

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
		
			
		
			
				
			
		
			
		
			
		
			
		
			
		
			
				
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	The Conditional Nature of the Value of Corporate Governance

	
    
        
            
            







    
    










    
    
    
    











			
                    Journal of Banking and Finance, Vol. 34, No. 2, pp. 350-361, February 2010
 
        

    
	

	
	
		
		
			42 Pages
		
		

		Posted: 28 Nov 2008
		
			Last revised: 27 Jul 2010
		
		
	

	
		
			
			




	See all articles by J. Daniel ChiJ. Daniel Chi
University of Nevada, Las Vegas (UNLV) - Department of Finance
D. Scott Lee
University of Nevada, Las Vegas - Lee Business School


		

	
	
	
	
	



	
	
	
	
		
	
	
		
			Date Written: July 27, 2009

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		Agency theory suggests that governance matters more among firms with greater potential agency costs.  Rational investors are unlikely to value safeguards against unlikely events.  Yet, few studies of the relation between governance and firm value control for investor perceptions of the likelihood of agency conflicts.  Shleifer and Vishny (1997) identify investment-related agency conflicts as the more severe type of agency conflicts in the U.S.  We measure the perceived likelihood of this type of agency conflict using free cash flow (Jensen, 1986).  We find that firm value is an increasing function of improved governance quality among firms with high free cash flow.  In contrast, governance benefits are lower or insignificant among firms with low free cash flow.  We show that not controlling for this conditional relation between governance and firm value could lead to erroneous conclusions that governance and firm value are unrelated. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: governance, agency, overinvestment, free cash flow, conditional

	
	

	
    

    
	

	
	
		JEL Classification: C23, G34

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Chi,  Jianxin Daniel and Lee,  D. Scott, The Conditional Nature of the Value of Corporate Governance (July 27, 2009). Journal of Banking and Finance, Vol. 34, No. 2, pp. 350-361, February 2010,  Available at SSRN: https://ssrn.com/abstract=1307756
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Jianxin Daniel Chi (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Nevada, Las Vegas (UNLV) - Department of Finance  ( email )

			

			
			
				
				
				
					4505 S. Maryland Parkway
Box 456008
Las Vegas, NV  89154-6008
United States

				

				
			

			
				
				
					HOME PAGE: http://www.unlv.edu/people/jianxin-chi
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						D. Scott Lee

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Nevada, Las Vegas - Lee Business School  ( email )

			

			
			
				
				
				
					4505 S. Maryland Parkway
Box 456008
Las Vegas, NV  89154-6008
United States
702-895-2526 (Phone)
702-895-4630 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://faculty.unlv.edu/slee
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      298

			

		
		
		
			Abstract Views

			    2,603

		

		
		 
		
			Rank

			  187,157

		

		
	


	

	
		
			
				       64 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Behavioral & Experimental Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Behavioral & Experimental Finance eJournal

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,707

                                    

                                    
                                        PAPERS

                                           16,904

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                
	
                    Corporate Finance: Governance, Corporate Control & Organization eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Finance: Governance, Corporate Control & Organization eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,252

                                    

                                    
                                        PAPERS

                                           34,097

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,570

                                    

                                    
                                        PAPERS

                                           40,900

                                    

                                

                                
                            

                        

                    

                
	
                    Corporate Governance & Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Governance & Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,470

                                    

                                    
                                        PAPERS

                                           15,735

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Lucian A. Bebchuk at Harvard Law School

                                    

                                
                            

                        

                    

                
	
                    Corporate Governance: Economic Consequences, History, Development, & Methodology eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Governance: Economic Consequences, History, Development, & Methodology eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              833

                                    

                                    
                                        PAPERS

                                            2,727

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Lucian A. Bebchuk at Harvard Law School

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Corporate Governance and Equity Prices

                        
                            By
                                
                                
                                    
                                    Paul A. Gompers, 
                                    
                                
                                    
                                    Joy L. Ishii, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        What Matters in Corporate Governance?

                        
                            By
                                
                                
                                    
                                    Lucian A. Bebchuk, 
                                    
                                
                                    
                                    Alma Cohen, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Governance Mechanisms and Equity Prices

                        
                            By
                                
                                
                                    
                                    Martijn Cremers
                                     and 
                                
                                    
                                    Vinay B. Nair
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Did New Regulations Target the Relevant Corporate Governance Attributes?

                            
                                By
                                    
                                    
                                        
                                        Reena Aggarwal
                                         and 
                                    
                                        
                                        Rohan Williamson
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Governance Mechanisms and Bond Prices

                            
                                By
                                    
                                    
                                        
                                        Martijn Cremers, 
                                        
                                    
                                        
                                        Vinay B. Nair, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Corporate Governance and Merger Activity in the U.S.: Making Sense of the 1980s and 1990s

                            
                                By
                                    
                                    
                                        
                                        Bengt R. HolmstrÃ¶m
                                         and 
                                    
                                        
                                        Steven N. Kaplan
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Corporate Governance and Merger Activity in the U.S.: Making Sense of the 1980s and 1990s

                            
                                By
                                    
                                    
                                        
                                        Bengt R. HolmstrÃ¶m
                                         and 
                                    
                                        
                                        Steven N. Kaplan
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Does Delaware Law Improve Firm Value?

                            
                                By
                                    
                                    
                                        
                                        Robert Daines
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Costs of Entrenched Boards

                            
                                By
                                    
                                    
                                        
                                        Lucian A. Bebchuk
                                         and 
                                    
                                        
                                        Alma Cohen
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.078 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

