
*

** TEL 886-3-935-7400# 865 FAX 886-3-9364-347

E-mail yfwen@niu.edu.tw

Academy Papers 1

95 1-28

The Rating System for Corporate Governance of Listed Companies in

Taiwan

Yue-Fang Wen

National Ilan University

Department of Applied Economics

Houng-Yi Wu

National Ilan University

Graduate Institute of Management

JEL G34



Review of Financial Risk Management

2 95 9

Abstract
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Existing corporate governance rating systems in Taiwan are subjective in the constructs and variables.

To modify the rating systems, the purpose of this research is to establish a corporate governance rating

system that objectively evaluates Taiwan listed companies, which assists investors to realize the merit/defect

in the governance of corporate they invested and to reduce the extent of injury caused by administrators. The

major contribution of this paper is that the construct of information disclosure is included in the rating

system, besides the constructs of director board structure, ownership structure and related party transaction.

To verify the constructs of corporate governance, factor analysis is adopted to extract the factors of corporate

governance that include: director board, ownership structure, independent director and information

disclosure. By using cluster analysis, the ranking scores are given to variables that are correlated to the

operating performance according to the analysis of correlation. Finally, to establish the comprehensive rating

index of corporate governance, principal component analysis is applied to construct a liner combination of

corporate governance variables that are significantly correlated to the operating performance. As the

empirical results shown, the index averages of corporate governance among industries are significantly

different. Among the industries, the index average of information and electronic industry is the highest.

After testing the robustness of the system, we find that the same year operating performance and stock return

of those with high score of corporate governance is significantly superior to the ones with low score. Via the

regression model, the score is positively correlated to the same year operating performance but not

significantly correlated to the stock return.

Key Words: corporate governance rating system, director board structure, ownership structure, independent
director, information disclosure.

JEL Classification: G342
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