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THE RELATIONSHIP BETWEEN
CORPORATE GOVERNANCE
MECHANISMS AND FINANCIAL
PERFORMANCE: THE CASE

OF LISTED INDUSTRIAL
COMPANIES IN OMAN

Abstract

The purpose of the study is to examine the impact of corporate governance mecha-
nisms on the financial performance of listed industrial companies in Oman. As
the main research method, panel data regression analysis was used to analyze data
from 36 Omani industrial companies, listed on the Muscat Stock Exchange for the
period 2017-2021. Three regression models were developed using three depen-
dent variables (Return on Assets, Return on Equity, Return on Sales), seven inde-
pendent variables (Board Size, Independent and Non-executive Board Members,
Board Meeting, Chief Executive Officer, Dummy variable for Board Change,
Dummy variable for the Secretary on the Board, Dummy variable for Internal
Auditor), and two control variables (Leverage, Size of the company). According to
the research results, a negative influence of the Board Size and Dummy variable
for the presence of the Secretary on the Board on the Return on Assets indicator at
10% and 5% significance level was found; moreover, there is a positive influence of
Leverage and Size of the company at the 1% and 5% significance level on Return of
Assets. Although, none of the independent variables used has a significant impact
on the Return on Equity indicator. Return on Sales is significantly affected only by
two control variables, i.e., a negative impact of Leverage at the 10% significance
level and a positive impact of the Size of the company at the 10% significance level.
The results obtained in the study indicate the imperfection of the corporate gov-
ernance mechanisms implemented by Omani industrial companies in the field of
ensuring financial efficiency.

Keywords corporate governance, financial performance, industrial
companies, Oman, Gulf Cooperation Council
JEL Classification C23, G34, 125

INTRODUCTION

Corporate governance plays an essential role in ensuring the sustain-
able and efficient functioning of companies, ensuring the protection
of stakeholders’ interests. Good corporate governance practices and
mechanisms promote accountability and responsibility of manage-
ment, increase transparency, improve the quality of disclosure of
relevant information, both financial and non-financial, and ensure
compliance with legal and regulatory requirements. The corporate
governance system is known to be crucial for enhancing the reputa-
tion and credibility of a company, reducing its costs of raising capital,
acquiring unique competitive advantages in the market to attract in-
vestors, employing and retaining the most talented human resources,
and building customer loyalty.

http://dx.doi.org/10.21511/imfi.20(2).2023.21
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Corporate governance policy does not have specific principles and norms that must be followed, as
it is rather referred to as a set of dynamic recommendations that are developed taking into consid-
eration the peculiarities of the environment in which a company operates. At the same time, at the
state level, specific regulatory institutions are to develop the general principles for building corpo-
rate governance systems, as well as to monitor their practical implementation.

Recently, the issues of corporate governance have increasingly become an emerging area of sig-
nificance worldwide, and the GCC countries, noticeably. It is an interesting phenomenon how a
necessity for enhancing the management performance, strengthening a control over the business
activities of companies, and meeting the informational needs of stakeholders are becoming mean-
ingful in the Sultanate of Oman in particular.

In the case of Oman, the conceptualization of general principles, development and monitoring of
the implementation of corporate governance practices are carried out by several authorities such as
the Capital Market Authority, the Muscat Securities Market, the Ministry of Commerce, and the
Central Bank of Oman. The Code of Corporate Governance for Public Listed Companies (2016)
is referred to as the main regulatory document on corporate governance in Oman, the primary
purpose of which is to ensure compliance with the specific rules through defined corporate gov-
ernance policies, processes, and procedures. The system of institutional regulation is aimed at im-
proving the quality of corporate governance, provided that the transparent and effective rules lead
to establishing a framework for the activities of companies.

Effective corporate governance practices and mechanisms are of particular importance for ensur-
ing success of companies in the long term due to an increased accountability, transparency, and
ethical behavior by management.

In this regard, scientists pay considerable attention to studying the extent to which the effective-
ness of certain corporate governance practices and mechanisms has been proven, e.g., the role of
independence of the board of directors, the quality of audit committees, the effectiveness of opera-
tional management, etc. (Al-Matari et al., 2014b; Elghuweel et al., 2017; Baatwah et al., 2018; Pasko
et al., 2022; Tuan, 2022; Filatova et al., 2023; Al-Yazidi et al., 2023).

Accordingly, there is an urgent need to study the role of individual practices and mechanisms of
corporate governance in ensuring the financial efficiency of the Omani industrial companies; the
impact of corporate governance on attaining the goals defined for enterprises to provide their sus-
tainable and effective functioning, as well as to protect stakeholders’ interests in the context of pe-
culiar cultural traditions and the unique business environment of the Sultanate of Oman.

1. LITERATURE REVIEW

A bibliometric analysis of Scopus and Web of
Science databases shows the importance of the

Effective corporate governance practices help
to ensure that companies operate transparently
and ethically and that management is account-
able to its stakeholders and maximizes long-
term shareholder value. Corporate governance
is a means of protecting the interests of share-
holders and transparency of business activities
(Garcia et al., 2016; Govender & Hassen-Bootha,
2022), generally contributing to its financial
efficiency.

http://dx.doi.org/10.21511/imfi.20(2).2023.21

studied topic and relationship of corporate gov-
ernance and financial performance, taking into
account the number of publications in the field of
research presented in Table 1.

Based on the bibliometric analysis of Scopus and
Web of Science databases, it was found that the
most problematic aspects studied by the scientists
are related to investigating the impact of key el-
ements of corporate governance, e.g., efficiency
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Table 1. Scientific papers on the research topic and their citations in the academic literature

for the period 2018-2022

Source: Compiled by the authors using Scopus and Web of Science databases.

Results obtained Citations
Author keywords T - : T -
Scopus : Web of Science : Scopus : Web of Science
“Corporate governance” and “Financial Performance” 665 1286 4948 7779

of the board of directors, efficiency of operation-
al management and CEO, role of the board inde-
pendence, role of the frequency of annual board
meetings etc., on the financial performance of
companies. Furthermore, the influence of individ-
ual elements of corporate governance on financial
performance measures was studied, for example,
the impact of various characteristics of the corpo-
rate board and audit committee was analyzed. In
recent studies, the problems of applying innova-
tive methods of corporate governance, building a
system of sustainable corporate governance and
sustainable finance have been investigated.

A bibliometric analysis of studies also showed an
increase in the number of studies on the impact of
corporate governance on financial performance in
the GCC countries. It was found that studies on the
particularities of developing and implementing a
corporate governance system in GCC countries of-
ten highlight the impact of family business on the
independence of the board of directors and the effi-
ciency of companies, mostly in a negative context.

In 2015, the Oman Centre for Governance and
Sustainability (OCGS) was established as part of
the Capital Market Authority with a purpose of
implementing the program for achieving the 2030
Sustainable Development Goals. The key task of
the OMGS is the development of corporate gov-
ernance, statutes, and social responsibility system.
Thus, the continuous improvement of regulatory
and institutional support for corporate govern-
ance in Oman emphasizes the need to address the
problem of improving its quality and efficiency of
implementation at a company level.

The quality of corporate governance and the effi-
ciency of companies in the GCC countries is also
of great interest for researchers. The study revealed
that the quality of the board of directors and the
audit committee have an insignificant effect on
ROA (Al-Ahdal et al., 2020; Al-Jalahma, 2022; Jati
et al., 2023). On the other hand, transparency and
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the level of information disclosure have an insig-
nificant negative impact on the financial perfor-
mance of companies.

The findings of the study by Pillai et al. (2018) al-
so confirmed that the components of corporate
governance, i.e., audit quality, size of the board of
directors, corporate social responsibility, have an
impact on the financial performance of most com-
panies in the GCC countries.

As stated in some previous research, the develop-
ment of corporate governance in the Sultanate of
Oman has been significantly influenced by the
adoption of TAS/IFRS (Ramady, 2012). Accounting
practices under international standards are an im-
portant and relevant tool for ensuring good corpo-
rate governance, in view of the fact that the stand-
ards provide a useful mechanism for restructuring
core corporate values (Shankaraiah & Rao, 2002).

The impact of IAS/IFRS on the changes in the in-
stitutional and legal conditions was also studied
by Al-Enzy et al. (2022), who revealed the support
and willingness of companies to switch to TAS/
IFRS, seeing that this leads to an improved quali-
ty of financial reporting, increased comparability
of financial information, and makes it easier to at-
tract foreign investment.

The board of directors is normally considered to
be one of the key corporate governance mecha-
nisms, which is responsible for overseeing a com-
pany’s management, setting strategic objectives,
and ensuring compliance with legal and regula-
tory requirements. Therefore, its impact on finan-
cial performance has been investigated in many
studies. Al-Ebel (2013) concluded that the smaller
board of directors simplifies communication and
coordination, boosts the quality of information,
and improves its disclosure. According to Freire et
al. (2020), independence of corporate governance
also has an impact on the business activity and
solvency factors.

http://dx.doi.org/10.21511/imfi.20(2).2023.21
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Having studied 116 Omani companies listed on the
local stock exchange from 2001 to 2011, Elghuweel
etal. (2017) did not find any confirmation that the
size of the board of directors, the conduct of audits,
the presence of a corporate governance committee,
and the gender diversity of the board of directors
have a significant relationship with the indicators
of a company’s financial results.

Interestingly, completely opposite results were
obtained by Bawazir et al. (2021) for non-finan-
cial companies registered on the Muscat Stock
Exchange from 2007 to 2017. The researchers
found a positive effect of the presence of wom-
en on the board, the size of the audit committee,
leverage, and company size on firm performance
(ROA, ROE, P/E).

Zeitun (2014), in the study of the factors influenc-
ing the effectiveness of corporate governance,
concluded that the GCC countries are general-
ly characterized by the positive influence of the
state ownership on a company’s ROA indicators,
while neither foreign nor institutional owner-
ship have a similar significant impact.

Al-Matari et al. (2014a) studied the influence
of the audit committee characteristics, i.e., size,
independence, and meeting, on ROA of non-fi-
nancial companies listed on the Muscat Stock
Exchange in 2011-2012. The authors concluded
that there is no significant impact of the men-
tioned characteristics on the ROA indicator.
Furthermore, 8 core elements of corporate gov-
ernance that can have an impact on a compa-
ny’s financial performance were identified (Al-
Matari et al., 2014b). The relationship between
board size, board meeting frequency, CEO ten-
ure, board turnover, and the presence of legal
counsel with ROA is proven to be positive but
insignificant. In addition, it was found that the
indicators of the remuneration of the CEO and
the productivity of a company are significantly
and positively interrelated.

In the case of Oman, the analysis of the qual-
ity of corporate governance at local enterpris-
es indicated that corporate governance mecha-
nisms are not as effective as in more developed
countries (Baatwah et al., 2015). The quality of
corporate governance at Omani companies di-

http://dx.doi.org/10.21511/imfi.20(2).2023.21

rectly depends on the components as follows:
the board of directors, a high-quality audit and
accounting system, and effective operational
management. Rehman (2022) also came to a
similar conclusion regarding the importance of
ensuring the quality work of the audit commit-
tee, as it contributes to the sustainable corpo-
rate governance.

Yilmaz (2018) considered the data from 61 list-
ed Omani companies for the period 2013-2016
and revealed the following: there is a signifi-
cant negative impact of corporate governance
on ROA, Board Independence on NPM, Block
Ownership on NPM and on EBIT margin; a
weak negative impact of Number of Meetings
on ROA; a positive impact of institutional own-
ership on EBIT margin and on ROA.

The process of managing the activities of Omani
companies is characterized by a significant de-
pendence on family ties. The findings of an em-
pirical study by Amrah and Obaid (2019) show
that the effect of corporate governance on the
financial performance is positive and signifi-
cant for non-family companies, while this rela-
tionship becomes weak for family-owned busi-
nesses, which supports the hypothesis about the
negative role such a specific feature of the cor-
porate governance system of Omani companies
plays in ensuring their financial efficiency.

Another study of the corporate governance sys-
tem of 50 Omani non-financial firms for the fis-
cal year 2018 (Ahmed et al., 2020) established
that the size of a company negatively affects its
financial performance indicators, and the share
of managerial ownership has an adverse and
significant effect on firm performance meas-
ures (ROA, ROE).

Literature review in the area of corporate gov-
ernance revealed a lack of the unified approach
regarding the role corporate governance mech-
anisms play in increasing the financial perfor-
mance of Omani companies. Strength and di-
rection of such a relationship varies according
to the availability of the specific mechanisms
of corporate governance applied, industry spe-
cifics, company size, ownership structure, as
well as transparency and level of the financial
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information disclosure, its compliance with
IAS/IFRS requirements. Therefore, an empiri-
cal study of the impact of corporate governance
mechanisms on financial performance of com-
panies will improve the corporate governance
system in accordance with the needs of indus-
trial companies in Oman. The purpose of the
paper is to examine the impact of corporate
governance mechanisms on financial perfor-
mance of listed industrial companies in Oman.

2. METHODS

The business activity of 36 industrial companies
listed on the Muscat Stock Exchange for the peri-
od 2017-2021 was analyzed. Panel data comprised
the information derived from the annual financial
statements of Omani companies, notes to the fi-
nancial statements, corporate governance reports,
and independent auditor’s reports. Two out of the
38 companies in the industrial sector that are on
listing did not disclose the relevant information
for the years 2020-2021, and therefore they were
excluded from the study sample.

For the purpose of this study, Return on Assets,
Return on Equity and Return on Sales were de-
fined as the dependent variables characterizing
the financial performance of companies, the in-
dicators, which are most often used by the sci-
entists for the empirical analysis of the impact of
corporate governance on financial performance
(Yilmaz, 2018; Al-Ahdal et al., 2020; Ahmed et al,,
2020; Bawazir et al., 2021).

It was decided to analyze the direct influence of
corporate governance mechanisms on the finan-
cial performance of Omani industrial compa-
nies using the independent variables, i.e., size of
the board, independent and non-executive board
members, a number of annual board meetings,
chief executive officer (CEO) experience, dummy
variable for the Secretary on the board, dummy
variable for the internal auditor.

The choice of the independent variables was jus-
tified by the information capacity of available re-
ports on the corporate governance system of lo-
cally listed Omani industrial companies, as well
as considering the previous findings in the area of
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research (Al-Matari et al., 2014b; Elghuweel et al.,
2017; Yilmaz, 2018; Al-Ahdal et al., 2020; Ahmed
et al., 2020; Bawazir et al., 2021).

To control for a significant effect of variables along
with the main independent variables, i.e., corpo-
rate governance mechanisms indicators, two con-
trol variables such as Leverage and Size of the com-
pany were added, which were widely used in the
analysis of panel data in previous studies (Kasych
& Vochozka, 2019; Ievdokymov et al., 2020; Ahmed
et al., 2020; Bawazir et al., 2021; Serpeninova et al.,
2022; Hamed & Bohari, 2022). Applying this ap-
proach, the Size of the company variable was de-
fined using the logarithm of a company’s total assets.

A general description of the dependent and in-
dependent variables used in this study, as well as
their calculation, are shown in Table 2.

Table 2. Research variables (definitions,
calculation and abbreviations)

Source: Compiled by the authors.

Calculation Method  : Abbreviation
Dependent Variables

Net income / Average total

Variable

Return on Assets |

ROA
e BSSYS
Return on Equity : Net profit / Total equity . ROE
Return on Sales i Earnings before interest and ROS

i taxes / Net sales

Independent Variables (corporate governance
mechanisms indicators)

i The total number of

; directors on the company’s ; BS

S .. L

Independent and . Number of independent

Board Size

Non-executive (external) board members INBM
Board Members e
Board Meeting Number of annual board BM
L1110 = S S
Chief Executive | Numb_er of years_of L

) i experience of Chief Executive : CEO
Officer . H
N o111 . S
Dummy variable {1 if the board has a new
for Board i appointment during a year DVBCH
Change . .andOothers .
Dummy variable i1 for the presence of the
for the Secretary : secretary on the board, O for : DVSB
ontheBoard  ‘itsabsence
Dummy variable 1 for the presence of an
for Internal i internal auditor, O for its DVIA
Auditor i absence

Control Variables
: (Long-term Debts + Short-

L H LEV
. fermDebts) /Total Assets
size of the i Logarithm of Total Assets |_SIZE
company :

http://dx.doi.org/10.21511/imfi.20(2).2023.21
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To analyze the impact of corporate governance
mechanisms on the financial performance of
Omani industrial companies, this study examined
three models. The functional representation of the
models applied is given below:

ROA, = a+ B BS, + B,INBM , +
+pB,BM , + B,CEO, + B;DVBCH , +
+B,DVSB, + B,DVIA, + B,LEV, +
+p,l _SIZE, +¢,,

1)

ROE, =a+ BBS, + B,INBM , +
+pB,BM , + B,CEO, + f;DVBCH , +
+B,DVSB,+p,DVIA, + B,.LEV, +
+pB,l _SIZE, +¢,,

@

ROS, =a+ B BS, + B,INBM , +
+B,BM , + B,CEO, + B, DVBCH,, +
+B,DVSB, + B,DVIA, + BLEV, +
+B,l _SIZE, +¢,,

©)

where ROA, ROE, and ROS are dependent varia-
bles, i — entity, and ¢ - time; & - identifier; f -
regression coeflicient; BS, INBM, BM, CEO, DVSB,
DVIA - independent variables, LEV and I_SIZE -
control variables, where i - entity and ¢ - time; &,
— error term.

3. RESULTS

Panel data regression analysis was applied
to analyze the sample, which was chosen as
a suitable statistical approach in this study.

Furthermore, the results of descriptive statistics
and correlation analysis are shown in Table 3
and Table 4 that enabled to summarize a given
data set representative of the population and to
display the correlation coefficients for different
variables.

Table 3 shows the descriptive statistics (observa-
tion, mean, median, standard deviation, mini-
mum, maximum) of all variables.

Descriptive statistics data for 36 industrial enter-
prises for the period 2017-2021 (Table 3) made it
possible to draw some conclusions to characterize
the studied sample. The absence of a significant
difference between the minimum and maximum
values of ROS show that the indicator of finan-
cial efficiency of the studied companies are quite
close, which cannot be stated about the indica-
tors of ROA and ROE, with a range of variation of
9.25 and 9.36, and have a high value of standard
deviations (0.523 and 0.649 accordingly). This in-
dicates a large spread of values from the average
value, which means the presence of strong volatil-
ity of a number of values. Furthermore, the CEO
indicator has a very high value of standard devia-
tions (6.57), which means that the studied sample
includes enterprises with both high and low CEO
length of work experience.

As far as the variables BS, INBM, BM, CEO and 1 _
SIZE are concerned, the mean value is greater than
the standard deviation value, indicating that the da-
ta related to these variables have a small distribution.
For all three dependent variables, i.e., ROA, ROE,
ROS, the value of the standard deviation is higher
than their mean, which indicates the existence of a
large set of ratios that characterize the normal dis-
tribution curve and will not be exceptional.

Table 3. Descriptive statistics of variables (based on observations 1:1 - 36:5)

Source: Calculated using the Gretl software package.

Variables Mean Median St. Dev. Minimum Maximum
ROA i 04360129 00523 TSEL 364
ROE 0.0708 0.0400 0.649 -1.35 8.01
ROS o 00205 00233 0208 456 145
INBM 0.709 0.710 0.245 0.270 1.00
M 806 B00 20200 150
LEO i 2080 BSY 200 42.0
LEV 0.589 0.447 0.758 0.00 6.96
|_5|ZE163 e o

http://dx.doi.org/10.21511/imfi.20(2).2023.21
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Table 4. Correlation coefficients (based on observations 1:1 — 36:5)

Source: Calculated using the Gretl software package.

BS INBM BM CEO LEV I_SIZE

BS 1.0000 -0.0804 0.2375 -0.1715 0.0602 0.0136
CoNeMo . 10000 -00191 01548 ~00164 01604
oBmM 1.0000 -0.1593 0.0759 0.0559

CEO 1.0000 0.1000 0.1764
L - 10000 00679

I_sIZE 1.0000

Relatively close mean and median values for ROA
(0.136 and 0.129), ROS (0.0205 and 0.0233), INBM
(0.709 and 0.710), BM (6.06 and 6.00), and 1_SIZE
(16.3 and 16.4) indicate a high level of symmetry in
the distribution range values. The analysis of the cor-
relation coeflicients of dependent variables, i.e., ROA,
ROE and ROS, and independent variables, with the
exception of dummy variables DVBCH, DVSB and
DVIA (Table 4), revealed the absence of the multi-
collinearity problem within the two groups of varia-
bles used, since the correlation coeficient is less than
0.5(-0.5).

Based on the application of the F-statistics test, the
Breusch-Pagan test and the Hausman test, the pos-
sibility of using panel data estimate parameters was
analyzed for each of the used models 1-3 (ROA, ROE,
ROS). It was determined that for Model 1 (ROA) and
for Model 2 (ROE), it is appropriate to use Pooled
OLS, since the p-value, according to the F-statistics
test, is greater than 0.5 (0.126608; 0.0723097).

The application of Pooled OLS assumes that the
measurement set lacks unique attributes that char-

acterize its elements, and also lacks universal effects
that may manifest in different time elements of the
panel. For Model 3 (ROS), based on the p-value val-
ues according to the F-statistics test (0.00097016), the
Breusch-Pagan test (0.00097016) and the Hausman
test (0.348657), it is advisable to use the Random ef-
fects method (REM), which provides for detecting
the influence regressors on the dependent variable
(ROE), taking into account the influence of omitted
or unobservable variables characterizing the unique
characteristics of the studied population elements.

Table 5 shows the results of the regression analysis
of panel data on the example of all three models
1-3 (ROA, ROE, ROS). Thus, the p-value and sig-
nificance level for each of the models, which were
calculated using the Pooled OLS and REM estima-
tion parameters, are given below.

The data in Table 5 made it possible to determine
the strength, level of significance and direction of
influence of regressors on independent variables,
i.e,, ROA, ROE, and ROS. Model 1 can be inter-
preted in detail using the following equation:

Table 5. Models 1-3 (ROA, ROE, and ROS). Pooled OLS, REM using the observations 1-180

Source: Calculated using the Gretl software package.

i Model 1 (ROA). Model 2 (ROE). Model 3 (ROS).

Va;'_ab'e / Pooled OLS Pooled OLS REM

Indicator Coefficient P-value Coefficient P-value Coefficient P-value
Const -0.284750 0.5700 0.261887 -0.207597 0.4570
BS ..700429707 | 0.0867* 00931669 | 0.4749
INBM -0.0551725 0.7329 0.6475
BM ...00176297 . 03787 03138 06372
CEO b 70.00367726 : .. 05494 17000586354 : 041 | 04658
DVBCH 0.0608154 0.4391 0.106804 . 0.2640
Dys8 ...70A70%8 | 00359*r | 0113724 . 02916 0.5323
DViA & 8.419259‘—05 """"""" 0.9996““ 338926 0.8628
LEV 0.222238 2.40e—05** 599982 0.0616*
|_size ..00494196 | 00183 | 000428601 . 08770 0.0906”
R-squared 0.149071 0.024424 : -

Note: * Significant at the 10 % level; ** Significant at the 5 % level; and *** Significant at the 1 % level.
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ROA, =—0.284750—0.0429707BS,, —
~0.0551725INBM, +0.0176297BM , —
~0.00367726CEOQ, +0.0608154DVBCH,, —
~0.170568DVSB, +8.41925¢ —

~05DVIA, +0.222238LEV, +

+0.04941969 | SIZE, +&,.

4

The results of the analysis showed that LEV (p-val-
ue = 2.40e-05) is the most significant regressor for
ROA with significance at the level of 1%, which
justifies about the dependence of the corporate
governance system of Omani enterprises on the
level of use of the borrowed capital. With the sig-
nificance at 5% and 10% levels, ROA is also affect-
ed by BS, DVSB and 1_SIZE. Noteworthy, BS and
DVSB have an inverse effect on ROA, that is, an
increase in the number of directors and the pres-
ence of a secretary on the board have a negative
impact on ROA.

The positive impact of 1_SIZE on ROA indicates
that expanding the activities of Omani companies
is reasonable for ensuring their better financial
efficiency. The obtained R-squared value showed
that only 14.9% of the variation of the ROA can
be explained by the variation of the selected in-
dependent variables, i.e., BS, INBM, BM, CEO,
DVBCH, DVSB, DVIA, and control variables LEV
and |_SIZE, and the rest is explained with other
variables that are not examined in this study.

The analysis of the dependence of ROE on cor-
porate governance mechanism indicators did not
reveal a significant relationship between them.
Model 3 can be interpreted through the following
equation:

ROS, =-0.207597 +0.00931669BS, —
—0.0413140/NBM , +0.00456856 BM ,, —
—0.00240485CEO, —0.0377787DVBCH,, —
—0.0307378DVSB, +0.0146315DVIA, —
—0.0448232LEV, +0.0205922] _SIZE, +¢,.

®)

In the case of Model 3, only the independent vari-
ables, LEV and 1_SIZE, are statistically significant
at the 1% level. It was found that LEV has a positive
effect on ROE, proving the positive role of capital
raising for increasing financial efficiency. On the
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contrary, |_SIZE has a negative effect, proving the
impracticality of increasing the volume of Omani
industrial enterprises for ROE growth.

Summarizing the results of the study, it can be
stated that the indicators of corporate govern-
ance mechanisms, i.e., INBM, BM, CEO, DVBCH,
DVIA, do not have a significant impact on any of
the financial performance measures of Omani in-
dustrial companies, i.e., ROA, ROE, and ROS in-
vestigated in this study.

4. DISCUSSION

The findings of the study partly confirm the re-
sults of other empirical studies conducted to ana-
lyze the influence of corporate governance mech-
anisms on the financial performance of Omani
companies. Thus, the found significant impact of
BS, DVSB, LEV and l_SIZE on ROA confirms the
findings of Al-Matari et al. (2014b) regarding the
board size factor, and Bawazir et al. (2021) relat-
ed to the leverage and enterprise size factor. The
negative impact of BS on ROA is viewed as evi-
dence that increasing the number of directors on
a company’s board is not an effective measure to
improve the monitoring of financial management
and protect the financial interests of the stake-
holders of Omani industrial companies.

The negative impact of DVSB on ROA found in
this study does not confirm the general statements
of agency theory regarding the expediency of dis-
tributing control mechanisms in the corporate
governance system between the chairman of the
board and its secretary, which is believed to ensure
the protection and improvement of shareholders’
rights. This, in its turn, leads to the necessity of
carrying out further in-depth research to identify
possible causes of moral hazard and adverse selec-
tion in corporate governance systems of Omani
industrial companies. The findings of the positive
impact of |_SIZE on ROA and ROS contradict the
research results formulated by Ahmed et al. (2020),
where the negative impact of enterprise size on fi-
nancial performance was highlighted.

The revealed absence of a significant influence of

the regressors INBM, BM, CEO, DVBCH, DVIA
on ROA, as well as the existence of a negative in-
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fluence of BS and DVSB on ROA, confirm the con-
clusions of the studies by Al-Matari et al. (2014a),
Al-Matari et al. (2014b), and Elghuweel et al. (2017),
where the availability of a unique investment envi-
ronment that has developed in Oman, and which
encourages local and foreign investors to invest
without preconditions was emphasized. However,
such an environment in general, is not relevant to
the implementation of effective corporate govern-
ance practices and mechanisms, which, according
to the authors, are imperfect.

At the same, the results obtained also contradict
the findings by other authors who concluded
about the positive impact of individual corporate
governance mechanisms, e.g., frequency of board
meetings, CEO tenure (Al-Matari et al., 2014b),
board size, board changes (Pillai et al., 2018), size
of audit committee and quality of the board (Al-
ahdal et al,, 2020, Rehman, 2022, Bawazir et al.,
2021), as well as those authors who noted the avail-
ability of a weak negative impact of the number of
meetings on ROA (Yilmaz, 2018).

The lack of a positive impact of INBM, BM, CEO,
DVBCH, and DVIA on financial performance
measures identified in this study is generally con-
sistent with the position of Baatwah et al. (2015)
regarding the statement that corporate govern-
ance mechanisms in the Middle East are not as
effective as in more developed countries. Family
ties between participants in the corporate gov-

ernance system, which contribute to weakening
the financial performance of companies by tak-
ing strategically important decisions in compa-
nies based on family interests, rather than on
their economic efficiency and the achievement of
companies’ sustainable development goals, has
been identified as one of the reasons for this situ-
ation (Amrah & Obaid, 2019; Aswar et al., 2022).
The results of the study generally confirm the rec-
ommendations of the researchers that corporate
governance mechanisms and practices of Omani
industrial companies need to be improved by
eliminating the “family influence”, enhancing
the quality of the audit committee and develop-
ing the system of information support for corpo-
rate governance.

It is worth mentioning that the implementation
of effective corporate governance practices and
mechanisms in the Sultanate of Oman is ham-
pered by a number of problems that need to be
addressed as follows: 1) insufficient awareness
and understanding of the importance of corpo-
rate governance; 2) limited regulatory framework;
3) lack of qualified specialists capable of facilitat-
ing the implementation of the effective corporate
governance mechanisms; 4) dominance of fami-
ly businesses, which concentrate ownership and
control over the activities of companies; 5) the
negative impact of traditions and cultural envi-
ronment developed on personal relationships and
mutual trust.

CONCLUSION

The purpose of the study is to investigate the impact of corporate governance mechanisms on financial
performance of Omani listed industrial companies for the period 2017-2021. The main research meth-
od used was the regression analysis of panel data.

The results of the study revealed a significant influence of the indicators of corporate governance mech-
anisms on financial performance of Omani industrial companies. In particular, the Return on Assets
is significantly negatively affected by Board Size and the presence of the Secretary on the Board, and
positively affected by Leverage and Size of a company. Although, none of the regressors used has a sig-
nificant impact on the ROE indicator. Only control variables have a significant impact on the Return on
Sales indicator, i.e., Leverage has a negative effect, and Size of the company is found to have a positive
impact on the ROS indicator.

The results of the study determine the need and directions for the implementation of more effective
corporate governance practices and mechanisms for Omani industrial companies, which will ensure
the protection of the rights and interests of stakeholders, will help to increase the effectiveness of con-
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trol over the work of financial managers, and improve the financial performance of companies. When
introducing such practices and mechanisms, the peculiarities of the functioning of Omani industrial
companies should be taken into account, e.g., lack of necessary legislation, knowledge and experience of
corporate management, “family ties”, traditions and cultural customs.

The study has certain limitations that must be taken into account when using its results. First, to for-
mulate more in-depth tendencies in the relationship between corporate governance mechanisms and
financial performance, a longer period than the one for which the data was analyzed in the study can be
used. Second, the most common financial performance measures, such as ROA, ROE, and ROS, were
investigated in this study. The list of the indicators of financial performance can be further expanded
according to the scope of research, e.g., analysis of NPM, EBIT margin, etc. Third, the set of the indi-
cators of corporate governance mechanisms used as regressors was formed on the basis of information
available in the reports published by Omani industrial companies, which can also be expanded via
additional observations (transparency and quality of corporate information disclosure, results of tran-
sition towards IAS/IFRS use, etc.).
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