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Abstract – The paper aims to provide an in-depth analysis of the interrelation between corporate governance practices and 

organizational financial performance, based on the integration of recent empirical findings from various geographical settings. 

By examining the various corporate governance practices, such as board structures, ownership patterns, audit committee 

effectiveness, and new ESG practices, the research aims to understand the impact of these factors on organizational value, 

profitability, and market efficiency. The research proposes an Integrated Corporate Governance-Performance Framework 

(ICGPF) that identifies the various effects of corporate governance practices on organizational performance as direct effects 

(mechanisms on financial performance), indirect effects (financial distress or information asymmetry), and contextual effects 

(institutional settings and organizational characteristics). The research findings indicate that managerial ownership and audit 

committee effectiveness have positive effects on organizational value, while board gender diversity and board size show 

positive associations with organizational financial performance in emerging economies. However, the findings indicate that 

independent commissioners may have negative effects in certain settings, while CEO tenure shows negative associations with 

ROA, indicating the possibility of managerial entrenchment. Furthermore, the results obtained by the meta-analytical method 

based on the analysis of global research suggest that with a high level of ESG disclosure and performance, the intrinsic firm 

value increases. However, this effect is more prominent for advanced countries. The comparative evaluation based on six 

analytical dimensions, such as ownership structure, board composition, audit mechanisms, ESG integration, contextual 

factors, and financial distress mediation, indicates that the effectiveness of the firm's governance depends on the quality of the 

institutions. 
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I. INTRODUCTION  
 

Corporate governance has emerged as a dominant theme in 

accounting and finance literature due to its critical role in 

resolving the problem of agency costs, ensuring 

transparency, and enforcing accountability [1]. Effective 

corporate governance practices are thought to reduce 

information asymmetry and, hence, improve firm 

performance. The underlying rationale for the study of 

corporate governance is based on the assumption that 

effective corporate governance practices will align the 

interests of managers with those of shareholders [2]. 

 

The importance of corporate governance has increased 

over the last several decades, as witnessed by the series of 

corporate failures, from the well-known case of Enron to 

the more recent Evergrande crisis, highlighting the severe 

impact of poor corporate governance. According to 

Muranda (2006), substandard corporate governance 

contributed to financial difficulties and increased the risk 

of business failure in the banking system of Zimbabwe. 

This indicates the importance of corporate governance as a 

monitoring mechanism and its role as a foundation for the 

sustainability of business viability. 

 

However, the relationship between corporate governance 

and financial performance is complex and not linear. 

Ramdani and Witteloostuijn (2010) found that the 

relationship between board independence and dual 

leadership and financial performance varies for Indonesia, 

Malaysia, Korea, and Thailand. This indicates the 

importance of the role of the environment and regulations 

in the effectiveness of corporate governance. There could 

also be indirect effects of corporate governance, rather 

than the more obvious direct effects [3]. 

 

This paper aims to investigate the impact of corporate 

governance practices on organizational financial 

performance from a multi-dimensional perspective. In this 

paper, the following research questions were examined 

based on the latest empirical research from 2021-2026: 

What specific corporate governance practices have 

significant impact on financial performance? What role do 

contextual factors play in influencing the relationship 

between corporate governance and financial performance? 

What is the role of mediating factors, such as financial 

distress, in the relationship between corporate governance 

and financial performance? What is the impact of the 

emergence of ESG factors on the relationship between 

corporate governance and financial performance? 

 

The following is the content of the paper. Section 2 is the 

literature survey of the research on the relationship 

between corporate governance and financial performance. 

Section 3 is the introduction of the proposed methodology 

of the integrated framework of corporate governance-

performance. Section 4 is the analysis and discussion of 

the research, with figures and a table. 
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II. LITERATURE SURVEY 

 
The body of literature on corporate governance and 

financial performance has progressed considerably, 

shifting from basic approaches to an analysis of mediating 

mechanisms, contingencies, and new approaches to 

corporate governance. This survey attempts to present a 

synthesis of recent literature published between 2021 and 

2026. 

 

Agency Theory Foundations and Governance 

Mechanisms 

 

The agency theory offers a theoretical underpinning for 

understanding the relationship between corporate 

governance and financial performance. Jensen and 

Meckling (1976) established the theoretical foundations 

for understanding the separation between ownership and 

control, which gives rise to conflicts of interests and the 

possibility for managers to act in their own interests to the 

detriment of shareholders. Corporate governance 

mechanisms are intended to mitigate these agency costs . 

Based on this basis, current research looks into individual 

components of governance. Azmi, Juanda, and Wicaksono 

(2026) study board characteristics and CEO attributes in 

non-financial firms in Indonesia, concluding that board 

size and board gender diversity have positive and 

significant influences on return on assets (ROA) . This 

confirms the argument that broader representation and 

diversity in the boardroom improve monitoring and 

decision-making effectiveness. However, CEO tenure and 

CEO age show significant negative associations with 

ROA, suggesting the possibility of managerial 

entrenchment and risk aversion arising from long tenure 

and older age of the CEO [5]. 

 

Ownership Structure and Performance 

The ownership structure is an essential component of the 

organizational governance framework. The effectiveness 

of interest alignment mechanisms in reconciling the 

interests of shareholders and managers is recognized, with 

managerial ownership considered an important mechanism 

in the process [7]. Suastini et al. (2016) argue that high 

levels of managerial shareholding may reduce agency 

conflicts and consequently improve business performance 

[6]. 

 

On the other hand, institutional ownership is more 

complex. Masry’s (2016) research found that institutional 

ownership has a positive impact on firm value in the 

context of Egypt. However, the evidence regarding the 

ASEAN countries is not consistent. Thanatawee’s (2014) 

research found that institutional ownership is positively 

related to firm value in the context of Thailand. In 

contrast, Ramdani & Witteloostuijn’s (2010) research 

found that institutional ownership has contrasting 

outcomes. Firdaus et al. (2026), which examined the 

ASEAN construction companies, found that institutional 

ownership is not significantly directly related to firm value 

but does so indirectly via financial distress mediation. 

 

Board Composition and Independence 

Research on board composition examines the relationship 

between the effectiveness of board oversight and the 

characteristics of the board. Independent commissioners 

are added to the board with the aim of improving oversight 

and reducing management’s influence. Khosa’s (2017) 

research found that the presence of independent 

commissioners is positively related to firm value. Firdaus 

et al. (2026), which examined the ASEAN countries, 

found that the presence of independent commissioners is 

negatively related to firm value [8]. 

 

The issue of gender diversity on boards has gained 

considerable attention. In an analysis based on publicly 

traded Russian companies from 1998 to 2014, Garanina 

and Muravyev (2021) found some evidence that gender 

diversity on boards is related to higher firm values and 

profitability [9]. These relations are particularly strong 

when a number of female directors are appointed to the 

board, which corresponds to critical mass theory. These 

relations are particularly strong when the economic 

conditions are bad. 

 

Audit Committees and Financial Reporting Quality 

The audit committees are considered to be playing a 

critical role in ensuring the integrity of financial reporting. 

Klein (2002) found that audit committees’ independence is 

related to lower earnings management. Choi et al. (2014) 

found that the existence of audit committees improves 

shareholder welfare for Korean companies . Firdaus et al. 

(2026) confirmed that audit committees are related to a 

positive effect on firm values for ASEAN construction 

companies [10]. 

 

ESG Integration and Performance 

The inclusion of environmental, social, and governance 

elements is an evolutionary step in governance theory. 

Research by Kyushu University, analyzing 2,636 firms in 

31 countries from 2015 to 2022, found that ESG 

disclosure and performance have a positive correlation 

with intrinsic firm value, where ESG performance impacts 

intrinsic firm value more significantly compared to ESG 

disclosure. Signaling theory implies that ESG disclosure 

helps reduce information asymmetry and risk, whereas 

agency theory implies that ESG performance reflects 

better internal governance. Geographically, the results 

show that ESG disclosure impacts intrinsic firm value 

more in advanced economies compared to developing 

economies. This is consistent with the general observation 
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that the institutional context plays a critical role in 

governance [10]. 

 

Financial Distress as Mediating Mechanism 

Emerging studies acknowledge the role of governance 

effects through financial distress pathways. Fich and 

Slezak (2008) show that effective governance helps 

financially distressed firms reduce the risk of bankruptcy. 

Firdaus et al. (2026) examined financial distress as a 

mediator and found financial distress to mediate the 

relationship between institutional ownership and firm 

value, but other governance mechanisms did not 

significantly influence financial distress.  

 

Synthesis and Research Gaps 

The literature reveals several underlying trends and gaps. 

Key trends and findings of the literature are: 

 Governance effects vary by context; 

 Diversity of the board and audit committees have 

positive associations; 

 Managerial ownership aligns interests; 

 Institutional ownership effects vary; 

 ESG factors are increasingly important; 

 Research gaps identified are: 

 Governance mechanisms' interaction; 

 Non-linear effects of governance; 

 Governance effectiveness needs to be measured more 

accurately; 

 Digitalization and its impact on governance 

effectiveness. 

 

III.  METHODOLOGY 

 
Based on the literature synthesis, this paper proposes the 

integrated framework of the impact of governance on 

financial performance, which is called the Integrated 

Corporate Governance-Performance Framework (ICGPF). 

 

3.1 Theoretical Foundations 

The Integrated Corporate Governance-Performance 

Framework is based on three theoretical foundations. First, 

the agency theory is the basis of understanding the role of 

governance mechanisms in aligning the interests of 

managers and shareholders and reducing agency costs. 

 

Second, the stewardship theory is the basis of 

understanding the role of governance mechanisms from 

the perspective of the managers as the stewards of the 

corporation, where managers inherently have the interest 

to act in the best interest of the shareholders. 

Third, the institutional theory is the basis of understanding 

the role of governance mechanisms based on the 

institutional context. 

 

Framework Components 

The Integrated Corporate Governance-Performance 

Framework comprises four analytical layers. 

 
Figure 1: Integrated Corporate Governance-Performance 

Framework (ICGPF) 

 

3.3 Analytical Dimensions 

The framework facilitates a holistic evaluation along six 

aspects: 

 Ownership Structure: Managerial ownership, 

institutional ownership, family ownership, state 

ownership 

 Board Composition: Size, independence, gender 

diversity, age diversity, frequency of board meetings 

 Audit and Oversight: Independence of audit 

committee, financial expertise in audit committee, 

frequency of audit committee meetings 

 ESG Integration: ESG disclosure quality, performance 

metrics, ESG committee at board level 

 Financial Performance: Accounting-based (ROA, 

ROE), market-based (Tobin’s Q) 

 Contextual Factors: Country-level governance quality, 

industry regulation, life cycle of firms 

 

 

IV. RESULT ANALYSIS AND DISCUSSION 

 
The current section provides analytical results related to 

the impact of corporate governance on financial 

performance, as well as a discussion of four illustrative 

figures and a comparative analysis table. 

 

Direct Effects of Governance Mechanisms on Firm Value 

The relationship between a particular governance 

mechanism and the value of the firm varies significantly. 

 

 
Figure 2: Governance Mechanism Effects on Firm Value 
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As shown in Figure 2, the effects of governance 

mechanisms are not always positive. The positive effect of 

managerial ownership provides support for the interest 

alignment argument, as managers' interests would align 

with shareholders' interests when they have ownership of 

the company. Similarly, the positive effect of audit 

committees confirms the importance of these committees 

to ensure the integrity of financial reporting and reduce 

earnings management activities. However, the negative 

effect of independent commissioners' presence is 

surprising. This could be attributed to the presence of 

"symbolic independence" or the presence of excessive 

oversight, thereby stifling managerial initiative. Similarly, 

the negative effect of litigation risk could imply the 

diversion of managerial resources or underlying 

governance issues. The positive effect of board gender 

diversity provides support for the critical mass argument, 

as the presence of multiple women directors enables them 

to exert influence. 

 

Mediating Role of Financial Distress 

Financial distress serves as an important mediating 

mechanism linking governance to performance. 

 
Figure 3: Mediation Pathways - Governance, Distress, and 

Firm Value 

 

Figure 3 shows some key insights on the effect of 

governance on performance. The result that most 

governance mechanisms are not related to financial 

distress suggests that the role of governance might lie 

elsewhere, perhaps in decision-making, reducing agency 

costs, or improving firm reputation. 

 

The result that financial distress has a strong negative 

effect on firm value, as expected by Andari and Rahyuda 

(2021), confirms that financial distress indeed represents a 

key state for which the role of governance is critical. 

 

The mediation effect of institutional ownership through 

financial distress suggests that institutional investors might 

be effective in managing financial distress. 

 

Board Characteristics and Profitability 

Board composition significantly influences profitability 

metrics in emerging economy contexts. 

 
Figure 4: Board Characteristics and ROA - Indonesian 

Evidence 

 

Figure 4 gives us a more detailed picture from the 

Indonesian context of concentrated ownership. The 

significant impact of board size and gender diversity is 

consistent with the view that more expertise is represented 

on the board with larger boards and that better monitoring 

is conducted with more gender diversity. 

 

The significant impact of CEO age and tenure is 

particularly interesting. Long-tenured CEOs may become 

entrenched, with power bases that limit the effectiveness 

of the board's oversight. They may also become more risk-

averse, missing opportunities to create value. 

 

The non-significance of the frequency of meetings is 

consistent with the view that governance quality is driven 

by engagement rather than the quantity of meetings. 

Boards that meet frequently but superficially add little 

value. 

 

ESG Integration and Intrinsic Value 

Global evidence confirms that ESG practices enhance both 

firm value and market efficiency. 

 
Figure 5: ESG Effects on Intrinsic Value and Market 

Efficiency 

 

Figure 5 shows that economic value is created by ESG 

practices, not just stakeholder relations. The result that 

shows a greater effect for ESG performance rather than 

disclosure is important because it shows that 

implementation, rather than disclosure, matters. 
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The decrease in mispricing shows that the use of ESG 

information improves the functioning of the stock market. 

Information asymmetry is reduced by the use of ESG 

disclosure, which improves the accuracy of valuation and 

reduces both over- and under-valuation . 

 

The variation across countries, with a greater effect for 

advanced economies, probably reflects the superior 

institutional environment, enforcement, and sophistication 

of investors. 

 

Comparative Analysis of Governance Effects 

Table 1 presents a comprehensive comparative analysis of 

governance mechanism effects across multiple 

dimensions. 

Table 1: Comparative Analysis of Governance Mechanism Effects on Financial Performance 

Governance 

Mechanism 

Effect on 

Performance 

Contextual 

Dependence 
Primary Channel 

Empirical 

Support 

Key Boundary 

Conditions 

Managerial 

Ownership 
Positive Moderate Interest alignment 

Strong (multiple 

studies) 

Non-linear 

(entrenchment at 

high levels) 

Institutional 

Ownership 
Mixed/Varies High 

Monitoring + 

distress mediation 
Moderate 

Depends on investor 

type and horizon 

Board 

Independence 
Mixed High 

Oversight 

effectiveness 
Mixed 

Substantive vs. 

symbolic 

independence 

Board Gender 

Diversity 
Positive Moderate 

Diverse 

perspectives, 

critical mass 

Strong 

(developed and 

emerging) 

Multiple women 

needed for effect 

Board Size Positive Moderate Expertise breadth Moderate 
Optimal size varies 

by firm complexity 

Audit 

Committee 
Positive Low 

Financial reporting 

quality 
Strong 

Independence and 

expertise critical 

CEO Tenure Negative Moderate 
Entrenchment, risk 

aversion 
Emerging 

May be positive in 

early tenure 

ESG Disclosure Positive High 

Information 

asymmetry 

reduction 

Strong 

(developed 

markets) 

Requires credible 

reporting 

ESG 

Performance 
Positive High 

Stakeholder trust, 

governance quality 

Strong 

(developed 

markets) 

Substantive action 

matters 

Litigation Risk Negative Moderate 

Distraction, 

underlying 

problems 

Moderate 
May reflect sector 

characteristics 

 

Analysis of Comparative Dimensions: 

 

The direction of "Effect" varies. Managerial ownership, 

board diversity, audit committees, and ESG have 

consistently positive effects. Institutional ownership and 

board independence have varying results, depending on 

the context. 

 

"Contextual Dependence" is high for institutional 

ownership, board independence, and ESG, as these 

practices depend on the broader institutional context. 

Audit committees have relatively lower dependence, 

implying that financial oversight is universally beneficial. 

 

 

 

"Primary Channels" of effect differ. Interest alignment, 

monitoring, information quality, and distress mitigation 

are the three types of channels. 

 

"Empirical Support" is strong for managerial ownership, 

board diversity, and audit committees. ESG has strong 

support in developed markets, but emerging markets are 

still developing. 

 

"Boundary Conditions" include non-linear effects, critical 

mass, and distinction types for ownership, diversity, board 

independence, and ESG. 
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V. CONCLUSION 

 
The above paper has provided a comprehensive analysis of 

the impact of corporate governance practices on 

organizational financial performance, synthesizing recent 

empirical research and developing the Integrated 

Corporate Governance-Performance Framework. The 

results show that corporate governance indeed matters for 

financial performance, but in a complex, context-

dependent, and often indirect manner. 

 

The above analysis yields several important conclusions. 

First, some corporate governance practices have strong, 

consistent, and positive effects. Managerial ownership 

structures have a strong, consistent, and positive effect on 

organizational financial performance, as it aligns interests 

and maximizes value. Audit committees have a strong, 

consistent, and positive effect on organizational financial 

performance, as they improve financial reporting quality 

and reduce earnings management. Similarly, board gender 

diversity has a strong, consistent, and positive effect on 

organizational financial performance, as it brings in 

valuable perspectives and improves board oversight, 

especially when there are multiple women directors. 

 

Second, some corporate governance practices have 

weaker, less consistent, and often context-dependent 

effects. Institutional ownership structures have weaker, 

less consistent, and often context-dependent effects, as 

they may mediate financial distress. Similarly, board 

independence may have weaker, less consistent, and often 

context-dependent effects, as it may have negative 

consequences when independence is symbolic rather than 

substantive. 

 

Third, the channels for the effect of good governance on 

performance are diverse. Although direct effects on 

profitability and value are established, indirect effects such 

as financial distress reduction, information asymmetry 

reduction, and earnings quality are just as important. Not 

just are well-governed companies more successful; they 

are also more transparent and less vulnerable to financial 

distress. 

 

Fourth, the personal traits of CEOs are critical to firm 

performance. The negative relationship between CEO 

tenure and age and ROA  indicates that board refreshment 

and CEO succession are critical to good firm governance. 

Tenure can lead to entrenchment or overcautiousness. 

 

Fifth, the integration of ESG factors into firm decision-

making is increasingly critical to value creation. High-

quality ESG disclosure and performance are critical to 

intrinsic firm value and to the efficiency of capital 

markets, as prices are set based on fundamentals . 

Sixth, the institutional context is found to play an 

important role in the effectiveness of governance. The 

effects are found to be greater in advanced economies, and 

governance best practices are found to work differently in 

different countries. 

 

Implications for Practice: 

Some of the implications that could be drawn for practice 

are that, in the case of corporate boards, the composition 

of boards matters, and diversity and independence are key. 

In the case of management, the negative effect of CEO 

tenure suggests that succession timing could be beneficial. 

In the case of investors, the mixed findings on institutional 

investor ownership suggest that the quality of owners is 

important, not just their presence. In the case of 

policymakers, the review suggests that strengthening 

institutional contexts that enable effective governance is 

important. 

 

Limitations of the Review: 

Some of the limitations of the review are that studies are 

based on different methodologies and performance 

measures, and some geographic regions are 

underrepresented. It is also difficult to ascertain causality 

due to the endogeneity of governance. 

 

Future Research Directions: 

Some of the future research directions could be 

longitudinal studies of changes in governance, studies on 

non-linear effects, studies on the interaction of 

governance, and ESG governance. 

 

As the nature of capital markets and the expectations of 

stakeholders continue to change, so the relationship 

between governance and performance will continue to 

unfold. The challenge for scholars and practitioners alike 

is to know not just whether governance matters, but how, 

when, and for whom—developing the sophistication of 

understanding to create governance systems that truly 

create value 
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