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(Announcement LLag Profit and Loss )

Event b AR Obs AR - Profit vs Loss
Period Obs Announcement Loss  Profit Loss Profit Diff.
-10 1955 0.0030 ** 142 1813 0.0030 0.0030 0.0001
-9 1955 0.0040Q *** 142 1813 0.0047  0.0040 -0.0007
-8 1955  -0.0003 142 1813 0.0021 -0.0005 -0.0026
-7 1955 0.0019 142 1813 -0.0027 0.0023 0.0050
-6 1955 0.0004 142 1813 0.0056 -0.0001 -0.0056 **
-5 1955 0.0033 142 1813 0.0001 0.0035 0.0034
-4 1955 0.0008 142 1813 0.0030 0.0007 -0.0024
-3 1955 0.0010 142 1813 0.0014 0.0010 -0.0004
-2 1955 0.0016 * 142 1813 -0.0030 0.0020 0.0050 *
-1 1955  -0.0009 142 1813 -0.0033 -0.0007 0.0026
0 1955 0.0024 *** 142 1813 0.0027 0.0024 -0.0003
1 1955 0.0013 * 142 1813 0.0073 0.0008 -0.0065 **
2 1955 0.0013 142 1813 0.0018 0.0013 -0.0005
3 1955 0.0063 *** 142 1813 0.0077 0.0062 -0.0016
4 1955 0.0101 *** 142 1813 0.0062 0.0104 0.0042
5 1955 0.0068 *** 142 1813 0.0154 0.0061 -0.0093 *
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8 1955 0.0026 *** 142 1813 -0.0021 0.0030 0.0051
9 1955 0.0038 *** 142 1813 0.0063 0.0036 -0.0027
10 1955 0.0037 * 142 1813 0.0059 0.0035 -0.0025

* fa TudANIRBanaL 10% *fa tu@AyYNIRBaNIEaL 5% e tu@AyINIaaanIzaY 1%
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Event Obs AR - Profit Obs AR - Loss
Period Less More Less More Diff. More Less More Less Diff.
-10 1548 265 0.0020 0.0092 0.0071 * 88 54 0.0001 0.0063 0.0062
-9 1548 265 0.0031 0.0088 0.0058 88 54 0.0017 0.0110 0.0094 *
-8 1548 265 0.0002 -0.0052 -0.0054 * 88 54 0.0034 0.0007 -0.0027
-7 1548 265 0.0013 0.0077 0.0063 * 88 54  -0.0021 -0.0028 -0.0007
-6 1548 265 0.0001 -0.0009 -0.0010 88 54 0.0075 0.0032 -0.0043
-5 1548 265 0.0007 0.0199 0.0191 *** 88 54  -0.0010 0.0010 0.0020
-4 1548 265 0.0021 -0.0078 -0.0099 *** 88 54 0.0056 0.0009 -0.0047
-3 1548 265 0.0000 0.0064 0.0064 ** 88 54 0.0009 0.0031 0.0022
-2 1548 265 0.0024 -0.0008 -0.0032 88 54 -0.0053 0.0013 0.0067
-1 1548 265 0.0014 -0.0130 -0.0143 ** 88 54  -0.0054 0.0002 0.0056
0 1548 265 0.0024 0.0025 0.0001 88 54 0.0007 0.0052 0.0046
1 1548 265 0.0006 0.0022 0.0016 88 54 0.0094 0.0043 -0.0051
2 1548 265 0.0016 -0.0006 -0.0022 88 54 0.0011 0.0034 0.0023
3 1548 265 0.0050 0.0135 0.0085 ** 88 54 0.0106 0.0019 -0.0086
4 1548 265 0.0072 0.0290 0.0218 ** 88 54 0.0070  0.0048 -0.0022
5 1548 265 0.0050 0.0151 0.0101 **= 88 54 0.0143 0.0059 -0.0083
6 1548 265 0.0013 0.0029 0.0017 88 54 0.0021 0.0016 -0.0005
7 1548 265 0.0022 0.0116 0.0094 ** 88 54  -0.0060 -0.0002 0.0058
8 1548 265 0.0026 0.0043 0.0017 88 54 -0.0023 0.0008 0.0031
9 1548 265 0.0033 0.0057 0.0024 88 54 0.0084 0.0028 -0.0057
10 1548 265 0.0055 -0.0083 -0.0139 ** 88 54 0.0092 0.0002 -0.0089

@
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ﬂ%’u‘l%mmg’mmsﬁslmuﬂ'mn'lslfmszwi'mﬂszmﬁ Tuilszinalng (AR- Surprise uaz AR-IFRS)

Event Obs AR - Surprise Obs AR - IFRS
Period Negative Positive Negative Positive Diff. Before  After Before After Diff.
-10 690 1265 0.0059 0.0014 -0.0045 * 780 1175 0.0031 0.0029 -0.0002
-9 690 1265 0.0053 0.0034 -0.0019 780 1175 0.0044  0.0038 -0.0007
-8 690 1265 -0.0008 -0.0001 0.0008 780 1175 -0.0041 0.0021 0.0062 ***
-7 690 1265 0.0036 0.0010 -0.0026 780 1175 0.0022 0.0018 -0.0004
-6 690 1265 -0.0004 0.0008 0.0012 780 1175 -0.0016 0.0017 0.0032 **
-5 690 1265 0.0072 0.0011 -0.0060 780 1175 0.0045 0.0024 -0.0021
-4 690 1265 -0.0003 0.0015 0.0018 780 1175 -0.0046 0.0045 0.0091 ***
-3 690 1265 0.0014  0.0008 -0.0006 780 1175 -0.0010 0.0023 0.0033 *
-2 690 1265 0.0004 0.0022 0.0017 780 1175 0.0008 0.0021 0.0013
-1 690 1265 -0.0043 0.0009 0.0052 780 1175 -0.0034 0.0008 0.0042
0 690 1265 0.0037 0.0017 -0.0020 780 1175 -0.0014 0.0050 0.0064 ***
1 690 1265 0.0013 0.0013  0.0000 780 1175 -0.0028 0.0040 0.0068 ***
2 690 1265 0.0021  0.0009 -0.0012 780 1175 -0.0008 0.0028 0.0036 *
3 690 1265 0.0072 0.0058 -0.0014 780 1175 0.0034 0.0082 0.0049 *
4 690 1265 0.0160 0.0069 -0.0091 780 1175 0.0099 0.0102 0.0004
5 690 1265 0.0098 0.0052 -0.0046 * 780 1175 -0.0012 0.0121 0.0134 ***
6 690 1265 0.0019 0.0013 -0.0005 780 1175 -0.0006 0.0029 0.0035 **
7 690 1265 0.0050 0.0020 -0.0030 780 1175 0.0026  0.0034 0.0008
8 690 1265 0.0030 0.0024 -0.0006 780 1175 -0.0010 0.0050 0.0060 ***
9 690 1265 0.0046  0.0034 -0.0012 780 1175 0.0032 0.0043 0.0011
10 690 1265 0.0003 0.0055 0.0052 780 1175 -0.0032 0.0083 0.0115 ***
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Variable Obs Mean  Median Std. Dev. Min Max
AR 1,072 -0.1857 -0.0200 3.3521 -27.6500 48.7800
CAR 1,072 -1.9102 -1.4897 3.7836 -32.5842 52.3200
DCA Jone 1,072 9.9791 6.4404 11.2945 0.0000 85.6092
DCA Yoon 1,072 17.2449 12.3896 14.9585 0.0000 100.0000
CG-BoardFreq 1,072 7.2649 6.0000 3.6429 4.0000 33.0000
CG-AuditBoard 1,072 31.7958 33.3300 75742 14.2900 60.0000
CG-OwnerForeign 1,072 13.9939 4.2050 19.8066 0.0000 97.5400
ROA 1,072 9.0147 8.4150 10.0558 -42.5900 65.1500
LEVERAGE 1,072 41.1945 42.0050 20.6896 0.8500 97.7000
SIZE 1,072 223242 22.0700 1.7040 14.6800 29.4200
BIG4 1,072 0.5532 1.0000 0.4974 0.0000 1.0000
MBV 1,072 1.9377 1.2800 2.1301 0.1900 17.5100

a3 6 ansaeria luvesdaudsils
TunINAFeY LNaLEAIAFAREINTIINTIR
WUsAAn®T AR Ao namauunuiAinlna
(Abnormal Return) CAR fia namauunufitindné
§¢®d (Cumulative abnormal return) DCA Jone
da an1sasdslasldgasilaveduinis
(Discretionary Accruals : DCA) N1BWALUY The
Modified Jones Model DCA Yoon fia 31811703

dralanldqaoAfiaesguinig (Discretionary

Accruals : DCA) W1 %@ LUU The Yoon Model
CG-Board Freq Ao ﬁ‘]”m'mmgwaamiﬂiz"qu
AUENITUNNTUIEN CG-Audit Board A §AFI
AHENITUNITAIIIRDY CG-Owner Foreign Ao
sasrunsfiarulasgfiaiud9m@ ROA fa Ha
1381t H%I% (Return on Asset) LEVERAGE @
ANULEBINIINILIIN SIZE A8 auravashanis
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M13791 7 auanInnilsna@snana Abnormal Return (AR) waz Cumulative Abnormal Return

(CAR)

Abnormal Return (AR) Cumulative AR (CAR(0,+3))
Variables Jone Yoon Jone Yoon
DCA Jone -0.0207 ** -0.1370 ***
DCA _Yoon -0.0206 *** -0.1206 ***
IFRS -0.0931 ** -0.0934 ** -0.0980 ** -0.0934 **
CG-BoardFreq 0.0499 0.0552 * 0.0312 0.0552 *
CG-AuditBoard 0.0161 0.0166 0.0143 0.0166
CG-OwnerForeign 0.0103 0.0110 * 0.0071 0.0110 *
ROA 0.0319 *** 0.0303 ** 0.0423 *** 0.0303 **
LEVERAGE 0.0146 ** 0.0143 ** 0.0184 *** 0.0143 **
SIZE -0.0360 -0.0443 -0.0232 -0.0443
BIG4 -0.4244 * -0.4269 * -0.4045 -0.4269 *
MBV -0.1765 *** -0.1779 *** -0.1723 *** -0.1779 ***
Constant -0.5467 -0.3051 -1.1888 -0.3051
Industry Dummy Yes Yes Yes Yes
Year Dummy Yes Yes Yes Yes
Observations 1072 1072 1072 1072
Chi-squares Test 42.10 *** 45,35 *** 254.54 *** 340.04 ***
Within R-squares 0.0244 0.0281 0.1666 0.2053
Overall R-squares 0.0400 0.0428 0.1993 0.2487

* fla UpAAYNIRDANIZAL 10% **Ap wufAYNNanansal 5% ***as wodaynisianszay 1%
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NAN132Y

A s ¥ 6 (>
M1379N 1 ANNFNNWDVDIALLS

Variable DCA abs(DCA)
(® (b) ©
XBRL 0.0129 0.0142
XBRL-Year 0.0007 0.0139  ***
XBRL-Year2 -0.0015  **
DIVER_FIRM -0.0038 0.0250 = 0.0243 * 0.0276 *
AUDIT_EXP 0.0512 = 0.0020 0.0009 -0.0073
BOARD_EXP 0.0086 -0.0427 -0.0465 -0.0471
ROA 0.9522  *** -0.5153 *** 05151 *** -0.5182 ***
LEVE 0.0206 0.0066 0.0003 0.0091
SIZE -0.0202 -0.0233 -0.0211 -0.0245 **
MBV -0.0114 * 0.0494  *** 0.0505  *** 0.0504  ***
_cons 0.2217 ** 0.2997 ** 0.2871 ** 0.3124  ***
No. Firm-Year 317 317 317 317
No. Firm 26 26 26 26
RMSE 0.0850 0.0904 0.0906 0.0897
Chi-Square Test ~ 780.9511  *** 276.1093 *** 273.695 *** 283681 ***
Overall R-square 0.7172 0.4661 0.4640 0.4727
Wihin R-square 0.7477 0.4799 0.4786 0.4879
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Abstract

The Role of Supreme Audit Institution and
Stakeholder Engagement: Way forward of
State Audit Office of the Kingdom of
Thailand

Sutthi Suntharanurak, PhD.
Pitikhun Nilthanom
Chinnapong Trakuldist

Supreme Audit Institution (SAI) plays a main
role to enhance transparency and accountability
in the public financial management. However,
SAI could collaborate with several stakeholders
as audit entities, parliamentary, CSOs, media,
and anti-corruption agencies, also academic
bodies. These collaborations are represented by
the concept of participatory in public sector
audit. The aim of this paper is to discuss the way
forward of State Audit Office of the Kingdom of
Thailand known as SAIl Thailand to engage
several stakeholders. The authors applied the
IDI  framework which categorized SAl
stakeholders, analyzed SWOT, and prioritized
the impacts of engaging stakeholders. The
results showed that SAI Thailand should engage
the media especially digital media and academic
bodies in order to develop them as strategic
partners.

Keywords  Supreme Audit Institution

Stakeholders engagement

State Audit Office of the Kingdom of
Thailand
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The Role of Supreme Audit Institution and
Stakeholder Engagement: Way forward of
State Audit Office of the Kingdom of
Thailand

Sutthi Suntharanurak, PhD.!
Pitikhun Nilthanom
Chinnapong Trakuldist

Under the Public Financial Management (PFM),
the Supreme Audit Institution or SAI is a main
agency in the budgetary procedure which SAI
mandates could strengthen the effectiveness of
public financial management. It contributes to
improvement of budget transparency and
accountability  through external auditing.
However, autonomous audit agency could play
important role in improving financial
governance and discouraging corruption when it
is independence. Therefore, the independence of
SAIl could make it as a pivotal actor in the
governance of the budget and the system of
fiscal control, providing much-needed checks
and balances in the management of public
finances (Santiso, 2007).

Lavin and Cornejo (2015) explained that PFM
provides a good framework to place citizen
engagement with SAIls in context. The
engagement between SAIl and various
stakeholders could contribute to better audit and
oversight of the use of public fund. Moreover,
the established engagement through their
partnerships with SAI can provide grounded
insights on the quality and responsiveness of
government programs, which, when used
properly, can strengthen the overall PFM.

level which serves as the Head of International
Development of International Affairs Office. Mr.
Chinnapong Trakuldist is the plan and policy analyst of
the State Audit Office of the Kingdom of Thailand.
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The aim of this paper is to discuss the role of SAI
and stakeholders’ engagement which focused on
the State Audit Office of the Kingdom of
Thailand or SAI Thailand to prepare the strategic
plan for stakeholders’ engagement 2019-2022.
This paper is consisted of three parts. The first
part explained the background of SAl
stakeholders, types of stakeholder, and the
engagement of SAI stakeholders. For the second,
the authors discussed the role of SAI Thailand to
engage stakeholders in the past. However, we
analyzed that SAI Thailand should revise the
engaging stakeholders’ strategy. Finally, we
came up with the strategic plan for stakeholders’
engagement 2019-2022. For the last, we
represented the conclusion which discussed the
way forward for sustainability of engaging
stakeholders

1. Introduction

For this section, we started to discuss who is a
SAI stakeholder. After that we pointed out the
types of SAls stakeholders. Additionally, we
represented how  SAIl engage several
stakeholders which explained three engaging
strategies between SAI and stakeholders.

1.1 Who is a SAI stakeholder?

Presently, SAI needs to actively engage with
stakeholders and closely collaborate with
various stakeholders. In 2010, the International
Organization of Supreme Audit Institutions
(INTOSAI) held its Congress in Johannesburg,
South Africa which discussed the role of SAIs
and various stakeholders. The conclusion of this
meeting recognized that

“The effectiveness with which SAIs fulfill their
role of holding government to account for the

2 ISSAI 12 Value and Benefits of SAls which highlights
the importance of SAI engagement with stakeholders
especially principles 3-6.

use of public money not only depends on the
quality of their work, but also on how effectively
they are working in partnership with the
accountability functions of the legislature as
well as the executive arm of government in
making use of audit findings and enacting
change.”

However, SAIl stakeholder is defined as a
person, group or organization that has interest
or concern in a SAl and who can be affected by
the SAI action or can affect its operations
(INTOSAI Development Initiatives 2015). In
addition, the International Standard of Supreme
Audit Institution known as ISSAI represented
the value and benefits of the SAIs which
proclaimed principles regarding how SAls
making a difference to the lives of citizens also
recognize the importance of engaging of
stakeholders?.

However, ISSAI 12 clarifies a stakeholder as a
person, group, organization, member or system
that can affect or can be affected by the actions,
objectives and policies of government and
public entities i.e. legislative, executive, audited
entity, judiciary, civil society organizations
(cso), media, academic bodies and other
accountability institutions as anti-corruption
agencies. Also, SAI staffs are defined as internal
stakeholders.

1.2 Types of SAI stakeholder

Actually, SAI stakeholders are widespread,;
however, we could classify types of SAl
stakeholder under analysis of dimensions of SAI
environment. The INTOSAI Development
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Initiatives or IDI (2015) proposed the analytic
framework which could be classified and

determined what individuals or groups can be
affected by SAls potentially (see figure 1).

Dimensions of SAl’s environment

External Non-
Institutionalized
Environment

External
Institutionalized
Environment

SAl Inner
Environment

Figure 1 Dimensions of SAI's environment

Source: INTOSAI Development Initiatives (2015: 48)

From figure 1, it is represented the dimensions
of SAI’s environment which could analyze the
classification of SAI stakeholders. Basically, we
started with the inner circle which means SAIl
inner environment as known as the internal
environment. The inner environment is covered
by SAIs’ staffs both auditors and supportive
staffs. Meanwhile, the next circle is represented
the SAIl external institutionalized environment
which showed the environment outside;
however, these stakeholders are related to SAIs
through legality. For example, audited entities

and the parliament which are fundamental
stakeholders in the State Audit Act. On the other
hand, the outside circle is represented the SAI
external  noninstitutionalized  environment.
Optionally, SAI could participate with these
stakeholders since there is no legal requirement,
for instance, media, civil society organization,
and academic and professional institutions.

Under SAIs’ environment, IDI analyzed and
classified five categories of SAls stakeholders as
following table 1.
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Table 1 Types of SAIl Stakeholders
Characteristics

Types of SAI Stakeholders
Strategic partners

Stakeholders who always support SAI’s works in any situation.
SAT’s staff is the most suitable representative of this category.

Stakeholders who share common interests with the SAI in certain
areas. CSO and academic institutions usually have interests in some
audit results.

Stakeholders who exercise pressure over SAl, either politically or
generally, because they are interested in certain issues of SAI’s
works. Media is pertained to this group.

Interest groups

Pressure groups

Opposite groups Stakeholders who are against SAI position no matter what reasons
are. However, this category is not fixed depending on issues of

concern.

Stakeholders who are inactive yet have common interests with the
SAI that can promote political or general activisms. Citizens, CSO,

Passive groups

non-traditional, and media could be the passive groups.

Source: INTOSAI Development Initiatives (2015: 56)

From table 1, it explained types of SAl
stakeholders which SAI could transform several
stakeholders to be another type. For example,
SAIl could encourage both the pressure and
passive groups to be the interest groups based on
appropriated strategic plan for stakeholder
engagement. Likewise, a good strategic plan
could develop the engagement between SAI and
several stakeholders to be the strategic partner
which achieved value and benefits of SAI for all
stakeholders.

Appraoching ) Engaging

1.3 How SAI engage stakeholders?

Even though SAI could categorize types of
stakeholders, the engagement will Dbe
achievement when  SAl  prepares the
appropriated strategies to engage. IDI (2015)
recommended three strategies in engaging with
SAIl stakeholders which depended on each
objective. The strategies are consisted of (a)
approaching, (b) engaging, and (c) positioning
(see figure 2).

Posmonmg

\/

Figure 2 Three strategies for engaging stakeholders
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From figure 2, the first strategy of engagement
IS to approach the stakeholders. This step is the
first interaction between the SAIl and the
stakeholder that SAI should open up various
channels of communication and information in
order to generate interest. IDI (2015) introduced
some techniques for approaching that SAI could
implement, for example, sending general
information together with more specific
information on areas of interest related to the
stakeholder’s own objectives and circle of
influence.  Likewise, SAIl could invite
stakeholders to public activities carried out by
the SAIL SAIl could offer stakeholders to
participate with general information at activities
run by the stakeholder. In addition, SAI could
make use of the website to create interest for
stakeholders as a communication channel within
the SAI’s own control.

For the second, the engaging with stakeholders
is the progressive step which move to a more
established engagement. However, SAI needs to
identify and decide on a framework for the
cooperation. SAI could use various methods in
engaging with a stakeholder. For example, SAI
could create a digital newsletter between SAI
and legislature. SAI could send complementary
materials from audit if stakeholders is interested
in a particular audit report like pictures, videos,
interview, and testimonial. SAI could provide
training in SAIl subjects, especially those
difficult to understand. Additionally, SAI could
invite stakeholders as observers to relevant SAI
activities as roundtable and forums.

The last strategy for engagement is to position
the stakeholders. The aim of this strategy is to
achieve public value and positioning of the SAI
with the stakeholder, and represents the
achievement of one of the most important

3 In general, the model of SAl is consisted of three models,
that is, (a) Westminster model, (b) Napoleonic or Judicial
court model, and (c) Collegiate or Board model. For SAI

institutional goals that means stakeholder trust
as a legitimacy. SAIl should use various
techniques for positioning strategies, for
example, identify common or worries issues and
propose a formal process for dealing together on
the issues. SAI should formalize an official
framework or platform of SAI performance.
Likewise, SAI should collect and publish the
feedback from stakeholders about through SAI
website which make trust for stakeholders.

2. Discussion

For this part, the authors discussed the role of
State Audit Office of the Kingdom of Thailand
or SAI Thailand and engaging stakeholders.
This part is focused on the previous forms of
engagement which SAI Thailand engaged with
various stakeholders. However, the authors
analyzed several stakeholders of SAI Thailand
and came up with two groups which SAl
Thailand should emphasize to engage, that is,
media and academic institutions. Finally, we
proposed the strategic plan for SAI Thailand to
engage both groups.

2.1 SAI Thailand and previous form of
engaging stakeholders

Supreme Audit Institution of Thailand or SAI
Thailand is consisted of three parts, that is,

(1) State Audit Commission or SAC, (2) State
Audit Office or SAO and (3) Auditor General
(AG)3. SAI Thailand has been independence
status as prescribed by the virtue of Constitution
of the Kingdom of Thailand and the Organic Act
on the State Audit B.E. 2561 (2018). It has a
wide remit, auditing public revenue and

Thailand, it has been mixed between Westminster and
Board model as known Hybrid model.
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spending of both central and local governments
including a state enterprise under the law on
budgetary procedure or under other laws and any
other agency or undertaking which receives
subsidies from the state and is required by
provisions of the law to be audited by SAl
Thailand.

Meanwhile, SAI Thailand has the powers and
duties to audit accounts, or an audit of the
receipt, disbursement, utilization, retention and
administration of the money, property, right and
benefit of an audited entities, for the purpose of
ensuring compliance with the laws, rules,
regulations, resolutions of the Council of
Ministers and practices observed in the
performance  of official  functions, in
contribution to optimal efficiency of State
financial administration, thereby constituting
corruption prevention measures.

SAl Thailand also plays a crucial role in
promoting integrity in public procurement
processes and transparency and accountability in
the management of public finances to audited
entities. According to Fiscal Responsibility Act

B.E. 2561 (2018), SAI Thailand is the external
auditor of public financial system responsible
for upholding public financial discipline of the
country.

However, SAI Thailand has engaged with key
stakeholders for a long time especially audit
entities and parliamentary. Recently, according
to the Organic Act on State Audit 2018,

Section 10 prescribed that auditing shall be
comply with principle of good governance.
Typically, one of main pillars is the participatory
principle. Therefore, the participation of
stakeholders in auditing work is required by law.
Moreover, the Strategic Plan for Fiscal Year
(FY) 2019-2022 is stipulated by the new mission
of SAI Thailand. From our mission, it states that
SAIl Thailand shall promote and encourage all
stakeholders to aware and participate in public
auditing with SAI Thailand.

Even though SAI Thailand has been engaged
with stakeholders as audit entities and
parliament under SAI mandates, in the past SAI
Thailand initiated several programs to engage
with other stakeholders (see table 2).

Table 2 Forms of engaging with stakeholders by SAI Thailand

Engaging with stakeholders

Forms of engaging

Since FY 2011, SAI Thailand has encouraged citizens
to participate in public sector audit by initiated project
called “SAI Thailand Open House” and “Voluntary
citizen auditors” in order

to provide knowledge about SAI Thailand mandate and
raise awareness of citizen regarding public money.
Meanwhile, SAI Thailand has attempted to encourage
citizen participating in scrutinizing public procurement
process. It is crucial to oversee whether public
procurement is conducting through fair competition,
transparency and obtaining Value for Money (VFM).

Citizen

Likewise, SAI Thailand introduced public procurement
database known as “Public Procurement Watch with
SAQ” via http://procurement-0ag.in.th to inform citizen
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Engaging with stakeholders Forms of engaging

regarding contract information and etc. For matters
relevant to irregularities, illegality and corrupt practices,
the complaints may be made to relevant agencies
including SAO electronically.

In 2013, SAI Thailand established website called
www.oaganticorruption.com which aimed to raise
awareness of citizens on corruption and fraudulence
practice in Thailand. It also aims to receive information
from citizens regarding corruption matters via
electronic complaint system. Upon receiving of such
information SAO will launch preliminary measure and
respond to them without delay.

In addition, SAI Thailand shall publish some interesting
audit reports to the public through its website.

Audit entities Actually, SAIl Thailand always engages the audit
entities by mandates. However, SAl Thailand has
promoted the transparency and accountability for audit
entities by providing knowledge about concerned audit
issues. For example, SAI Thailand has engaged with
auditee both central and local level in form of seminar
and training in order to provide knowledge to audited
entities regarding Regulation of State Audit
Commission and relevant laws concerned. Several
seminars were conducted by SAI Thailand including
internal control, public financial discipline and etc.

Certainly, these contents are published through SAI
Thailand website.

Anti-Corruption Agencies SAI Thailand conducted regular meeting with National
Anti-Corruption Commission (NACC) occasionally to
discuss on relevance matters in order to create
collaboration with each other. These meetings could
make understand each other and reducing work
duplications.
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Academic institutions Subject to Organic Act on State Audit 2018 Section 29,

prescribed that audit standard shall be complied with
international audit standard. Therefore, SAI Thailand are
revising audit standards; compliance, financial and
performance audit standard in order to comply with the
International Standards of Supreme Audit Institutions
(ISSAIs). Hence, SAIl Thailand needs to address
performance gap raised from this legal clause. Thus, it is
necessary to collaborate with academic area in order to
enhance capacity of staffs.

However, the International Affairs Office initiated one
of collaborating projects with academic area which
known as Academic Forum. The concept of academic
forum is to open the floor for the academic professor
who invited to share his/her knowledge about emerging
issues that related to auditing area, for example, the
Auditing Sustainable Development Goals (SDGs), and
the disruptive technology and future of audit.

Media Normally, SAI Thailand views media as a channel to
convey messages to public. SAI Thailand has attempted
to use both mainstream channel and social media to
engage with audiences. Since 2012, SAI Thailand has run
the daily TV program on Channel 7 so called “Column
no.7” to raise awareness of public regarding government
spending. The program showed the audiences how SAI
Thailand conducted audit and what were the audit
recommendations. In addition, Auditor General
discussed in the talk show program on TV occasionally.

SAI Thailand also launched social media like Facebook
Page to provide easy-to-access and easy to-understand
data to 3 target groups i.e. SAIl staff (Internal
Stakeholder), Citizens and auditee. This kind of
engagement will clarify detail on mandate and work of
SAI to them. In case of emergency issue, SAIl Thailand
also immediately organized press conference with media
to provide correct information to public as well as
clarifying on public interest issues.

Recently, SAI Thailand established the Office of Public
Relations and Corporate Communications which was
responsible for engaging with citizen, media and other
key stakeholders officially.

Source: Reviewed by the authors
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2.2 How to analyze stakeholders of SAI
Thailand?

The authors analyzed several stakeholders of
SAIl Thailand under IDI framework which
focused on environments internally and
externally. The environmental analysis could
make SAI Thailand understood their positions in
relation to engagement with stakeholders.
Therefore, the SWOT analysis is one of the most
effective tools that supported SAI Thailand to
examine strengths, weaknesses, opportunities,
and threats of its organization. By conducting
SWOT analysis, we found that SAI Thailand
should know their internal strengths to support
the stakeholder engagement strategies, as well as
the weaknesses that they have to focus on.
Likewise, opportunities such as new potential
and influential stakeholders of SAls, and threats
to be aware of are also provided by this analysis
(see table 3).

Under analytic issues, SAIl Thailand is legally
independent as stated in the Constitution of
Thailand 2017. Typically, the independence

65
principle is one of the most important
fundamental characteristics of SAls to

effectively carry out their works. Thus, the
independence by law is one of the strengths of
SAIl Thailand. In addition, SAI Thailand just
established the Public Relations and Corporate
Communication Office which is mainly
responsible for communicating with public.
Meanwhile, ICT infrastructures within SAl
Thailand are sufficient and stable which offered
the most convenient communication internally
and externally. Hence, these reasons are
strengthening points of SAI Thailand.

However, the weakness of SWOT matrix could
be represented by the changes in the Organic Act
on State Audit that might take time to the
adaptation. As well as the instability of State
Audit Policies which influenced by the new
State Audit Commission might be another key
factor to achieve the SAIl engagement.
Furthermore, the variations in the State Audit
Act might affect the audit process because
several steps had to be introduced, thus auditors
need more time to learn and adapt.
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Source: The authors

For the opportunities, we found that CSOs in
Thailand are more active and stronger than the
past. Especially using social media to anti-
corruption and raise awareness in governance
issues are increasingly. Since 2010 Thai CSOs
have used social media and their websites as
channels to voice their demand for transparency
and accountability. The growth of social media
could change Thai culture gradually particularly
raise awareness about public issues. Meanwhile,
SAl Thailand has gained reputation from
playing an important role about fighting
corruption on many governmental projects and
public spending recently. Lastly, we analyzed
that in 2019 the general election will be expected
good sign which can raise people’s perception
and trust on government.

However, we viewed that political culture might
be a main threat of SAI Thailand. Likewise the
audit reports might be not interesting which
Parliament members might not focus our audit
reports.

Table 3 SWOT matrix for analysis of SAI Thailand engaging stakeholders

Threats:

- Political culture

- Political atmosphere

- Parliament does not focus on
audit report

After SWOT analysis, we could understand SAI
Thailand and engaging stakeholders
systematically. Definitely, SAI Thailand should
engage all stakeholders; however, it may be very
costly.  Therefore, by considering the
environmental analysis and  stakeholder
identification, we will prioritize stakeholders
that have the most impact on SAI’s works. In
order to do so, SAI Thailand should analyze the
identified stakeholders in terms of contribution,
legitimacy, willingness, influence and necessity
of involvement to obtain high impact and low-
cost stakeholders. Noted that, SAI Thailand
could add more attributes as much as they like in
order to enhance the rigidity of the analysis.
However, scoring in this analysis is subjective,
therefore, analysts must be very careful about
biases.

From our analysis, we found that five
stakeholders were identified based on the SWOT
analysis including media, legislature, CSOs,
academic bodies, and audited entities.
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The stakeholder analysis is presented in the table below.

Stakeholders Contribution

Table 4 Impacts analysis of SAI Thailand engaging stakeholders
Legitimacy

Willingness | Influence Necessity of

involvement

Media Medium Medium Medium Medium Medium
Legislature Low Low Low High High
CSOs Medium Low Medium Medium Medium
Academic Bodies | High High High Medium High
Audited Entities | Low Medium Low Low High

Source: The authors

From table 4, it is represented the impacts
analysis of SAI Thailand engaging stakeholders.
Initially, we identified five stakeholders which
SAIl Thailand should focus on engagement.
Under IDI framework, it could analyze impacts
of SAIl Thailand engaging with five
stakeholders. We analyzed these stakeholders
based on five criteria. For the first criteria, the
contribution of engagement we found that the
academic bodies are high impact. Meanwhile,
the media and CSOs are medium impact.
However, we viewed the criteria of legitimacy
which academic bodies are still high effect
which might be derived from the new State
Audit act 2018. The main issues of new act are
related to the state audit policy and state audit
standards which might be updated and followed
the international level. Hence, the academic
institutions could support these emerging issues
which might related the state audit policy and
standards in the future.

Likewise, we found that the willingness of
engaging is another criterion that academic
bodies still have high impact. Presently, SAI

Thailand signed Memorandum of Understand
(MOU) with few academic institutions like
Nanjing Audit University in order to research
and develop capacity of both staffs. However,
the criteria of influence seem to be high impact
for legislature especially the parliament which is
necessity for using audit reports and annual
report of SAI Thailand. These reports could be
useful for parliament especially reflected the
transparency and accountability of budgetary
procedures also supporting public financial
management system.

For the last, we found that the necessity of
involvement with stakeholders were high
impacts with legislature, audit entities, and
academic bodies. Both of legislature and audit
entities have been engaged by mandates of SAI
Thailand. Meanwhile, the academic bodies
could be developed as strategic partner.

Finally, we came up with the conclusion to
engage with academic bodies which could
generate high impacts for SAI Thailand.
However, we found that the impacts of media
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were medium level which overall impacts were
higher than legislatures, audit entities, and
CSOs. Therefore, we selected two groups, media
and academic bodies, to prepare the strategic
plan for SAI Thailand engaging stakeholders
during 2019-2022.

2.3 Preparation of Strategic plan for SAI
Thailand engaging stakeholders 2019-2022

From previous section, the authors analyzed that
SAIl Thailand should engage with media and
academic bodies. Therefore, we prepared the
strategic plan for SAIl Thailand engaging
stakeholders 2019-2020 as follows.

(a) Engaging with Media

We analyzed that SAI Thailand should engage
both traditional and digital media. In case of
traditional media, SAI Thailand has the Office
of  Public Relations and  Corporate
Communications which has been direct
responsibility for engaging with press,
newspaper, and TV. However, the digital media
which covered the social media that we
suggested to engage them especially the
engaging with the investigative journalism.

SAI Thailand should use approaching strategy to
collaborate with the digital media. Therefore,
SAI Thailand might prepare various channels for
digital media and social media beyond
Facebook. Likewise, the theme should be
focused on the impact of audit reports which SAI
should simplify them as ‘“reader friendly
version”. Definitely, the digital media could
support this issue by using the Infographic,

podcast, also  YouTube channel for
communication with various audiences.

(b) Engaging with academic bodies

SAI Thailand has prepared to engage with four
academic institutions; however, we selected the
themes and activities to engage with them.
Meanwhile, the expectations of academic
institutions are involved with collaboration with
SAI Thailand and understand the role of SAI
Thailand in PFM. Hence, SAIl Thailand
determined themes for engaging with academic
institutions as follows;

(@) Therole of SAI Thailand and Sustainable
Development Goals (SDGs)

(b) SAI Thailand and the next step of
fighting against corruption

(c) How to design the evaluation system for
SAI Thailand and the implementation of
SAI
Performance Measurement Framework

(d) The introduction to public sector audit
for academic.

These themes were raised by SAI Thailand
which looked forward under future context.
Definitely, SAI Thailand will adapt and develop
staff’s capacity in order to coincide with the
global changes. Therefore, we need to generate
knowledge with audit experiences for
development. For strategic plan, SAI Thailand
will set strategies of approaching and engaging
with four academic institutions. The main
activities are covered the workshop, seminar,
forum, cooperative research. These activities
could support SAIl Thailand to prepare
knowledge for the future (see table 3).
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Table 5 Strategic plan for engaging stakeholders by SAI Thailand 2019-2022
Engaging with Themes for Activities Engaging
Stakeholders engaging strategies
Media
Digital and social Sharing » Making understand about public | Approaching

media and information about sector audit especially
investigative the mandates of the role of SAI Thailand in

under new > To simplify audit findings and

state audit act audit reports in term of reader

friendly like Infographic
Academic institutions

School of Enhancing » Workshop SDG 101 Approaching
Economics, capacity for » Blending e-learning course of and engaging
Thammasat auditing SDGs auditing SDGs for junior
University performance auditors
School of SAI Thailand and | » Cooperative research and seminar | Approaching
Economics, next step of under the theme of anti-corruption | and engaging
Chulalongkorn fighting against by SAI
University corruption Thailand
School of political To design » Cooperative research and seminar | Approaching

science,
Chulalongkorn
University

evaluation system
for SAI

Thailand and

SAI PMF

and engaging

School of business,
Thammasat
University

To introduce
public sector
audit for
academic
institution

» To provide textbook or
guidebook for introduction to
public sector audit

» To design and deliver course
about the government auditing

Approaching
and engaging

Source: The authors

3. Conclusion

The main objective of this paper is to discuss the
role of SAls and engaging stakeholders. Under
the participatory principle, SAls have to prepare
various channels for engaging stakeholders.
Generally, there are several stakeholders that
SAls need to collaborate with them. However,

SAls should prioritize these stakeholders in
order to allocate their resources for engagement
efficiently. Likewise, the engagement should be
based on the analytic framework which SAls
need to know how to engage their stakeholders.

For this paper, the authors recommended the
way forward for sustainability of engaging
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stakeholders by implementing the IDI approach
for stakeholder analysis. We found that the
SWOT analysis could show the strengths and
weakness of SAI Thailand when it will engage
with several stakeholders. Definitely, SAl
Thailand analyzed its capacity for engagement
under its mandates. Meanwhile, the authors
analyzed these contexts through impacts
analysis. Finally, we came up with the strategy
plan to engage with media and academic
institutions.
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Abstract

This research uses the Corporate Governance
Report developed by the Thai Institute of
Directors Association to determine effect of
corporate governance on stock liquidity during
2006-2017. The panel-data regression,
Difference-in-Differences (DiD), Random-
effects Tobit Model, and Fixed-effects Quantile
Regression Model show that corporate
governance score of the stocks help reducing
level of information asymmetry, then investors
have more confident in these stocks and trade
more on these stocks, thus, trading volumes of
these stocks increase as well as stocks market
liquidity. The estimated results of this study
reveal the significant impacts of corporate
governance measured by 1OD corporate
governance index (no-star, 3-star, 4-star, or 5-
star) on stock liquidity measured by Amihud’s
illiquidity.

Keywords: corporate governance, liquidity,
panel data

Impacts of corporate governance on stock
liquidity: A panel quintile regression

1. Introduction

According to the separation of
ownership and control (Fama & Jensen, 1983)
and information asymmetry, stock liquidity
becomes important because it affects value of
the firm (Amihud & Mendelson, 2008).
Though researchers categorize meaning of
liquidity into different terms based on areas of
study such as micro and macro levels of
liquidity, its concept is not clear (Benson, Faff,
& Smith, 2015). In asset pricing, a number of
previous studies document the positive
relationship between liquidity and stock return.
Specifically, low information asymmetry
improves liquidity in the stock market because
informed and uninformed traders are likely to
know the same set of information. Thus, high
liquidity is associated with high stock return.

Moreover, corporate governance affects
stock liquidity by the flow of information
asymmetry which causes adverse selection and
hence affects liquidity (Glosten & Milgrom,
1985). Prior literature examines corporate
governance and stock liquidity and
demonstrates that high corporate governance is
associated with high liquidity (Chung et al.,
2010&2012; and Prommin et al., 2014). In
particular, high corporate governance suggests
high public information that leads to low
information asymmetry. Meanwhile, Lei et al.
(2013) study the relationship among stock
liquidity, corporate governance, family firm,
and state-owned enterprise in China and find
the consistent evidence with recent literature.
However, those studies typically use specific
characteristics of corporate governance that
represent all perspectives of corporate
governance rather than a general corporate
governance index.

This study concentrates on a panel
analysis for corporate governance and stock
liquidity in Thailand. The main objective is to
assess whether corporate governance has an
impact on stock liquidity of listed firms that
employs data on corporate governance index of
Thai Institute of Director (Thai 10D) and
illiquidity measure of Amihud (2002). This
analysis employs Random-effects Tobit Model
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and Fixed-effects Quantile Regression Model
that consider the positively skew distribution of
stock liquidity measured by Amihud’s
illiquidity. The sample period ranges from
2006 to 2017.

The main finding demonstrates the
consistent evidence with recent literature that
firms with high corporate governance have
high stock liquidity. The positive impact of
corporate governance on stock liquidity is more
pronounced for firms with good corporate
governance scores (3-star, 4-star and 5-star).
This empirical evidence exhibits that listed
firms with better corporate governance score
have lower information asymmetry that leads to
an increase in their stock liquidity because
investors have more confidence in stocks of
these firms and subsequently trade more on
their stocks.

This study is organized as follows. In
the next section, literature review of stock
liquidity measure and the constructed corporate
governance index. Section 3 describes the data
and methodology. Section 4 provides empirical
results, and section 5 contains summary and
conclusion.

2. Literature Review
2.1 Trading under information asymmetry and
adverse selection

Information asymmetry is a friction in
security markets. Adverse selection theory
describes an influence of asymmetric
information on market liquidity as follows.
Since a lack of information transparency
weakens trading’s decisions, informed traders
normally get more benefits which is on cost to
counterparties. In order to protect their interest,
uninformed traders and market-makers widen
bid-ask spread to insurance the risk of missing
information (Copeland & Galai, 1983; Glosten
& Milgrom, 1985). Moreover, Kavajecz (1999)
studies trading activities around information
events. With an intension to manage their
exposure to information opacity, market-
makers also lower bid and ask quoted sizes.
Therefore, information asymmetry deteriorates
both market width and depth which are the key
measures of market liquidity.

Prior studies suggest a strong link
between information asymmetry and corporate

governance practice. Leuz & Verrecchia (2000)
focus on a change of financial reporting
standard in German companies. Under better
disclosure environment, firms’ information
asymmetry is reduced. Diamond (1985) &
Verrecchia (2001) specify that voluntary
disclosure enhances firms’ public information
which  declines information cost and
asymmetric information. Whereas, quality of
voluntary  disclosure is influenced by
ownership structure and board composition
(Eng & Mak, 2003). Ajinkya, Bhojraj, &
Sengupta (2005) and Karamanou & Vafeas
(2005) examine an effect of board structure,
institutional ownership, and audit committee on
quantity and quality of earnings forecast. They
indicate that information fairness can be
improved by corporate governance policy.
Also, Kanagaretnam, Lobo, & Whalen (2007)
investigate quarterly announcement periods.
Their results indicate that board independence,
board activity, and corporate insiders’ stock
holdings lessen bid-ask spreads which is used
as a proxy of information asymmetry. Besides,
(Cormier, Ledoux, Magnan, & Aerts, 2010)
and Cai, Liu, Qian, & Yu (2015) show that
corporate governance practices, such as
monitoring activities and voluntary disclosures,
decrease information asymmetry. While,
Elbadry, Gounopoulos, & Skinner (2015) add
that managerial monitoring is driven by level of
board independence, board activeness,
executive compensation and debt financing.

On the other hand, good governance
can also escalate information asymmetry when
costs of disclosure are high (Bamber & Cheon,
1998; Verrecchia, 1983). Furthermore,
sophisticated investors have better information
processing ability than  unsophisticated
investors. The announcement, that provides
new information to both types of investors,
intensifies information gap (Coller & Yohn,
1997; Kim & Verrecchia, 1994; Lee, Mucklow,
& Ready, 1993). Still, (Amiram, Owens, &
Rozenbaum, 2016) study analyst forecast
announcements. They propose that information
from analyst forecast does not provide
additional information to sophisticated traders.
But it is valuable for ingenuous ones.
Consequently, analyst forecast announcements
decrease information asymmetry.
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2.2 Corporate governance and liquidity

Considering many dimensions of
governance, plenty of governance measures are
constructed by institutions and
researchers(Jackson, 2013; Lei et al., 2013;
Promminetal., 2014; Tang & Wang, 2011), for
example, the Environmental, Social, and
Governance of corporate (ESG) by Thomson
Reuters Corporate Responsibility Ratings,
Transparency index, Corruption index, World
Governance Index (WGI) by World Bank, and
International  Shareholder Services (ISS).
Researchers mostly constructed governance
indices by employing equally weighed
technique, however other methodologies also
existed (Jackson, 2013).

There are many literatures regarding an
association between corporate governance,
information  asymmetry, and liquidity.
Diamond & Verrecchia (1991), Welker (1995),
and Healy, Hutton, & Palepu (1999) do not
only demonstrate that information disclosure
diminish asymmetric information. But they
also conclude that information disclosure
encourages more investors which increase
securities’  liquidity.  Some  researchers
conclude that regulatory environment, which is
external corporate governance factor, enhance
market liquidity (Bacidore & Sofianos, 2002;
Brockman & Chung, 2003; H. Chung, 2006).

Chung, Elder, & Kim (2010) is the
pioneer paper that emphasis on the impact of
internal corporate governance attributes on
stock liquidity. By using US data during 2001
to 2004, they construct their own index based
on 24 governance standards. Panel regression’s
results reveal that stock liquidity is
significantly  improved by  corporate
governance policy. By employing limited
corporate governance characteristics and
liquidity proxies with Malaysian listed
companies in 2007, Foo & Zain (2010) support
Chung, Elder, & Kim (2010). The same
conclusions are found in 155 French stocks
during 2008 and 2009 (Karmani & Ajina,
2012). By wusing survey data from 25
international markets during 2003 to 2010,
Chung, Kim, Park, & Sung (2012) indicate
positive impact of shareholder protection right
on stock liquidity. Li et al. (2012) examine the
association in Russian companies. They

document that liquidity enhances corporate
governance. Tang & Wang (2011) and Lei, Lin,
& Wei (2013) study Chinese market over the
period from 1999 to 2004 and 2006 to 2008.
They are not only backing Chung, Elder, &
Kim (2010), but the latter also propose the
effect of different types of agency conflicts on
the relationship between corporate governance
and stock liquidity. Edmans et al. (2013)
employ Amihud’s liquidity measure with panel
regression. The positive relationship between
liquidity and the likelihood of blockholder
formation is documented. While, Cueto &
Switzer (2013) analyze the association by using
Brazil and Chile intraday data. As high
concentration of ownership structure is a proxy
of weak minority shareholder protection,
dominant shareholders do not decrease market
liquidity. Because the dominant owners have to
maintain a low-cost exit strategy. Jackson
(2013) shows conflicting findings. 71
Caribbean firms with concentrated ownership
are linked to lower liquidity during 2005 to
2011. By constructing four-dimensions
corporate governance index, (Prommin et al.,
2014) and (Prommin, Jumreornvong, Jiraporn,
& Tong, 2016) denote the similar results as
Chung, Elder, & Kim (2010). The positive
relationship between governance quality and
liquidity in found within firm-level. However,
they investigate the relationship by employing
only 100 largest stocks in Thailand for a small
period between 2006 and 2009. On the other
hand, Fu et al. (2015) suggest that family firms
have more liquidity than the others due to
effective monitoring activities and lower
agency problem. As prior studies are mostly
affected by limited sample and inadequate
liquidity proxies, Ali, Liu, & Su (2017)
examine the influence of corporate governance
quality (CGQ) index on various types of
liquidity measure by using 1,207 Australian
listed firms for the period of 2001 to 2013.
Their results show a positive relationship
between corporate governance and stock
liquidity.

2.3 Hypothesis development

This study considers information
asymmetry as corporate governance proxy that
affect stock liquidity. Trading under
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information asymmetry leads to an adverse
selection problem of investor behavior,
uninform traders , dealer (Glosten & Milgrom,
1985).

This study focusses on Thailand which
is an emerging market and transition in
corporate governance since Asian financial
crisis in 1997. This study categorizes firm by
level of corporate governance ranking into
groups to investigate effect of corporate
governance to stock liquidity.

H3: High corporate governance firm has more
stock liquidity than low corporate governance
firm.

3. Data
This study uses listed company in the
stock exchange of Thailand. Data are retrieved

ILLIQ, =Diz'3iy

ly

t=1

from Thomson Reuters Eikon. The data
consists of 395 companies, during 2006 — 2017.
Total observation is 4,740 firm-year.

This study uses corporate governance
index by Thai Institute of Director (Thai IOD).
Data collected from Thai 10D website. This
data is publicly available and generally used by
financial institution, for example mutual fund
that has objective of investment on good
corporate governance. This study uses liquidity
measure follow (Prommin et al., 2014), which
is includes Illiquidity ratio (Amihud, 2002).

Iliquidity ratio Amihud's (2002) the
average ratio of the daily absolute stock return
to trading volume on one-time
period.llliquidity ratio Amihud's (2002) the
average ratio of the daily absolute stock return
to trading volume on one-time period.

Rys|/VOLD,, (1)

where Riyg represents the return on stock i on day d of year y, VOLDiyq is the respective daily
volumet, and Diy is the number of days when data are available for stock i in year y (Amihud,
2002). This study uses firm characteristic as control variables, total assets, stock price, return of
stock, stock return volatility, firm age, institutional ownership, industry, country, and year dummy

follow Chung et al. (2010).

4. Methodology

This study uses panel-data regression
and Difference-in-Differences (DiD)
estimators (Roberts & Whited, 2011).
Following Chung et al., (2010); Lei et al.,
(2013), the panel-data regression equations as
follows.
4.1 Panel Random-effects Linear Regression

Based on panel data, this study employs
Panel Random-effects linear regression model
to analyze the impact of level of good corporate
governance of the firm on level of illiquidity of
that particular firm (Roberts & Whited, 2011).
Following Chung et al., (2010); Lei et al.,
(2013), the Panel Random-effects regression
model can be stated as follows.

Model

ILLIQ. = X. B+U, ®)

and Uy =V +&,i=12,.. N, t=12,...T
where ILLIQ is illiquidity measure that is Amihud’s Illiquidity ratio (Amidud, 2002).
Xit 1s NTx8 matrix of independent and control variables

X, =| Govindex,

price,,
Govlindexit is corporate governance index of Thai Institute of Directors of stock i in year t. Priceit
is price of stock i in year t. Returnit is return of stock i in year t. Volatilityi: is stock return volatility
of stock i in year t. FirmSizei: represents firm size which is measured by total assets of stock i in
year t. Ageit is firm age of stock i in year t. TradingVolumeit is trading volume of stock i in year t.
[lj is cross-sectional Random-effects of stock i. [t is stochastic random error term of stock i in
year t.

Return, Volatility, FirmSize, Age, TradingVolume, (3)
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However, since the dependent variable,
ILLIQit (Illiquidity ratio), has positively skew
distribution with very high extreme values,
random-effects upper bound Tobit model is
also applied in order to avoid biased result
which is caused by the high extreme values.

Figure 1 illustrates distribution of Amihud’s
illiquidity (ILLIQit) of the data in this study,

The random-effects upper bound Tobit model can be stated as:

XiB+Uy

ILUan{ .

and Uy =V +&

where A represents the upper limit censored point.

This Random-effects upper bound Tobit model
is estimated by Maximum Likelihood

5. Empirical results

This study collects stock data from
Thomson Reuters Eikon, and corporate
governance index from Thai Institute of
Directors during 2006-2017. The analysis
includes both annual and monthly data for the
result verification. The data are from total of
364 listed companies in the stock exchange of
Thailand (SET).

To determine whether there exists the
differences between annual and monthly data,
descriptive statistics of the two data are
separately shown in Panel A and Panel B of
Table 1, Table 1 respectively. illustrates
descriptive statistics of Amihud’s illiquidity, all
data and categorized by corporate governance
index of Thai Institute of Directors (IOD), and
the factors determining liquidity, including
price inverse, stock return volatility, firm age,
size, turnover by volume.

For both annual and monthly data,
mean and median of Amihud’s illiquidity are
differences among different groups of
corporate governance. High level of corporate
governance groups, 4-star and 5-star firms,
have lower mean and median of Amihud’s
illiquidity, implying that they have higher
liquidity compare to those with lower level of
corporate governance. Additionally, with the
hugh differences between mean and median of
Amihud’s illiquidity, it indicates that this
variable, Amihud’s illiquidity, has positively
skew distribution with very high positive

which show extremely positively skew
distribution.

4.2 Panel Random-effects Tobit Model

if ILLIQ. <A

. Q (4)

if ILLIQ, >4

estimation using Guass-Hermite Quadrature
method.

extreme value (the maximum value is very
high). This positively skew distribution
suggests that the econometric model of this
dependent variable should be either Panel
Random-effects Tobit Model or Panel Fixed-
effects Quantile Regression Model.

Descriptive statistics of the control
variables, including price inverse, stock return
volatility, firm age, firm size, and turnover by
volume, show relatively symetric distribution
since their mean and median are less different
with relatively moderate standard deviation.

Estimated Results of Econometric
Models

The estimated results of Random-
effects Linear Model, Random-effects Tobit
Model, and Fixed-effects Quantile Regression
Model using annual data and monthly data are
illustrated in and Table 4.3, respectively.
Based on the estimated results using annual
data in Table 4.4, the estimated results of
Random-effects Linear Model reveal positive
significant impact of 3-star CG score on
Amihud’s illiquidity, which is opposite
direction from that suggested by the theory, and
insignificant negative impacts of 4-star and 5-
star. These unfavorable results might be caused
by the positively skew distribution of the
dependent variable, Amihud’s illiquidity. To
cope with this problem, Random-effects Tobit
Model and Fixed-effects Quantile Regression
are estimated. According to the results of
Random-effects Tobit Model, 3-star CG score
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indicates insignificant positive coefficient,
implied no impact, while 4-star and 5-star
reports significant negative impacts on
illiquidity. Negative impacts of corporate
governance are also confirmed by the estimated
results of Fixed-effects Quantile Regression
Model. All corporate governance variables, 3-
star, 4-star, and 5-star reveal negative impacts
on Amihud’s illiquidity. These results imply
that good corporate governance can lead to
higher market liquidity of the listed company.
This conclusion is also confirmed by the
estimated results of all three models using
monthly data. As shown in 3Table 4.5, the
estimated results of all three models illustrate
negative impacts of corporate governance
index, 3-star, 4-star, and 5-star, on Amihud’s
illiquidity.

Based on the estimated results of both
annual data and monthly data, all control
variables do have significant impacts on
Amihud’s illiquidity as suggested by the
conceptual framework. Inverse of stock price
(priceinverse), volatility of stock return
(volatility), and size of the firm (Inta) have
significant positive influence on Amihud’s
illiquidity. This implies that when price of
stock increase or decrease, liquidity of that
stock will increase and decrease as well.
Increase in volatility of stock return will result
in reducing liquidity of that stock. Smaller size
firms, in term of total asset, tend to have higher
level of liquidity than those with bigger size.

Age of the firm (age) and turnover of
the stock (Intv) all have significant impacts on
Amihud’s illiquidity. The results are according
to what are expected by the conceptual
framework. The companies that have been
listed for longer period of time have more
liquidity than those with shorter period of
listing time. Higher turnover of the stock leads
to lower liquidity of that stock.

Robustness Tests

In order to confirm the finding of this
study, robustness tests are also performed. The
nonparametric testing results of Gamma rank
correlation  between  IOD’s  Corporate
Governance Index (Govindex) and Level of
Iliquidity (ILLIQ_Level) using annual data and
monthly data indicate significant negative rank
correlation between these two ordinal-

measured variables. Tables 4 and 5 illustrate
frequency of observations categorized by
IOD’s  Corporate ~ Governance  Index
(Govindex) and Level of llliquidity
(ILLIQ_Level) and Gamma rank correlation
using annual data and monthly data,
respectively. Gamma values of -0.1964 and -
0.2032 imply that firms with higher level of
IOD corporate governance score can be
expected to have lower level of Amihud’s
illiquidity (or higher liquidity).

To reconfirm the robustness test of the
rank correlation, Random-effects Ordered
Probit models are estimated using annual data
and monthly data. Table 6 reveals the estimated
results of Random-effects Ordered Probit
Model using annual data and monthly data. The
significant negative estimated results of
coefficients of corporate governance dummy
variables (cg3, cg4, and cg5) confirm that
higher level of corporate governance score lead
to lower level (rank) of Amihud’s illiquidity.

According to the robustness tests results
in Tables 4, 5, and 6, these ordinal level
measure of illiquidity analyses also help
confirm impacts of good corporate governance
on liquidity of the stock. In addition, Table 7
shows average change of Amihud’s illiquidity
(ILLIQ) caused by one level change in I0D’s
corporate governance index (Govindex) during
two sub-periods (2007-2011 and 2012-2017).

During the first sub-period 2007-2011,
the cases of one level change in IOD corporate
governance score, including no-star to 3-star, 3-
star to 4-star, and 4-star to 5-star, have positive
mean (increase) in Amihud’s illiquidity
(102.663, 3.180, and 0.930) with very high
standard deviation (446.413, 459.553, and
373.120). Since the median of the changes are
a lot less than the mean, it implies that the
magnitudes of the changes in Amihud’s
illiquidity caused by one level change in 10D
corporate governance score are positively skew
distributed with high positive extreme value
(maximum).

Based on the second sub-period 2012-
2017, all cases of one level change in 10D
corporate governance score, including no-star
to 3-star, 3-star to 4-star, and 4-star to 5-star,
have negative mean (decrease) in Amihud’s
illiquidity (-20.514, -35.417, and -4.455) with
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moderately level of standard deviation (75.107,
131.842, and 22.906). The median of the
changes are more than the mean, which
indicates negatively skew distribution of the
changes in Amihud’s illiquidity with low
negative extreme value (minimum).

The opposite direction of the impacts of
improving corporate governance during the
first sub-period 2007-2011 and the second sub-
period 2012-2017 indicate that before 2012,
impact of improving corporate governance
score does not help increasing liquidity of the
stock but instead reducing liquidity. After
2012, improving one level of corporate
governance score helps increasing liquidity of
the stock. Therefore, these findings also help
confirm the relationship between good
corporate governance and liquidity.

6. DISCUSSION & CONCLUSION

This study has provided evidences of
relationship  between  good  corporate
governance and stock market liquidity. Based
on information asymmetry and adverse
selection concept, listed companies can provide
investors their better operating performance
information by sending signal through good
corporate governance practice (Chung, et al.,
2010; Prommin et al., 2014; and Prommin, et
al., 2016). Better corporate governance score of
the stocks help reducing level of information
asymmetry. Then, investors have more
confident in these stocks and trade more on
these stocks, thus, trading volumes of these
stocks increase as well as stocks market
liquidity. Unlike other studies, this study takes
into account of the positively skew distribution
of stock market liquidity measured by
Amihud’s illiquidity by employing Random-
effects Tobit Model, and Fixed-effects Quantile
Regression Model. Then, the estimated results
of this study reveal the significant impacts of
corporate governance measured by 10D
corporate governance index (no-star, 3-star, 4-
star, or 5-star) on stock liquidity measured by
Amihud’s illiquidity, which is in line with
previous studies (Chung, et al., 2010; Prommin
et al., 2014; and Prommin, et al., 2016). Thus,
hypothesis of the study is confirmed. Similar to
Chung, et al. (2010), the results suggest that
listed companies can alleviate information-

based trading and improve stock market
liquidity by improving their corporate
governance score, which can help lower
information asymmetry problem.

By changing scale of measurement of
liquidity as ordinal level, robustness test using
nonparametric rank correlation and Random-
effects Ordered Probit model also reveal the
ordinal-level relationship  between 10D
corporate governance score and level of
liquidity. The findings of this study are
remarkably robust to alternative statistical tests
and different scale of measurement of liquidity.
Additionally, corporate governance score
improvement lead to higher level of liquidity.
Based on sub-period analysis, Thai investors
seems not to value much on 10D corporate
governance index during 2007-2011 since the
result indicate positive average change in
Amihud’s illiquidity. After 2011, Thai 10D
reconstructed its corporate governance index,
mutual fund managers then took into account of
corporate governance score of the stocks to
help forming their portfolio. As a result,
corporate governance score improvement
during 2012-2017 reveals negative average
change in Amihud’s illiquidity, which imply
increasing liquidity. Furthermore, similar to
previous studies (Foo & Zain, 2010; Chung, et
al., 2010; Karmani & Ajina, 2012; Chung, et
al., 2012; Lei, etal., 2013), the estimated results
of all regression models show significant
effects of all control variables on stock
liquidity.
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Table 1. Descriptive statistics of stock return and liquidity measures.

This table shows descriptive statistics of the standard deviation of stock return. Firm age
variables in this study during 2006-2017. Illiq is age of firm from IPO date. Ln(Firm Size) is
is Amihud illiquidity ratio, all data and measured by logarithm of total assets.
categorized by corporate governance index of Ln(Turnover by Volume) is measured by
Thai Institute of Directors (I0OD). 1/Price is an  logarithm of turnover by volume.

inverse of stock price data. Return Volatility is

Panel A: Annual Data

Variable Obs Mean Median  Std. Dev. Min Max
g 2,977 1127085 3.5022 302.1050 0.0000 4783.2490
CG No-star 811 116.8941 4.1077 280.1586 0.0000 2396.8790
CG 3-star 902 155.8630 6.1194 333.8065 0.0000 4359.7980
CG 4-star 901 92.2577 3.0384 319.4313 0.0002 4783.2490
CG 5-star 363 46.8856  0.2432 183.3089 0.0001 2084.5550
1/Price 2,977  0.4894 0.1980 1.2567 0.0013 33.3333
Return Volatility 2,977  0.0553 0.0287 0.3947 0.0013 12.4128
Firm age 2,977 23.4068 23.8028 8.2900  10.8389  42.9972
Ln(Firm Size) 2,977 15.6822 15.3448 1.6965  11.2037  21.8458

Ln(Turnover by Volume) 2,977 10.8437 10.8766  4.4799 0.5596 23.5943

Panel B: Monthly Data

Variable Obs Mean Median  Std. Dev. Min Max
g 53,479 94.6613 0.5273 356.2681 0.0000 9881.1620
CG No-star 18,752 135.9254 0.7901 438.7916 0.0000 9881.1620
CG 3-star 15,189 104.4503 1.2660 361.5682 0.0000 7774.7830
CG 4-star 14,131 59.6603  0.3453 274.0753 0.0000 5905.4650
CG 5-star 5407 155283 0.1035 92.2504 0.0000 2175.2220
1/Price 53,479 0.7366 0.1905 3.8962 0.0003  100.0000
Return Volatility 53,479 0.0956 0.0510 0.2335 0.0000 15.0625
Firm age 53,479 17.1174 17.2868  8.6402 0.0411 42.6585
Ln(Firm Size) 53,479 11.0066 11.3318 2.8721 1.2321 24.0579

Ln(Turnover by Volume) 53,479  8.9640 9.6499 3.4891 -2.3026  19.3114
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Table 2. Estimated Results of Random-effects Linear Model, Random-effects Tobit Model, and
Fixed-effects Quantile Regression Model using Annual Data.

RE-Linear is Random-effects Linear Model.
RE-Tobit is Random-effects Tobit Model. FE-
QReg is Fixed-effects Quantile Regression
Model. cg3 is dummy variable of 10D
corporate governance index, value equals to 1
for 3-star and O otherwise. cg4 is dummy
variable of 10D corporate governance index,
value equals to 1 for 4-star and O otherwise. cg5
is dummy variable of 10D corporate

governance index, value equals to 1 for 5-star
and 0 otherwise. priceinverse is an inverse of
stock price data. volatility is the standard
deviation of stock return. age is age of firm
from IPO date. Inta represents size of the firm
measured by logarithm of total assets. Intv
represents turnover of the stock measured by
logarithm of turnover by volume.

RE-Linear RE-Tobit FE-QReg
cg3 24.8099* 0.2229 -1.0934
cgd -7.0201 -0.4572 ** -14.0985 ***
cg5 -0.3996 -1.3231 **x* -4.9257 ***
priceinverse 17.5850*** 0.4507 *** 20.9306 ***
volatility 49.9615 *** 0.9726*** 29.7871***
age -0.7653 -0.0728 *** -0.4736***
Inta 2.1368 0.0753* 1.4423 %%
Intv -30.4129%%** -1.1105*** -11.5906 ***
Constant 410.1833*** 18.1968 ***
sigma_u 1.7872%**
sigma_e 3.3717***
N 2977 2977 2977
No Group 364 364 364
Chi-square 777.19*** 2733.61%**
Overall R2 0.2075

"p<0.05 "~ p<00L, " p<0.001
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Table 3. Estimated Results of Random-effects Linear Model, Random-effects Tobit Model, and
Fixed-effects Quantile Regression Model using Monthly Data.

RE-Linear is Random-effects Linear Model.
RE-Tobit is Random-effects Tobit Model. FE-
QReg is Fixed-effects Quantile Regression
Model. cg3 is dummy variable of 10D
corporate governance index, value equals to 1
for 3-star and O otherwise. cg4 is dummy
variable of 10D corporate governance index,
value equals to 1 for 4-star and O otherwise. cg5

governance index, value equals to 1 for 5-star
and 0 otherwise. priceinverse is an inverse of
stock price data. volatility is the standard
deviation of stock return. age is age of firm
from IPO date. Inta represents size of the firm
measured by logarithm of total assets. Intv
represents turnover of the stock measured by
logarithm of turnover by volume.

dummy variable

IOD corporate

RE-Linear RE-Tobit FE-QReg
cg3 -4.0607 ** -0.0453 -2. 7144 %%
cgd -2.2887 -0.2215%%** -3.8422 ***
cg5 -2.7418 -0.1668** -4,2833 ***
priceinverse 0.7860 *** 0.0180*** 0.5381 ***
volatility 149.0707 *** 1.5877*** 370.1578***
age -0.2912 -0.0500 *** -0.3468 ***
Inta 2.8783*** 0.0410*** 0.8160 ***
Intv -19.7908 *** -1.0099 *** -5.7240 ***
Constant 201.7362*** 13.2204 ***
sigma_u 2.1887 ***
sigma_e 2.5556 ***

N 53479 53479 53479
No Group 364 364 364
Chi-square 2527.76*** 16356.04 ***

Overall R2 0.1965

"p<0.05, "~ p<0.01,

*hk

p < 0.001
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Table 4. Frequency of Firm-year Categorized by IOD’s Corporate Governance Index
(Govindex) and Level of Hliquidity (ILLIQ_Level).

ILLIQ_ Level
Govlindex 1 2 3 4 Total
No Star 158 220 213 220 811
19.5% 27.1% 26.3% 27.1% 100%
3-Star 160 217 224 301 902
17.7% 24.1% 24.8% 33.4% 100%
4-Star 230 241 247 183 901
25.5% 26.8% 27.4% 20.3% 100%
5-Star 185 73 61 44 363
51.0% 20.1% 16.8% 12.1% 100%
Total 733 751 745 748 2,977
24.7% 25.2% 25.0% 25.1% 100%

Gamma = -0.1964***

Note: *** indicates significant at 0.01.

Table 5. Frequency of Firm-month Categorized by IOD’s Corporate Governance Index
(Govindex) and Level of Hliquidity (ILLIQ_Level).

ILLIQ_ Level
Govindex 1 2 3 4 Total
No Star 3,421 4,655 4,525 6,151 18,752
18.2%  248% 24.1%  32.8% 100%
3-Star 2,091 3,670 4,595 4,833 15,189
13.8% 242%  30.3% 31.8% 100%
4-Star 3,240 4,182 3,895 2,814 14,131
229%  29.6% 27.6%  19.9% 100%
5-Star 2,109 1,681 1,201 416 5,407
39.0% 31.1% 22.2% 7.7% 100%
Total 10,861 14,188 14,216 14,214 53,479
20.3%  26.5%  26.6%  26.6% 100%

Gamma = -0.2032***

Note: *** indicates significant at 0.01.
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Table 6. Estimated Results of Random-effects Ordered Probit Model using Annually Data and

Monthly Data.

cg3 is dummy variable of 10D corporate
governance index, value equals to 1 for 3-star
and 0 otherwise. cg4 is dummy variable of 10D
corporate governance index, value equals to 1
for 4-star and O otherwise. cg5 is dummy
variable of 10D corporate governance index,
value equals to 1 for 5-star and O otherwise.

priceinverse is an inverse of stock price data.
volatility is the standard deviation of stock
return. age is age of firm from IPO date. Inta
represents size of the firm measured by
logarithm of total assets. Intv represents
turnover of the stock measured by logarithm of

turnover by volume.

ILLIQ_ Level Annual Data Monthly Data
cg3 0.1079 -0.0499***
cg4 -0.0423** -0.0533**
cg5 -0.4179*** -0.1383***
priceinverse 0.1218*** 0.0521***
volatility 0.4347*** 0.5012**
age -0.0263*** -0.0394***
Inta -0.1300*** -0.0405***
Intv -0.3884 *** -0.6028***
(1 -8.1586 *** -7.7730***
(12 -6.6801 *** -5.9117***
(3 -5.1983 *** -3.9149***
sigma_u 0.5391 *** 0.8298***
N 2977 53479

No Group 364 364
Log-likelihood -2584.96 -34739.76
Overall Chi-square Test 1587.47 *** 19072.99***
Chi-square-Bar 237.34 *** 8295.53***

*kk

“p<0.05 " p<0.01,

p < 0.001
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Table 7. Descriptive Statistical Indices of Change of Amihud’s Illiquidity (ILLIQ) After Change
in IOD’s Corporate Governance Index (GovIndex) during 2007-2011 and 2012-2017.

0 > 3 represents the case that the firm 10D increases one level from 3-star to 4-star. 4 > 5
corporate governance score increases one level  represents the case that the firm 10D corporate
from no-star to 3-star. 3 > 4 represents the case  governance score increases one level from 4-
that the firm IOD corporate governance score  star to 5-star.

Period 2007-2011 2012-2017
CG-Change 0>3 3>4 4>5 0>3 3>4 4->5
Firm-year (# obs.) 74 70 32 96 119 71
Mean 102.663 3.180 0.930 -20.514 -35.417 -4.455
Median 67.553 -1.981 -1.563 -0.008 -0.001 -0.001
Std. Dev. 446.413 459.553  373.120 75.107 131.842 22.906
Minimum -972.357  -1723.934 -569.291 -508.400 -702.241  -146.127

Maximum 1187.658 1390.975 1833.472 12.596 13.193 5.623
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