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ABSTRACT

This research aims to investigate the influence of foreign ownership, foreign board
members, earnings management on the performance of 11 Thai commercial banks listed on the
Stock Exchange of Thailand. Data was collected from 2013 to 2020 utilizing the Structural
Equation Modeling (SEM) statistics, path analysis, and data analysis. The results revealed that
foreign ownership has a positive influence on foreign boards. Consistently with the Agency
theory, when foreign investors invest, a representative is frequently assigned to carry out
different responsibilities in order to maintain the interests of the invested business and oversee
its performance. The foreign board has a positive influence on the performance as measured by
the CAMELS financial ratio. Having a foreign board allows for efficient management resulting
in better operating performance. The foreign shareholder structure that negatively influences
earnings management show that foreign investors holding shares in the banks will lead to
monitoring the operations of the executives or the management to prevent the executives from
acting for their own benefits. It was viewed as a cause of lower earnings management. Earnings
management negatively influences the performance measured by the CAMELS financial ratios.
The findings implied that executives engaging in any action in earnings management will result
in lower financial performance.

In addition, a causal pathway analysis that influences performance has shown that
foreign ownership influences the performance as measured by CAMELS financial ratios
through foreign committees and earnings management. It shows that when banks have foreign
ownership holding shares and have foreign boards, they can bring their knowledge, expertise,
competencies and experience to maintain in power and protect their interests, which include
monitoring and preventing executives from acting on earnings management, resulting in
reduced earnings management and improved performance.
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INTRODUCTION

The Thai economy is expanding continuously in all sectors. More economic activities
result in an increase in entrepreneurial confidence (Bank of Thailand, 2017). Capital is the main
factor in the ongoing operation of all organizations while each organization needs to raise funds
from various sources of funding. Financial institutions play an important role in the economy in
raising capital by acting as a financial medium between the savings and investment sectors
through the implementation of deposit and lending transactions, namely commercial banks. The
commercial banking system is considered as a vein of nurturing Thailand's economy to grow
steadily. The country's commercial banks affect many stakeholders. There are growing concerns
about the relevance of financial reports that are prepared to meet investors and stakeholders to
study data from financial reports. Therefore, financial reports or financial statements are an
option of important sources that represent the financial position and performance of the
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business. The Board of Directors has a duty and responsibility to produce financial reports to
present to stakeholders the responsibility of acting in the interests of the owner or shareholder in
accordance with the legal process. Sometimes, however, agents will benefit themselves more
than ventures, also known as agent issues. The agency problems are addressed by controlling
shareholders (major shareholders) with minority shareholders.

Earnings Management is an issue that affects confidence in the reliability of financial
statements that directly affects the users of financial statements or stakeholders of the business,
causing asymmetrical problems of information between internal and external parties and
affecting the cost of capital increases (Dechow, Sloan & Sweeney, 1996). As Schipper (1989)
mentioned, earnings management is a purposeful intervention in the external financial reporting
process with the intent of providing personal gain to section executives. Healy and Wahlen
(1999) said that earnings management occurs when managers exercise discretion in financial
reporting and order transactions to modify financial reports to mislead some stakeholders about
their economic performance.

When executives manage earnings, what mechanisms can reduce executives' earnings
management behavior. La Porta, et al., (2000) argue that shareholder structure is an important
and influential factor in earnings management. Corporate governance is an important element in
protecting investors. Fama (1980); Fama & Jensen (1983) commented that the board is an intra-
enterprise control mechanism that is important for oversight and monitoring the performance of
management as well. Previous research studies on the relationship of board characteristics and
performance have shown that companies with foreign directors have an advantage in performing
their duties due to their knowledge and expertise in contexts that differ from domestic boards.
They can independently apply a wide range of expertise to perform their duties, have broad
industry knowledge, and perform their duties more effectively with that expertise. There is a
wide variety of directors in which domestic directors may not be sufficient (Chen et al., 2008).
In addition, foreign board can help build confidence in foreign investors (Oxelheim & Randoy,
2003). Ujunwa (2012) found that the number of foreign board or other nationalities had a
positive impact on corporate performance.

For this reason, the researchers questioned whether commercial banks were a large
source of capital raising, whether financial reports were accurate, reliable, not distorted and
misleading to stakeholders, and how foreign ownership, foreign board member affected
performance. Therefore, the researchers studied the foreign ownership, foreign board member,
earnings management and performance of Thai commercial banks listed on the Stock Exchange
of Thailand.

Research Objective

1. To study the influence of foreign ownership, foreign board members, and earnings management on the
performance of Thai commercial banks listed on the Stock Exchange of Thailand.

2. To study the influence of foreign ownership and foreign board members on the performance linked
through earnings management of Thai commercial banks listed on the Stock Exchange of Thailand.

LITERATURE REVIEW
Agency Theory

Agency Theory, by Jensen & Meckling (1976), is the relationship concept between the
representation based on the assignment of the decision-making body, aiming for the agent to
exercise the decision-making power on behalf of the person and creating maximum benefit to
the authority. If the agent uses the power for other purposes or for his own benefit, there will be
an agency problem. The resulting conflict can be resolved by using a monitoring mechanism
that requires agent costs. Therefore, the management has incentive to choose accounting
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methods that are foreseeable for themselves to produce accounting information offered to
stakeholders and may affect earnings management as well.

Positive Accounting Theory

Positive Accounting Theory has the fundamental idea that, in order to achieve the
conditions arising from the contractual burdens incurred between the Company and its
stakeholders, executives often behave opportunistically through the choice of accounting
policies under different circumstances. Watts & Zimmerman (1986) stated that assumptions
which addressed the concept of a key motivation for executives to manage profits through
choose the right accounting policies under different circumstances to achieve the conditions
arising from the contractual burdens that arise between the company and its stakeholders. This is
based on the theory of accounting interests of Watts & Zimmerman (1986), whereas incentives
lead executives to decide on accounting methods to produce an accounting information.

Ownership Structure

The concept of ownership structure, the share-holding structure reflects on the
decentralization of management by having controlling shareholder. This will adversely affect
the business value when the shareholders have inconsistent demands with other shareholders
who have the power to make any decisions (Shleifer & Vishny, 1997). However, La Porta, et
al., (1999) states that in countries with laws protecting shareholders' rights, holding by a
controlling person does not negatively affect an entity's performance. Instead, it gives better
results as it reduces agency costs because controlling shareholders monitor the performance of
executives with foreign ownership. There are many factors that can result in the benefit. For
instance, the entity may acquire new technology knowledge and benefit from investment
policies from government agencies. Foreign investment will result in the transfer of scientific
technology in which Thai people do not yet have very high levels of expertise. Therefore, it is
considered that foreign shareholders are external investors who are stakeholders in the business
and they have an incentive to closely monitor the performance of the business and prevent
ineffective earnings management of executives. In the meantime, there might be drawbacks
from monitoring the performance of executives as it is difficult to do so when foreign investors
are not living in the country.

The Concept of a Foreign Board Member

The concept of a foreign board member, according to agency theory, explains the
conflict of interest between the shareholders and management. In the form of research
committees in the past, studies on the relationship of board characteristics and performance of
the business have found that companies with foreign committees have an advantage in their
duties because they have different knowledge and expertise in a different context than domestic
committees (Resource Dependency Theory) (Chen et al., 2008; Marimuthu & Kolandaisamy,
2009; Sridharan & Marsinko, 1997; Freihat, Farhan & Shanikat, 2019; Al-Abdallah, Adous, Al-
Momany & Bouguerra, 2021; Chantapet, Phoprachak, Jermsittiparsert & Malaipia, 2021).

Earnings Management

Earnings Management concept means that executives exercise discretion in selecting
various accounting practices under the specified criteria to revise financial transactions so that
stakeholders misunderstand the economic performance derived from reported accounting figures
to provide the level of reported profit for personal interests (Almari et al., 2021; Davidson,
Stickney & Weil, 1987) (referenced in Schipper, 1989). Schipper (1989) said that executives
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intervened in the financial reporting process, which is opposed to normal neutral operations, and
that executives used earnings management to achieve profit changes reported for personal gain.
Healy & Wahlen (1999), that executives exercised discretion in the preparation of financial
reports aimed at misleading stakeholders about the company's performance. Vilalai,
Petchchedcho & Kumsuprom (2020) studied earnings management through discretion in the
creation of business items and earnings management through accruals with future profitability.
Earnings management through accruals had no relationship to future profitability.

Firm's Performance

Firm's Performance Concept: Kotze (2006) says that performance is to do the right thing
in a timely manner and based on behavior as a priority. Robbins (2003) defines organization's
performance as the sum of its activities in the entire process of the organization with the goal of
better asset management, enhancing the ability to increase the value of products and services for
customers, and creating a good reputation for the organization. Measuring performance is an
important element that informs the efficiency and effectiveness of the organization that
demonstrates the management capabilities of the management and the returns of shareholders.
In general, performance measurement covers two perspectives: (1) accounting-based measure
and (2) marketing-based measure.

From the literature review, it leads to the research conceptual framework. Details are
shown in Figure 1.

H10,H11

Foreign Board
member

Earnings
management HS , HY

Beatty et al. ——»| Performance
1995) | _____ > NIM

Beatty and HI12,HI], CAMEL
Foreign Harris (1999) Hi4,Hl

Ownership
N\ / A

H2,H3

Firm

FIGURE 1
RESEARCH CONCEPTUAL FRAMEWORK

RESEARCH METHODOLOGY

This quantitative research investigated the influence of foreign ownership, foreign board
member, and earnings management on performance. The population and samples included Thai
Commercial Banks Listed on the Stock Exchange of Thailand. The data was collected semi-
annually from 2013 to 2020, including 176 firm-year. The secondary data was extracted from
the annual reports, annual data statements (Form 56-1), financial statements, and notes.
Variables used in the study include Foreign Ownership (FO) as measured by the percentage of
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shareholdings of foreign investors, Foreign Board Members (FB) as measured by the proportion
of foreign directors, Earnings Management (EM) as measured from discretion accruals from
executive board using the indicators by Beatty, et al., (1995) and Beatty & Harris (1999).
Performance was measured with two metrics: 1) Net Interest Margin (NIM) ratio and 2)
CAMELS financial ratio. Statistics used for data analysis included: 1) descriptive statistics such
as mean, 2) inferential statistics, structural modeling (SEM) and path analysis (Path Analysis:
PA).

RESEARCH FINDINGS

The influence of foreign ownership, foreign board members, and earnings management
on performance are summarized below.

Table 1
RESULTS OF THE STUDY ON DATA OF VARIABLES

Bank Average of Variables (Percentage)
asn FO | FB | DAs | NIM CAMEL
Cl| cC2] AL | A2 | A3 | ML [ M2|M3]|EL]| E2
scB | 29 | 7.82 | -032 | 3.99 171'3 1%'6 157 | 433 | 677 | 3569 158 5%6 125 4%'7 96.19
KBA 180 | 12.7 62.7 15 | 65 | 15 | 48.2
Nk | 49| 667 | 031 | 464 | 01223 483 | 5| sess | | 0| || a2
12.8 181 | 125 64.7 21| 36 0.6
BBL | 14 | 750 | 092 | 622 | 13 50 | 114 | es1 | O | a0 | S| 50| L1 | F0° | 853
KTB | 14 | 8.09 | -1.07 | 535 1@'8 9.99 | 1.95 | 546 696'8 43.84 260 460 160 23'7 93.94
36.4 15.9 | 11.0 78.7 19 | 50 | 1.1 | 324 | 121.1
BAY | 76 | “3* | -0.68 | 355 | D[ 095 358 | (ST aesa | |0 |
TCA 28.1 15.7 | 20.7 66.1 55 | 29 | 452
S a3 | 5| 147 | 3e3 | o | 641 | 378 | °5T | azsa | 27 | % | 20 | 2% 8243
T™B | 32 22'8 114 | 4.67 12'7 995 | 1.35 | 453 7%'8 48.09 1%8 3.9 Oég 315'0 98.81
CIM 417 17.0 64.8 02 | 260 | 1164
sy | 96 | 450 1 | 402 | M0 930 | 425 | 397 | 613 | 25|39 |5 | % ;
105 16.8 | 14.9 81.0 25 | 61 | 1.7 | 360 | 150.8
KKP | 26 | ©5° | -128 | 507 | 2 50| 298 | ass | °;0 | soe7 | 0| Oh | LT ;
TISC 241 185 | 10.9 87.2 23 | 59 | 1.8 | 369 | 135.8
o | 29 | 5| 0aa | 405 | G oo | 16t | 418 | °0% | 398 | 0| 0| %Y
LHF 16.6 | 12.9 66.6 27 | 28 27.3
o | 30 | 189 | -014 | 216 | 5 . 2 | 229 | 3% | m278 | 3| 50| 1 | 70| 9554

According to Table 1, the top three banks with foreign ownership were 1) CIMB Thai
Bank, held by CIMB Bank Berhad, Malaysia, 2) Bank of Ayudhya, held by The Bank of Tokyo-
Mitsubishi UFJ, and 3) Kasikorn Bank. The top three banks with foreign board members were
1) CIMB Thai Bank, 2) Bank of Ayudhya, and 3) TMB Bank. The top three banks with the
highest managed earnings figures were 1) Thanachart Capital Public Company Limited, 2)
Kasikorn Bank and 3) Bangkok Bank. The top three banks with the lowest managed earnings
figures were 1) Kiatnakin Bank, 2) TMB Bank, and 3) Krungthai Bank, most of which were
characterized by lower managed earnings figures. Measured by net interest margin-to-asset ratio
(AIA, 1996), the performance of all banks was at the highest level in general. The CAMELS
financial ratio is divided into 5 perspectives: capital adequacy, asset quality, management
ability, profitability, and liquidity.

First of all, regarding capital adequacy, that Thai commercial banks had a stable
financial position and had sufficient capital strength to cope with unforeseen events or risks.
Second, asset quality indicates that Thai commercial banks were at risk of asset quality since
they had a large percentage of loans, which might lead to instabilities in accommodating
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consumers who want to withdraw money. There is also the possibility of being unable to collect
debts, which might jeopardize the banks' trustworthiness. Management ability shows that Thai
commercial banks had good management abilities indicated by low operating expenses as
measured against revenue generation as well as low interest expenses. Profitability demonstrates
that the banks had good performance as indicated by a greater ratio of net profit to total assets
and good revenue generation from other segments. Lastly, banks had moderate liquidity due to
their shares of excessive loans, which allow the banks to extends loans in quantities greater than
their existing deposits, potentially causing liquidity problems in the future if debtors are unable
to repay them.

TABLE 2
ANALYTICAL RESULTS OF THE DIRECTION IN CORRELATION OF VARIABLES
CORRELATION ANALYSIS)

Variable FO FB DAs NIM CAMEL

FO 1.000

FB 0.641" 1.000

DAs -0.105 0.044 1.000

NIM -0.268" -0.227" 0.127 1.000
CAMEL 0.148" 0.295" -0.153" -0.047 1.000

Note. * Statistically significant at 0.05 level ** statistically significant at 0.01 level

The correlation coefficients between the five variables shown in Table 2 were positive
and negative, with 5 positive correlations and 5 negative correlations for the observed variables.
The correlation between all pairs had a correlation level not exceeding the standard of 0.80. It
was concluded that the variables analyzed had no linear correlation problem (Multicollinearity).

The causal model analysis of the performance showed that the hypothetical model was
consistent with the empirical data. The study found that the model was consistent with the
empirical data because CMIN-p=0.645, CMIN/df=0.212, GFI=1.000, AGFI=0.993, CFI=1.000
and RMSEA=0.000.

— Noinfluencg = = = = = » Influence

FIGURE 2
PRESENTING THE MODEL’S PARAMETER ESTIMATE OR
COEFFICIENT ESTIMATE RESULT

Foreign Ownership (FO), Foreign Board Member (FB), Earnings Management (DAs), Net
Interest Margin to Total Assets ratio (NIM), and CAMELS Financial Ratio (CAMEL)
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Foreign ownership has a positive direct influence on foreign board members but a
negative direct influence on earnings management, as seen in Figure 2. Foreign ownership, on
the other hand, had no direct influence on the net interest margin to total assets ratio or the
CAMELS financial ratio, which were both statistically significant at the 0.05 level (research
hypotheses 1, 2, 3 and 4). There was a positive direct influence on the CAMELS financial ratio,
but no direct influence on earnings management, and no direct influence on the net interest
margin to total assets ratio with statistical significance of 0.05 level (research hypotheses 5, 6
and 7). Earnings management had no direct influence on the ratio of net interest margin to total
assets. However, there was a negative direct influence on the CAMELS financial ratio with
statistical significance of 0.05 level (research hypotheses 8 and 9).

In addition, it was found that the foreign ownership had no influence on the net interest
margin to total assets ratio through the foreign board members, but significantly influenced the
CAMELS financial ratio through the foreign board members statistically at 0.05 level (research
hypotheses 10 and 11). Foreign ownership had no significant influence on net interest margin to
total assets ratio through earnings management, but significantly influences CAMELS financial
ratio through earnings management statistically at 0.05 level (research hypotheses 12 and 13).
The foreign board members had no influence on the net interest margin to total assets ratio
through earnings management and no influence on the CAMELS financial ratio through
earnings management. It was statistically significant at the 0.05 level (research hypotheses 14
and 15).

DISCUSSION

The objectives of this study were as follows: 1) to investigate the influence of foreign
ownership, foreign board members, and earnings management on the performance of Thai
commercial banks listed on the Stock Exchange of Thailand, and 2) to investigate the influence
of foreign ownership and foreign board members on performance linked through earnings
management of Thai commercial banks listed on the Stock Exchange of Thailand. The results of
the study are discussed below.

Foreign ownership had a direct positive influence on foreign board members.
It demonstrates that when foreign investors invest, whether as individuals or as legal entities, a
representative person is frequently dispatched to carry out various operations in order to sustain
any benefits or earn profits, including monitoring investment operations. Therefore, Thai
commercial banks with a proportion of foreign shareholders investing in banks often have
different boards to work in various departments. This is consistent with the agent theory, in
which the principal (shareholder) has hired an agent (executive) to perform work for him or her
in exchange for compensation. The agent, on the other hand, must report on the performance
and financial status of the business for which he is responsible, as well as provide benefits to the
principal, with the directors having responsibilities to the shareholders. In accordance with
Takao & Cheryl (2004), the A board of directors is a group of people who have been appointed
to perform various tasks for the benefit of the company's owners or shareholders. They are
subject to legal proceedings that give them the power to direct the company's work, punish and
reward executive officers or management, and protect the rights and benefits of shareholders.

Foreign board members had a positive influence on CAMELS financial ratios. The
finding shows that, with a foreign board, the banks can apply their expertise, various skills, and
experience into the operations to improve the performance and secure competitiveness. The
bank’'s management context with both Thai and foreign board members will result in monitoring
of the bank's operations, resulting in better performance. This is in line with Marimuthu and
Kolandaisamy (2009) who reported that diverse nationalities had a positive relationship with
business performance. Similarly, Ararat, Aksu & Tansel (2010) also pointed out that a variety of
boards helped to provide better management and monitoring, resulting in agent conflict
mitigation and increasing performance of companies. In addition, Chiu, Teoh & Tian (2013),
revealed that the inclusion of at least one foreign director on the board was correlated with the
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growing tendency of directors to emphasize openness and transparency in auditing operations
for better performance.

The foreign ownership had a negative direct influence on earnings management. This
finding suggests that banks with foreign investors will prevent the management from acting in
their own interests and adversely affecting the interests of shareholders as these cause the
decline in earnings. The finding in the present study is in line with Khanna & Palepu (1999),
there was evidence of the advantage from foreign ownership, particularly the strength in the
company audits, improved performance, and prevention of the management from using internal
data for earnings management. Guo, et al., (2015) affirm that foreign ownership limits any
actions that cause earnings distortions in Japanese companies. Similarly, Phakdee & Srijunpetch
(2019) found that foreign ownership improves the profitability of companies listed on the Stock
Exchange of Thailand. Nguyen (2016) also found that companies with high overseas stakes
tended to limit the means that executives use to indicate declining earnings.

Earnings management had a negative direct influence on CAMELS financial ratios. This
finding shows that the management's involvement in any activity that causes earnings
management will result in a decrease in performance. In this case, managers could manage
earnings through accruals in favor of increasing or reducing earnings for better performance. It
is, however, should be noted that reported earnings may be distorted, which are not the actual
earnings. This finding is in line with Mahdavi, Younesi & Hashemijoo (2012) who discovered a
negative relationship between earnings management and the company’s performance before and
after the acquisition announcement date. Huang, Xuerong & Sun (2017) found a correlation
between the company's performance and accruals and showed why it is important to control the
company's performance when assessing accruals at executive discretion. This explains why if
earnings from accruals are managed at the management's discretion, the performance will be
reduced and performance must be controlled. Furthermore, Vilalai, Petchchedchoo &
Kumsuprom (2020) found that earnings management based on discretion for business
transactions, inaccurate expense estimation based on management’s discretion, and allowance
for doubtful accounts had an inverse correlation with future profitability.

The foreign ownership had an influence on CAMELS financial ratios through foreign
board members, a new finding from this study. When banks hold foreign ownership, they assign
foreign boards to operate in various functions to maintain control and protect their interests and
to monitor various operations. These foreign board members can apply their expertise, various
skills, and experience into the operations to improve the performance and secure
competitiveness. This is in accordance with the research by Rashid (2020) who investigated the
moderator variables of the Board of Directors' characteristics in the relationship between the
ownership structure and performance in Bangladesh-listed public limited companies. The results
showed that foreign ownership and directors ownership had a significant positive influence on
both accounting and marketing performance. The moderator variables showed that the size of
the board and the independence of the board were the moderator variables between the
relationship of the ownership structure and the performance. Also, La Porta, et al., (2000)
attested that foreign investors had an incentive to develop corporate governance in a specific
country because there is an opportunity to get more returns. Several other studies also stated that
companies with large proportions of foreign ownership tend to have a high turnover because of
good governance mechanisms.

Foreign ownership had an influence on CAMELS financial ratios through earnings
management. The presence of foreign ownership results in foreign cooperation, raising
competitiveness, gaining knowledge and ability to manage technologies for competitive
advantage. Foreign investors also monitor the operations of management and prevent managers
from acting for their own benefits and adversely affects the benefits of shareholders. This is
viewed as a result of decreased earnings management and results in better performance. This
finding is in accordance with the study by Qi, et al., (2000) who found that the performance is
positively related with the proportion of domestic institutional investors and foreign investors at
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a significant level. Also, Arouri, Hossain & Muttakin (2011) pointed out that the level of foreign
ownership has a significant positive correlation with the bank'’s performance.

Meanwhile, Choi, Sul & Min (2012) mentioned that shareholders and directors who are
foreigners provided expertise and independent monitoring of management, which is an
indication of the positive impact of the company's value. From the view of the agency theory,
higher foreign shareholdings and independent directors are apparently effective corporate
governance mechanisms to reduce agent costs and reduce earnings management. Gul, et al.,
(2010) indicated that foreign shareholders tend to result in higher transparency and progressive
governance.

Guo, et al., (2015) also affirmed that foreign ownership limits any actions that cause earnings
distortions in Japanese companies.

Benefit of the Research

The new findings of this research are that foreign ownership has an influence on
performance as measured by CAMELS financial ratios through moderator variables, earnings
management, and that foreign ownership has an influence on performance as measured by
CAMELS financial ratios through foreign board member mediation variables.

RECOMMENDATIONS

1. In future studies, the data should be analyzed according to the size of the bank which may, result in a more

detailed and clearer analysis result. Also, data that can be compared according to the bank's size.

Additional other ownership structures should be taken into account.

3. It is worth considering expanding the samples, such as covering the financial industry (banking, finance and
securities, and insurance), which have a similar financial structure, operational requirements, legal
requirements, and supervision.
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