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ABSTRACT  

A corporate governance system has been designed to ensure efficient operations of 

companies on behalf of shareholders. Good practices of corporate governance 

principles and high protection of investors would attract foreign portfolio investment.  

This study aims to investigate the effect of corporate governance mechanisms (i.e. 

board size, board independence, audit committee size, audit committee independence 

and firm age) on foreign portfolio investment in Saudi listed firms for the year 2010. 

This study is significant due to the lack of empirical evidence regarding the field of 

corporate governance and foreign portfolio investment in Saudi firms since the Saudi 

code of corporate governance has been enacted in the late 2006. The results of the study 

show that board independence and audit committee independence are associated with 

foreign portfolio investment in Saudi listed firms. However, the corporate governance 

mechanisms, i.e. board size, audit committee size and firm age had no impact on 

foreign portfolio investment. 

 

 

 

 

 

 

 

 

 



v 
 

 

ACKNOWLEDGEMENT 

 

In the name of Allah the most gracious, the merciful, I praise to Allah and thank to him 

for the blessing of complete this study. My special thanks of reaching this stage to the 

following. First for most, I feel proud to express my deepest gratitude, profound and 

deepest sense of appreciation to my supervisor Prof. Ku Nor Izah Ku Ismail for her 

thoughtful guidance, sagacious advices, valuable suggestions, precious comments 

during discussions, and her continuous encouragement to make my research successful. 

Without forgetting, my warmest special gratitude to my father and my beloved mother, 

who always pray to Allah for helping me. My sincere appreciation also goes to my 

brothers, specially my big brother Ali AL-Shamahi, and sisters for their encouragement. 

My highest regards and deepest appreciation go to my dearest wife and my dearest kids 

Gubran, Khulood and Jna for their encouragement, moral support, patience and 

understanding. 

Finally, if this modest effort is successful, it is by Allah's grace and guidance and if it 

falls short of the readers' expectations, we can only pray and hope that Allah will 

forgive me. 

Mohammed Gubran Mohammed Ahmed AL-Shamahi 

 

 

 

 

 

 



vi 
 

 

 

Table of Contents 

CHAPTER ONE ............................................................................................................ 1 

INTRODUCTION ......................................................................................................... 1 

1.1 Background of the Study ......................................................................................... 1 

1.2 Problem Statement ................................................................................................... 5 

1.3 Research Questions .................................................................................................. 8 

1.4 Research objectives .................................................................................................. 8 

1.5 Significance of the Study ......................................................................................... 9 

1.6 Scope of the Study ................................................................................................. 10 

1.7 Organization of the Study ...................................................................................... 10 

1.8 Summary ................................................................................................................ 11 

2.1 Introduction ............................................................................................................ 12 

2.2 Foreign Portfolio Investment ................................................................................. 12 

2.3 Foreign Portfolio Investment and Corporate Governance ..................................... 18 

2.4 Company Characteristics ....................................................................................... 27 

2.4.1 Company Size ................................................................................................. 27 

2.4.2 Company Age .................................................................................................. 27 

2.4.3 Board size ........................................................................................................ 28 

2.4.4 Board Independence ........................................................................................ 28 

2.4.5 Audit Committee Independence ...................................................................... 29 

2.4.6 Audit Committee Size ..................................................................................... 29 

2.5 Summary ................................................................................................................ 30 

CHAPTER THREE ..................................................................................................... 31 

RESEARCH METHODOLOGY................................................................................. 31 

3.1 Introduction ............................................................................................................ 31 

3.3 Hypotheses Development ...................................................................................... 36 

3.3.1 Board Size and Foreign Portfolio Investment ..................................................... 37 

3.3.2Board Independence and Foreign Portfolio Investment ................................... 38 

3.3.4 Audit Committee Independence and Foreign Portfolio Investment................ 39 

3.3.5 Firm Age and Foreign Portfolio Investment ................................................... 40 



vii 
 

3.4 Research Design..................................................................................................... 41 

3.4.1Sample and Data Collection ............................................................................. 41 

3.4.2Data Analysis ................................................................................................... 41 

3.4.3 Model Specification and Analysis ....................................................................... 41 

3.4.4 Measurement of Variables .............................................................................. 42 

3.4.4.1 Dependent Variable ............................................................................... 42 

3.4.4.2 Independent Variables .............................................................................. 43 

3.4.4.3 Control Variables ...................................................................................... 44 

3.5 Chapter Summary .................................................................................................. 44 

CHAPTER FOUR ........................................................................................................ 45 

FINDINGS AND ANALYSIS .................................................................................... 45 

4.1 Introduction ............................................................................................................. 45 

4.2 Descriptive Statistics .............................................................................................. 45 

4.3 Pearson’s Correlation Matrix ................................................................................... 47 

4.4 Multiple Regression Results .................................................................................. 48 

4.4.1 Model .............................................................................................................. 48 

4.5 Regression Results .................................................................................................... 49 

4.6 Summary ................................................................................................................ 51 

CHAPTER FIVE ......................................................................................................... 52 

CONCLUSION ............................................................................................................. 52 

5.1 Introduction ............................................................................................................ 52 

5.2 Discussion of the Results ....................................................................................... 52 

5.3The Issue of the Study and the Key Findings ......................................................... 53 

5.5 Contribution of the Study....................................................................................... 55 

5.6 Conclusion .............................................................................................................. 56 

References .................................................................................................................... 58 

Appendixes .................................................................................................................. 67 

 

 

 

 

 



viii 
 

 

 

 

List of Table  

 

 

Table 4.1       Descriptive Statistics                                                                            46 

Table 4.2       Correlations                                                                                          48 

Table 4.3        Regression results for Discretionary accruals Coefficients                     50 

Table 4.4       Summary of Hypothesis                                                                       51 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



ix 
 

List of Figures 

 

 

 

Figure 3.1           Research Framework                                                                        34 



1 
 

 

 

CHAPTER ONE 

INTRODUCTION 

 

 

1.1 Background of the Study 

 

Corporate governance has been a common issue in recent years. It started in 1992 in 

the UK with the Cadbury Committee Report. This Report, on corporate governance, 

was the output of many high profile companies that were concerned, mainly, with 

weak protection of shareholders against the self-interests of managers and directors. 

In response to the corporate scandals, the US Congress approved the Sarbanes - Oxley 

Act on July, 2002; this Act aimed to enhance the practice of corporate governance and 

make it more transparent to shareholders and any users of financial reporting. In 

addition to this, and according to Organization for Economic 

Development  (Kimberly, 2002), foreign portfolio investments might also assist the 

home capital market by way of the creation of advanced implementations and 

methods to observe the portfolios. For example, financial reporting users and 

shareholders can utilize futures, options, swaps, hedging instruments, etc., to manage 

portfolio risk. This can be conducive to domestic markets, by improving risk 

management opportunities for all investors. Foreign portfolio investment can help 

strengthen and improve the functioning of domestic capital markets, hence bringing 

about better capital allocation and a healthier economy. Open markets also avail 

opportunities to foreign investors to diversify their portfolios, improve risk 

http://www.wisegeek.com/what-is-economic-development.htm
http://www.wisegeek.com/what-is-economic-development.htm
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