CHAPTER 4: RESEARCH RESULTS

41 Summary Statistics of Sample Companies

The companies that were analysed in this study made up about 14%
out of the total companies that are listed in KLSE, either on the Main Board or

Second Board. The following table shows the mean and median values of the

various variables that were used for the five-year period of study.

Table 1: Sample Summary Statistics

1995 1996 1997 1998 1999

Mean | Median | Mean | Median Mean | Median | Mean | Median Mean Median
ROE (%) 1345 | 1202 | 859 | 974 | 10.48 | 1064 | 23.00 | 245 |-16828 | 0.71
TSR (%) .| ase5 | 19.00 | 3074 | 13.02 | 6561 | 7117 | 16.49 | -10.04
Turnover
Grominy | 5364 | 2018 | 3042 | 1502 | 2595 | 1508 | 4635 | 697 | 1720 | 1948
Book Debt /
Bouity st | 169 | 082 | 208 | 04 | 210 | w11 | 140 | 117 | 691 | 105
Market
DebVEquity | (g, | 036 | 089 | 040 | 078 | 037 | 331 | 160 | 334 | 164
Ratio
Dividend
Paveut sy | 2417 | 2188 | 2425 | 2063 | 2386 | 1927 | 2831 | 000 | 1098 | 000
Dividend
Yield (%) 213 | 171 | 169 | 135 | 157 | 120 | 233 | 152 | 157 | 040
EP Ratio 605 | 519 | 407 | 396 | 504 | 452 |-1335| 281 |-3585 | -054
MKTBKEQ .
Ratio 283 | 232 | 344 | 234 | 405 | 258 | 134 | 069 | 3.00 | 084
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42 Analysis of Relationships between Dependent and Independent

Variables using Paired-Samples t-Test

A simple analysis was first conducted to gauge any significant
relationships between the shareholder value proxies and the variables on
corporate performance, capital structure or financing policy, dividend policy,
and growth opportunities. The results of the paired-sample t-test analysis are
shown in Table 2 and Table 3 for the shareholder proxies ROE and TSR

respectively. A significance level of 0.05 is maintained.

Table 2: Testing for Relationship Significance between ROE and the
Independent Variables (using paired-samples t-test)

PAIRING OF SIGNIFICANCE VALUE (2 tailed)
SAMPLES
1995 1996 1997 1998 1999
ROE - Corporate
Performance 0.036* 0.004* 0.001* 0.559 0.136
ROE - Book " "
Debt / Equity 0.000* 0.000* 0.000 0.246 0.027
ROE — Market "
| Debt / Equity 0.000* | 0.000 0.000 0.000* | 0.000*
ROE - Dividend .
Payout 0.000 0.000* 0.056 0.836 0.077
Roe ?3‘.‘&'““" 0.000* 0.037* 0.001* 0.372 0.094
ROE-EPRatio | 4 4900 0.000* 0.000% 0.017* 0.005*
ROE - MKTBKEQ | qor 0.000* 0.000% 0.204 0.026*

* Mean differences of paired samples significant at the 0.05 level (95% confidence interval).

Note: ROE was converted from percentages to ratios when tested with Financing Policy and
Growth Opportunity Variables to ensure comparisons between like with like.
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As can be seen from Table 2, the t-test analysis shows that ROE has
significant relationships with corporate performance, and all or some of the
financing policy, dividend policy and growth opportunity proxies in the first
three periods, from 1995 to 1997. From 1998 onwards, there was no
significant relationships between ROE, and the corporate performance and
dividend policy variables. This could be due to the after effects of the mid-
1997 economic crisis. However, significant relationships still existed for the
financing policy and growth opportunity variables, specifically for the market

debt/ equity and earnings price (EP) ratios for all five years.

Table 3: Testing for Relationship Significance between TSR and the
Independent Variables (using paired-samples t-test)

[PAIRING OF SIGNIFICANCE VALUE (2 tailed)
SAMPLES
1995 -1996 | 1996 - 1997 | 1997 - 1998 | 1998 -1999
TSR - Corporate *
Performance 0.277 0.531 0.001 0.000*
TSR - Book > * *
Debt / Equity 0.000* 0.000 0.011 0.028
TSR - Market " . " "
Debt / Equity 0.032 0.001 0.000 0.000¢
TSR - Dividend *
o Payout 0.044 0.452 0.000 0.475
TSR - Dividend " * *
Yield 0.000 0.000* 0.000 0.037:
TSR - EP Ratio 0.000* 0.000* 0.024* 0.003*
TSR - MKTBKEQ 0.000* 0.000* 0.009* 0.019*
* Mean differences of paired P gnific at the 0.05 level (95% confidence interval).

Note: TSR was converted from percentages to ratios when tested with Financing Policy and

Growth Opportunity Variables to ensure comparisons between like with like.
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RESEARCH RESULTS

For TSR (refer Table 3), significant relationships were found for this
shareholder proxy with all the financing policy and growth opportunity proxies
throughout the entire range of study. This was also true for one of the two
dividend policy proxies, specifically the dividend yield variable. However
significant mean differences were found in only one period (1997-1998) for
dividend payout, the other dividend policy proxy used. With regard to
corporate performance, any significance found was only from the 1997-1998
period onwards for the turnover growth variable. For the first two periods, the
t-test showed no significant results for either turnover growth or dividend

payout.

The significant relationships for both ROE and TSR with most of the
independent variables throughout the period of study will enable a study of the
shareholder value situation in relation to financing policy, dividend policy and

growth opportunities in the pre- and post-crisis periods.

27



43 Analysis of Differences between the Level of the Independent
Variables with respect to Shareholder Value using the One-Way

Analysis of Variance (ANOVA)

The Independent variables were first arbitrarily divided into two levels
of high and low (see Table 4 and 5), to enable comparison between the levels
of financing policy, dividend policy and growth opportunities with the
corresponding shareholder value level. Subsequently, ANOVA was used to
determine if the mean level of shareholder value that resulted from the

different levels of the independent variables were significant.

As reported in Table 6, no conclusive trend can be observed in the
ROE of firms with either high or low turnover growth. Moreover, the ANOVA
test showed no significance between the ROE mean values for firms with
either levels of turnover growth. With regard to the book debt/equity ratio,
from 1996 to 1999, the firms with a lower level of book debt/ equity ratio were
found to have a higher ROE, and vice versa in 1995. However, the ROE was
significantly (p<0.05) higher for firms with a low book debt/equity ratio only in
the year 1998, while marginally significant (p<0.10) in 1999. The ANOVA test
did not reveal any significant differences in ROE means for the other financing
policy proxy, market debt / equity for all five years. This result was similarly
seen for the dividend payout variable for all the five years studied. As for
dividend yield, firms with a higher level of dividend yield had significantly
(p<0.05) higher levels of ROE before the crisis (1995 and 1996), during the

crisis (1997) and marginally significant (p<0.10) after the crisis in 1999. For
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RESEARCH RESULTS

the earnings price (EP) ratio, firms with higher EP ratios were significantly
(p<0.05) found to have higher ROE values for the pre crisis years of 1995 and
1996, up to the economic crash of 1997, and similarly marginally significant
(p<0.10) higher values for 1999. This was contrary to what was expected
because with regard to ROE as a shareholder proxy, it seemed that firms with
low growth opportunities had created higher levels of shareholder value. No

significant differences are found with respect to the MKTBKEQ ratio.

Table 7 provides the ANOVA results with TSR as the shareholder
proxy. Similarly with ROE, no statistical significance was found in the different
TSR mean values for the different levels of firm turnover growth. Negative
results for both proxies could be an indication that producing good corporate
performance, at least in terms of turnover growth need not necessarily
correspond with what is good for shareholders. Evidence of firms with higher
book debt/equity ratio having higher TSR levels was significant only in one
period i.e. 1996 — 1997 thus not enabling any meaningful comparisons of pre-
and post-crisis situations. The analysis of variance revealed significant
(p<0.05) TSR mean differences for the different levels of market debt/equity
ratio for three out of the four periods under study ranging from 1996 to 1999.
However, as opposed to the book debt/equity ratio, the results indicate that
firms with lower market debt/equity ratios had a higher TSR mean value, for
all the three periods. With regard to dividend policy, the TSR mean value is
significantly (p<0.05) lower for firms with higher dividend yields in the first two
periods. In the crisis and post-crisis period of 1997 — 1998 and 1998 -1999,

the trend was reversed when firms with higher dividend yields had a higher
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AESEARCH RESULTS

TSR mean value. The reversal was significant (p<0.05) in the third period and
marginally significant (p<0.10) in the fourth period. In the case of the other
dividend policy proxy, it was found that firms’ with higher dividend payouts had
significantly (p<0.05) higher TSR mean values in the same two periods of
1997 — 1998 and 1998 — 1999. It seems that the firms with higher dividend
yields and dividend payouts have higher levels of TSR in these last two
periods of study. In the case of the firms’ growth opportunities, the results for
periods prior to the economic crisis, that is the 1995 — 1996 and 1996 — 1997
periods showed that firms with lower EP ratios thus higher growth
opportunities had significantly (p<0.05) higher TSR mean values. This
situation seem to have reversed after the first two periods when firms with
higher EP ratios now had the higher TSR mean values in 1997 — 1998
(p<0.05) and 1998 — 1999 (p<0.10). However, when using MKTBKEQ ratio
as the proxy for growth opportunities, the results were the same in all periods
under study whether pre- or post-crisis situations. It was found that firms with
better growth opportunities or higher MKTBKEQ ratios showed significantly

(p<0.05) higher TSR mean values.

Overall comparison of the dependent variables of ROE and TSR shows
that much more significant results were obtained when using TSR as the
shareholder proxy. In using ROE, no significant results falling within the 95%
confidence interval were found for all the different levels of turnover growth,
market debt/equity ratio, dividend payout and the MKTBKEQ ratio. For TSR,
this was the case only for turnover growth. This perhaps suggests that TSR

would be the better proxy to use when measuring shareholder value creation.
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- RESEARCH RESULTS

4.4 Correlation Analysis of Independent Variables

Table 8(a —d) presents the correlations among the measures of
financing policy, dividend policy and growth opportunities during the periods of
1995 — 1996, 1996 — 1997, 1997 —1998 and 1998 - 1999. It also shows the

correlation between firm size and corporate performance.

Among the financing policy or capital structure measures, the market
debt/equity ratio was positively related to the book debt/equity ratio. This
positive correlation was significant (p<0.01) for the first three periods. This is
as expected as both are more or less similar measures financing policy
differing only in that one uses book value of equity while the other utilizes the

market value of equity.

With regard to dividend policy, significant positive correlations (at least
p < 0.05) were found for all periods with the exception of the 1996 — 1997
period. This is also expected, as both should measure dividend policy in a

similar fashion.

For the growth opportunity measures, since the EP ratio is inversely
related to growth opportunities (Chung and Charoenwong, 1991), it was
expected to be negatively correlated to the MKTBKEQ ratio. Although the
results did show a significant (p<0.01) negative correlation, it was only for the

first period of study.
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Any significant correlations between firm size, as measured using
Log(Total Assets) and turnover growth the proxy for corporate performance
was only determined for the period of 1996 - 1997. The value of correlation
for this particular period was +0.258 (p<0.01). The other three periods
showed no significant correlations. When firm size was compared to the
financing policy variables, significant (p<0.01) positive correlations was found
for all periods, with the exception of the market debt/equity ratio for the last
period of study. Interestingly, firm size also had significant positive

correlations with the MKTBKEQ ratio for all the periods under study.
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4.5 Multiple Regression Analysis

A scatterplot matrix was initially created on the SPSS program to
visually check if indeed any linear relationship existed between both the
shareholder value proxies and the respective independent variables. Using
this technique, regression analysis was ruled out for ROE, but not for TSR.

The following linear model was analysed using multiple regression: -

Y =+ BiX + BoXo + PaXa + PaXs + PsXs + BeXs + P7X7 + PaXs + €

where,

Y = Shareholder Value (Total Shareholder Return)
Xy = Corporate Performance (Turnover Growth)
Xo B Firm Size (Log {Total Assets})

X3 = Book debt / equity ratio

Xa = Market debt / equity ratio

Xs = Dividend Payout

Xe = Dividend Yield

X7 = EP ratio

Xg = MKTBKEQ ratio

Bi = Regression Coefficient of X;,i=1,2,3.......8.
o = Intercept

€ = Error term

The results of the multiple regression analysis are shown in Table 9.
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ARCH RESULTS

The model proposed was developed with the main aim to determine
any possible linear relationships that the shareholder proxy (TSR in this case)
had to a firm's corporate performance, financing policy, dividend policy, and
growth opportunities in the context of all the independent variables in the
model. Its function towards this purpose has a more practical application
rather than using the model for its ability to predict future shareholder value

levels.

As can be seen from the second last column of Table 9, the adjusted
R? values for the models in all four periods are 0.346 (1995 — 1996), 0.447
(1996 — 1997), 0.341 (1997 — 1998), and 0.101 (1998 — 1999). This meant
that the model did not explain more than 50% of the variations in shareholder
value in all of the periods examined. This would indicate a reasonable low
explanatory power of the model. Other independent variables need to be
determined and included in order to improve the coefficient of determination,

hence the explanatory power of the model.

The strength of the linear relationships among the independent
variables in the model or multicollinearity of the data was tested using
procedures laid out by Norusis (1999). No multicollinearity problems among
the independent variables of the model were found because based on the
SPSS collinearity diagnostics, no independent variable had a tolerance level

less than 0.10.
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The results show that firm size is negatively related to TSR in the first
period (1995 — 1996). From the economic crisis onwards in the periods of
1997 — 1998 and 1998 — 1999, this relationship had reversed with firms
having a positive relationship between TSR and firm size, and increasingly so.
Turnover growth was found to have to negative relationship with TSR but this

was significant in only the first period.

When the regression results for the financing policy variables are
observed, it is noticed that for the period leading up to the crisis in 1995 —
1996, market debt/equity was significantly positively related to TSR. In the
last two periods of 1997 — 1998 and 1998 —1999 this relationship was
reversed to a negative one. No significant relationships were found in the
second period. For the book debt/equity ratio, the only significant relationship
that was determined occurred in the first period and it was negatively related

to TSR.

For dividend policy, the results for dividend payout were insignificant for
all four periods analysed. The dividend yield variable showed a slightly better
relationship with TSR but this was significant only in the third period (1997 —

1998). Here the relationship was of a positive nature.

The results also show that a significant positive relationship between
the MKTBKEQ ratio and TSR for the first three periods, but the coefficient
value of this association was steadily decreasing. The results for the EP ratio

were insignificant for all periods concerned.
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