of firms with sales between US$ 500 million and US$ 1 billion
is significantly better than firms in the largest size class.

In the Canadian sample, the asset growth is significantly positively correlated with the
CEOQ as the Chairperson of the Board, the foreign director ratio, the inside director ratio, and size
of the Board. However, sales growth is somewhat positively related to only the size of the Board.
Unlike the U.S. results, the growth performance of firms with sales under US$ 100 million is
somewhat better than the performance of firms with sales over US$ 2 billion.

Productivity

Both labour and capital productivity of American firms are significantly positively
related to the inside ownership ratio. Like profitability and growth, productivity levels of firms in
the two smallest size classes are significantly lower than the levels of firms in the largest size
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class. Labour and capital productivity of Canadian firms are significantly negatively correlated
with the size of the Board. Productivity levels of Canadian firms with less than US$ 100 million
are also significantly lower than the firms with sales over US$ 2 billion.

Corporate Performance and Corporate Decision-Making

Profitability and the growth performance of American firms are significantly negatively
related to the degree of leverage (Tables 5 and 6). Although the profitability measures are also
significantly negatively related to leverage in Canada, sales and asset growth of Canadian firms
are only weakly related to leverage. In both the Canadian and American samples, leverage has a
strong negative effect on capital productivity. However, leverage does not have a significant effect
on labour productivity in the two countries.

The capital-to-labour ratio has a strong negative relationship with both profitability and
growth in the American equations. Canadian firms’ profitability and growth, however, are weakly
(negatively) correlated with capital intensity. But, as expected, labour productivity of both
American and Canadian firms is strongly positively related to the capital-to-labour ratio.

Total Effect of Governance Variables on Corporate Performance

Here, we will summarize the direct and indirect impact of governance variables. Recall
that the model in Figure 8 investigates the relationship between corporate decision-making and
corporate governance structure variables, controlling for size and industry effects. Also recall that
the model in Figure 9 investigates the direct relationship between corporate performance and cor-
porate governance structure variables, controlling for size, industry and corporate decision-mak-
ing variables. These two models are depicted by the first two columns that appear under each
country in Table 7. The third column, direct and indirect performance, summarizes the two effects
(net impact of direct and indirect) on performance. These total effects are very similar to the
results obtained by the reduced form equations.!?

In Table 7, the label in each cell corresponds to the signs and levels of significance
found for the corporate governance variable (row). For example, the association between decision-
making and institutional ownership in Canada is labelled “mixed”. “Mixed” means that the number
of times the governance variable is significantly positively related to the decision-making and/or
performance variables is similar to the number of times that it is significantly negatively related.
The institutional ownership variable is found to be both significantly positively and negatively
related to decision-making variables in the model’s set of regression equations — i.e., institutional
ownership is significantly positively related to the capital-to-labour ratio and significantly negatively
related to outward orientation. “No impact” means that the corporate governance variable in question
was not found to be significant, either positively or negatively, in the two sets of regression equa-
tions. “Weak positive” or “weak negative” means that the governance variable was significant in
one of the equations in the two sets of regression equations. “Positive” or “negative” and “strong
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Table 7

Summary of Regression Analysis

CANADA UNITED STATES
Decision- Decision-
Making Performance Making Performance
Direct & Direct &

Indirect Direct Indirect Indirect Direct Indirect
Institutional Weak Strong Strong
Ownership Mixed No Impact No Impact Positive Positive Positive
Inside Weak Weak Strong Strong
Ownership Positive No Impact  No Impact Positive Positive Positive
Concentration Weak Weak
of Ownership No Impact No Impact  No Impact Negative Negative Negative

) Weak

Board Size Positive Negative Negative NolImpact NoImpact  No Impact
Foreign Weak Weak -
Director Ratio Positive Mixed Positive n/a n/a n/a
Inside Weak Weak Strong
Director Ratio Negative  Positive Positive Negative Positive Positive

Weak Weak Weak Weak
CEO/Chairman Positive Positive Positive Negative No Impact  No Impact

positive” or “strong negative” means that the governance variable was significant in two and more
than two of the regression equations, respectively.

Summary

In general, the corporate performance of American firms is positively correlated (both
directly and indirectly) by institutional ownership, the inside director ratio, and inside ownership,
and negatively correlated with corporate ownership concentration. The Canadian results are not as
strong and robust as the American findings.

The inside director ratio and the foreign director ratio seem to have a positive influence
on the performance of Canadian firms. Similarly, the size of the Board seems to exert a positive
influence (mainly indirectly via leverage and capital formation) on the economic performance of
Canadian firms. The growth performance of Canadian firms is also significantly positively related
to the foreign director ratio. Likewise, the growth performance of companies where the CEO is
also the Chairperson of the Board is significantly better than companies where the two positions
are not held by one person.

In general, the economic performance (productivity, growth and profitability) of both
Canadian and American firms with sales under US$ 100 million is considerably inferior to the
performance in the largest size class (sales over US$ 2 billion).




5. CONCLUSIONS

The major objective of this study has been to examine the corporate governance structure in
Canada and the United States, and to provide an empirical analysis of the degree of association
between the governance, corporate decision, and performance variables in the two countries.
Toward this goal, drawing from three major sources of company data, a large database on gover-
nance, decision and performance variables for 766 Canadian and 3,000 American firms was creat-
ed. Some of the major findings of our study follow.

The majority of Canadian firms in all size classes and in most industry groups is
legally controlled (one or a small group of shareholders owning, directly or indi-
rectly, more than 50 percent of the voting shares of the company). On average, 55
percent of Canadian firms are legally controlled, compared to less than 25 percent
of American firms.

Differences in the ownership structure of American and Canadian companies are
more pronounced for very large firms.

In the Canadian sample, on average, over 20 percent of company shares are held
by insiders (directors or officers of the firm), compared to less than 10 percent in
the United States.

On the other hand, U.S. firms, on average, exhibit a much higher level of institu-
tional ownership (percentage of shares held by institutional investors) than
Canadian firms (53.3 percent versus 38.2 percent).

In the two samples, the number of directors and senior officers increases with firm
size (measured by total sales).

On average, the inside director ratio (the number of directors who are also officers
of the firm over the total number of directors) in the Canadian sample (20 percent)
is lower than in the U.S. sample (22 percent).

The foreign director ratio averages 15 percent for Canadian firms.

On average, only 34.5 percent of Canadian firms have the CEO as the Chairperson
of the Board, compared to over 60 percent for U.S. firms.

Profitability, productivity and growth performance of American firms are signifi-

cantly positively correlated (both directly and indirectly) by institutional owner-
ship, the inside ownership ratio, and the inside director ratio.
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¢ The economic performance of widely held and effectively controlled American
firms is significantly better than the performance of legally controlled firms.

¢ In Canada, the inside director ratio has a positive effect on corporate performance.

¢ The growth performance of Canadian firms, especially asset growth, is positively
related to the foreign director ratio.

*  The size of the Board, and whether the CEO is the Chairperson of the Board, do
not seem to matter much for corporate performance in the two countries.

In short, our findings indicate that the governance structure variables are not strongly
correlated with the corporate decision-making and performance variables. However, the governance
variables related to ownership ~ institutional ownership, inside ownership, and concentration of
ownership — are strongly correlated with performance variables in the United States.

These results imply the need for different policy approaches in the two countries. In the
United States, governments and corporate actions aimed at improving institutional activism,
increasing the inside ownership and reducing the ownership concentration would improve corpo-
rate performance. In Canada, on the other hand, government and corporate efforts to improve cor-
porate governance practices such as reducing executive entrenchment and differential voting
rights, enacting minority shareholder provisions, enforcing director liability, and enhancing dis-
closure requirements might be more relevant for improving corporate performance.

Efforts to develop data on corporate governance practices would be very helpful in
shedding further light on the importance of corporate governance for firms’ adaptability, flexibili-
ty and dynamism. Future Industry Canada research in this area may focus on this effort.



ENDNOTES

The Toronto Stock Exchange Committee on Corporate Governance in Canada, ““Where
Were The Directors?” Guidelines For Improved Corporate Governance in Canada,”
Draft Report (May 1994).

This study uses accounting-based, rather than market-based, measures of firm perfor-
mance. Market-based performance measures are both easy to compute and reliable.
However, they cannot be used to evaluate a firm’s decision-making and performance in
absolute terms, but only in relation to market expectations of the firm. The expected
performance of a well- managed firm will be built into the firm’s current stock price and
only unexpected deviations will be picked up by the future stock performance.

The Canadian and American Corporate Governance Environment Summaries are from
Framework Conditions for Industry Draft Agenda, OECD, 1994.

The definition of inside directors used in this study differs from that used by Amoako-
Adu and Smith (1995). Their definition also includes the directors appointed from
employees of parent companies, subsidiaries and affiliates. Therefore, our estimate of
the inside director ratio will be biased downward, compared to the estimates of
Amoako-Adu and Smith (1995). However, it is difficult to determine, a priori, which of
the two measures captures better the independence of directors.

The Canadian Business Corporations Act (CBCA) uses country of citizenship to distin-
guish between domestic and foreign directors. Because the Compact Disclosure data
sources used in this study do not include citizenship information, we use the country of
residency fo estimate the foreign director ratio.

The concentration of economic powet in Canadian and American firms should also take
into account executive entrenchment. However, like concentration, executive entrench-
ment is significantly higher in Canada. Canadian executives are much more entrenched
than their American counterparts for several reasons: the absence of class actions by
shareholders in the Canadian legal system; the consequent difficulty of dismantling poi-
son pills and other takeover defenses in Canada; and the coattails provisions in
Canadian corporate acquisitions that, while benefiting small shareholders, make the
transfer of corporate control more expensive. The widespread use of multiple classes of
shares in Canada adds further to the entrenchment of Canadian executives.

The relationship between firm performance and ownership concentration, taking into
account size, industry, governance structure, and corporate decision-making variables,
is discussed later in this section.
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Endnotes

10

Patricia Lipton, Head of the Wisconsin State Retirement System.

In the section on the Analytical Framework of this study, we assume that the relation-
ships among the governance, decision-making, and performance variables are linear.
However, we tested for the presence of non-linear relationships among the variables. In
general, the non-linear regression results are very similar to the results from the linear
model. Nevertheless, the rate of return and growth performance variables are found to
be somewhat non-linearly related to the Inside Director ratio (see Appendix 8).

The reduced form equations regress the performance variables only on the governance,
industry and size variables. The results of the reduced form equations are presented in
Appendix 7.



APPENDIX 1

SOURCES AND CHARACTERISTICS OF THE DATABASE

This Appendix briefly describes the data sources, data grouping, and the characteristics of sample
companies in the two countries.

Sources of Micro Data

The database for this study is developed from three main sources of company financial
data: Compact Disclosure Canada, Compact Disclosure SEC, and Compact Disclosure
Worldscope. All three databases are provided in CD-ROM format by Disclosure Incorporated.!
When necessary, information was supplemented by Moody’s International Company Database
provided by Moody’s Investors Services.

The Compact Disclosure Canada database consists of over 8,500 Canadian public and
private companies and Crown corporations. Companies included in the database are those that are
incorporated in Canada, either federally or in one of the provinces or territories, and that trade on
a Canadian exchange. Company records include annual financial statement data, interim financial
statement detail, stock issue data, legal and company status indicators, and textual data.

The Compact Disclosure SEC database consists of over 12,000 public companies that
file reports with the U.S. Securities and Exchange Commission. Company data is extracted from
the company’s 10K or 20F statements.

The Compact Disclosure Worldscope database consists of over 11,000 public compa-
nies from 40 countries. Company data is obtained from annual and periodic reports filed with
each of the national stock exchange commissions.

Two criteria were used to select the firms that comprise the database for this study.
First, only those firms that disclosed a full set of corporate governance variables are included.
Second, only those firms that had sales and assets values greater than US$ 10 million are includ-
ed. The final database consists of 766 Canadian firms and 3,000 American firms.

The two country samples refer to December 1993, or the latest reported date. However,
data related to both level and growth values of the firms’ corporate decision and corporate perfor-
mance variables are based on five-year averages for the period 1988 to 1993.2

Each firm in the sample is categorized by a size class and a major industry group. The
size of the firm is measured by the total dollar value of sales. The firm’s major industry group is
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based on the firm’s primary business activity. Individual firm data is aggregated into these size
classes or major industry groupings using the weighted average method, which permits the major
industry or size averages to capture the relative importance of the firms within the grouping.3

Characteristics of Sample Firms
Size Distribution

The firms in our study vary in size from a minimum of US$ 10 million in sales and
assets to US$ 138 billion in sales and US$ 219 billion in assets for the United States sample and
US$ 16.5 billion in sales and US$ 102 billion in assets for the Canadian sample. Total sales and
assets of the Canadian firms are US$ 397 billion and US$ 1.2 trillion while total sales and assets
for the American sample are US $3.6 trillion and US $7.0 trillion.

In an effort to examine the differences in governance structure between firms of differ-
ent sizes, both the Canadian and the American firms are grouped into six size classes based on the
dollar value of their total sales. Table Al-1 displays the size classes used in this study.

Although the size groupings are chosen somewhat arbitrarily, they seem to capture ade-
quately the differences in governance variables by the size of sales. In general, the Canadian sam-
ple is dominated by more smaller firms than the American sample. Over 80 percent of the
Canadian firms have sales less than US$ 500 million while only just over 70 percent of the
American firms fall into the same category. On the other hand, the American sample is dominated
by extremely large firms — almost 19 percent of the American firms have sales over US$ 1 billion
compared to only about 11 percent of the Canadian firms (Figure Al-1). However, the average
size of sales and assets for Canadian firms with sales below US$ 2 billion compares very
favourably with those of their U.S. counterparts (Table A3-1).

The most striking feature of the sample firms is that although large firms (sales over
USS$ 1 billion) account for a small proportion (less than 20 percent) of total firms, they contribute
to over 70 percent of sales and assets in the two samples (Table A3-2).

Table Al-1

Size Classes determined by Sales Volume

Size Class Sales Criteria (US$ millions)
1 10 to 50
2 5010 100
3 100 to 500
4 500 to 1,000
5 1,000 to 2,000
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Figure Al-1

Sample Distribution of Canadian and American Firms by Size Class
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Source: Based on Table A3-1.

Industry Distribution

In order to capture the differences in governance structure and practices across industrial
activities, the 3766 companies are grouped into three digit industry groups based on their U.S.
Standard Industrial Classification 1986 (SIC) code as determined by the companies’ primary busi-
ness activity. These industries are further aggregated into 11 major industry groups.* Table A1-2
describes the major industry groupings used in this study.

Table A3-3 depicts the average sales and asset value of firms in the 11 major industries.
Unlike the size classes, the average sales size of American firms tend to be at least twice as large
as their Canadian counterparts in all the major industry groups except in the Agriculture, Forestry
and Fishing industries, and the Finance, Insurance and Real Estate industries. The higher ratios of
average sales to average assets for the U.S. firms implies that, on average, capital productivity of
the American firms is significantly higher than the productivity of Canadian firms.?

Over three-quarters of the Canadian firms are from just five major industries: Finance,
Insurance and Real Estate; Mining; Resource-Intensive Manufacturing; Technology-Intensive
Manufacturing; and Transportation and Public Utilities. In addition, these five major industries
account for 85 percent of the total sales and over 95 percent of the total assets in the Canadian
sample (Appendix 3, Table A3-4). The Finance, Insurance and Real Estate industry, alone, repre-
sents close to one-quarter of all Canadian firms and accounts for nearly three-quarters of the total
assets of the Canadian sample.
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Table A1-2
Components of the Major Industry Groupings

Major Industry Grouping

Industry

Agriculture, Forestry and Fishing
Construction

Finance, Insurance and Real Estate

Labour-Intensive Manufacturing

Mining

Resource-Intensive Manufacturing

Retail Trade

Services

Technology-Intensive Manufacturing

Transportation and Public Utilities
Wholesale Trade

Depository Institutions
Non-depository Institutions
Securities and Brokers
Insurance

Other Financial Services

Clothing

Furniture and Fixtures

Leather and Products
Miscellaneous Manufactured Goods
Printing and Publishing

Textiles

——

Fabricated Metals
Food and Products
Lumber and Wood
Non-Metallic Minerals
Paper and Allied
Petroleum Refining
Primary Metals
Tobacco

Commercial Services
Health Services
Other Services

Aircraft and Parts

Chemicals and Allied
Communications Equipment
Computer and Office

Electrical Products

Light Machinery

Machinery, excluding Electrical
Miscellaneous Electrical Products
Motor Vehicles and Equipment
Other Transportation Equipment .
Rubber and Products

The Finance, Insurance and Real Estate industry also plays an important role in the
American sample with just over 20 percent of the number of firms and just over half of the total
assets. The Technology-Intensive Manufacturing and Services industries are better represented
in the American sample, while the Mining industry has a higher proportion of firms, sales and

assets in the Canadian sample (Figure Al-2).
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Figure Al-2

Sample Distribution of Canadian and American Firms by Industry Grouping
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Source: Based on Table A3-4.

Although the sample selection method did not appear to have introduced any systematic
bias toward any major industry in the two countries, it is interesting to note that the Canadian
sample has a higher proportion of firms in Finance, Insurance and Real Estate, the Mining, and
the Resource-Intensive Manufacturing industries than in the United States. On the other hand, the
American sample has a higher proportion of Technology-Intensive Manufacturing and Services
industries. The industrial distribution of firms in the two samples reflects the comparative advan-
tage position of the two countries (Eden,1994, and the Industry Canada Working Paper Number 1).

ENDNOTES TO APPENDIX 1
1 Disclosure Incorporated, 5161 River Road, Bethesda, MD 20816.
2 Although accounting-based measures are ideally suited to measure the effectiveness of

managers’ decision-making and firm performance, the numerous conventions that are
necessary in implementing an accounting system often leave us perplexed about
accounting measures. To overcome both these ambiguities (which tend to be resolved
over extended time periods) and short-term fluctuations, our analysis includes a five-
year average of accounting variables.
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The weights used in the averaging process are the value of the variables in the denomi-
nators of the ratios being averaged. For instance, employment values are used as
weights in calculating the average value of the Asset/Employment ratio.

This industry grouping is consistent with the commonly used practices of the (former)
Economic Council of Canada and the OECD.

The average value of capital productivity, the ratio of average sales to average assets, is
0.3416 for Canada and 0.5139 for the United States. The capital productivity, excluding
the Mining industry, averages 0.3326 and 0.5023 for Canada and the United States,
respectively, implying that the lower average value in Canada is not due to the inclusion
of the Mining industry.
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APPENDIX 3

CORPORATE GOVERNANCE STRUCTURE: DETAILED TABULATIONS

Table A3-1

Database Summary - Number of Firms, Average Sales and Average Assets
by Size Class (US$ millions)

Canada United States

# of Average Average #of Average Average
Sales Class Firms Sales Assets Firms Sales Assets
1010 S0 284 25,808 92,733 725 28,066 117,643
50 to 100 120 72,422 228,667 491 71,760 186,368
1060 to 500 221 238,012 439,353 948 237,393 464,385
500 to 1,000 54 708,941 3,548,411 279 681,204 1,385,208
1,000 to 2,000 37 1,375,530 2,567,314 204 1,411,930 2,454,547
> 2,000,000 50 4,796,452 14,532,434 353 8,064,429 15,614,259
Table A3-2

Database Distribution - Firms, Sales and Assets by Size Class (US$ millions)

Canada United States
% of Total % of Total % of Total % of Total
Sales Class g‘]:l'([)l'tl‘s g:i:spig é;ls:le:)slgn gli)r?ril.s ggllflsp}lel é:f:;slgll
10 to 50 37.1 2 2 24.2 1 1
50 to 100 15.7 2 2 16.4 1 1
100 to 500 28.9 13 8 316 6 6
500 to 1,000 7.0 10 16 9.3 5 6
1,000 to 2,000 48 13 8 6.8 8 7
> 2,000,000 6.5 60 62 11.8 79 79
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Table A3-3
Database Summary - Number of Firms, Average Sales and Average Assets
by Major Industry Grouping (US$ millions)

Canada United States

Major Total Total
Industry No. of Average Average No. of Average Average
Grouping Firms Sales Assets Firms Sales Assets
Agriculture, Forestry
& Fishing 4 219,492 115,817 7 108,216 113,009
Construction 9 102,962 90,279 34 659,264 596,291
Finance, Insurance
& Real Estate 186 749,953 4,650,208 660 767,971 5,590,339
Labour-Intensive
Manufacturing 34 298,532 254,979 175 526,732 388,407
Mining 136 232,421 469,695 108 1,492,697 1,473,019
Resource-Intensive
Manufacturing 99 509,715 580,386 281 2,090,011 1,956,505
Retail Trade 34 818,165 333,030 208 1,850,427 1,104,318
Services 53 106,200 109,232 361 347,574 373,289
Technology-Intensive
Manufacturing 92 682,665 316,210 747 1,474,520 1,682,977
Transportation
& Public Utilities 82 610,032 1,399,244 292 1,731,911 2,977,955
Wholesale Trade 37 481,884 187,504 127 022,843 294,044
Simple Average 766 519,087 1,519,712 3,000 1,201,821 2,338,690
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Table A3-4

Database Distribution - Firms, Sales and Assets
by Major Industry Grouping

Canada United States
% of % of % of % of

ngor % of Total Total % of Total Total
Industry Grouping Firms Sales Assets Firms Sales Assets
Agriculture,
Forestry & Fishing 0.5 0.2 0
Construction 1.2 1.t 1
Finance,
Insurance & Real Estate 24.3 35 74 22.0 14 53
Labour-Intensive
Manufacturing 44 1 5.8 3 1
Mining 17.8 8 5 3.6 4 2
Resource-Intensive
Manufacturing 12.9 13 5 9.4 16 8
Retail Trade 4.4 7 1 6.9 11 3
Services 6.9 1 0 12.0 3 2
Technology-Intensive
Manufacturing 120 16 2 24.9 31 18
Transportation
& Public Utilities 10.7 13 10 9.7 14 12
Wholesale Trade 4.8 4 1 4.2 3 1
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Table A3-5

Concentration of Ownership by Size Class

Canada - % of Firms

United States - % of Firms

Widely Effective Legal Widely Effective Legal
Sales (US$ millions) Held Centrol Control Held Control Control
10 to 50 239 23.6 525 45.6 31.0 234
50 to 100 20.8 242 55.0 30.1 393 30.6
100 to 500 22.6 204 570 31.8 372 31.0
500 to 1,000 204 259 53.7 394 39.4 20.8
1,000 to 2,000 21.6 8.1 70.3 47.6 348 17.6
> 2,000 300 12.0 58.0 62.3 28.6 9.1
Average of All Classes 231 214 55.5 40.2 351 24.7

Table A3-6
Concentration of Ownership by Major Industry Grouping

Canada - % of Firms

United States - % of Firms

Major Widely Effective Legal Widely Effective Legal
Industry Grouping Held Control Control Held Control Control
Agriculture, Forestry

& Fishing 50.0 0.0 50.0 28.6 42.8 28.6
Construction 22.2 11.1 66.7 26.5 17.6 55.9
Finance, Insurance

& Real Estate 15.1 15.6 69.3 58.2 29.5 12.3
Labour-Intensive

Manufacturing 17.6 20.6 61.8 33.1 29.7 372
Mining 42.6 25.0 324 315 324 36.1
Resource-Intensive

Manufacturing 212 15.2 63.6 36.7 40.2 231
Retail Trade 11.8 26.4 61.8 31.7 33.2 35.1
Services 15.1 3717 472 21.6 44.6 33.8
Technology-Intensive

Manufacturing 240 380 38.0 353 41.9 22.8
Transportation &

Public Utilities 17.0 11.0 72.0 56.5 20.5 230
Wholesale Trade 324 13.5 54.1 339 37.0 29.1




Appendix 3

49

Table A3-7

Percentage Held by all of the Significant Shareholders, by Size Class

Sales (US$ millions) Canada - Weighted Average
10 10 50 50.07
50 t0 100 52.65
100 to 500 51.71
500 to 1,000 52.32
1,000 to 2,000 58.19
> 2,000,000 53.30
Weighted Average of All Classes 53.55

Table A3-8

Percentage Held by All of the Significant Shareholders by Major Industry Grouping

Major
Industry Grouping

Canada - Weighted Average

Agriculture, Forestry & Fishing
Construction

Finance, Insurance & Real Estate
Labour-Intensive Manufacturing
Mining

Resource-Intensive Manufacturing
Retail Trade

Services

Technology-Intensive Manufacturing
Transportation & Public Utilities
Wholesale Trade

Weighted Average of All Groups

12.26
54.75
42,25
51.49
53.98
37.27
58.69
44.40
80.63
63.77
61.31

53.55

Table A3-9

Number of Significant Shareholders with at least 10 Percent Ownership by Size Class

Canada - United States -
Sales (US$ millions) Weighted Average Weighted Average
100 50 1.37 0.91
50 10 100 1.52 1.13
100 to 500 1.20 1.02
500 to 1,000 1.18 0.89
1,000 10 2,000 1.12 0.72
> 2,000 0.93 0.44
Weighted Average of All Classes 1.03 0.54
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Table A3-10

Number of Significant Shareholders with at least 10 Percent Ownership

by Major Industry Grouping

Canada - United States -
Major Industry Grouping Weighted Average Weighted Average
Agriculture, Forestry & Fishing 1.60 2.44
Construction 3.30 1.76
Finance, Insurance & Real Estate 1.75 1.38
Labour-Intensive Manufacturing 245 2.18
Mining 1.76 1.23
Resource-Intensive Manufacturing 223 1.68
Retail Trade 2.31 1.97
Services 2.67 1.81
Technology-Intensive Manufacturing 2.06 141
Transportation & Public Utilities 1.88 131
Wholesale Trade 3.62 1.63
Weighted Average of All Groups 1.03 0.54
Table A3-11
Percentage of Voting Shares Held by Insiders, by Size Class

Canada - United States -

Sales (US$ millions) Weighted Average Weighted Average

1010 50 3458 25.71
5010 100 24.52 2577
100 to 500 13.18 22.30
500 to 1,000 15.13 15.31
1,000 to 2,000 20.98 14.13
> 2,000 22.18 7.46
Weighted Average of All Classes 21.49 9.60
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Table A3-12

Percentage of Voting Shares Held by Insiders, by Major Industry Grouping

Canada - United States -
Major Industry Grouping Weighted Average Weighted Average
Agriculture, Forestry & Fishing n/a 17.88
Construction n/a 10.58
Finance, Insurance & Real Estate 2.69 10.76
Labour-Intensive Manufacturing 9.97 13.90
Mining 54.14 3.05
Resource-Intensive Manufacturing 26.82 9.50
Retail Trade n/a 19.52
Services 2413 14.99
Technology-Intensive Manufacturing 1.99 6.99
Transportation & Public Utilities 22.15 5.18
Wholesale Trade n/a 16.27
Weighted Average of All Groups 21.49 9.60
Note: n/a = data not available
Table A3-13
Institutional Ownership by Size Class

Canada - United States -
Sales (US$ millions) Weighted Average Weighted Average
10to 50 31.36 16.36
50 to 100 31.59 27.23
100 to 500 33.05 40.58
500 to 1,000 36.86 46.22
1,000 to 2,000 44.26 51.34
> 2,000 38.78 55.53
Weighted Average of All Classes 38.24 53.27
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Table A3-14

Institutional Ownership by Major Industry Grouping

Canada - United States -
Major Industry Grouping Weighted Average Weighted Average
Agriculture, Forestry & Fishing 9.57 56.19
Construction 44.20 56.28
Finance, Insurance & Real Estate 28.75 59.28
Labour-Intensive Manufacturing 39.58 51.02
Mining 40.27 55.68
Resource-Intensive Manufacturing 26.70 51.52
Retail Trade 24.16 49.40
Services 22,98 51.69
Technology-Intensive Manufacturing 68.73 56.56
Transportation & Public Utilities 52.82 44,72
Wholesale Trade 20.31 54.46
Weighted Average of All Groups 38.24 53.27
Table A3-15
Number of Directors by Size Class

Canada - United States -
Sales (US$ millions) Weighted Average Weighted Average
1010 50 7.34 7.38
50 to 100 8.27 8.29
100 to 500 9.81 9.62
500 to 1,000 11.92 11.62
1,000 to 2,000 11.89 12.70
> 2,000 16.66 17.74
Weighted Average of All Classes 14.33 16.36
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Table A3-16

Number of Directors by Major Industry Grouping

Canada - United States -
Major Industry Grouping Weighted Average Weighted Average
Agriculture, Forestry & Fishing 12.28 14.73
Construction 8.93 10.15
Finance, Insurance & Real Estate 10.79 1541
Labour-Intensive Manufacturing 11.28 13.43
Mining 10.54 15.15
Resource-Intensive Manufacturing 12.51 18.42
Retail Trade 11.83 1354
Services 9.60 12.51
Technology-Intensive Manufacturing 11.24 18.89
Transportation & Public Utilities 13.70 14.71
Wholesale Trade 11.40 12.05
Weighted Average of All Groups 1433 16.36
Table A3-17
Number of Officers by Size Class

Canada - United States -
Sales (US$ millions) Weighted Average Weighted Average
10 to 50 5.24 9.02
50 to 100 6.51 8.96
100 to 500 8.47 9.76
500 to 1,000 10.39 11.48
1,000 to 2,000 10.05 12.03
> 2,000 16.25 15.86
Weighted Average of All Classes 13.45

14.84
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Table A3-18

Number of Officers by Major Industry Grouping

Canada - United States -
Major Industry Grouping Weighted Average Weighted Average
Agriculture, Forestry & Fishing 10.14 13.79
Construction 4.43 12.31
Finance, Insurance & Real Estate 17.80 1827
Labour-Intensive Manufacturing 10.92 12,31
Mining 9.05 14.24
Resource-Intensive Manufacturing 10.45 16.57
Retail Trade 11.43 12.23
Services 11.29 12.61
Technology-Intensive Manufacturing 10.94 1421
Transportation & Public Utilities 13.05 14.87
Wholesale Trade 1138 11.35
Weighted Average of All Groups 13.45 14.84
Table A3-19
Inside Director Ratio by Size Class

Canada - United States -
Sales (US$ millions) Weighted Average Weighted Average
10 to 50 0.30 0.39
50 to 100 0.30 0.35
100 to 500 0.22 0.31
500 to 1,000 0.19 0.25
1,000 to 2,000 0.18 0.24
> 2,000 0.19 021
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Table A3-20

Inside Director Ratio by Major Industry Grouping

Canada - United States -
Major Industry Grouping Weighted Average Weighted Average
Agriculture, Forestry & Fishing 0.23 0.13
Construction 0.25 0.28
Finance, Insurance & Real Estate 0.14 0.23
Labour-Intensive Manufacturing 0.21 0.27
Mining 0.27 0.31
Resource-Intensive Manufacturing 021 0.19
Retail Trade 0.18 0.24
Services 0.29 0.27
Technology-Intensive Manufacturing 0.30 0.20
Transportation & Public Utilities 0.14 0.19
Wholesale Trade 0.29 0.32
Weighted Average of All Groups 0.20 0.22

Table A3-21

Foreign Director Ratio in Canadian Firms by Size Class

Sales (US$ millions) Canada - Weighted Average
10 o0 SO 0.19
50 to 100 0.19
100 to 500 0.18
500 to 1,000 0.18
1,000 to 2,000 0.24
> 2,000 0.11
Weighted Average of All Classes 0.15
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Table A3-22

Foreign Director Ratio in Canadian Firms by Major Industry Grouping

Major Industry Grouping

Canada - Weighted Average

Agriculture, Forestry & Fishing
Construction

Finance, Insurance & Real Estate
Labour-Intensive Manufacturing
Mining

Resource-Intensive Manufacturing
Retail Trade

Services

Technology-Intensive Manufacturing
Transportation & Public Utilities
Wholesale Trade

Weighted Average of All Groups

n/a
0.14
0.13
0.10
0.17
0.19

n/a
0.23
0.15
0.17
0.24

0.15

Note; n/a = data not available

Table A3-23

CEQ is on the Board of Directors by Size Class

Canada - % of Firms

Sales (US$ millions) No Yes
10t0 50 23.7 76.3
500 100 19.2 80.8
100 o 500 12.3 87.7
500 ro 1,000 14 92.6
1,000 w 2,000 11.1 88.9
> 2,000 10.2 89.8
Average of All Classes 17.0 83.0
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Table A3-24

CEOQ is on the Board of Directors by Major Industry Grouping

Canada - % of Firms

Major Industry Grouping No Yes
Agriculture, Forestry & Fishing 25.0 75.0
Construction 222 71.8
Finance, Insurance & Real Estate 18.8 81.2
Labour-Intensive Manufacturing 18.2 81.8
Mining 20.6 794
Resource-Intensive Manufacturing 16.3 83.7
Retail Trade 14.7 85.3
Services 14.0 86.0
Technology-Intensive Manufacturing 16.7 833
Transportation & Public Utilities 9.9 90.1
Wholesale Trade 16.2 83.8
Average of All Groups 17.0 83.0
Table A3-25

CEQ is Chairperson of the Board by Size Class

Canada - % of Firms

United States - % of Firms

Sales (US$ millions) No Yes No Yes
10to S0 73.3 26.6 55.3 44,7
50 to 100 100.0 0.0 46.2 538
100 to 500 53.3 46.6 40.1 599
500 to 1,000 71.4 28.6 31.7 68.3
1,000 to 2,000 83.3 16.7 29.4 70.6
> 2,000 50.0 50.0 18.2 81.8
Average of All Classes 65.5 345 40.7 59.3
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Table A3-26
CEO is Chairperson of the Board by Major Industry Grouping

Canada - % of Firms

United States - % of Firms

Major Industry Grouping No Yes No Yes
Agriculture, Forestry & Fishing n/a n/a 50.0 50.0
Construction n/a n/a 38.2 61.8
Finance, Insurance & Real Estate 300 70.0 457 543
Labour-Intensive Manufacturing 100.0 0.0 36.0 64.0
Mining 81.2 18.8 37.0 63.0
Resource-Intensive Manufacturing 75.0 25.0 39.9 60.1
Retail Trade nfa n/a 332 66.8
Services 100.0 0.0 38.2 61.8
Technology-intensive Manufacturing 83.3 16.7 434 56.6
Transportation & Public Utilities 25.0 75.0 34.7 65.3
Wholesale Trade n/a n/a 441 55.9
Average of Al Groups 65.5 34.5 40.7 59.3

Note: n/a = data not available.
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Figure A4:1

Return Performance Grouped by Concentration of Ownership

Canada United States

10

Return on Equity

Return on Assets

[\

Figure A4-2

Growth Performance Grouped by Concentration of Ownership

Canada United States

Sales Growth

[]

Asset Growth

Source: Table A4-1 for both Figures.




APPENDIX 5

REGRESSION RESULTS OF MODEL 1:
RELATIONSHIPS BETWEEN DECISON-MAKING AND
CORPORATE GOVERNANCE STRUCTURE VARIABLES

This Appendix contains a description of the mnemonics used in the regression equations and a
series of Tables showing the Canadian and American regression results of Model 1. This Model is
used to analyze the relationship between the corporate governance structure and corporate decision-
making variables.

Description of Regression Mnemonics

The mnemonics used in the regression analysis are classified according to the following scheme.
The first letter of the variable mnemonic is either a “C” or a “U,” denoting the Canadian or United
States sample, respectively. The second letter of the variable mnemonic is either a “G,” a “D” or a
“P,” denoting Governance, Decision-Making and Performance variables, respectively. The third
symbol of the variable mnemonic is a “dot,” except for major indusiry and size dummy variables.

The letters that follow the “dot” symbol represent the following variables:

BS Board Size (number of directors)

cCi CEQ is Chairperson

cCcz2 CEOQ is Chairperson, information not available (only for Canadian sample)

FOR Foreign Director Ratio

INS Inside Director Ratio

INSD Inside Ownership

IO Institutional Ownership

0oC1 Concentration of Ownership “widely held”

0C2 Concentration of Ownership “effectively controlled” (the control group is
“legally controlled”)

DDASS Leverage (debt to assets ratio)

ASSEM Capital-Labour Ratio (assets to employees ratio)

RNDSS R&D Intensity (R&D to sales ratio)

FTAG Outward Orientation (presence of foreign sales or foreign assets)

ROE Return on Equity

ROA Return on Assets

SG Sales Growth
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ASSG Asset Growth

SSEMP Labour Productivity (sales per employee)
SSASS Capital Productivity (sales per asset)
LPG Labour Productivity Growth

CPG Capital Productivity Growth

EPSG Earnings per Share Growth

The 10 major industry dummy variables are defined as MI.1 to MI.10.
MI.1 is Agriculture, Forestry and Fishing
M1.2 is Construction
MI.3 is Finance, Insurance and Real Estate
MI.4 is Labour-Intensive Manufacturing
ML.5 is Mining
MI.6 is Resource-Intensive Manufacturing
M1.7 is Retail Trade
ML.8 is Services
ML.9 is Technology-Intensive Manufacturing
MI.10 is Transportation and Public Utilities
The control major industry is Wholesale Trade

The five firm size dummy variables are defined as SIZ.1 to SIZ.5. The size is measured as US$
sales in millions.

SIZ.1 is between 10 and 50

SIZ.2 is between 50 and 100

SIZ.3 is between 100 and 500

SIZ.4 is between 500 and 1,000

SIZ.5 is between 1,000 and 2,000

The control firm size is 2,000 and more.

Detailed Regression Results

This section contains a series of four Tables showing the detailed regression results for the Canadian
sample (Tables A5-1 to A5-4) and a similar set of Tables for the U.S. sample (Tables AS-5 to AS5-8).
The dependent variables in each set of regression equations are the following:

* Leverage

* Capital-Labour Ratio
* R&D Intensity

* Outward Orientation
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Table AS5-1

(Dependent Variable: CD.DDASS)

Leverage Variable, Canadian Sample

Adjusted R2 = 0.123
n = 565

Variables

in the equation B t-statistics
(Constant) 0.3298 5.37
CG.BS -0.0100 -4.56
CG.cC1 0.0494 1.07
CG.CC2 -0.0052 -0.15
CG.FOR -0.0488 -0.61
CG.INS -0.0685 -1.36
CG.INSD 4.5112x103 0.10
CG.10 -1.9752x10-4 -0.48
CG.0C1 -0.0272 -0.90
CG.oc2 0.0298 1.29
CMI1 0.1095 0.90
CMI.2 0.0824 1.23
CMIL3 0.1143 313
CMI4 0.0833 1.80
CML5 0.0769 2.09
CML6 0.0924 2.50
CML7 0.0290 0.65
CML8 0.1214 2.78
CML9 0.0130 0.34
CMI.10 0.2165 552
CSIZ.1 -0.0885 -2.70
CSIZ.2 -0.1002 -3.00
CSIZ.3 -0.0559 -1.94
CS1Z.4 -0.0331 -1.02
CSIZ.5 0.0456 1.29
F=430
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Table AS5-2

Capital-Labour Ratio Variable, Canadian Sample

(Dependent Variable: CD.ASSEM)

Variables

in the equation B t-statistics
(Constant) 3360297.0070 -3.20
CG.BS 101306.8361 0.12
CG.CC1 75627.7420 -0.09
CG.CC2 149820.8217 -0.24
CG.FOR 404899.6149 0.29
CG.INS 1428028.1910 -1.65
CG.INSD 15161.3751 1.88
CG.IO 32951.7883 4.76
CG.0Ct1 967610.1180 1.82
CG.0C2 405215.5897 0.97
CMI.1 -483181.5418 -0.26
CMI1.2 29221.4345 0.02
CML3 3154717.1743 5.19
CM14 -430267.5822 -0.57
CML5 043088.3179 1.54
CMl.6 -11742.9482 -0.02
CML7 -196804.3882 -0.26
CML8 8354.9540 0.01
CMI.9 -232017.7509 -0.37
CMI.10 -357322.5828 -0.56
CSIZ.1 2008405.6416 345
CSIZ.2 2590719.9005 432
CSIZ.3 1982918.4810 3.76
CSI1Z.4 1011067.4047 1.69
CSIZ.S5 790257.0639 1.18
F=1013

Adjusted R2 = 0.258

n =631
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Table AS-3
R&D Intensity Variable, Canadian Sample
(Dependent Variable: CD.RNDSS)

Adjusted R? =0.022
n =289

Variables

in the equation B t-statistics
(Constant) 0.3156 1.96
CG.BS -0.0195 -2.36
CG.cC1 -0.0349 -0.42
CG.CC2 -0.0456 -0.96
CG.FOR -0.1678 -1.03
CG.INS -0.0451 -0.30
CG.INSD 8.2993x104 0.91
CG.I0 -1.7984x104 -0.20
CG.OC1 -0.0026 -0.05
CG.0C2 -0.0189 -0.36
CMIL.3 0.1278 1.22
CMi4 -0.0894 -047
CML5 0.0336 0.40
CML.6 0.1056 1.08
CML7 -0.0278 -0.16
CML8 -0.0529 -0.54
CMIL.9 0.0270 032
CMI.10 -0.1040 -0.60
CSIZ.1 -0.0789 -0.99
CSIZ.2 -0.0761 -0.93
CSIZ.3 -0.0705 -1.06
CSIZ.4 0.0329 040
CSIZ.S 0.1080 1.33
F=1.09
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Table A5-4
Outward Orientation Variable, Canadian Sample
(Dependent Variable: CD.FTAG)
Variables
in the equation B t-statistics
{Constant) 0.1867 1.50
CG.BS -(.0034 -0.78
CG.CC1 0.2948 3.15
CG.cC2 0.3356 4.84
CG.FOR 0.4825 2.67
CG.INS -0.0228 -0.21
CG.INSD -0.0011 -1.16
CG.I0 -0.0016 -1.87
CG.0C1 -0.0094 -0.15
CG.0C2 -0.0182 -0.38
CMI.1 -0.1113 -0.45
CMI.2 0.1460 1.08
CMIL.3 0.1342 1.87
CMI4 0.1708 1.85
CMLS5 0.1341 1.83
CML.6 0.0927 1.24
CML7 0.1256 1.35
CMIL8 0.1770 1.95
CMIL.9 0.1740 2.24
CMI.10 0.0257 0.32
CSIZ.1 -0.1760 -2.64
CSIZ.2 -0.1437 -2.08
CSIZ.3 -0.0787 -1.34
CSIZ4 0.0615 0.92
CSIZ.S 0.1349 1.86
F=495

Adjusted RZ = 0.147
n =550
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Table A5-5
Leverage Variable, U.S. Sample
(Dependent Variable: UD.DDASS)

Adjusted R2 = 0.209
n=1372

Variables

in the equation B t-statistics
(Constant) 0.2985x10-4 9.76
UG.BS -3.4113 -0.01
UG.CC1 0.0147 1.76
UG.INS -0.0129x10-4 -0.56
UG.INSD -4.8190x10-4 -2.17
UG.IO -6.4793 -3.05
UG.0C1 -0.0507 -4.26
UG.0C2 -0.0279 -2.43
UMI.1 0.0274 033
UMI.2 -0.0065 -0.16
UMI3 -0.1561 -7.18
UMIL4 6.7940x10-4 0.03
UMIL.S 0.0377 1.27
UML6 0.0186 0.85
UML7 -0.0171 -0.72
UMI.8 -0.0029 -0.12
UML9 -0.0391 -1.90
UML.10 0.0958 432
USIZ.1 -0.0349 -1.70
USIZ.2 -0.0161 -0.95
USIZ.3 -0.0179 -1.50
USIZ.4 0.0133 1.00
USIZ.5 0.0024 0.17
F=1751
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Table A5-6

Capital-Labour Ratio Variable, U.S. Sample
(Dependent Variable: UD.ASSEM)

Adjusted R? = 0.349
n=2940

Variables

in the equation B [-statistics
(Constant) 427933.6664 2.70
UG.BS -4627.7597 -1.18
UG.CC1 -8903.3753 -0.22
UG.INS -80081.4117 -0.77
UG.INSD -1402.1721 -1.39
UG.I0 1475.1838- 1.40
UG.0C1 -57818.4658 -1.02
UG.0C2 -35763.3162 -0.66
UMI.1 112636.9794 0.23
UMIL.2 269467.1769 1.32
UMI3 1860970.4643 17.71
UML4 -145898.1479 -1.18
UMI.S 447050.9785 3.14
UMI.6 -83117.9343 -0.73
UML.7 -200390.1117 -1.68
UMLS -64673.3624 -0.58
UML9 -104297.4158 -1.01
UML10 250747.2362 2.20
USIZ.1 -158056.7726 -1.74
USIZ.2 -162492.2201 -1.84
USIZ.3 -67298.0667 -0.89
USIZA4 -44361.8557 -0.50
USIZ.5 -123045.9600 -1.30
F=72.69
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Table AS-7

R&D Intensity Variable, U.S. Sample

(Dependent Variable: UD.RNDSS)

Variables

in the equation B t-statistics
(Constant) 0.4813 5.04
UG.BS -0.0011 -0.76
UG.CC1 0.0085 0.55
UG.INS -0.0703 -1.62
UG.INSD -1.2095x10-4 -0.31
UG.IO -6.0958x10-4 -1.48
UG.0OC1 0.0056 0.26
UG.0C2 0.0162 0.82
UMIL1 -0.2045 -1.44
UMI.2 -0.3582 -2.19
UMIL3 -0.3700 -2.85
UMIL4 -0.1595 -1.74
UMLS5 -0.3473 -3.97
UML.6 -0.1916 -2.23
UML7 -0.1260 -1.03
UML8 -0.2976 -3.54
UMIL9 -0.3032 -3.67
UML10 -0.3662 -3.65
USIZ.1 -0.0249 -0.73
USIZ.2 -0.0592 -1.79
USIZ.3 0.0018 0.06
USIZ .4 -0.0330 -0.91
USIZ.5 0.0728 1.99
F =336

Adjusted B2 = 0.065

n=1753
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Table A5-8
Outward Orientation Variable, U.S. Sample
(Dependent Variable: UD.FTAG)
Variables
in the equation B t-statistics
(Constant) 0.4681 5.49
UG.BS -6.6430%104 -0.35
UG.CC1 -0.0130 -0.57
UG.INS -0.1444 -2.32
UG.INSD -2.2022x104 -0.37
UG.IO 0.0018 3.05
UG.0C1 -0.0115 -0.36
UuG.ocz 0.0281 0.89
UMI.1 0.4145 1.71
UMI.2 -0.0147 -0.12
UML3 -0.1639 -2.70
UMI4 0.0932 1.35
UMLS 0.2993 3.57
UML6 0.1279 2.06
UML.7 -0.2661 -3.98
UMI8 0.1462 2.25
UML.9 0.3791 6.51
UMI.10 -0.2292 -3.64
USIZ.1 -0.3790 -7.05
USIZ.2 -0.3477 -7.47
USIZ.3 -0.2189 -6.49
USIZ 4 -0.1731 -4.56
USIZ.5 -0.0872 -2.22
F=3179

Adjusted R? = 0.307
n=1530
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REGRESSION RESULTS OF MODEL 2:
RELATIONSHIPS BETWEEN PERFORMANCE,
DECISION-MAKING, AND CORPORATE GOVERNANCE STRUCTURE VARIABLES

This Appendix contains a description of the mnemonics used in the regression equations and a
series of Tables showing the Canadian and American regression results of Model 2. This Model
depicts the impact of the corporate governance and decision-making variables on the performance
variables.

Description of Regression Mnemonics

The mnemonics used in the regression analysis are classified according to the following scheme.
The first letter of the variable mnemonic is either a “C” or a “U,” denoting the Canadian or United
States sample, respectively. The second letter of the variable mnemonic is either a “G,” a “D” or a
“P,” denoting Governance, Decision-Making and Performance variables, respectively. The third
symbol of the variable mnemonic is a “dot,” except for major industry and size dummy variables.

The letters that follow the “dot” symbol represent the following variables:

BS Board Size (number of directors)

cC1 CEQ is Chairperson

CC2 CEO is Chairperson, information not available (only for Canadian sample)

FOR Foreign Director Ratio

INS Inside Director Ratio

INSD Inside Ownership

10 Institutional Ownership

0oC1 Concentration of Ownership “widely held”

0oC2 Concentration of Ownership “effectively controlled” (the control group is
“legally controlled™)

DDASS Leverage (debt to assets ratio)

ASSEM Capital-Labour Ratio (assets to employees ratio)

RNDSS R&D Intensity (R&D to sales ratio)

FTAG Outward Orientation (presence of foreign sales or foreign assets)

ROE Return on Equity

ROA Return on Assets

SG Sales Growth
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ASSG Asset Growth

SSEMP Labour Productivity (sales per employee)
SSASS Capital Productivity (sales per asset)
LPG Labour Productivity Growth

CPG Capital Productivity Growth

EPSG Earnings per Share Growth

The 10 major industry dummy variables are defined as MI.1 to MI.10.
MLI.1 is Agriculture, Forestry and Fishing
MLI.2 is Construction
MI.3 is Finance, Insurance and Real Estate
MIL.4 is Labour-Intensive Manufacturing
ML.5 is Mining
ML.6 is Resource-Intensive Manufacturing
MI.7 is Retail Trade
MI.8 is Services
M1.9 is Technology-Intensive Manufacturing
MI.10 is Transportation and Public Utilities
The control major industry is Wholesale Trade

The five firm size dummy variables are defined as SIZ.1 to SIZ.5. The size is measured as US$
sales in millions.

SIZ.1 is between 10 and 50

SIZ.2 is between 50 and 100

SIZ.3 is between 100 and 500

SIZ.4 is between 500 and 1,000

SIZ.5 is between 1,000 and 2,000

The control firm size is 2,000 and more.

Detailed Regression Results

This section contains a series of nine Tables showing the detailed regression results for the Canadian
sample (Tables A6-1 to A6-9) and a similar set of Tables for the U.S. sample (Tables A6-10 to
A6-18). The dependent variables in each set of regression equations are the following:

* Return on Equity

* Return on Assets

* Sales Growth

* Asset Growth

* Labour Productivity Performance
* Capital Productivity Performance
* Labour Productivity Growth

* Capital Productivity Growth

* Earnings per Share Growth
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Table A6-1

Return on Equity Variable, Canadian Sample

(Dependent Variable: CP.ROE)

Variables

in the equation B t-statistics
{Constant) 0.1765 2.24
CD.ASSEM -4.1592x10° -1.14
CD.DDASS -0.1997 -3.48
CG.BS -0.0040 -1.38
CG.cC1 -0.0025 -0.05
CG.cc2 -0.0444 -1.07
CG.FOR 0.0558 0.53
CG.INS 0.2112 3.18
CG.INSD 4.2418x104 -0.73
CG.lo -5.3142x105 -0.10
CG.0OC1 -0.0045 -0.12
CG.0C2 0.0095 0.32
CMI.1 -0.0391 -0.28
CMI.2 0.0666 0.81
CML3 0.0483 0.10
CM1.4 0.0044 0.08
CMLS5 -0.0383 -0.83
CML.6 -0.0893 -1.98
CML.7 -0.0608 -1.12
CMIL.8 0.0552 1.03
CML9 -0.0455 -0.96
CML.10 0.0544 1.10
CSIZ.1 -0.1222 -2.90
CSIZ.2 -0.0614 -1.45
CSIZ.3 -0.0530 -1.47
CSIZ4 -0.0218 -0.55
CSIZ.5 -0.0497 -1.12
F=233

Adjusted R? = 0.070
n =463
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Table A6-2

Return on Assets Variable, Canadian Sample

(Dependent Variable: CP.ROA)

Variables

in the equation B t-statistics
{Constant) 0.0391 1.23
CD.ASSEM -7.93978x10-10 -0.54
CD.DDASS -0.0532 -2.29
CG.BS 3.1956x104 0.28
CG.cC1 0.0108 0.50
CG.CC2 -0.0033 -0.20
CG.FOR -0.0044 -0.10
CG.INS 0.0691 2.57
CG.INSD 1.5688x104 0.67
CG.I0 1.2800x10-5 0.01
CG.0C1 -0.0050 -0.33
CG.0C2 -0.0140 -1.15
CML1 -0.0229 -0.40
CMI.2 0.0471 1.41
CMIL.3 -0.0180 -0.92
CMIL4 0.0037 0.16
CML5 0.0016, 0.09
CML6 -0.0158 -0.86
CML7 -0.0055 -0.25
CML8B 0.0252 1.15
CML9 -0.0020 -0.11
CML10 0.0161 0.80
CSI1Z.1 -0.0408 -2.39
CSIZ.2 -0.0319 -1.85
CSIZ.3 -0.0132 -0.91
CSIZ.4 -0.0056 -0.35
CSIZ.5 -0.0030 -0.17
F=1.73

Adjusted R? = 0.040
n =463
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Table A6-3

Sales Growth Variable, Canadian Sample
(Dependent Variable: CP.SG)

n =463

Adjusted R2 = 0.079

Variables

in the equation B t-statistics
(Constant) 0.0420 0.55
CD.ASSEM -7.6081x10°9 -2.14
CD.DDASS -0.0235 -0.42
CG.BS 5.0105x10+ 0.18
CG.CC1 0.0955 1.82
CG.CC2 -0.0342 -0.85
CG.FOR 0.0734 0.72
CG.INS 0.0422 0.65
CG.INSD -3.1076x104 -0.55
CG.IO -5.3803x10-4 -1.06
CG.0C1 -0.0018 -0.05
CG.0C2 0.0069 0.24
CMI.1 0.1185 0.86
CMI1.2 0.0551 0.69
CMI1.3 6.6591x104 0.01
CM1.4 -0.0150 -0.27
CMIL5 0.1200 2.67
CMIL.6 -0.0297 -0.68
CML7 -0.0386 -0.73
CMIL.8 0.0572 1.09
CMIL.9 0.0653 1.42
CMI.10 0.0416 0.87
CSIZ.1 0.0642 1.57
CSIZ.2 0.0405 0.98
CSIZ.3 0.0472 1.35
CSIZ.4 0.6620 1.61
CSIZ.5 0.0052 0.12
F=252
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Table A6-4

Asset Growth Variable, Canadian Sample

(Dependent Variable: CP.ASSG)

Variables

in the equation B t-statistics
{Constant) -0.0733 -0.99
CD.ASSEM -4.4962x10-9 -1.30
CD.DDASS -0.0485 -0.89
CG.BS 0.0047 1.73
CG.CC1 0.1203 2.36
CG.CC2 -0.0331 -0.85
CG.FOR 0.2960 T 297
CG.INS 0.1112 1.77
CG.INSD -4.0543x104 -0.74
CG.IO -4.5336x104 -0.92
CG.0C1 0.0203 0.57
CG.0C2 0.0210 0.75
CMIL.1 0.0938 0.70
CMI.2 -0.0320 -0.41
CMIL.3 -0.0900 -0.18
CMIL4 0.0346 0.65
CMIL.5 0.0935 215
CML6 0.0095 0.22
CML7 -6.9937x10-5 -0.00
CMIL.8 0.0997 1.96
CML.9 0.1095 245
CMI.10 0.0787 1.67
CSIZ.1 0.0412 1.03
CSIZ.2 0.0911 227
CSIZ.3 0.0542 1.59
CSl1Z.4 0.0835 223
CSIZ.5 -0.0126 -0.30
F=287

Adjusted R2 = 0.095
n =463
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Table A6-5

Labour Productivity Performance Variable, Canadian Sample
(Dependent Variable: CP.SSEMP)

n =463

Adjusted R? = 0.316

Variables

in the equation B t-statistics
(Constant) 1077694.9856 4.85
CD.ASSEM 0.1171 11.36
CD.DDASS 139295.4561 0.86
CG.BS -20841.9212 -2.58
CG.CC1 101535.3564 0.67
CG.CC2 -60892.7169 -0.52
CG.FOR -440007.0183 -1.48
CG.INS 8905.9540 0.05
CG.INSD -672.4895 -041
CG.IO -211.2639 -0.14
CG.0C1 -13105.9841 -0.12
CG.0C2 -22336.3356 -0.27
CMIL.1 -493757.6259 -1.23
CMI.2 536160.7718 230
CMIL.3 -553613.3395 -4.05
CMI.4 -532324.6397 -3.34
CML5 -193481.3214 -1.49
CMIL.6 -494965.5179 -3.89
CML7 -599037.6624 -3.91
CMLB -441937.1961 -2.90
CMIL9 -449003.6924 -3.37
CML10 -456478.5457 -3.28
CSIZ.1 -343685.9377 -2.89
CSIZ.2 -318249.0906 -2.65
CSIZ.3 -90787.0425 -0.89
CSIZA4 -202953.0658 -1.81
CSIZ.S5 -141166.7471 -1.12
F=920
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Table A6-6

Capital Productivity Performarice Variable, Canadian Sample

(Dependent Variable: CP.SSASS)

Variables

in the equation B t-statistics
(Constant) 2.4883 9.54
CD.ASSEM -3.1655x10-8 -2.62
CD.DDASS -0.7129 -3.75
CG.BS -0.0301 -3.17
CG.CC1 -0.2206 -1.24
CG.CC2 -0.0092 -0.07
CG.FOR -0.2477 -0.71
CG.INS 0.1922 0.87
CG.INSD 0.0014 0.70
CG.IO 3.0885x104 0.18
CG.0C1 -0.1585 -1.27
CG.0C2 -0.0453 -0.46
CMI1 -0.2201 -0.47
CMI.2 -0.1246 -0.46
CML3 -1.0880 -6.79
CMI14 -0.3962 -2.12
CMLS5 -1.2283 -8.04
CML6 -0.6304 -4.22
CML.7 0.1282 071
CM1.8 -0.5939 -3.33
CM1.9 -0.4619 -2.95
CMI1.10 -0.9092 -5.56
CSIZ.1 -0.4922 -3.52
CSIZ.2 -0.2911 -2.07
CSIZ.3 -0.1859 -1.56
CS1Z.4 -0.3174 -2.42
CSIZ5 -0.2280 -1.55
F=13.46

Adjusted R? = 0.412
n =463
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Table A6-7

(Dependent Variable: CP.LPG)

Labour Productivity Growth Variable, Canadian Sample

Adjusted R? = 0.069
n =463

Variables

in the equation B t-statistics
(Constant) 0.0680 0.90
CD.ASSEM -7.7612x10-° -2.21
CD.DDASS -0.0349 -0.63
CG.BS 5.1243 0.00
CG.CC1 0.0669 1.29
CG.cCc2 -0.0384 -0.97
CG.FOR 0.0876 0.87
CG.INS 0.0232 0.36
CG.INSD -4.2438x104 -0.76
CG.IO -6.4422x104 -1.29
€G.0C1 -0.0209 -0.58
CG.0C2 -6.7336x10-4 -0.02
CMI.1 0.1278 0.94
CMI.2 0.0502 0.63
CM1.3 0.0017 0.04
CMIL.4 -0.0232 -0.43
CMLS5 0.1103 249
CMLI.6 -0.0332 -0.77
CML.7 -0.0386 -0.74
CMIL.8 0.0301 0.58
CMIL9 0.0595 1.31
CML10 0.0338 0.71
CSIZ.1 0.0713 1.76
CSIZ.2 0.0430 1.05
CSIZ.3 0.0493 1.42
CSIZ.4 0.0548 1.44
CSIZ.5 0.0153 0.36
F=232
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Table A6-8

Capital Productivity Growth Variable, Canadian Sample

(Dependent Variable: CP.CPG)

Variables

in the equation B t-statistics
{Constant) 0.1152 1.67
CD.ASSEM -3.1119%x10-° -0.97
CD.DDASS 0.0250 0.50
CG.BS -0.0042 -1.66
cG.cCl -0.0247 -0.52
CG.CC2 -0.0011 -0.03
CG.FOR -0.2227 -2.41
CG.INS -0.0690 -1.19
CG.INSD 9.4675x105 0.19
CG.I0 -8.4663x10°3 -0.19
CG.oC1 -0.0221 -0.67
CG.0C2 -0.0141 -0.54
CMI1 0.0247 0.20
CML2 0.0868 1.20
CMI.3 0.0091 0.21
CMI4 -0.0495 -1.00
CMLS5 0.0264 0.65
CML.6 -0.0393 -0.99
CML.7 -0.0386 -0.81
CMLS -0.0425 -0.90
CMI9 -0.0442 -1.07
CML.10 -0.0372 -0.86
CSIZ.1 0.0231 0.62
CSIZ.2 -0.0506 -1.36
CSIZ.3 -0.0070 -0.22
CSIZ.4 -0.0216 -0.62
CSIZ.5 0.0178 0.46
F=128

Adjusted R2 = 0.015
n =463
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Table A6-9

Earnings per Share Growth Variable, Canadian Sample

(Dependent Variable: CP.EPSG)

Variables

in the equation B [-statistics
{Constant) 0.9702 1.42
CD.ASSEM 5.0900x10-9 0.16
CD.DDASS -1.1762 -2.37
CG.BS -0.0380 -1.53
CG.CC1 0.0819 0.18
CG.CC2 0.2190 0.61
CG.FOR 0.9288 1.02
CG.INS 0.4137 0.72
CG.INSD 0.0014 0.27
CG.10 -0.0058 -1.30
CG.0C1 -0.3349 -1.03
CG.0C2 -0.2455 -0.95
CMI.1 2.2649 1.84
CMI.2 0.1174 0.16
CML3 -0.0690 -0.17
CM1.4 -0.5050 -1.03
CMLS -0.1519 -0.38
CML6 -0.3895 -1.00
CML.7 0.1447 0.31
CMLS8 0.0409 0.09
CML9 -0.0890 -0.22
CML10 0.6762 1.58
CSIZ.1 -0.3256 -0.89
CSI1Z.2 -0.4942 -1.34
CSIZ3 -0.4649 -1.49
CSIZ.4 -0.0526 -0.15
CSIZ.5 -0.1220 -0.32
F=125

Adjusted R2 = 0.014
n =463
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Table A6-10

Return on Equity Variable, U.S. Sample

(Dependent Variable: UP.ROE)

Variables

in the equation B t-statistics
(Constant) 0.0187 0.55
UD.ASSEM -9.4732x10-° -2.50
UD.DDASS -0.1904 -6.51
UG.BS -6.2916x10°> -0.09
UG.CC1 -0.0011 -0.12
UG.INS 0.0975 3N
UG.INSD 8.2081x104 3.48
UG.IO 0.0012 5.00
UG.0C1 0.0427 33
UG.0C2 0.0201 1.62
UMI.1 0.0913 0.84
UMI.2 -0.0523 -1.19
UML3 0.0495 1.97
UML4 0.0208x10-4 0.80
UMILS 0.0179 0.56
UML.6 0.0116 0.50
UML7 0.0051 0.20
UMIL8 0.0068 0.27
UMIL.9 0.0068 0.31
UMI.10 0.0465 1.94
USIZ.1 -0.1365 -6.10
USIZ.2 -0.0737 -4.05
USIZ3 -0.0184 -1.43
Usiz.4 -7.8559 -0.05
USIZ.5 0.0013 0.09
F =10.50

Adjusted R? = 0.144
n=1357
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Table A6-11

Return on Assets Variable, U.S. Sample

(Dependent Variable: UP.ROA)

Variables

in the equation B t-statistics
(Constant) 0.0296 2.1
UD.ASSEM -3.7486x109 -2.37
UD.DDASS -0.0501 -4.16
UG.BS -2.7240x104 -0.91
UG.CC1 -0.0014 -0.37
UG.INS 0.0263 2.57
UG.INSD 1.9563x104 1.99
UG.IO 4.6350x104 4.87
UG.0C1 0.0111 2.09
UG.0C2 0.0036 0.70
UMIL1 0.0333 0.75
UMI2 -0.0199 -1.10
UMIL3 -0.0253 -2.44
UMIL4 0.0246 2.28
UMLS -0.0045 -0.34
UML6 0.0069 0.72
UMIL.7 0.0113 1.08
UMIL8 0.0125 1.22
UML9 0.0035 0.39
UMI.10 0.0155 1.57
USIZ.1 -0.0297 -3.23
USIZ.2 -0.0156 -2.09
USIZ3 3.9406x104 0.07
USIZ A4 0.0049 0.82
USIZ.S5 0.0035 0.60
F=709

Adjusted RZ = 0.097
n=1,357
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Table A6-12
Sales Growth Variable, U.S. Sample
(Dependent Variable: UP.SG)

Variables

in the equation B i-statistics
(Constant) 0.0435 1.47
UD.ASSEM . -7.2263x10°9 217
UD.DDASS -0.0521 -2.06
UG.BS 1.2825x104 0.20
UG.CC1 -0.0060 -0.77
UG.INS 0.0500 2.31
UG.INSD 4.4907x104 217
UG.IO 7.0642x10-4 352
UG.0C1 0.0110 098
UG.0C2 0.0149 1.39
UMI.1 -0.0372 -0.40
UMI.2 -0.0592 -1.56
UMIL3 -0.0241 -1.11
UMLA4 -0.0436 -1.92
UMLS5 -0.0075 -0.27
UML.6 -0.0488 241
UML7 -0.0164 -0.74
UMI.8 -0.0177 -0.82
UMIL9 -0.0248 -1.30
UMI.10 -0.0070 -0.34
USIZ.1 -0.0537 277
USIZ.2 -0.0370 -2.34
USIZ.3 0.0263 2.35
USIZ 4 0.0162 1.29
USIZ.5 0.0107 0.84
F=432

Adjusted R2 = 0.055
n=1357
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Table A6-13
Asset Growth Variable, U.S. Sample
(Dependent Variable: UP.ASSG)

Variables

in the equation B t-statistics
{Constant) 0.0743 2.24
UD.ASSEM -1.0069x10-8 -2.69
UD.DDASS -0.1541 -5.41
UG.BS 1.0426x104 0.15
UG.CC1 0.0023 0.26
UG.INS 0.0487 201
UG.INSD 4.9364x104 2.12
UG.IO 7.4644x10-4 331
UG.0C1 0.0082 0.65
UG.0C2 0.0051 0.43
UMI.1 0.0145 0.14
UMI.2 -0.0983 -2.30
UML3 0.0134 0.55
UMIL4 -0.0287 -1.13
UMLS5 -0.0032 -0.10
UMI.6 -0.0439 -1.93
UML.7 -0.0092 -0.37
UMI.8 -0.0100 -0.41
UMIL9 -0.0380 -1.76
UMIL.10 0.0028 0.12
USIZ.1 -0.0861 -3.95
USIZ.2 -0.0216 -1.22
USIZ.3 0.0167 1.33
USIZ .4 0.0142 1.01
USIZ.5 0.0088 0.61
F=593

Adjusted R2 = 0.080
n=1357
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Table A6-14
Labour Productivity Performance Variable, U.S. Sample
(Dependent Variable: UP.SSEMP)
Variables -
in the equation B [-statistics
(Constant) 547176.8090 10.10
UD.ASSEM 0.1215 19.90
UD.DDASS -69544.3065 -1.50
UG.BS -947.1487 -0.82
UG.CC1 3612.7342 0.25
UG.INS 63147.8734 1.59
UG.INSD 649.0607 1.71
UG.IO 176.2358 0.48
UG.0C1 -26840.2524 -1.31
UG.0C2 -22907.8169 -1.16
UMI.1 -226775.0788 -1.31
UMI.2 -264123.0226 -3.78
UMIL3 -437368.2425 -10.96
UMIL4 -366721.8595 -8.82
UMILS5 -197060.9697 -3.87
UMIL.6 -282774.2793 -7.62
UMIL.7 -381932.9846 -9.43
UMLS -339390.1589 -8.56
UML9 -334955.4663 -9.54
UMI10 -238541.5653 -6.26
USIZ.1 -118415.8741 -3.33
USIZ.2 -123360.9096 -4,27
USIZ.3 -70948.8272 -3.46
USIZ.4 -46303.9670 2.01
USIZ.5 -43501.3674 -1.85
F=28.45

Adjusted R? = 0.327
n=1,357
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Table A6-15

Capital Productivity Performance Variable, U.S. Sample

(Dependent Variable: UP.SSASS)

Variables

in the equation B I-statistics
(Constant) 2.1237 16.63
UD.ASSEM -7.7028x10-8 -5.35
UD.DDASS -0.4930 -4.50
UG.BS -0.0042 -1.55
uG.cc1 -0.0058 -0.17
UG.INS 0.0784 0.84
UG.INSD 0.0021 229
UG.1I0 -0.0016 -1.80
UG.0C1 -0.0591 -1.22
UG.0C2 0.0740 1.60
UMI1 -1.0374 -2.56
UMI.2 -0.8760 -5.32
UML3 -1.5296 -16.27
UMI4 -0.5068 -5.17
UMLS5 -1.1525 -9.60
UMIL.6 -0.5821 -6.66
UML.7 0.0782 0.82
UMIL38 -0.5572 -5.97
UMI9 -0.6561 -7.93
UMIL10 -1.1130 -12.42
USIZ.1 -0.3464 -4.13
USIZ.2 -0.2494 -3.66
USIZ.3 -0.0541 -1.12
USIZ .4 -0.0277 -0.51
USIZ.S5 -0.0361 -0.65
F=4692

Adjusted R2 = 0.448
n=17357
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Table A6-16

Labour Productivity Growth Variable, U.S. Sample

{Dependent Variable: UP.LPG)

Variables

in the equation B t-statistics
(Constant) 0.1054 3.63
UD.ASSEM 6.4728x10°9 1.98
UD.DDASS -0.0235 -0.94
UG.BS -4.6024x10-4 -0.75
UG.CC1 -0.0067 -0.87
UG.INS -0.0173 -0.81
UG.INSD 2.3842x104 1.17
UG.IO 1.0734x104 0.55
UG.0C1 -0.0076 -0.69
UG.0C2 -0.0072 -0.68
UMIL.1 -0.0664 -0.72
UMI.2 -0.0744 -1.99
UMIL.3 -0.0543 -2.54
UMI4 -0.0536 241
UMLS5 -0.0525 -1.92
UMI.6 -0.0512 -2.58
UML7 -0.0616 -2.84
UMI.8 -0.0628 -2.96
UMI.9 -0.0328 -1.74
UML10 -0.0350 -1.72
USIZ.1 -5.8846x10-4 -0.03
USIZ.2 -0.0294 -1.90
USIZ.3 0.0136 1.24
USIZ.4 0.0056 046
USIZ.5 0.0174 1.38
F =166

Adjusted R2 = 0.012
n=1,357
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Table A6-17

(Dependent Variable: UP.CPG)

Capital Productivity Growth Variable, U.S. Sample

Adjusted R? = 0.032
n=1,357

Variables

in the equation B t-statistics
(Constant) -0.0307 -1.15
UD.ASSEM 2.8425x10 0.95
UD.DDASS 0.1020 4.46
UG.BS 2.3995x10-3 0.04
UG.CC1 -0.0083 -1.17
UG.INS 0.0012 0.06
UG.INSD -4.4571x10-3 -0.24
UG.10 -4.0018x10-5 -0.22
UG.0C1 0.0028 0.28
UG.0C2 0.0097 1.01
UML1 -0.0517 -0.61
UMIL2 0.0390 1.14
UML3 -0.0375 -1.91
UMI4 -0.0149 -0.73
UMI.5 -0.0044 -0.17
UMIL.6 -0.0049 -0.27
UML7 -0.0073 -0.36
UML38 -0.0076 -0.39
UML9 0.0131 0.76
UMI.10 -0.0097 -0.52
USIZ.1 0.0324 1.85
USIZ.2 -0.0154 -1.08
USIZ.3 0.0096 0.95
USIZ.4 0.0021 0.18
USIZS5 0.0020 0.17
F=289
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Table A6-18
Earnings per Share Growth Variable, U.S. Sample
(Dependent Variable: UP.EPSG)

Variables

in the equation B t-statistics
(Constant) -0.0657 -0.27
UD.ASSEM 9.3940x10-9 0.34
UD.DDASS -0.1348 -0.64
UG.BS 0.0068 J1.31
UG.CC1 0.0128 0.20
UG.INS 0.4879 272
UG.INSD 3.5220x104 0.21
UG.IO 0.0035 2.11
UG.0C1 -0.0832 -0.90
UG.0C2 -0.2321 -2.61
UMI.1 0.0978 0.13
UMI.2 -0.7237 -2.30
UMI3 -0.1449 -0.80
UMI.4 -0.2680 -1.43
UMLS -0.0306 -0.13
UMIL.6 -0.1998 -1.19
UMI.7 -0.349¢6 -1.91
UML8 -0.2062 -1.15
UMIL9S -0.3110 -1.96
UML10 0.1447 -0.84
USIZ.1 -0.3696 -2.30
USIZ.2 -0.2434 -1.87
USIZ.3 0.0211 0.23
USIZ .4 0.0237 0.23
USIZ.5 -0.0044 -0.04
F=229

Adjusted R2 = 0.022
n=1,357




APPENDIX 7

REGRESSION RESULTS FROM THE REDUCED FORM EQUATIONS:
RELATIONSHIPS BETWEEN PERFORMANCE AND
CORPORATE GOVERNANCE STRUCTURE VARIABLES

This Appendix contains a description of the mnemonics used in the reduced form model and a series
of Tables showing the results from the reduced form equations for the Canadian and the U.S. samples.

Description of Regression Mnemonics

The mnemonics used in the regression analysis are classified according to the following scheme.
The first letter of the variable mnemonic is either a “C” or a “U,” denoting the Canadian or United
States sample, respectively. The second letter of the variable mnemonic is either a “G,” a “D” or a
“P,” denoting Governance, Decision-Making and Performance variables, respectively. The third
symbol of the variable mnemonic is a “dot,” except for major industry and size dummy variables.

The letters that follow the “dot” symbol represent the following variables:

BS Board Size (number of directors)

cC1 CEQ is Chairperson

CC2 CEO is Chairperson, information not available (only for Canadian sample)

FOR Foreign Director Ratio

INS Inside Director Ratio

INSD Inside Ownership

10 Institutional Ownership

OC1 Concentration of Ownership “widely held”

0C2 Concentration of Ownership “effectively controlled” (the control group is
“legally controlled™)

DDASS Leverage (debt to assets ratio)

ASSEM Capital-Labour Ratio (assets to employees ratio)

RNDSS R&D Intensity (R&D to sales ratio)

FTAG Outward Orientation (presence of foreign sales or foreign assets)

ROE Return on Equity

ROA Return on Assets

SG Sales Growth

ASSG Asset Growth
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SSEMP Labour Productivity (sales per employee)
SSASS Capital Productivity (sales per asset)
LPG Labour Productivity Growth

CPG Capital Productivity Growth

EPSG Earnings per Share Growth

The 10 major industry dummy variables are defined as MI.1 to MI.10.

MI.1 is Agriculture, Forestry and Fishing
MI.2 is Construction

MI.3 is Finance, Insurance and Real Estate
MI.4 is Labour-Intensive Manufacturing
ML.5 is Mining

MI.6 is Resource-Intensive Manufacturing
MI.7 is Retail Trade

MIL38 is Services

MI1.9 is Technology-Intensive Manufacturing
MI.10 is Transporyation and Public Utilities
The control major industry is Wholesale Trade

The five firm size dummy variables are defined as SIZ.1 to SIZ.5. The size is measured as US$
sales in millions.

S1Z.1 is between 10 and 50

S1Z.2 is between 50 and 100

SIZ.3 is between 100 and 500

SI1Z.4 is between 500 and 1,000

SIZ.5 is between 1,000 and 2,000

The control firm size is 2,000 and more.

Results from the Reduced Form Equations

This section contains a series of nine Tables showing the results from the reduced form equations for
the Canadian sample (Tables A7-1 to A7-9) and a similar set of Tables for the U.S. sample (Tables
A7-10 to A7-18). The dependent variables in each set of equations are the following:

* Return on Equity

* Return on Assets

* Sales Growth

¢ Asset Growth

* Labour Productivity Performance
* Capital Productivity Performance
* Labour Productivity Growth

* Capital Productivity Growth

* Earnings per Share Growth
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Table A7-1

(Dependent Variable: CP.ROE)

Return on Equity Variable, Canadian Sample

Adjusted R2 = 0.069
n="754

Variables

in the equation B t-statistics
(Constant) 0.1488 2.23
CG.BS -0.0039 -1.64
CG.CcC1 -0.0226 -0.41
CG.CC2 -0.0572 -1.40
CG.FOR 0.0160 0.19
CG.INS 0.1975 3.78
CG.INSD -4.7045%x105 -0.09
CG.IO -1.1299x104 -0.26
CG.OC1 0.0134 0.40
CG.0C2 0.0129 0.51
CML1 -0.0503 -0.47
CMIL.2 0.0559 0.73
CML3 0.0112 0.29
CMIL4 -0.0107 022
CML.5 -0.0414 -1.05
CMLé6 -0.1024 -2.57
CML.7 -0.0467 -0.96
CML8 0.099%6 2.21
CML9 -0.0142 -0.35
CMI.10 0.0036 0.09
CSIZ.1 -0.1405 -3.90
CSIZ.2 -0.0810 -2.15
CSIZ3 -0.0598 -1.79
CSIZ.4 -0.0343 -0.90
CSIZ.S5 -0.0638 -1.53
F=333
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Table A7-2

Return on Assets Variable, Canadian JSample

{Dependent Variable: CP.ROA)

Variables

in the equation B t-statistics
(Constant) 0.0326 1.18
CG.BS 8.5857x104 0.87
CG.cC1 {.0043 0.19
CG.CC2 -0.0048 -0.28
CG.FOR -0.0119 -0.34
CG.INS 0.0480 222
CG.INSD 1.3580%10 0.65
CG.Io -9.9482x10-5 -0.56
CG.0C1 -0.0056 -0.41
cG.oCc2 -0.0182 -1.75
CMI.1 -0.0614 -1.38
CMI.2 0.0212 0.67
CMI.3 -0.0250 -1.58
CMI4 -0.0047 -0.23
CML5 -0.0094 -0.58
CMl.6 -0.0191 -1.16
CMI.7 -0.0037 -0.18
CMI8 0.0458 245
CMI1.9 9.6184x10 0.06
CMI.10 0.0034 0.20
CSizZ.1 -0.0325 -2.15
CSIZ.2 -0.0114 -0.73
CSIZ.3 0.0010 0.08
CSI1Z.4 -0.0123 -0.78
CSIZ.5 -0.0050 -0.29
F =3.06

Adjusted R2 = 0.062
n=1754
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Table A7-3

(Dependent Variable: CP.SG)

Sales Growth Variable, Canadian Sample

Adjusted R? = 0.062
n =754

Variables

in the equation B t-statistics
(Constant) 2.5400x104 -0.00
CG.BS 2.0400x10-4 0.09
CcG.cC1 0.0921 1.68
CcG.cC2 -0.0100 -0.24
CG.FOR 0.1564 1.82
CG.INS 0.0407 0.78
CG.INSD 1.3251x104 0.26
CG.IO -4.5883x104 -1.07
CG.0C1 0.0285 0.86
CG.0C2 0.0297 1.18
CMI1 0.1021 0.95
CMI1.2 0.0086 0.11
CMI13 0.0056 0.15
CMI1.4 -0.0234 -0.47
CML5 0.0994 2.52
CML.6 -0.0267 -0.66
CML7 -0.0019 -0.04
CM1.8 0.0729 1.62
CML9 0.0593 1.47
CMIL.10 0.0376 0.89
CSIZ.1 0.0614 1.69
CSIZ.2 0.0557 1.48
CSIZ.3 0.0675 2.02
CSIZ.4 0.0649 1.70
CSIZ.5 0.0073 0.18
F=3.07
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Table A7-4
Asset Growth Variable, Canadian Sample
(Dependent Variable: CP.ASSG)
Variables
in the equation B t-statistics
(Constant) -0.0494 -0.74
CG.BS 0.0022 0.93
CG.CC1 0.1106 2.03
CG.CC2 -0.0411 -1.01
CG.FOR 0.2313 2.70
CG.INS 0.0601 1.16
CG.INSD 1.2607x10-4 0.25
CG.IO -4.6255x10-4 -1.08
CG.OC1 0.0407 1.23
CG.OC2 0.0300 1.20
CMI.1 0.0212 0.20
CMI1.2 -0.0468 -0.67
CMI.3 0.0104 0.27
CMI.4 0.0509 1.03
CMIL.S 0.0750¢ 1.91
CML.6 0.0109 0.28
CML.7 0.0169 0.35
CMI.8 0.1015 2.26
CML9 0.0847 2.10
CMI.10 0.0531 1.27
CSIZ.1 0.0568 1.56
CSIZ2.2 0.0695 1.86
CSIZ.3 0.0609 1.83
CSIZ.4 0.0687 1.80
CSIZ.5 -0.0294 -0.71
F=2095
Adjusted R? = 0.059
n=1754
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Table A7-5

Labour Productivity Performance Variable, Canadian Sample

(Dependent Variable: CP.SSEMP)

Variables

in the equation B t-statistics
(Constant) 595888.4191 2.63
CG.BS -4721.9862 -0.57
CG.CC1 24885.1811 0.14
CG.CC2 -112162.9622 -0.84
CG.FOR -406315.3707 -1.34
CG.INS -33650.5272 -0.18
CG.INSD 844.6666 0.49
CG.10 3021.0818 2.03
CG.0C1 143389.0418 1.26
CG.0C2 123356.2845 1.37
CML1 -456378.5392 -1.16
CMI.2 506473.9817 1.98
CMI.3 -126784.8915 -0.96
CMIL4 -543950.6616 -3.33
CMLS5 -68148.8297 -0.51
CMIL.6 -410232.7966 -3.10
CML.7 -576032.6665 -3.57
CMLS8 -365204.3507 -2.36
CMIL9 -473293.9633 -3.50
CML.10 -430799.9924 -3.09
CSIZz.1 -110783.6281 -0.88
CSIZ.2 -22936.8251 -0.18
CSIZ.3 124800.3841 1.11
CSIZ.4 -85834.4717 -0.67
CSIZ.5 123035.4967 0.87
F=3.62

Adjusted R2 = 0.092

n =621
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Table A7-6

Capital Productivity Performance Variable, Canadian Sample

(Dependent Variable: CP.SSASS)

Variables

in the equation B ¢-statistics
(Constant) 23194 10.97
CG.BS -0.0306 -4.04
CG.CC1 -0.2690 -1.55
CG.CC2 -0.0537 -0.42
CG.FOR -0.2858 -1.05
CG.INS 0.2753 1.67
CG.INSD 0.0019 1.19
CG.IO0 -0.0012 -0.90
CG.0C1 -0.1821 -1.73
CG.0C2 -0.0326 -0.41
CMI.1 -0.3643 -1.07
CMI.2 0.0167 0.07
CMIL.3 -1.2202 -10.11
CMIL.4 -0.3813 -2.44
CMLS5 -1.2045 -9.65
CML6 -0.5506 -4.37
CML.7 0.2764 1.79
CMIL.8 -0.5484 -3.84
CMIL.9 -0.3668 -2.86
CMI.10 -0.9682 -7.28
CSIZ.1 -0.4545 -3.94
CSIZ.2 -0.3274 -2.75
CSIZ.3 ’ -0.1924 -1.82
CSI1Z.4 -0.3608 -2.98
CSIZ.5 -0.2963 -2.24
F =23.07

Adjusted RZ = 0.413
n =754
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Table A7-7

(Dependent Variable: CP.LPG)

Labour Productivity Growth Variable, Canadian Sample

Adjusted R2 = 0.056
n=1754

Variables

in the equation B t-statistics
(Constant) 0.0218 033
CG.BS -1.2106x104 -0.05
CaG.cC1 0.0656 1.21
CG.CC2 -0.0158 -0.39
CG.FOR 0.1609 1.89
CG.INS 0.0300 0.58
CG.INSD -2.8454x104 -0.06
CG.IO -5.9440x10-4 -1.39
CG.0C1 0.0098 0.30
CG.0C2 0.0211 0.85
CMI.1 0.1019 0.96
CML2 0.0032 0.04
CML3 0.0028 0.08
CMI4 -0.0296 -0.60
CML.5 0.0944 242
CMl.6 -0.0289 -0.73
CML.7 -0.0021 -0.04
CML8 0.0548 1.22
CML9 0.0553 1.38
CML10 0.0305 0.73
CSIZ.1 0.0657 1.82
CSiZ.2 0.0564 1.51
CSIZ.3 0.0680 2.06
CSIZ4 0.0580 1.53
CSIZ.5 0.0134 0.33
F=284
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Table A7-8

Capital Productivity Growth Variable, Canadian Sample

(Dependent Variable: CP.CPG)

Variables

in the equation B t-statistics
(Constant) 0.0492 0.74
CG.BS -0.0020 -0.84
CG.CcC1 -0.0186 -0.34
CG.cc2 0.0311 0.76
CG.FOR -0.0749 -0.87
CG.INS -0.0195 -0.37
CG.INSD 6.4375x100 0.01
CG.IO 3.7117x10% 0.01
CG.0C1 -0.0122 -0.37
CG.0C2 -3.1572x10-4 -0.01
CMI.1 0.0809 0.75
CMI.2 0.0553 0.73
CMI.3 -0.0050 -0.13
CM14 -0.0743 -1.50
CMLS5 0.0244 0.62
CMIL.6 -0.0370 -0.93
CML7 -0.0188 -0.39
CMLS8 -0.0286 -0.63
CML9 -0.0254 -0.63
CMI.10 -0.0156 -0.37
CSIZ.1 0.0046 0.13
CSIZ.2 -0.0138 -0.37
CSIZ.3 0.0066 0.20
CSIZ.4 -0.0039 -0.10
CSIZ.S5 0.0367 0.88
F=0.65

Adjusted R2 = -0.011
n="754
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Table A7-9

Earnings per Share Growth Variable, Canadian Sample

(Dependent Variable: CP.EPSG)

Variables

in the equation B t-statistics
{Constant) 0.0932 0.18
CG.BS -0.0155 -0.84
CG.CC1 0.0688 0.16
CG.CC2 0.0811 0.26
CG.FOR 0.9048 1.36
CG.INS 0.5913 1.47
CG.INSD 0.0022 0.56
CG.IO -0.0025 -0.76
CG.0C1 0.0213 0.08
CG.0C2 0.0732 0.38
CMI.1 1.0262 1.24
CMI.2 0.0183 0.03
CML3 -0.0380 -0.13
CM1.4 -0.4200 -1.10
CML5 -0.1815 -0.60
CML.6 -0.4891 -1.59
CML.7 0.0822 0.22
CML8 -0.0736 -0.21
CML9 -0.0428 -0.14
CML.10 0.2870 0.89
CSIZ.1 -0.0668 -0.24
CSIZ.2 -0.3702 -1.27
CSIZ.3 -0.2720 -1.05
CS1Z2.4 0.0567 0.19
CSIZ.5 -0.3305 -1.03
F=1.24

Adjusted R2 = 0.008

n="1754
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Table A7-10
Return on Equity Variable, U.S. Sample
(Dependent Variable: UP.ROE)

Variables

in the equation B ¢-statistics
(Constant) 0.0241 1.40
UG.BS -3.7363x104 -0.88
uG.cc 0.0024 0.54
UG.INS 0.0347 3.09
UG.INSD 2.6770x104 2.45
UG.IO 7.3527x104 6.44
UG.0C1 0.0351 5.68
UG.0C2 0.0132 2.24
UMI.1 -0.0669 -1.49
UMI.2 -0.0279 -1.25
UML3 0.0290 2.54
UML4 0.0167 1.24
UMLS5 0.0038 0.25
UML.6 0.0041 0.33
UMIL.7 0.0074 0.57
UMI.8 0.0153 1.27
UML9 0.0189 1.69
UMLE10 0.0170 1.37
USIZ.1 -0.0949 -9.66
USIZ.2 -0.0814 -8.47
USIZ3 -0.0416 -5.08
UsSIZ4 -0.0217 -2.26
USIZ.5 -0.0124 -1.21
F=2135

Adjusted R? = 0.130
n = 3,000
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Table A7-11

(Dependent Variable: UP.ROA)

Return on Assets Variable, U.S. Sample

Adjusted R2 = 0.140
n = 3,000

Variables

in the equation B t-statistics
(Constant) 0.0172 2.15
UG.BS -1.4464x10-4 -0.73
UG.CC1 -0.0012 -0.56
UG.INS 0.0124 2.38
UG.INSD 6.4478x104 0.13
UG.IO 3.2897x10+4 6.19
UG.0C1 0.0130 4.51
UG.0C2 0.0051 1.87
UML1 -0.0025 -3.12
UML2 -0.0089 -0.86
UMI.3 -0.0078 -1.47
UMIL4 0.0188 2.99
UMLS5 -9.0974x104 -0.13
UMIL6 0.0077 1.34
UMIL7 0.0101 1.67
UMLS8 0.0102 1.82
UMIL9 0.0147 2.83
UML10 0.0106 1.83
USIZ.1 -0.0341 -7.46
USIZ.2 -0.0287 -6.42
USIZ.3 -0.0106 -2.78
USIZ.4 0.0014 0.31
USIZ.5 -1.8550x16-4 -0.04
F=2317
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Table A7-12
Sales Growth Variable, U.S. Sample
(Dependent Variable: UP.SG)
Variables
in the equation B t-statistics
{Constant) 0.0733 2.75
UG.BS 3.7782x104 0.57
UG.CC1 0.0053 0.78
UG.INS 0.0041 0.24
UG.INSD 2.0127x104 4.72
UG.1I0 9.5061x104 5.36
UG.oC1 -0.0053 -0.56
UG.0C2 0.0058 0.64
UML1 -0.1454 -2.08
UMI.2 -0.1463 -4.22
UMIL3 -0.0999 -5.64
UMI4 -0.0899 -4.29
UMLS -0.0470 -1.97
UMI6 -0.1216 -6.32
UMIL.7 -0.0746 -3.69
UMIL.8 -0.0080 -0.43
UML9 -0.0701 -4.02
UMI.10 -0.0515 -2.67
USIZ.1 0.0541 354
USIZ.2 0.0738 4.95
USIZ.3 0.0623 4.90
USIZ.4 0.0362 243
USIZ.5 0.0102 0.64
F=11.51
Adjusted R2 = 0.072
n = 3,000
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Table A7-13
Asset Growth Variable, U.S. Sample
(Dependent Variable: UP.ASSG)

Variables

in the equation B t-statistics
{Constant) 0.0406 1.38
UG.BS 2.6051x10-4 0.36
UG.CC1 0.0104 1.36
UG.INS 0.0247 1.28
UG.INSD 0.0012 6.29
UG.IO 0.0012 6.04
UG.0C1 0.0044 042
UG.0C2 0.0063 0.62
UMIL.1 -0.0458 -0.59
UMIL.2 -0.0990 -2.58
UML3 -0.0308 -1.57
UMI4 -0.0664 -2.86
UMIL5 -0.0328 -1.24
UML.6 -0.1045 -4.90
UMIL.7 -0.0513 -2.29
UMILS8 -0.0181 -0.87
UMIL9 -0.0630 -3.27
UMI.10 -0.0366 -1.711
USIZ.1 0.0476 2.82
USIZ.2 0.0756 4.58
USIZ.3 0.0638 4.53
USIZ.4 0.0239 1.45
USIZ.5 0.0087 0.49
F=8.04

Adjusted R2 = 0,049
n = 3,000
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Table A7-14

Labour Productivity Performance Variable, U.S. Sample

(Dependent Variable: UP.SSEMP)

Variables

in the equation B f-statistics
(Constant) 557204.8884 11.43
UG.BS -2242.0764 -1.85
UG.CC1 -181.5240 -0.01
UG.INS 37249.8229 1.16
UG.INSD 579.7146 1.87
UG.1I0 -127.3559 -0.39
UG.0C1 -42002.0915 -2.40
UG.0C2 -25580.0685 -1.53
UML1 -239029.9240 -1.61
UMI.2 ~112937.8347 -1.80
UMI.3 -122142.7939 -3.78
UMI4 -291906.6255 -7.65
UMLS -63232.3731 -1.44
UML.6 -233818.9312 -6.68
UML7 -349602.6740 -9.51 :
UMI8 -285384.6961 -8.37
UML9 -257465.8535 -8.13
UML10 -100593.3284 -2.86
USIZ.1 -169507.0631 -6.06
USIZ.2 -137094.9622 -5.03
USIZ.3 -76266.9990 -3.29
USIZ.4 -11776.9150 -0.43
USIZ.5 -56608.5182 -1.95
F=1392

Adjusted RZ = 0.088

n=12941
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Table A7-15

(Dependent Variable: UP.SSASS)

Capital Productivity Performance Variable, U.S. Sample

Adjusted R2 = 0.455
n =3,000

Variables

in the equation B t-statistics
(Constant) 2.0224 22.35
UG.BS -0.0011 -0.47
UG.CC1 -0.0133 -0.57
UG.INS 0.1492 2.52
UG.INSD 0.0028 4.88
UG.I0 -0.0027 -4.54
UG.0C1 -0.0147 -0.45
UG.0C2 0.0532 1.7
UML1 -0.9130 -3.85
UMI.2 -0.9167 -7.80
UMIL3 -1.6438 -27.36
UML4 -0.4775 -6.71
UMIL5 -1.2592 -15.54
UML6 -0.5804 -8.89
UML7 0.0370 0.54
UML3S -0.6611 -10.40
UML9 -0.6603 -11.18
UMI.10 -1.1696 -17.88
USIZA -0.2845 -5.50
USIZ.2 -0.1297 -2.56
USIZ.3 -0.0169 -0.39
USIZ .4 0.0023 0.05
USIZ.5 -0.0181 -0.33
F=114.76
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Table A7-16
Labour Productivity Growth Variable, U.S. Sample
(Dependent Variable: UP.LPG)
Variables
in the equation B t-statistics
(Constant) 0.1045 3.89
UG.BS 1.5601x10-4 0.23
UG.CC1 0.0053 0.76
UG.INS -0.0208 -1.18
UG.INSD 6.9201x104 4.04
UG.IO 6.1428x104 3.44
UG.0C1 -0.0207 -2.14
UG.0C2 -0.0080 -0.87
UMI.1 -0.1124 -1.60
UMI.2 -0.1502 -4.30
UML3 -0.1055 -5.91
UML4 -0.0979 -4.64
UMLS -0.0608 -2.53
UML.6 -0.1200 -6.19
UML7 -0.1003 -4.93
UML2 -0.0288 -1.53
UMI.9 -0.0764 -4.36
UML10 -0.0625 322
USIZ.1 0.0686 4.46
USIZ.2 0.0827 5.51
USIZ.3 0.0585 4.57
USIZ .4 0.0336 2.24
USIZ.5 0.0154 0.96
F=992

Adjusted R2 = 0.061
n = 3,000
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Table A7-17
Capital Productivity Growth Variable, U.S. Sample
(Depcndent Variable: UP.CPG)

Adjusted R? = 0.014
n = 3,000

Variables

in the equation B t-statistics
(Constant) 0.0327 1.15
UG.BS 1.1731x104 0.17
UG.CC1 -0.0050 -0.69
UG.INS -0.0206 -1.17
UG.INSD -3.8122x104 2.1
UG.IO -2.3649 -1.25
UG.0OC1 -0.0098 -0.96
UG.0C2 -4.9567x10-4 -0.05
UMIL.1 -0.0996 -1.34
UMIL2 -0.0473 -1.28
UMIL3 -0.0690 -3.66
UMIL4 -0.0235 -1.05
UMLS -0.0142 -0.56
UML.6 -0.0171 -0.84
UML7 -0.0233 -1.08
UML8 0.0101 0.51
UMIL9 -0.0070 -0.38
UMIL.10 -0.0150 -0.73
USIZ.1 0.0064 0.40
USIZ.2 -0.0018 -0.12
USIZ3 -0.0015 -0.11
USIZ.4 0.0124 0.78
USIZ.5 0.0015 0.09
F =296
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Table A7-18
Earnings per Share Growth Variable, U.S. Sample
(Dependent Variable: UP.EPSG)
Variables
in the equation B t-statistics
{Constant) -0.0666 -0.60
UG.BS 0.0028 1.00
UG.CC1 0.0023 0.08
UG.INS 0.1843 2.53
UG.INSD 4.4912 0.63
UG.IO 0.0019 2.50
UG.0C1 -0.0183 -0.46
UG.0C2 -0.0857 -2.24
UML1 0.1155 0.40
UMI.2 -0.3185 -2.20
UMIL3 -0.0164 -0.22
UMI.4 -0.1055 -1.21
UMLS5 -0.0633 -0.63
UMIL.6 -0.0946 -1.18
UML.7 -0.1459 -1.73
UMLS -0.0630 -0.81
UMLS9 -0.1579 217
UMI.10 -0.0621 -0.77
USIZ.1 -0.0211 -0.33
USIZ.2 -0.0487 -0.78
USIZ.3 0.0037 0.07
USI1Z.4 -0.0050 -0.08
USIZ.5 -0.0077 -0.12
F=1.85
Adjusted R? = 0.006
n = 3,000




APPENDIX 8

RESULTS FROM THE NON-LINEAR REGRESSION EQUATIONS:
RELATIONSHIPS BETWEEN RATE OF RETURN, GROWTH PERFORMANCE, AND
INSIDE DIRECTOR RATIO VARIABLES

This Appendix contains a description of the mnemonics used in the non-linear regression equations
and a series of Tables showing the Canadian and American regression results from the non-linear
model for the Canadian and U.S. samples.

Description of Regression Mnemonics

The mnemonics used in the regression analysis are classified according to the following scheme.
The first letter of the variable mnemonic is either a “C” or a “U,” denoting the Canadian or United
States sample, respectively. The second letier of the variable mnemonic is either a “G,” a “D” or a
“P,” denoting Governance, Decision-Making and Performance variables, respectively. The third
symbol of the variable mnemonic is a “dot,” except for major industry and size dummy variables.

The letters that follow the “dot” symbol represent the following variables:

BS Board Size (number of directors)

cC1 CEO is Chairperson

cC2 CEO is Chairperson, information not available (only for Canadian sample)

FOR Foreign Director Ratio

*INS Inside Director Ratio

INSD Inside Ownership

10 Institutional Ownership

0C1 Concentration of Ownership “widely held”

0oC2 Concentration of Ownership “effectively controlled” (the control group is
“legally controlled™)

DDASS Leverage (debt to assets ratio)

ASSEM Capital-Labour Ratio (assets to employees ratio)

RNDSS R&D Intensity (R&D to sales ratio)

FTAG Outward Orientation (presence of foreign sales or foreign assets)

ROE Return on Equity

ROA Return on Assets

SG Sales Growth .

ASSG Asset Growth

111
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SSEMP Labour Productivity (sales per employee)
SSASS Capital Productivity (sales per asset)
LPG Labour Productivity Growth

CPG Capital Productivity Growth

EPSG Earnings per Share Growth

The 10 major industry dummy variables are defined as MI.1 to MI.10.
MI.1 is Agriculture, Forestry and Fishing
MI.2 is Construction
ML.3 is Finance, Insurance and Real Estate
MI.4 is Labour-Intensive Manufacturing
ML.5 is Mining
ML.6 is Resource-Intensive Manufacturing
ML.7 is Retail Trade
MI.8 is Services
MI.9 is Technology-Intensive Manufacturing
MI.10 is Transporattion and Public Utilities
The control major industry is Wholesale Trade

The five firm size dummy variables are defined as SIZ.1 to SIZ.5. The size is measured as US$
sales in millions.

SIZ.1 is between 10 and 50

SI1Z.2 is between 50 and 100

SIZ.3 is between 100 and 500

SIZ.4 is between 500 and 1,000

SIZ.5 is between 1,000 and 2,000

The control firm size is 2,000 and more.

* In order to test for the presence of a non-linear relationship between performance variables and
the inside director ratio, nine dummy variables (ZINS1 to ZINS9) were created to replace the vari-
able INS. The dummy variables represent the range of inside director ratios, the lowest, ZINS1,
having a ratio with a value of less than 0.1 and the highest, ZINS9, having a ratio with a value of
between 0.8 and 0.9. The control group is the inside director ratios between 0.9 and 1.0.

Results from the Non-Linear Regression Equations

This section contains a series of four Tables showing the results from the non-linear regression
equations for the Canadian sample (Tables A8-1 to A8-4) and a similar set of Tables for the U.S.
sample (Tables A8-5 to A8-8). The dependent variables in each set of equations are the following:

* Return on Equity
* Return on Assets
+ Sales Growth
*  Asset Growth
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Table A8-1
Return on Equity Variable, Canadian Sample
(Dependent Variable: CP.ROE)

Variables

in the equation B t-statistics
(Constant) 0.3518 4.24
CD.ASSEM -3.8826x10-9 -1.06
CD.DDASS -0.1986 -3.40
CG.BS -0.0046 -1.59
CG.CC1 -0.0098 -0.18
CG.CC2 -0.0499 -1.20
CG.FOR 0.0630 0.60
CG.INSD -3.9991x10-4 -0.68
CG.IO -1.2540x10-4 -0.24
€G.0C1 -0.0062 -0.16
CG.0C2 0.0120 0.40
CML.1 -0.0135 -0.09
CMI.2 0.0826 0.99
CML3 0.0472 0.97
CM1.4 0.0093 0.16
CMLS -0.0421 -0.91
CMI.6 -0.0986 -2.17
CML.7 -0.0738 -1.35
CMIL8 0.0585 1.08
CMI.9 -0.0520 -1.10
CMI.10 0.0494 0.99
CSIZ.1 -0.1172 -2.68
CSIZ.2 -0.0656 -1.52
CSIZ.3 -0.0583 -1.59
CSIZ 4 -0.0262 -0.65
CSIZ.5 -0.0622 -1.38
ZINS1 -0.1289 -2.67
ZINS2 -0.1410 -2.89
ZINS3 -0.1443 -3.03
ZINS4 -0.0754 -1.36
ZINS5 -0.1402 -3.08
ZINS6 -0.0685 -1.40
ZINS7 -0.0900 -1.10
ZINS8 -0.1431 -2.87
ZINS9 -0.0620 -1.29
F=201

Adjusted R? = -0.700
n =459
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Table A8-2
Return on Assets Variable, Canadian Sample
(Dependent Variable: CP.ROA)

Variables

in the equation B t-statistics
(Constant) 0.0742 218
CD.ASSEM -8.4524x10-10 -0.56
CD.DDASS -0.0532 222
CG.BS 2.4018x104 0.20
CG.CC1 0.0134 0.60
CG.CC2 -0.0036 -0.21
CG.FOR -0.0023 -0.05
CG.INSD 1.8818x104 0.78
CG.I0 2.9381x10% 0.01
CG.0C1 -0.0047 -0.30
CG.0C2 -0.0144 -1.17
CMI.1 -0.0234 -0.40
CMI.2 0.0434 1.27
CML3 -0.0194 -0.97
CM14 0.0039 0.17
CML5 3.0100x10- 0.00
CML6 -0.0174 -0.94
CML7 -0.0070 -0.32
CML8 0.0234 1.06
CML9 -0.0032 -0.16
CMIL.10 0.0144 0.71
CSIZ.1 -0.0367 -2.05
CSIZ.2 -0.0292 -1.64
CSIZ.3 -0.0109 -0.72
CSIZ.4 -0.0043 -0.26
CSIZ.S -0.0031 -0.17
ZINS1 -0.0250 -1.26
ZINS2 -0.0310 -1.55
ZINS3 -0.0196 -1.00
ZINS4 -0.0272 -1.19
ZINS5 -0.0279 -1.50
ZINS6 -0.0191 -0.95
ZINS7 -0.0137 -0.74
ZINS8B -0.0139 -0.68
ZINS9 0.0025 0.13
F=1.28

Adjusted RZ = 0.020
n =459
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Table A8-3
Sales Growth Variable, Canadian Sample
(Dependent Variable: CP.SG)

Variables

in the equation B f-statistics
(Constant) 0.0680 0.84
CD.ASSEM -7.8667x109 -2.19
CD.DDASS -0.0442 -0.77
CG.BS 7.7333x104 0.27
CG.cC1 0.0882 1.64
CG.CC2 -0.0344 -0.85
CG.FOR 0.0609 0.59
CG.INSD -2.2439x104 -0.39
CG.IOo -5.2348x104 -1.02
CG.0Ct -0.0014 -0.04
CG.oC2 0.0082 (.28
CMI.1 0.1141 0.82
CMI1.2 0.0555 0.68
CML3 0.0082 0.17
CMIL4 -0.0132 -0.24
CMLS 0.1274 2.80
CML6 -0.0207 -0.47
CML7 -0.0326 -0.61
CML3 0.0521 0.98
CMI.9 0.0699 1.51
CMI.10 0.0524 1.08
CSIZ.1 0.0549 1.28
CSIZ.2 0.0335 0.79
CSIZ.3 0.0419 1.17
CSIZ.4 0.0619 1.57
CSIZ.5 0.0078 0.18
ZINS1 -0.0389 -0.82
ZINS2 -0.0481 -1.00
ZINS3 0.0064 0.14
ZINS4 0.0047 0.09
ZINS5 -0.0081 -0.18
ZINS6 -0.0390 -0.81
ZINS7 -0.0016 -0.04
ZINS8 0.0222 0.45
ZINS9 -0.0266 -0.57
F=204

Adjusted R? = 0.071
n =459
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Table A8-4
Asset Growth Variable, Canadian Sample
(Dependent Variable: CP.ASSG)

Variables

in the equation B t-statistics
{Constant) 0.0177 0.23
CD.ASSEM -4.2788x10-° -1.23
CD.DDASS -0.0730 1.32
CG.BS 0.0048 1.72
CG.cC1 0.1225 2.34
CG.CC2 -0.0257 -0.65
CG.FOR 0.2881 2.87
CG.INSD 3.3354x104 -0.60
CG.IO -4.6387x104 -0.93
CG.0C1 ' 0.0202 0.56
CG.oC2 0.0247 0.87
CML1 0.0826 0.61
CMI.2 -0.0388 -0.49
CMI1.3 -0.0021 -0.05
CMI.4 0.0304 0.56
CMI.5 0.0977 222
CML.6 0.0171 040
CML7 -4.9606x104 -0.01
CML8 0.0999 1.95
CMI.9 0.1138 2.53
CMI.10 0.0911 1.93
CSIZ.1 0.0352 0.85
CSiz.2 0.0907 2.21
CSIZ.3 0.0510 1.46
CSIZ4 0.0797 2.09
CSIZ.5 -0.0123 -0.29
ZINS1 -0.0906 -1.98
ZINS2 -0.0791 -1.71
ZINS3 -0.0366 -0.81
ZINS4 -0.0536 1.02
ZINSS -0.0894 -2.07
ZINS6 -0.0860 -1.85
ZINS7 -0.0718 -1.67
ZINSS -0.0012 -0.03
ZINS9 -0.0470 -1.03
F=237

Adjusted R? = (0.092
n =459
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Table A8-5

(Dependent Variable: UP.ROE)

Return on Equity Variable, U.S. Sample

Adjusted R? = 0.141
n=1,357

Variables

in the equation B t-statistics
(Constant) 0.0941 2.58
UD.ASSEM -9.4126x10° -2.44
UD.DDASS -0.1913 -6.51
UG.BS 1.7190x10-4 0.22
UG.CC1 -4.4262 -0.05
UG.INSD 8.4446x104 3.52
UG.IO 0.0012x10-4 5.01
UG.0C1 0.0425 329
UG.oCc2 0.0201 1.61
UMIL1 0.0927 0.85
UMI.2 -0.0493 -1.12
UML3 0.0507 2.01
UMIL4 0.0225 0.86
UMILS 0.0189 0.59
UML6 0.0135 0.58
UML7 0.0079 0.29
UMLS 0.0069 0.28
UMIL9 0.0082 0.37
UML10 0.0472 1.96
USIZ.1 -0.1348 -5.99
USIZ.2 0.0720 -3.93
USIZ.3 -0.0182x104 -1.41
USIZ4 -7.6851 -0.05
USIZ.5 0.0011 0.08
ZINS1 -0.0863 -3.46
ZINS2 -0.0708 -2.97
ZINS3 -0.0590 245
ZINS4 -0.0645 -2.61
ZINSS -0.0541 -2.28
ZINS6 -0.0337 -1.31
ZINS7 -0.0515 -2.16
ZINSS8 -0.0304 -1.31
ZINS9 -0.0333 -1.21
F=795
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Table A8-6
Return on Assets Variable, U.S. Sample
(Dependent Variable: UP.ROA)
Variables
in the equation B t-statistics
(Constant) 0.0487 3.24
UD.ASSEM -3.7608x109 -2.37
UD.DDASS -0.0516 -4.26
UG.BS -3.0325x104 -0.96
uG.CcCi -0.0013 -0.34
UG.INSD 1.9834x10-4 2.01
UG.I0 4.6578x10-4 4.87
UG.0C1 0.0107 2.02
UG.0C2 0.0033 0.65
UMI.1 0.0366 0.82
UMI.2 -0.0202 -1.11
UML3 -0.0247 -2.37
UMIL4 0.0252 2.33
UMLS -0.0032 -0.24
UML6 0.0074 0.76
UML7 0.0125 1.18
UMLS 0.0132 1.28
UMIL.9 0.0040 0.44
UMI.10 0.0165 1.66
USIZ.1 -0.0292 -3.14
USIZ.2 -0.0153 -2.03
USIZ.3 3.0296x10-4 0.06
USsIZ.4 0.0049 0.82
USIZ.S5 0.0035 0.57
ZINS1 -0.0142 -1.38
ZINS2 -0.0186 -1.90
ZINS3 -0.0187 -1.88
ZINS4 -0.0129 -1.27
ZINSS -0.0149 -1.52
ZINS6 -0.0051 -0.48
ZINS7 -0.0128 -1.30
ZINS8 -0.0029 -0.30
ZINSYS -0.0036 -0.32
F=543

Adjusted R? = 0.095
n=1,357
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Table A8-7
Sales Growth Variable, U.S. Sample
(Dependent Variable: UP.SG)
Variables
in the equation B t-statistics
(Constant) 0.0780 247
UD.ASSEM -7.3506%10-9 -2.20
UD.DDASS -0.0576 -2.26
UG.BS 1.6883x104 0.25
UG.CC1 -0.0054 -0.69
UG.INSD 4.4996x10-4 2.17
UG.IO 7.1625%x104 3.56
UG.0Cl1 0.0102 0.91
UG.0C2 0.0148 1.38
UMI.1 -0.0274 -0.29
UMI1.2 -0.0580 -1.52
UML3 -0.0223 -1.02
UMIL4 -0.0421 -1.85
UMLS -0.0034 -0.12
UML6 -0.0472 -232
UML7 -0.0131 -0.59
UMIL.S8 -0.0158 -0.73
UML9 -0.0230 -1.20
UMIL10 -0.0044 -0.21
USIZ.1 -0.0520 -2.67
USIZ.2 -0.0366 -2.31
USIZ.3 0.0261 2.33
USIZ .4 0.0167 1.32
USIZ.5 0.0106 0.82
ZINS1 -0.0250 -1.16
ZINS2 -0.0461 -2.24
ZINS3 -0.0332 -1.59
ZINS4 -0.0216 -1.01
ZINSS -0.0243 -1.18
ZINS6 -0.0105 -0.47
ZINS7 -0.0246 -1.19
ZINS8 5.3159x104 0.03
ZINS9 -0.0163 -0.68
F =349
Adjusted R? = 0.056
n=1,357
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Table A8-8

Asset Growth Variable, U.S. Sample

(Dependent Variable: UP.ASSG)

Variables

in the equation B i-statistics
{Constant) 0.1084 3.05
UD.ASSEM -9.8773x10% -2.63
UD.DDASS -0.1556 -543
UG.BS -3.1172x104 -0.04
UG.CC1 0.0022 0.25
UG.INSD 4.9745x104 2.13
UG.10 7.2789%104 321
UG.0C1 0.0077 0.61
UG.0C2 0.0047 0.34
UMI.1 0.0208 0.20
UMI.2 -0.0981 -2.28
UML3 0.0135 0.55
UMIL4 -0.0279 -1.09
UMIL5 -0.0025 -0.08
UML6 -0.0438 -1.91
UML.7 -0.0081 -0.33
UMILS8 -0.0084 -0.35
UMIL.9 -0.0371 -1.72
UMI.10 0.0033 0.14
USIZ.1 -0.0868 -3.95
USIZ.2 -0.0227 -1.27
USIZ.3 0.0159 1.27
USIZ.4 0.0131 0.92
USIZ.5 0.0079 0.55
ZINS1 -0.0210 -0.86
ZINS2 -0.0336 -1.45
ZINS3 -0.0252 -1.07
ZINS4 -0.0116 -0.48
ZINS5 -0.0212 -0.92
ZINS6 -0.0093 -0.37
ZINS7 -0.0219 -0.94
ZINSS8 0.0136 -0.60
ZINS9 0.0153 0.57
F=451

Adjusted R? = 0.077
n=1,357
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