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Abstract

The purpose of this study is to evaluate the effect of COVID-19 on corporate governance attributes and firm performance association. This
research used a sample of 188 non-financial firms from the Malaysian market for the years 2019-2020. We found that the COVID-19 has
affected all firm characteristics including firm performance, governance structure, dividend, liquidity, and leverage level, yet, the difference
between prior and post COVID-19 pandemic is not significant. Also, the investigation revealed that board size exerts a significant positive
impact on firm performance. After splitting the sample based on year, however, we found that board size does not matter in the uncertain
time of the current crisis, while board diversity appeared to be significantly enhancing firm performance in the crisis time compared to
the prior year where it has an inverse association with firm performance in both indicators. Board meetings and audit committee meetings
seemed to have a significant negative influence on firm performance pre and post-COVID-19. This study contributes to the limited literature
by providing the first empirical evidence on the impact of Coronavirus on the firm performance and corporate governance association.

Keywords: Malaysia, COVID-19, Corporate Governance, Firm Performance, Audit Committee

JEL Classification Code: GO, G3

1. Introduction

The novel Coronavirus (COVID-19) has rapidly spread
all over the globe; it continues to spread uncontrollably
and seriously affecting all economies, especially the
operations of listed companies. This epidemic is not
merely a health problem but also disturbs the global
economies and corporations in different aspects due to
the governmental measures to fight against it including
mobility restrictions, stay-at-home orders, social distance
policies, and community lockdowns. The impact of this
pandemic is well documented on the stock market (Ashraf,
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2020), labor market (Mayhew & Anand, 2020), business
modeling (Yahaya et al., 2020), the financial sector (Baicu
etal., 2020), SMEs (Ratten, 2020), and other sectors (Abate
et al., 2020; Song et al., 2021).

It has been suggested that the epidemic has impacted all
industries across the globe but the impact on some industries
was more severe compared to others. For example, although
demand in certain industries such as grocery shops has
increased in the pandemic’s early weeks, other industries like
hospitality and airline have collapsed (Pantano et al., 2020).
This impact has cost trillions of dollars as global recession
is rising and companies needed to adopt different financial
policies, operation flexibility, and technology design to fight
against the detrimental impact of COVID-19 (Foss, 2020;
Liu et al., 2020; Qin et al., 2020; Slater, 2020).

Even in the early stage, the economic meltdown from this
epidemic is being evaluated. However, there are few studies
on the impact of COVID-19 on corporate characteristics
such as corporate performance, corporate governance,
capital structure, and payout policy (dividend and share
repurchase). However, very limited work was found
exploring the influence of COVID-19 on firm performance
(FP). One exception is the work of Shen et al. (2020) who
found COVID-19 has a negative impact on the performance
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of listed companies in China. Using the financial data of listed
Chinese companies, they studied the impact of COVID-19
on corporate performance. They showed that COVID-19 has
a negative impact on firm performance. The negative impact
of COVID-19 on firm performance is more pronounced
when a firm’s investment scale or sales revenue is smaller.
These findings are among the first empirical evidence of
the association between pandemic and firm performance.
A large number of the existing studies have focused on the
stock performance in evaluating the impact of the pandemic.
For instance, Liu et al. (2020) investigated the effect of
firm-level operating flexibility on stock performance during
the COVID-19 outbreak.

This study, however, differs from other research by; first,
evaluating the financial performance of corporates before
and after the crisis using several performance indicators and
various firm characteristics. It also evaluated the relationship
between corporate governance and firm performance using
a recent dataset as the current widespread pandemic is
unfortunate but unique and offers a rare opportunity to assess
governance response and performance of corporates.

To do so, we used sample data of 188 listed firms in
the Malaysian stock market for the year 2019 and 2020
to evaluate this association and the impact of COVID-19.
The non-parametric t-test empirical results revealed that the
COVID-19 pandemic has affected all firm characteristics
including firm performance, corporate governance structure,
dividend level, liquidity, and leverage, yet, the difference
between prior and post COVID-19 is not significant. Also,
the regression investigation revealed that board size is the
only governance mechanism to have a significant positive
impact on firm performance. These findings are similar to
the majority of prior studies (Hassan & Marimuthu, 2016;
Waheed & Malik, 2019). It has been suggested that the board
of directors is the primary internal governance mechanism
that holds the responsibility of overseeing the decisions
of management and a larger board size is perceived to be
better because of its diverse expertise. This argument is also
supported by the findings after we split the sample based on
year that board diversity appeared to significantly enhance
firm performance during the uncertain time of COVID-19.

Also, liquidity and dividend per share exert a positive
association with both performance indicators (Dawar,
2014; Shamsuddin, 2015), indicating that managers tend to
increase the firm’s cash level to cope with the operational
risks caused by COVID-19 and ensure that the firm can
smoothly survive the pandemic. On the other hand, board
meetings and audit committee meetings appear to have a
significant negative influence on firm performance as a
result of high director compensation in the form of an annual
retainer and per meeting fees which companies could not
afford (as extra expenses) at least in this uncertain time. This
argument is supported by Brick et al. (2006) who found a

significant association between the number of meetings and
director compensation.

This study contributes to the limited literature as follows.
Firstly, we investigated the impact of COVID-19 on corporate
performance, governance, and other firm characteristics in
developing markets. There are few studies on the impact
of COVID-19 on corporate performance (Qin et al., 2020).
Similarly, for the first time, the impact of COVID-19
on corporate governance structure is being empirically
evaluated. It has been suggested that the COVID-19 crisis
brought home in an emphatic way the centrality of risk
management in strategic planning and corporate governance
(Kells, 2020). Yet, to the best of the authors’ knowledge,
studies on corporate governance attributes that considers
differences in board and audit committee characteristics
during the epidemic almost does not exist. Furthermore, the
study will extend the existing knowledge on the impact of
epidemic/pandemic on different firm-level characteristics
pre and post-crisis. Moreover, our analysis is novel in that
we empirically examine how COVID-19 influences the
existing relationship between corporate governance and firm
performance.

The rest of this research is arranged as follows. Section
two summarizes the literature review about the topic of
interest. Section three presents the sample and method of
conducting the study. Section four outline the empirical
results and robustness tests, followed by section five that
presents the conclusion of this article.

2. Literature Review

The pandemic is one of the most influential issues in
the 21% century. Even in its early stage, the effect on the
environment, business, and economy is remarkable due to
the uncertainty caused by Coronavirus and governmental
measures. The economic meltdown from this epidemic
is now being evaluated and clearly, it is not a mere health
issue. Countries have been severely affected and the highly
contagious nature of COVID-19 forced the government
to implement lockdown measures. These policies have a
substantial detrimental influence on the market demands of
corporations. Such measures including restricted movement
policy, social distance, stay-at-home, and shut-down of
unnecessary business have greatly hit the overall firm
performance.

While researchers caution that it is too early to estimate
the accurate effect of Coronavirus, there is a spark in the
number of published studies addressing the influence of this
pandemic in management, finance, and economic related
fields. The impact of the Coronavirus pandemic has been
documented on supply chains (Sharma et al., 2020), corporate
solvency (Mirza et al., 2020), demand-supply mismatch
(Eroglu, 2020), abnormal stock returns (Liu et al., 2020),
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cash holdings (Qin et al., 2020), leverage (Slater, 2020),
technology readiness (Sharma et al., 2020), and firm
performance (Mirza et al., 2020; Qin et al., 2020; Shen et
al., 2020). However, the effect of the Coronavirus crisis
on corporate governance and organizational financial and
operational outcomes has received limited attention.

The relationship between corporate governance and the
performance of corporates has been widely documented
in the literature (Guney et al., 2020; Khatib et al., 2020;
Sami et al., 2011). According to the agency literature, the
monitoring and advisory roles governance attribute in terms
of controlling and directing management activities enhance
the firm performance in several ways including agency costs
reduction (Jensen & Meckling, 1976). Khatib et al. (2020)
emphasized the policy-setting role of corporate governance
where directors impact on corporates performance is through
policy setting. Apart from these roles, the COVID-19
crisis highlighted the board oversight role in reducing the
uncertainty risk followed by the COVID-19 crisis. This
pandemic brings higher external risk, which leads executives
to restructure their capital, policies, and organizational
design in case of long and short-run emergencies (Foss,
2020; Shen et al., 2020). As the current epidemic continues
to disrupt all aspects of firm operations, the board of
directors needs to exert more supportive effort not only
to focus on the typical monitoring role of directors and
maintain its independence but also the policy-setting role
incorporated with active oversight (Croci et al., 2020; Khatib
et al., 2020). If management teams were compromised or not
working because, for example, they were diagnosed with the
virus, the board of directors should prepare to intervene and
they need to be significantly involved with a highly active
oversight role.

The board should help design programs to anticipate
the crisis, for example, setting a program for a distributed
workforce continuity plan. Boards will have to consider new
technologies, executive compensation constraints, and other
possible adjustments to a new business reality. During times
of crisis, some boardroom mechanisms (diversity and size)
might be more useful to firm resilience compared to others
(independent directors). Hence, we believe that governance
structure might experience some changes as shareholders
might suffer the lack of ability to foresee or better react to
this crisis. Based on the existing limited literature about the
impact of COVID-19 on corporate governance and firm
performance (FP) association, the following hypothesis is
defined:

H1: Ceteris paribus, COVID-19 crisis has a significant
impact on governance structure and FP.

The COVID-19 outbreak has brought unprecedented
challenges to corporations and their boards; frozen
liquidity, inability to perform contracts, operations, and

system breakdowns from disruptions. However, despite the
detrimental impact of this pandemic, the board of directors
still plays a substantial role in enhancing firm performance.
Croci et al. (2020) argued that the degree and effectiveness
of the board’s interventions depend on its structure,
composition, and characteristics as well as the background
and expertise of the directors. Some boards might, therefore,
revisit existing structures and be agile in considering what
aspects of the standard board agenda can be streamlined or
deferred to create more time for management to focus on the
short-term challenges facing the firms. Despite the influence
of the current COVID-19 crisis on corporate governance
attributes and firm performance, we still believe that
well-governed firms perform better than others. Corporate
boards can help modern organizations connect better with
the external environment, which can facilitate access to
resources to overcome the pandemic detrimental effect
(Shahwan, 2015; Song et al., 2020). Consequently, a good
corporate governance structure is important and manifests
itself in terms of qualified board members, which leads to
an effective and efficient board of directors. Based on the
existing literature about corporate governance and firm
performance (Detthamrong et al., 2017; Hermuningsih et al.,
2020; Khatib et al., 2020; Sumani & Roziq, 2020; Waheed &
Malik, 2019), the following hypotheses are defined:

H2a: Ceteris paribus, board size has a significant
positive impact on firm performance.

H2b: Ceteris paribus, board independence has a
significant positive impact on firm performance.

H2c: Ceteris paribus, board gender diversity has a
significant positive impact on FP.

H2d: Ceteris paribus, board meeting has a significant
positive impact on firm performance.

H2e: Ceteris paribus, board financial qualification has a
significant positive impact on FP.

H2f: Ceteris paribus, audit committee size has a
significant positive impact on firm performance.

H2g: Ceteris paribus, audit committee meeting has a
significant positive impact on FP.

3. Research design

This study collected, in November, a sample data of
188 listed firms in the Malaysian stock market for the
year 2019 and 2020 to evaluate the relationship between
corporate governance and firm performance, and the impact
of COVID-19 on these variables. After targeting all non-
financial listed companies, only 188 firms have disclosed
their annual report by the time of conducting this research.
Firms that were excluded from this study were i) firms that
do not have annual reports for the year 2020 by the time of
conducting this study, ii) all financial firms as such firms are
subject to stricter regulations (Hazaea et al., 2020).
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Corporate governance data like board size, independence,
gender diversity, meetings, audit committee size, and audit
committee meetings were manually collected from the
annual reports. Other financial data was collected with the
help of DataStream including all financial indicators of firm
performance. However, following several researchers (Khan
et al., 2020; Hazaea et al., 2020; He et al., 2020), we used
a conventional t-test to evaluate the impact of COVID-19
on the governance attributes before (2019) and after the
pandemic (2020). Table 1 defines all variables included
in this study.

We also applied the Ordinary Least Square to examine
the link between performance and governance. In line with
many studies (Al Farooque et al., 2020; Khan et al., 2020),
we performed the Hausman test and Breusch and Pagan
Lagrangian multiplier tests to select the appropriate panel
data analysis technique, and the results of both tests were
insignificant indicating that pooled OLS is proper estimation
technique for our data. The regression model to analyze the
influence of corporate governance on firm performance is
expressed as follows:

FPI'I = ﬂ] BSIZIt + ﬂl BINDir + ﬁ.’s BGDir + ﬁ4 BMit
+ B, BFQ, + B, ACS, + B, ACM,, + B, LEV,
+ ﬂ‘) LIQit + ﬂl() DPSit + ﬂll yearit +8ir
Where;

FP = Firm performance is measure by several indicators
as follows;

Table 1: Variables used in the study

ROA = Return on assets

ROE = Return on equity

EBIT = Earnings before interest and tax
(robustness tests)

PM = Profit margin (robustness tests)

BSIZ = Board size

BIND = Board independence

BGD = Board gender diversity

BM = Board meeting

BFQ = Board financial qualification

ACS = Audit committee size

ACM = Audit committee meeting

LEV = Leverage

LIQ = Liquidity

DPS = Dividend per share

4. Results

4.1. Descriptive and Correlation Analysis

Descriptive analysis was conducted on all factors involves
in the study. As shown in Table 2, The mean value of the firm
performance is almost zero for ROA and even negative for
ROE indicating that Malaysian listed companies have been
significantly performing poorly in recent years compared
to the prior period, which might be also attributed to the
COVID-19 crisis. For instance, Haniffa and Hudaib (2006)
reported that the average value of the ROA for Malaysian
listed companies was 0.72 in the year 2000. While Bhatt
and Bhatt (2017) reported it to be 5.620 in 2013. Despite the

Variable name

Definition

Return on assets ROA | The ratio of earnings before interest and taxes to total assets.

Return on equity ROE | The ratio of earnings before interest and taxes to equity.

Earnings before interest EBIT | A profitability ratio of earnings before interest and taxes to total assets.
and tax

Board size BSIZ | Atotal number of members on the board.

Board independence BIND | The number of independent non-executive directors on the board.
Board gender diversity BGD | A number of female directors on the board.

Board meeting BM | Anumber of meetings were held by the board during the financial year.

Board financial qualification

BFQ | The number of directors with finance and economic educational background.

Audit committee size ACS | A number of the directors on the audit committee.

Audit committee meeting ACM | A number of meetings were held by the audit committee during the financial year.

Leverage LEV | The ratio of total debt to total assets.

Liquidity LIQ | Liquidity has been measured by the quick asset ratio or ratio of cash to current
liabilities at the end of each financial year.

Dividend per share DPS | Cash dividends are paid out to the number of outstanding shares.
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fluctuation, the result is a clear poor performance indicator
in recent years for Malaysian firms. The minimum and the
maximum value of performance (ROA; —0.692 and 0.456,
ROE; —2.687 and 0.973 respectively) indicate that there
is a great difference between enterprises. Furthermore, the
average value of board size is 7.109 directors with half of
them being independent. Similar to these findings have been
reported in several prior studies (Amran, 2011; Haniffa &
Hudaib, 2006). However, this is less than the average value
of the board size in other countries in the same region such as
Japan and Thailand (Al Farooque et al., 2020; Uchida, 2011).

We also conducted a correlation analysis of all variables
involved in the model to evaluate the multicollinearity. As
shown in Table 2, all independent variables have values
less than 0.5 correlation. For the multicollinearity problem,
researchers have commonly highlighted that values that not
higher than 0.7 indicate no possibility for multicollinearity
issues (Shahwan, 2015). We also took the analysis a step
further by applying the variance inflating factor (VIF) test.
The result of all variables was about 2.0 or less. These
analyses confirm the non-existence of multicollinearity.
Accordingly, no possibility was found of a multicollinearity
problem among these variables.

Table 2: Statistic Analysis and Correlation Matrix
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4.2. T-test Analysis

The #-test investigation compares the mean value of all
variablesinvolvedinthisstudybeforeandafterthe COVID-19
crisis. As shown in Table 3, there is clear evidence that the
COVID-19 pandemic has affected all firm characteristics
including firm performance, corporate governance structure,
dividend level, liquidity level, and leverage. However, the
t-test analysis showed that the difference between prior
and post COVID-19 is not significant and therefore failed
to support the first hypothesis H1. It should be noted that
the poor-performance of corporates is contributed to the
COVID-19 crisis as in 2020, the majority of firms have
not shown a profit as indicated by the negative ROA,
ROE, and EBIT compared to the prior year. The corporate
governance structure, board financial qualification, board
meeting, and audit committee size are the most affected
by the pandemic. Several explanations could be for this
influence including the measures taken by the government
to fight against the pandemic which prevented directors
from attending board meetings, or some directors might
have been infected by the disease which prevented them
from continuing working and attending board meetings.

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) | (1) | (12) | (13)
(1) ROA 1.000

(2) ROE 0.812| 1.000

(3) EBIT 0.375| 0.411| 1.000

(4) BSIZ 0.196| 0.188| 0.317| 1.000

(5) BIND 0.137| 0.090| 0.270| 0.603| 1.000

(6) BGD 0.133| 0.087| 0.349| 0.385| 0.274| 1.000

(7) BM -0.179|-0.144| 0.208| 0.131| 0.179| 0.150| 1.000

(8) BFQ 0.075| 0.072| 0.226| 0.475| 0.287| 0.275| 0.049| 1.000

(9) ACS 0.103| 0.071| 0.098| 0.332| 0.458| 0.212| 0.023| 0.149| 1.000

(10)ACM  |-0.163|-0.163| 0.081| 0.017| 0.040| 0.047| 0.238| 0.004| 0.016| 1.000

(11)LEV  |-0.033| 0.048| 0.301| 0.262| 0.150| 0.174| 0.082| 0.205| 0.106| 0.041| 1.000

(12)LIQ 0.184| 0.118 |-0.202|-0.152 [ -0.134 | -0.134 [ -0.197 | -0.125 | -0.032 | -0.079 | -0.367 | 1.000
(13)DPS | 0.375| 0.269| 0.350| 0.078| 0.035| 0.101|-0.085|-0.044 | 0.164|-0.084 |-0.092| 0.213| 1.000
VIF - - - | 203 | 181 | 124 | 112 | 132 | 129 | 106 | 124 | 122 | 1.09
Mean 0.003 | -0.003 | —0.046| 7.109| 3.582| 1.173| 5.468| 3.061| 3.314| 5.053|0.1946| 2.21 | 0.027
Std. Dev. 0.098| 0.225| 1.404| 1.744| 1.065| 1.082| 1.853| 1.332| 0.613| 1.883|0.1454| 3.178| 0.061
Min -0.692 |-2.69 |-26.5 4 1 0 2 0 2 1 |0001| o0 0
Max 0.456| 0.973|0.7242| 14 8 5 15 7 6 12 | 0664 | 342 | 0.493
Obs. 376 | 376 | 358 | 376 | 376 | 376 | 376 | 376 | 376 | 376 | 357 | 376 | 376
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Before COVID-19 After COVID-19 ) Mean ttest

Variables (2019) (2020) difference
Obs. mean Std. Dev. Obs. Mean Std. Dev. ﬂ;a;(& c:is;.r))-

ROA 188 0.0090714 | 0.0806635 188 | —0.014394 0.1117991 0.0124202 0.2175
ROE 188 0.0090714 | 0.1607156 188 | —0.014394 0.2740242 | 0.0234657 0.3118
EBIT 177 0.0296641 | 0.0779113 181 -0.119499 1.973028 0.1491633 0.3156
BSIZ 188 7.148936 1.796952 188 7.069149 1.693178 0.079787 0.6580
BIND 188 3.579787 1.038827 188 3.585106 1.093584 | -0.005319 0.9615
BGD 188 1.170213 1.08108 188 1.176471 1.085527 | -0.006257 0.9554
BM 188 5.611702 1.927363 188 5.324468 1.769026 0.287234 0.1331
BFQ 188 3.18617 1.361196 188 2.93617 1.294237 0.250 0.0688
ACS 188 3.287234 0.5780724 188 3.340426 0.6467226 | -0.053191 0.4010
ACM 188 5.069149 1.065002 188 5.037234 2.443741 0.0319149 0.8697
LEV 174 0.1967428 | 0.1411631 183 0.1925938 | 0.1496269 | 0.0041489 0.7879
LIQ 188 2.196845 2.875213 188 2.222618 3.462622 | -0.025772 0.9375
DPS 188 0.0308743 | 0.0634572 188 0.0237738 | 0.0579577 | 0.0071005 0.2580

In such cases, directors need to act quickly, if not
instantaneously by restructuring the boardroom and their
activities as they are not in a position to assume responsibility
due to the pandemic

Other firm characteristics have also experienced
modification and reduction during the pandemic period.
There was a high but not significant decrease in the
dividend per share and leverage level while liquidity in
form of quick ratio has remained almost the same with
slight growth. This reduction can be explained by the poor
performance of the corporation and managers intended to
minimize the uncertainty risk and contractual obligations.
Hence, managers tend to increase the firm’s cash level and
reduce leverage to cope with the operational risks caused
by COVID-19 and ensure that firms can smoothly survive
the pandemic. To sum up, the listed companies have been
largely but not significantly affected in terms of performance
governance structure, dividend, and capital structure.

4.3. Regression Results and Discussion

In this section, we evaluated the association between
corporate governance attributes and firm performance. As
shown in Table 4, several governance and performance
attributes were utilized to estimate the panel OLS
regression between the variables. In line with many studies
(Al Farooque et al., 2020; Detthamrong et al., 2017) we

used return on assets (ROA) and return on equity (ROE) to
measure firm performance, while earnings before interest
and tax (EBIT) was used in the robustness analysis. Models
one and three provide the regression result including all
control variables while models two and four enable us to
provide a comparison between the results before and after
the COVID-19 crisis.

The investigation revealed that board size is the only
governance mechanism to have a significant positive
impact on firm performance. These findings are similar to
the majority of prior studies (Hassan & Marimuthu, 2016;
Waheed & Malik, 2019). It has been suggested that the board
of directors is the primary internal governance mechanism
that holds the responsibility of overseeing the decisions
of management and a larger board size is perceived to be
better for its diverse expertise, experience, better monitoring
mechanism, more external linkage, ability to extract crucial
resources, and less avenue in manipulating board members
(Goodstein et al., 1994). Therefore, despite the pandemic
impact, board size still has an important role in enhancing
firm performance during an uncertain time. The size of
the board and its composition are rational responses to the
conditions of the external environment, the current internal
situation, and the previous financial performance of a firm.
The finding provides empirical support to hypothesis H2a
that predicts a positive association between board size and
firm performance.
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Table 4: Panel OLS Regressions of Firm Performance

Panel (A) ROA Panel (B) ROE
Independent (1) (2) (1) (2)
variables
BSIZ 0.045** | 0.043** | 0.025** | 0.025**
(2.01) (2.03) (2.24) (2.25)
BIND 0.217 0.211 0.851 0.843
(1.24) (1.25) (0.19) (0.20)
BGD 0.147 0.132 0.562 0.532
(1.45) (1.51) (0.62)
BM 0.016** | 0.012** 0.078* 0.065*
(-2.41) | (-2.52) | (-1.77) | (-1.85)
BFQ 0.956 0.918 0.994 0.894
(0.06) (-0.10) | (-0.01) | (-0.13)
ACS 0.508 0.557 0.5 0.538
(-0.66) | (-0.59) | (-0.68) | (-0.62)
ACM 0.025** | 0.027** | 0.011* | 0.012**
(-2.24) | (-2.22) | (-2.55) | (-2.53)
LEV 0.884 0.882 0.121 0.121
(0.15) (0.15) (1.55) (1.56)
LiQ 0.004*** | 0.004*** | 0.043** | 0.041*
(2.88) (2.91) (2.03) (2.05)
AGE 0.92 0.925 0.101 0.102
(0.10) (0.09) (1.64) (1.64)
DPS 0.00** 0.00*** | 0.00*** | 0.00***
(6.32) (6.23) (4.58) (4.51)
Industry 0.599 0.605 0.376 0.372
(0.53) (0.52) (-0.89) | (-0.89)
Constant 0.895 0.905 0.098* 0.1
(-0.13) | (-0.12) | (-1.66) | (-1.65)
Year No Yes NO yes
2020 - 0.16 - 0.266
(-1.41) (-1.11)
F-statistic 8.311 7.846 5.039 4.750
R-squared 0.225 0.230 0.150 0.153
Obs. 356 356 356 356

Standardized beta coefficients; t statistics in parentheses.
***p<0.01, *p<0.05, *p<0.1.

Also, liquidity and dividend per share exert a positive
association with both performance indicators (Dawar,
2014; Shamsuddin, 2015), indicating that managers tend
to increase firms’ cash levels to cope with the operational
risks caused by COVID-19 and ensure that firms can
smoothly survive the pandemic. On the other hand, board
meetings and audit committee meetings appear to have a
significant negative influence on firm performance as a result
of high director compensation in the form of an annual

Table 5: Panel OLS Regressions of Firm Performance: Year
Sub-Samples

Variable ROA ROE
Year 2020 2019 2020 2019
BSIZ 0.762 0.007*** 0.53 0.01***
(0.30) (2.72) (0.63) (2.61)
BIND 0.057* 0.596 0.318 0.24
(1.92) (-0.53) (1.00) (-1.18)
BGD 0.009*** 0.685 0.051* 0.323
(2.65) (-0.41) (1.96) (-0.99)
BM 0.052 0.145 0.204 0.708
(-1.96) (—1.46) (-1.27) (0.38)
BFQ 0.836 0.492 0.996 0.554
(0.21) (-0.69) (0.01) (-0.59)
ACS 0.083* 0.042** 0.08* 0.135
(-1.75) (2.05) (-1.76) (1.50)
ACM 0*** 0.352 0.108 0.495
(-3.72) (-0.93) (-1.62) (-0.68)
LEV 0.302 0.138 0.134 0.953
(1.03) (-1.49) (1.51) (0.06)
LIQ 0.001*** | 0.047** | 0.013** 0.056*
(3.32) (2.00) (2.51) (1.93)
DPS O*** 0*** O*** 0***
(4.78) (8.41) (3.67) (4.55)
Constant 0.847 0.034** 0.69 0.062*
(0.19) (-2.14) (0.40) (-1.88)
R-squared 0.235 0.302 0.160 0.225
F-test 7.100 11.526 3.077 4.859
Obs. 182 174 182 174

**%5<0.01, **p<0.05, *p<0.1.

retainer and per meeting fees which companies could not
afford (as extra expenses) at least in this uncertain time.
This argument is supported by Brick et al. (2006) who
found a significant association between the number of
meetings and director compensation. Our results do not
provide support for all remaining Hypotheses H2b-g.
It is important to note the negative effect of gender
diversity, board independence and financial qualification
on firm performance are inconsistent with prior studies
(Hassan & Marimuthu, 2018; Khatib et al., 2020;
Waheed & Malik, 2019).
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4.4. Robustness Test

To evaluate the impact of COVID-19 and whether
the effect of corporate governance on financial leverage
is asymmetric, we split the sample into two subsamples
based on the year. Table 5 presents panel OLS regressions
of firm performance for the subsamples. Results of panel
OLS regressions indicate that during this uncertain time
of COVID-19, board size does not significantly affect firm
performance as in the previous year indicating the more
directors on the board help firms to overcome the detrimental
impact of the epidemic.

A larger board is proven to provide more channels for
corporates with the external environment and creditors
that are essential for the firm in this unpredicted time.
Interestingly, board gender diversity appeared to be
significantly enhancing firm performance in the crisis time
while in the prior year it has an inverse association with
firm performance in both indicators. This is because of the
diverse insight, expectation, knowledge, and background of
a more diverse board compared to its counterpart that acts
as a strategic resource to the firm in the current crisis that
resulted in superior performance. Additionally, the meetings
of boards and audit committees seemed to have an inverse
association with firm performance as a result of the high
director compensation in the form of an annual retainer and
per meeting fees. The impact of dividend per share and firm
liquidity seemed to be regular throughout the years, while
the impact of audit committee size is asymmetric.

5. Conclusion

The novel Coronavirus continues to spread uncontrollably
and has seriously affected all businesses around the world,
especially the operations of listed companies. Given that
corporate governance is one of the hottest topics, especially in
the aftermath of the prior financial crisis, a question remains
to be empirically answered; what is the impact of COVID-19
on listed companies and the association between corporate
governance and firm performance in particular as the literature
is very limited on this area. In this paper, we use a sample of 188
non-financial firms listed in Malaysia for the period 2019 and
2020 (before and during the crisis) to evaluate the influence of
COVID-19 on firm and governance characteristics as well as
the governance/performance association.

We found that the COVID-19 crisis has affected all
firm characteristics including firm performance, corporate
governance structure, dividend level, liquidity, and leverage,
but not at a significant level as the difference between prior
and post COVID-19 is not significant. Also, the regression
investigation revealed that board size is the only governance
mechanism to have a significant positive impact on firm
performance. However, after splitting the sample based on

the year, we found that board size does not matter in the
uncertain time of the current crisis. Interestingly, board
gender diversity appeared to be significantly enhancing firm
performance (ROA and ROE) in the crisis time, while in the
prior year it has an inverse association with firm performance
in both indicators. This is because of the diverse insight,
expectation, knowledge, and background of a more diverse
board compared to its counterpart. On the other hand, board
meetings and audit committee meetings appear to have a
significant negative influence on firm performance as a
result of high director compensation in the form of an annual
retainer and per meeting fees which companies could not
afford (as extra expenses) at least in this uncertain time.

This study contributes to the limited literature by
extending the limited knowledge on the impact of epidemics/
pandemics on different firm-level characteristics pre- and
post-crisis. To the best of our knowledge, our analysis is
one of the first to empirically examine how COVID-19
influences the existing relationship between corporate
governance and firm performance. However, this study is
not without limitations, as the COVID-19 is still in the early
stage, and similar work might be needed in the future in both
developed and developing markets. We do not recommend
a simple replication of the study, but future research could
consider larger sample size, comparing between two
different markets, or the long-term impact of Coronavirus.
Also, not all governance attributes are included in the study.
We, therefore, encourage future research to include other
mechanisms such as different ownership structures, other
indicators of board diversity, multiple directorships, and
country-level governance. Finally, it has been argued that
this pandemic has affected corporates differently. Hence,
future work might need to evaluate different firm-level or
country-level characteristics and the impact of COVID-19
on organizational outcomes.
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