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Abstract

The objectives of this study are: 1) to investigate a relationship between
the corporate governance score and the cost of equity of the listed companies in Stock
Exchange of Thailand; and 2) to provide policy guidelines for the listed companies in
Stock Exchange of Thailand. The main focus is to test the corporate governance score
as a signal that relates to the investor’s decision regarding the required expected
return on investment.

This research is a study of the relationship between the corporate
governance score and the cost of equity of the listed companies in Stock Exchange of
Thailand in 2020, accounting for 534 companies. The Capital Asset Pricing Model is
used to calculate the company’s cost of equity, and Multiple Linear Regression
analysis based on the Ordinary Least Square method is employed for coefficient
estimation. The dependent variable is the cost of equity, which is influenced by the
independent variables are the score of corporate governance, separated into good,
very good, and excellent levels. There are five control variables expected to have a
relationship with the cost of equity, including the company’s size, market to book
ratio, return on assets, earning per share, and debt to equity ratio.

This study revealed that 1) the corporate governance scores of good, very
good, and excellent have a statistically significant inverse relationship with the cost of
equity at significance levels of 0.10, 0.05, and 0.05, respectively. Improvement in the
corporate governance score can result in a decrease in the cost of equity. This can be
seen in the companies that obtained a corporate governance score of 3, or good level,
and can reduce their cost of equity by 0.0421 percent compared to companies that
have a corporate governance score of less than 3. If the company can improve its
corporate governance score to the level of 4, or very good level, and the level of 5, or
excellent level, it will reduce the cost of equity by 0.0492 percent and 0.0518 percent,
respectively, compared to companies that have corporate governance score lower than 3.
The reduction in the companies' cost of equity is larger than the companies that have a
corporate governance score of 3; and 2) as shareholders realize that achieving a higher
corporate governance score can reduce investment risk, they are thus willing to accept
the lower return. This allows the company's cost of equity to decrease. This led to the
policy guidelines for the listed companies in Stock Exchange of Thailand that they
should adjust their capital structure appropriately by trying to reduce the portion of
their financing coming from debt and financed by equity, together with emphasizing
on corporate governance score improvement to lower the cost of equity.

Keywords: Cost of Equity, Corporate Governance, Corporate Governance Score, Stock
Exchange
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EA gretl: model 1

File Edit Tests Save Graphs

Analysis

LaTeX

'Model 1l: OLS, using observations 1-534

Dependent variable:

CostofEquityKe

Heteroskedasticity-robust standard errors, variant HC1l
coefficient std. error t-ratio p-value
const 2.69125 0.0933461 28.83 2.83e-110 **x
I0D3 -0.0421694 0.0254260 -1.659 0.0978 ®
IOD4 -0.0492796 0.0247749 -1.989 0.0472 ol
IO0DS -0.0518535 0.0261178 -1.985 0.0476 ok
1_SIZE -0.0657953 0.00444833 -14.79 1.24e-041 **x
PBV 0.00682471 0.00315571 2.163 0.0310 i
ROA 0.306075 0.0958188 3.194 0.0015 kAR
EPS 0.0052324¢6 0.00238994 2.189 0.0290 ok
DE -0.00484448 0.00131014 -3.698 0.0002 ol
Mean dependent var 1.192493 S.D. dependent var 0.179613
Sum squared resid 11.13701 S.E. of regression 0.145648
R-squared 0.352315 Adjusted R-squared 0.342445
F(8, 525) 40.94703 P-value (F) 9.44e-51
Log-likelihood 275.6093 Akaike criterion -533.2186
Schwarz criterion -494.6951 Hannan-Quinn -518.1449

“ gretl: collinearity
% (9]
B4
| Variance Inflation Factors

Minimum possible value = 1.0
Values > 10.0 may indicate a collinearity problem

I0D3 1.844
I0D4 2.348
I0DS 2.651
1_SIZE 1.559
PBV 1.262
ROA 1.235
EPS 1.132

DE 1.060

VIF(j) = 1/(1 - R(j)"2), where R(j) is the multiple correlation coefficient
between variable j and the other independent variables
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