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Abstract

We examine the crucial policy question of whetlner South African (SA) stock market
values a dual board leadership structure (DBLS)guai sample of 169 listed firms from
2002 to 2007. We find a significant positive linkttveen DBLS and market valuation,
but only in firms with independent chairpersonsplying that the market values firms
with independent DBLS more highly. Our results aobust across a number of
econometric models that control for different typgfsmarket valuation proxies and
endogeneity problems. Our findings offer empirisapport for agency theory, which
suggests that independent DBLS increases the ¢tgpdédche board to effectively advise,
monitor and discipline top management, and themgpyoving market valuation.

Keywords corporate governance, independent dual boardetshipp structure, market
valuation, king reports, South Africa, endogeneity
JEL Classification Code$512, G34, G38

1. Introduction

This paper sets out to investigate the crucialcydiuestion of whether the South African
(SA) stock market values dual board leadershipcgira DBLS. SA has carried out
corporate governance (CG) reforms, primarily infitren of the 1994 (King I) and 2002
(King II) King Reports. The King Reports have geailr focused on enhancing CG
standards in SA (Ntim, 2011, 2012). More specificahowever, the reforms have
focused on enhancing market value by improving dbdity of corporate boards to
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effectively advise, monitor and discipline top mgement (Ntimet al, 2011, 2012). A
crucial proxy for corporate boards’ independencenitoring and disciplining capacity is
the degree to which board leadership and poweitheredistributed or concentrated in
one person (Lipton and Lorsch, 1992; Jensen, 1998)porate leadership structure
typically consists of a chairman and chief exeait¥ficer (CEO). The chairman of the
board is responsible for managing the board. Tmeag typically include nominating
new board members, reviewing the performance obsenanagement, setting agenda
for board meetings, and settling conflicts whichynaaise within the board (Laing and
Weir, 1999). In contrast, the CEO is responsibletifie day-to-day management of the
company, including implementing board decisionsDBLS therefore, exists when the
roles of chairman and CEO are performed by diffepemsons.

SA provides an interesting context to examine Sswaiation betweeDBLSand firm
valuation. Similar to other Anglo-American couns;i&SA has pursued CG reforms in the
form of King | and Il. King Il states explicitlyhtat the positions of the chairman and the
CEO should not be held by the same individual, seatigg that it recognises CEO duality
as an undesirable development, wBLS is seen as good CG practice. Therefore, this
paper seeks to examine the link betw&81.S and market valuation for SA firms, and
thereby making a number of new contributions to ¢xéant literature. First, using a
sample of 169 SA listed firms from 2002 to 2007, pvevide evidence on the impact of
DBLS on market valuation. This represents one of the Attempts at quantifying the
effect of DBLS on market valuation within a Sub-Saharan Africantext, with specific
focus on SA, and hence crucially extends the liteeato that sub-continent. This also
contributes to the predominantly developed coustibiased literature on the association
betweenDBLS and market valuation. Second, we innovatively shioat DBLS impacts
positively on market valuation only in firms withdependent chairpersons. Finally, and
unique from past studies, we employ econometric efsothat adequately control for
different types of market valuation proxies andageheity problems.

The remainder of the paper is organised as follo8&ction 2 provides a brief
overview of the CG reforms that have been carriedamd the SA corporate context.
Section 3 reviews the prior theoretical and emairiiterature on the impact of DBLS on
market valuation. Section 4 describes the dataid@®es reports empirical analyses, while
section 6 concludes.

2. Corporate Gover nance Policy Reforms, DBL S and the SA Corpor ate Context

There is a general agreement that the introductbrthe King Reports formally
institutionalised CG practices in SA (Ntiet al, 2012). This started with the publication
of the first King Report (King 1) in 1994 (King Canittee, 2002; Ntinet al, 2011). The
suggestions of King | were heavily informed by thax the UK’s Cadbury Report of
1992 (Ntim and Osei, 2011). For example, and simathe Cadbury Report, King |
proposed an Anglo-American style unitary boardioéators, consisting of executive and
non-executive directors, operating within a volupt@ompliance CG regime (King
Committee, 2002). With specific reference to hawaridBLS and similar to the Cadbury
Report, it highlighted its role in ensuring thatwas is not concentrated in one person
(King Committee, 1994). However, and distinct fraitme Cadbury Report, which
explicitly defined the criteria for independenceingC | did not clearly define who
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constitutes an independent director (Ntim, 2009)tler, and unlike Cadbury, it merely
recommended that the roles of CEO and chairpensounld be split, but was silent as to
whether the chairperson should additionally be petelent of management. That is, and
crucially, King | was unable to explicitly recomntethat SA corporate boards should be
chaired by independent directors (King Committe@)2 Ntim, 2011). Arguably, these
deviations from the Cadbury Report impaired thedaiveness of ®BLSunder King |
(King Committee, 2002; Ntiret al, 2011).

Consequently, King | was revised and replaced wisiecond King Report (King Il) in
2002 with the objective of addressing some of iimidtions of King I. King Il suggested
two main changes with specific referencddBLS First, it provided a clear definition of
independence and explicitly classified directorso irexecutive, non-executive and
independent non-executive directors (King Commjt@02; Ntim, 2009). Second, and
most critically, to make sure that there is a bedaaf power and authority in corporate
leadership and decision-making, King Il did notyomécommend that SA companies
should have &@BLS but alsothe chairman of the board should additionally be an
independent non-executive director (King Commit2@2). Arguably, this enhanced the
independence and monitoring capacity of havimBaSunder King Il than King 1.

However, the SA corporate setting is distinctiveharacterised by greater block and
institutional ownerships, primarily in the shape pframidical structures and complex
cross-shareholdings, but the enforcement of cotporagulations and shareholder
activism are noticeably weak (Ntiet al, 2011). As a result, critical issues have been
raised as to whether, given the SA corporate contxvoluntary compliance CG
framework like King Il will be effective in enhamg CG standards in the form of
providing appropriate checks and balances with eespo top management power,
monitoring, disciplining, advising and decision-rirak Thus, the main aim of this paper
IS to investigate whether the proposals contaimetheé King Reports relating tOBLS
have any effect on market valuation in SA.

3. The Theoretical and Empirical Literatureon DBLS and Market Valuation

Although a DBLS is conceptually viewed as a posittG development (Ntim, 2009;
Ntim and Osei, 2011), there are conflicting theiogttpredictions as to its impact on
market value. On the one hand, agency theory stgytjest separating the two roles can
help increase board independence by providing ®ffeachecks and balances over
managerial behaviour (Lipton and Lorsch, 1992hal$ been suggested, for example, that
separating the two roles will make it easier fog tioard to remove a non-performing
CEO (Jensen, 1993), which may improve market valirethe other hand, stewardship
and resource dependence theories suggest that rdombihe two positions (i.e.,
role/CEO duality) can rather have a positive impactmarket value. First, Weet al
(2002) contend that as an insider, the CEO terdhte greater knowledge, understanding
and experience of the strategic challenges andrappties, which the company faces,
than a non-executive chairman that can enhanceetaakue. Second, it has been argued
that role duality grants a charismatic CEO the opputy to have a sharper focus on firm
objectives (Ntim, 2009), which can lead to improvedluation due to the rapid
management decision-making that arises from thgigiom of clear and unambiguous
corporate leadership. Third, Vafeas and Theodod®9g) suggest that CEO duality
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avoids extra compensation to the chairman, whichreault in a reduction in managerial
remuneration. Finally, Bozec (2005) argues thafieshifirm leadership often associated
with CEO duality improves managerial accountahildg it makes it easier to charge the
blame for poor performance, and thereby improved fialuation.

The empirical evidence on the effect@BLS on market valuation is similarly mixed
(Rechner and Dalton, 1991; Brickleyal, 1997; Weiret al, 2002). Rechner and Dalton
(1991) investigate the link between DBLS and mankauation using 141 large US
corporations from 1978 to 1983. They report thahpanies with &BLS consistently
outperformed those with CEO duality. Similarly, Dalet al. (1996) investigate whether
the US stock market prefers companies to have a®Rlonsistent with the evidence of
Rechner and Dalton (1991), their results suggedtttte market values firms witbBLS
more highly.

By contrast, other studies indicate that CEO dyaéither impacts positively on firm
valuation (Donaldson and Davis, 1991, 1994; Boy@b5t Kiel and Nicholson, 2003).
For example, Donaldson and Davis (1991) examine efifiects of CEO duality on
shareholder returns in a sample of 321 US firmsnf®85 to 1987. They report that
companies with CEO duality have superior marketua@bn to those withDBLS
Similarly, Boyd (1995) investigates the associatlmtween CEO duality and market
valuation in a sample of 192 American firms fromB8Q%o 1984. Consistent with the
evidence of Donaldson and Davis (1991), he reptir&g firms with CEO duality
consistently outperformed their counterparts VIDBLS Finally, using a sample of 348
Australian listed firms in 1996, Kiel and NicholsqR003) report that CEO duality
impacts positively on firm valuation.

A third stream of empirical papers suggests thigt oo CEO duality has no impact on
market valuation. Using 25 Canadian firms from 182000, Bozec (2005) reports that
CEO duality has no impact on market valuation. Tikigonsistent with the results of
previous studies (Baligat al, 1996; Brickleyet al, 1997; Rhoadest al, 2001; Vafeas
and Theodorou, 1998; Laing and Weir, 1999; Weir bakhg, 2000; Sandat al, 2010),
which suggest that CEO duality has no impact orketaraluation.

Despite the conflicting empirical evidence, andhas been discussed in section 2,
King Il states explicitly that the positions of tieeairman and the CEO should not be
held by the same individual. Also, it states tl® thairman must be independent, who
bears the responsibility for the running of therdoavhile the CEO is responsible for the
day-to-day running of the company’s business. Tuiggests that King Il recognises
CEO duality as an undesirable development, wbB.Sis seen as a good CG practice.
This indicates that King Il expeci3BLSto have a positive effect on market valuation,
and thus our main hypothesis is that:

Hi:  There is a statistically significant and positre¢dationship betweeBBLS
and market valuation.

4, Data

As a result of capital structure and regulatorysoes, 291 firms listed on the JSE as at
31/12/2007 from eight non-financial industries (basnaterials, consumer goods,
consumer services, health care, industrials, all gas, technology, and telecoms) were
sampled. We employ CG and financial variables tan@re the effect oDBLS on
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market valuation. The CG variables were extractenfthe annual reports of the
sampled firms’. The annual reports were downloattedh the Perfect Information
Database The financial data were taken frddatastream The firms in our final sample
had to meet two criteria. First, a firm’s compl&tgear annual reports from 2002 to 2006
inclusive are available. Second, the firm’s coroegpng financial data from 2003 to
2007 is also availabfeThe criteria were set for several reasons. Fargd, following past
studies (Rechner and Dalton, 1991; Bozec, 200%),ctiteria helped in meeting the
requirements for a balanced panel data analysesefiBe for employing panel data
include having both time series and cross-sectiprgberties, more degrees of freedom
and less multicollinearities among variables (Gatja2003; Wooldridge, 2010). Second,
analysis of 5-year data with both cross-sectiomal time series properties may help in
determining whether the observed cross-sectiorsacegtion betwee®BLS and market
valuation is robust over time, and thereby permitect comparisons to be drawn with
the results of past studies (Donaldson and Da®81,11994; Kiel and Nicholson, 2003).
Applying the above criteria, the full data requitedbtained for a total of 169 firms over
5-firm years and 8 industries for our regressioalysis.

5. Empirical Analyses

5.1 Summary descriptive statistics

Table 1 contains full definitions and summary stats of all (market valuation, CG and
control) variables that we employ in estimating oegressions. Table 1 indicates, for
instance, tha®, which is our main (although as a robustness cheeluseROAandTSR
as an alternative accounting and market based agmyduation measures, respectively)
market valuation proxy, is between a minimum of20and a maximum of 3.60 with a
median of 1.34. Th®BLSranges from a minimum of 0% to a maximum of 100%& w
an average of 84%. The alternative market valuatemmbles ROAand TSR, and the
control variables §IG4, CAPEX CGCOM CROSLIST GOVOWN and GROWTH,
which we include in our regressions in order totoagnfor potential omitted variables
bias, also display wide spreads, implying thatsample has been adequately selected to
obtain sufficient variability, and hence minimisasy possibilities of sample selection
bias.

1t takes time for board decisions to reflect in ketrvalue (Boyd, 1995; Ntinet al, 2012). Thus, to
prevent endogenous link between DBLS and marketati@n, we introduce a one year lag between DBLS
and market valuation such that this year's markéier depends on last year’'s CG structure, as $peaaif
equation (1) below. The sample also starts from2200 two reasons. Firstly, King Il came into opera

in 2002, and secondly, data coveragé’arfect Information/DataStreamwn SA listed firms is very small
until 2002.
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Table 1.Descriptive statistics of all variables for all 8#%n years

Variable Mean Median Std. Dev. Maximum Minimum
Market valuation (dependent variables)

Q 1.56 1.34 0.67 3.60 0.72
ROA 0.11 0.12 0.14 0.38 0.1
TSR 0.28 0.25 0.89 2.36 -0.48
Dual board leadership structure (main independanalle)
DBLS 0.84 1.00 0.37 1.00 0.00
Control variables
BIG4 0.73 1.00 0.44 1.00 0.00
CAPEX 0.13 0.08 0.15 0.66 0.07
CGCOM 0.32 0.00 0.47 1.00 0.00
CROSLIST 0.22 0.00 0.41 1.00 0.00
GEAR 0.32 0.19 0.31 0.78 0.01
GOVOWN 0.38 0.00 0.49 1.00 0.00
GROWTH 0.12 0.14 0.26 0.89 -0.44
LNTA 5.86 6.02 0.48 7.83 4.24

Notes Variables are defined as follows: Tobin’s Q)(defined as the ratio of total assets minus babdke

of equity plus market value of equity to total dsseReturn on assetRQA), measured as the ratio of
operating profit to total assets. Total shareholééurns TSR, calculated as annualised total shareholder
returns made up of share price and dividends. boatd leadership structurBBLS), defined as a dummy
variable that takes the value of 1 if the positimisompany chairperson and CEO are held by diftere
persons, 0 otherwise. Audit firm sizBI(G4), measured as a dummy variable that takes the\alad, if a
firm is audited by a big four audit firm (PricewdieuseCoopers, Deloitte & Touché, Ernst & Young] an
KPMG), 0 otherwise. Capital expenditut@APEX, calculated as the ratio of total capital expanéi to
total assets. Cross-listin@ROSLISY, measured as a dummy variable that takes the wdla, if a firm is
cross-listed to a foreign stock market, O otherwiBlee presence of a corporate governance committee
(CGCOM), defined as a dummy variable that takes the valud, if a firm has set up a corporate
governance committee, 0 otherwise. GearlBgAR), calculated as the ratio of total debts to mavite

of equity. Government ownershiGOVOWN, measured as a dummy variable that takes the wHld, if
government ownership is at least 5%, 0 otherwisdesSgrowth GROWTH, calculated as the current
year's sales minus last year’s sales to last yesafss. Firm sizeL(NTA), measured as the natural log of
total assets.

5.2 Multivariate regression analyses

Firms tend to vary in the challenges and opporemithat they experience over time.
This can result in a scenario wherdDbBLSandQ are jointly and dynamically influenced
by company-level heterogeneities, such as managa&ieat and corporate culture (Guest,
2009; Ntim, 2009), which simple OLS regressions rbayunable to detect (Gujarati,
2003; Wooldridge, 2010), and thereby leading torigis results. Thus, given the panel
nature of our data and following past studies (Me2008; Guest, 2009; Ntirat al,
2012), we run fixed-effects regressions in ordecdntrol for unobserved company-level
differences. Therefore, we start our analysis Wwakic fixed-effects regression specified
as follows:

Qit =4a, + ﬁlDBLSt—l + ZﬁiCONTROL§—1 + a_it—l + it (1)
i=1
where: Q is the main dependent variablBBLS is the main independent variable,
CONTROLS refers to the control variables, includinglG4, CAPEX CGCOM

CROSLISTGOVOWN GROWTH INDUST and YD, and¢ refers to the company-level
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fixed-effects, consisting of a vector of 168 yearunies to represent the 169 sampled
companies.

Table 2 contains the results of fixed-effects regi@ns of DBLS on Q. First, to
examine whether thBBLSis associated witlQ, we regres€) on DBLS alone without
the control variables using equation (1). Positluat, statistically insignificant impact of
DBLSon Q is noticeable in Model 1 of Table Blowever, the coefficient on the constant
term in Model 1 of Table 2 is statistically sige#int and appears to indicate that there
may be omitted variables bias. Thus, we includectiverol variables in Model 2 so as to
take into consideration potential omitted variabbéss. Observably, the coefficient on
DBLSremains positive, but statistically insignificantModel 2 of Table 2, and thereby
failing to provide support forl1 and the recommendations of King I, but consisteitt
the findings of prior studies (Weir and Laing, 20@andeaet al, 2010) that suggest that
DBLShas no impact on market valuation.

Second, and given that a high proportion (see THbtd our sample have a DBLS, its
insignificance may be due to the limited variapilit the sample. Therefore, to ascertain
that our results are driven by this phenomenonspii the sample into two sub-samples,
firms with: DBLS with non-independent chairpersobBLSWNIG and (ii) DBLS with
independent chairpersoDBLSWIQ. As King Il sets stricter tests for independeahn
executive directors than non-executive directonschsas not having professional,
ownership, employment, family, supplier and custorm@nections (see King Report,
2002, para. 2.4), independent chairpersons canxpected to be more effective at
monitoring and disciplining unruly CEOs, and thadhigher market valuation for firms
with DBLSWICthan those wittDBLSWNIC We test this proposition by re-regressing
equation (1) by replacindBLSwith: (i) DBLSWNICand (ii) DBLSWIGC one at a time.
Consistent with our prediction, positive, but shtially insignificant effect of
DBLSWNIG on Q is noticeable in Model 3 of Table 2, whilst theeffitient on
DBLSWICin Models 4 and 5 are both positive and statidicsilgnificant, and thereby
providing support foH1. The evidence also implies that it is the indepee of the
chairperson rather than the mere split of roles ¢ha have a significant positive impact
on market valuation.

Theoretically, our results are consistent with agenheory that indicates that
corporate boards with independddBLS have increased capacity to effectively advise,
monitor and discipline top management, and thessthancing market valuation (Lipton
and Lorsch, 1992; Jensen, 1993). Our evidence @isvides support for both the
recommendations of King Il and the findings of poex studies (Rechner and Dalton,
1991; Dahyeet al, 1996) that report a positive association betwedhS and market
valuation, but inconsistent with those that eitteggort a negative (Boyd, 1995; Kiel and
Nicholson, 2003) or no (Baligaet al, 1996; Bozec, 2005) association.

2 We first re-regresseBBLSWNICon Q alone with the results showing a similar positivet statistically
insignificant coefficient.
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Table 2. Fixed-effects regressions of dual board leaderstnicture on market valuation

Dependent variable Q Q Q Q Q ROA TSR 2SL.S(Q)
AdjustedR? 0.015 0.176 0.184 0.028 0.279 0.285 0.310 0.353
F-value 2.943" 3.978" 4.237" 4,652 5.840" 7.869" 8.165" 8.634"
(N) (845 (845 (469 (376 (376 (376! (376 (376
Constant 1.070 1.490 1.514 1.310 1.648 -0.358 2.834 2.975

(0.024¥ (0.000Yy" (0.000y" (0.000y" (0.000y" (0.450) (0.000y" (0.000§"
Independent variable (2) 2) 3) (4) (5) (6) 7 ) (8
DBLS 0.004 0.002 - - - - - -
(0.892) (0.910) - - - - - -

DBLSWNIC - - 0.003 - - - - -

- - (0.896) - - - - -
DBLSWIC - - - 0.075 0.068 0.649 0.836 -

- - - (0.000)" (0.049) (0.000Y” (0.000) -
PRE_DBLSWIC - - - - - - - 0.080

- - - - - - - (0.000™
Control variables
BIG4 - 0.146 0.144 - 0.148 0.833 4.254 0.198

- (0.012y (0.015Y - (0.019)" (0.012y (0.029¥ (0.000§”
CAPEX - -0.010 -0.009 - -0.007 -0.048 -0.120 -0.016

- (0.000Y” (0.000)” - (0.000)” (0.011) (0.080) (0.000Y”
CGCOM - 0.216 0.219 - 0.210 1.640 1.749 0.220

- (0.000y" (0.000y" - (0.000)" (0.020y (0.030¥ (0.000y”
CROSLIST - 0.230 0.228 - 0.235 2.294 2.612 0.280

- (0.038Y (0.040) - (0.031) (0.040) (0.004Y" (0.000Y”
GEAR - -0.012 -0011 - -0.016 -0.168 -0.386 -0.022

- (0.000Y" (0.000)” - (0.000)” (0.000Y" (0.000)™ (0.000)”
GOVOWN - 0.116 0.110 - 0.117 7.060 6.850 0.365

- (0.009)”" (0.015) - (0.020) (0.000Y" (0.000Y" (0.000Y”
GROWTH - 0.178 0.174 - 0.183 0.253 0.153 0.186

- (0.000Y" (0.000)” - (0.000)” (0.000Y" (0.000Y" (0.000Y”
LNTA - -0.215 -0.210 - -0.209 -2.786 -6.529 -0.292

- (0.000y" (0.000y" - (0.000y" (0.000y” (0.000y" (0.000§”
INDUST - Included Included - Included Included Included Included
YD - Includec Includec - Includec Includec Includec Includec

L ]

Notes Coefficients are on top of parenthesis. ***,&td * indicate that p-value is significant at the 1%, 5% and 10% lexedpectively. Following Petersen (2009), coeffitseare estimated by using
the robust clustered standard errors techniquéaMas are defined as follows: Tobin®)( return on asset®R(QA), total shareholder retur$R, dual board leadership structui2BLS, dual board
leadership structure with non-independent chaiqre@®BLSWNIG, dual board leadership structure with independbairperson@BLSWIQ, predicted DBLSWIBC(PRE_DBLSWIEL— obtained by
regressindBLSWIBCon the control variables and used as an instrufioerthe DBLSWICin model 8, audit firm sizeB|G4), capital expenditureGAPEX), the presence of a corporate governance
committee CGCOM), cross-listing CROSLISTY, gearing GEAR), government ownershisOVOWN, firm size LNTA), industry dummiesIDUST), and year dummiesyD). Table 1 above fully
defines all the variables used.
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5.3 Robustness analyses

Our fixed-effects regressions so far do not take wonsideration alternative market
valuation proxiess and other potential endogersisaggesting that the positive impact
of DBLSWICon Q, for example, may be spurious. In this subsectizexamine how
robust our results are to the use of alternativeketavaluation measures and the
presence of endogeneities.

First, we investigate the robustness of our regaltsvo alternative market valuation
proxies that we have data on: return on as§&A- an accounting based measure) and
total share returnsTER— a market based proxy). Models 6 and 7 of Tabt®ritain
findings based on usingROA and TSR respectively, instead of. Statistically
significant and positive effect dBLSWICon ROA and TSRin models 6 and 7 of
Table 2, respectively, is noticeable, and theralggssting that our findings are robust
when an accountingROA or a market TSR based proxy of valuation is utilised
instead ofQ.

Second, to account for potential endogeneities thay be caused by omitted
variable bias, we employ the widely used two-stiegst square2ELS methodology
(Beineret al, 2006; Henry, 2008). However, to ensure thataBeSmethodology is
appropriate, and following Beinet al (2006), we first conduct Durbin-Wu-Hausman
exogeneity test (see Beingral, 2006: p.267) to test for the presence of an gedous
association betwee@ andDBLSWIC Applied to equation (1), the test does not accept
the null hypothesis of no endogeneity, and theegfave conclude that th2SLS
methodology may be ideal and that our fixed-effdéectdings may be spuriouf the
first stage, we conjecture that tlRBLSWIC will be influenced by all the control
variables contained in equation (1). In the secstade, we utilise the predicted part of
the DBLSWIC (PRE_DBLSWIE as an instrument foDBLSWIC and re-regress
equation (1) on as follows:

Q, =@, + ADBLSWIG +> SCONTROLS +J, +¢&,
i=1
(2)

where everything remains unchanged as specifieduiation (1) except that we employ
the predictedDBLSWIC (PRE_DBLSWIE from the first-stage estimation as an
instrument for theDBLSWIC The coefficient on th RE_DBLSWICGn Model 8 of
Table 2 is positive and statistically significaahd thereby suggesting that our evidence
of a positive effect oDBLSWICon Q is robust to potential endogeneities that mayearis
from omitted variables. Overall, the robustnesslysmes suggest that our findings are
not sensitive to different types of endogeneitied market valuation proxies.

6. Concluding Remarks

This paper examines the link between dual boardeleship structureDBLS and
market valuation using a sample 169 South AfricdA)(listed firms from 2002 to
2007. This coincides with a period during which t88& authorities embarked on
corporate governance policy reforms, which focusedinly on enhancing board
independence and monitoring power in the form ef1B94 (King I) and 2002 (King II)
King Reports. We find a significant positive linketveenDBLS and market valuation,
but only in firms with independent chairpersonsplying that the market values firms
with independentDBLS more highly. Our evidence provides support forhbthe
recommendations of King Il and the findings of poes studies (Rechner and Dalton,
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1991; Dahyeet al, 1996) that report a positive association betwBBhS and market
valuation, but inconsistent with those that eittegrort a negative (Boyd, 1995; Kiel and
Nicholson, 2003) or no (Baliget al, 1996; Bozec, 2005) association. The findings are
robust across a number of econometric models tivdta for different types of market
valuation proxies and endogeneity problems. Thaigt, the findings are consistent
with agency theory, which suggests that indepenD&hiSincreases the capacity of the
board to effectively advise, monitor and disciplmanagement, and thereby improving
market valuation. Our evidence also has importagtilatory and policy implications.
The evidence that the market values only firms wittependenDBLSimplies that the
SA authorities should focus more on encouragingdito go beyond merely having
DBLSto having independemBLS as recommended by King II.
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