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Abstract— The kingdom of Morocco, the 3rd largest financial market and the 2nd   most promising emerging 

economy in Africa, has underway  from early 1990’s a series of economic and regulatory reforms which has fostered, in 

2008, to the establishment of the national code of corporate governance (Bloomberg Annual Emerging Markets’ Report, 

2015).  

 

Amid the milestone that corporate governance in Morocco has achieved during the past decade such a practice is still as of 

today at its embryonic stage. Except from the banking sector, compliance to best practices of corporate governance is as 

of today taken on voluntary basis. Furthermore, there is no existing practice referential proper to the Moroccan market 

that measures the degree of compliance of Moroccan companies in terms of corporate governance.  Moreover, there are 

few empirical researches that tackled the impact of best practices of corporate governance on the financial performance in 

Morocco. 

 

This article aims; therefore, to empirically test the impact of best practices of corporate governance on the financial 

performance of big sized Moroccan firms. We will base our model on the International Shareholder Services scoring 

system which was contextualized to reflect the specificities of Moroccan companies and then submitted to validity tests 

using partial least square model (PLS.) 

 

Keywords— Best practices of Corporate Governance, Financial performance, Moroccan big sized 

Companies, Factor Analysis,  SEM and PLS. 

 
 

I. INTRODUCTION 
 

The belief that good corporate governance leads to superior performance is, still as of today, widespread in the corporate 

world and even regarded by senior management as a panacea.[1] Moreover, for more than two decades, the American 

model of corporate governance was heralded as being the most successful system at creating value.  

 

However, the recent financial scandals lead us to question the relevance of the existing best practices of corporate 

governance. [2] Oddly enough, some control mechanisms of corporate governance have had perverse effects encouraging 

executives to adopt deviant behaviors and thus result in poor financial performances. [3] Therefore, it seems sensible to 

revisit the question and to explore to which extent the best practices of corporate governance yield to a better 

performance for corporate?  

 

In 2008, the National Corporate Governance Commission - jointly created by the Ministry of Economic and General 

Affairs and the General Confederation of Moroccan Enterprises - issued the first draft of the Moroccan Code of 

Corporate Governance.  
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Morocco has embarked since the 1990s, in a string of economic liberalization reforms and has pledged to strengthen its 

institutional, regulatory and legal frameworks. These efforts were awarded in 2011, when the country was raised to the 

investment grade category, and confirmed by rating agencies in 2012. 

 

In Morocco, the primary sources of corporate governance legislation are the Commercial Code, the Investment Charter, 

the Law on Partnerships, Limited Partnerships, Limited Partnership by Shares, Limited Liability Companies and Joint 

Ventures; and the Law on Public Limited Companies.  

 

Our present article aims to test the accuracy of this belief in the context of Morocco by testing the validity of models 

proposed and validating or refuting our hypotheses using structural equations model (SEM) and more precisely the Partial 

Least Squares model (PLS).   

 

II. THE CONCEPTUAL MODEL 
 

The main objective of corporate governance is to ‘govern’ the behaviour of managers and align their decisions to the best 

interests of shareholders.  Thus, the act of ‘governess’ underpins two functions: a “constraining” function  which is 

represented by the disciplinary paradigm of corporate governance  and an “enabling” educational function covered by the 

cognitive approach of governance [8]. 

 

Understandably, the key objective of good corporate governance should be then to improve and maximize stakeholders’ 

wealth and welfare.  Thus once implemented, an effective corporate governance system can help to insure an appropriate 

division of power among shareholders, the board of directors, and management and to warrant a sound financial 

performance [13]. 

  

In their attempt to help corporations implementing this concept, a number of supranational entities have proposed 

different guidelines of best practices of corporate governance.  Nevertheless, the OECD offers a holistic approach to 

implementing corporate governance and states:  “Good corporate governance should provide proper incentives for the 

board and management to pursue objectives that are in the interests of the company and its shareholders. As a result, the 

cost of capital is lower and firms are encouraged to use resources more efficiently, thereby underpinning growth.”[4].  

 

A. Mechanisms of corporate governance  
According to Vo and Phan, the literature review from relevant academic studies has indicated the following characteristics 

applied to corporate governance such as: 1- board effectiveness; 2- the independence of audit committee; 3- board 

compensation; and 4- shareholder’s protection [30]. 

 

Previous empirical studies came to a consensus upon the common mechanisms used to implement and improve corporate 

governance within organizations. The majority of researchers have identified the following measures of good corporate 

governance namely: (a) board size; (b) presence of female board members; (c) duality of the CEO; (d) education level of 

board members; (e) board working experience; (f) independent directors; (g) board compensation; (h) board ownership; 

and (i) block holders [14], [27], [30], [32], [35] and [38] 

 
B. Financial performance measures ( PERFIN) 

The assessment of financial performance of a company, in general, is done through its financial ratios. Over the past three 

decades, researchers have tried to prove the relevance and the usefulness of these proposed ratios in portraying a true 

reflection of a firm financial situation. Using principal component factorial analyses, researchers such as Chen and 

Shimerda and Zeller and al have found that financial performance could be measured by five types of ratios namely: 

profitability, liquidity, productivity, growth analysis and capacity of financing [21]. 
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However, financial performance, as it is viewed by the majority of governance scholars, has been limited to stock value 

performance and profitability measures. Several authors have classified the measurement criterion of company’s 

performance into two main criterions mainly the profitability and stock performance [25], [4], [12], [32] and [38]. As per 

profitability, the most commonly used indicators are net profit and ROA.  To gauge stock performance, a number of 

researchers have indicated four indicators mainly: ROE, dividend yield, Price earning and MTB.     

 

C. The effect of corporate governance on Financial performance  
One of the emerging and most controversial issues in the field of management is the mechanisms of corporate governance 

and their influence on the value of a firm. Various studies in a number of domains like accounting, economics, finance, law 

and management were conducted to understand the nature of the relationship between the two concepts. [16], [17], [18], 

[19], and [20].   

 

Love states in his study that the ultimate outcomes of corporate governance are higher cash flows and superior 

performance of the firm [13]. Wessels and Wansbeek confirm the findings of Love and affirm the existence of noteworthy 

association between good corporate governance and the profitability of a firm [27].  

 

Zaharia and Zaharia conducted an empirical investigation of Saudi listed companies and found that weak-governance 

companies have higher input costs, lower labor productivity, lower equity return, lower value, and lower operating 

performance than good-governance companies [28]. 

 

D. The model  
In this section, we will discuss the constructs of the proposed model. 

 

- Board effectiveness  (BE) 
 Emerged from the contractual theories of corporate governance, the board effectiveness depends on how well this latter 

performs its monitoring and strategic advisory roles [36], [32] and [31].  Wang (2009) argued that board characteristics such 

as composition and internal functioning are crucial to conceptualizing and determining board effectiveness based on the 

shareholder perspective [21].  

 

A study in the UK on more than 2700 companies shows that management compensation and corporate performance are 

more aligned when the compensation committee is similar to a high proportion of independent directors. According to 

this study, the market reaction to profit reports would be more favorable after the formation of these committees [38]. 

 

First hypothesis (H1) – The board effectiveness has a positive impact on financial performance. 

 

-  Audit committee ( AC) 

 A number of studies have found that companies with an audit committee, particularly when the committee is active and 

independent, have less chance for the occurrence of fraud and other irregularities in reporting [1], [15] and [19]. 

 

The recommendations of researchers such as Johnson et al. and Love consent on the importance of the independence and 

competence of the audit committee members. Moreover, Love states that the audit committee should be permanent, 

independent, reporting directly to the board and having an advisory function with at least one member been independent 

and having expertise in accounting and/or auditing [1]. 

 

Several recent studies [36], [25] and [15] have demonstrated a correlation between the independence of the audit 

committee, the degree of oversight and the reliability of the financial statements. Wessels and Wansbeek found that the 

independence of the audit committee has a positive impact on the quality of profitability and valuation ratios [27]. 
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Second hypothesis (H2) - The vigilance of audit committee has a significant and positive impact on financial performance  

 

-  Compensation of executives ( CE) 

 According to Affes [32], the fundamental dilemma of corporate governance is the imperfect alignment of incentives 

between shareholders and managers, which can lead to behaviors and decisions by managers that are not in the interests of 

the firm’s shareholders.  

 

This author refers to the pioneer work of Jensen and Meckling [10] and states that when managers act in their own 

personal interest at the expense of shareholders, it results in agency costs for the firm’s owners, which reduces value of 

shareholders. Affes explains shareholders can use managerial incentives to help align the manager’s interests with those of 

shareholders.  

 

Third hypothesis (H3) - The effectiveness of compensation package has a positive effect on financial performance  

 

- Progressive  practices ( PP) 

The progressive practices are rooted in the enabling role that the board can play through the transparency of its policies 

and strategic decisions and the assessment of the performance of its leaders [19]. According to Gillan [11], these practices 

infer that firms have adopted innovative strategic approaches which in turn entail more ability to improve both the 

performance of the company’s stock and its profitability. 

Hallara and Mrad [2] affirm the statement of Gillan in their study of 2010. These authors explain that the innovative 

behaviour of board members fostered by progressive practices positively affects the performance of the company.  

 

Fourth hypothesis (H4) – The progressive practices have a positive effect on financial performance  

 

 

 

 

 

 

 

 

 

 

 

 

 

Fig 1. The proposed model  

 

III. RESEARCH METHODOLOGY 
 

We used in this research as a method the study by questionnaire. This latter consisted of 31 items measuring seven 

constructs drawn from literature review and adapted to the context of Moroccan companies.  

 

We have underway in an earlier stage of this research a contextualization study that aimed to adapt our conceptual 

framework drawn from the literature review to the particularities of the Moroccan big sized companies.  
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Due to the limited number of big sized companies (circa 500 firms), we used the convenience sampling technique to 

collect data. The questionnaire was administrated via Google form. A brief description of the research objectives and a 

definition of corporate governance were given beforehand to the respondents. A total of 57 responses were obtained. 

Three incomplete questionnaires were rejected.  

 

We report the data and characteristics of the 54 participants in Table I. 

 

TABLE I  

CHARACTERISTICS OF THE SAMPLE 

  Participants   % Valid % 
Accumulated 

% 

sector 

Valid  

consumer 

products 
22 41% 41% 41% 

financial 10 19% 19% 59% 

construction 9 17% 17% 76% 

mining 7 13% 13% 89% 

telecom 6 11% 11% 100% 

total 54 100% 100%   

capital structure 

Valid  

institutional 28 52% 52% 52% 

international 18 33% 33% 85% 

private 8 15% 15% 100% 

total 54 100% 100%   

position of the respondents 

Valid 

CFO 30 56% 56% 56% 

COO 14 26% 26% 81% 

CEO 10 19% 19% 100% 

total 54 100% 100%   

 

IV. MAIN FINDINGS 
 

We used in data analysis two methods. The first one is of exploratory purpose namely the factor analysis. The 

confirmatory analysis is based on Structural Equation Model (SEM) and more precisely the partial Least Square method 

(PLS). 

  

Our confirmatory approach to data analysis is of two steps. The first step of evaluating the measurement model is to check 

if the model presents a good fit to the data collected and the second step (structural model) is to underway hypothesis 

tests. 

 
A. Measurement model 
Exploratory factor analysis was performed at the beginning using a Varimax rotation principal component analysis to 

extract the six factors using XLSTAT 20.  Confirmatory factor analysis was then performed using SMART PLS 3 to 

evaluate the measurement model in terms of measurement reliability, convergent validity and discriminant validity.  
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Convergent validity can be evaluated using three criterions as recommended by Fornell and Larcker [41]: (1) loading 

greater than 0.50; (2) CR composite reliability greater than 0.7 and; (3) the Converging Validity Index (CVI) should exceed 

0.5. 

 

TABLE II  

  CONVERGENT VALIDITY 

 

 

As shown in Table II, the results indicate that all constructs correspond to their respective items. All saturation coefficients 

are above the threshold of 0.50.  it is to be mentioned that  eight items were eliminated due to saturation levels lower  than 

0.50 namely: XCEO, DUAL, LIQ, GREU, IND, REREU,  CAS, GROS and TURN.  

 

The Cronbach alpha values range from 0.817 to 0.925 and are above the threshold value of 0.7. Composite reliability 

values (CR) are greater than 0.7 and the converging validity indices are all above the recommended level of 0.5, indicating 

good internal consistency. [39] 

 

As per discriminant validity, the matrix of Fornell and Larcker depicts the square root of the CVI, represented as the 

diagonal axis of the matrix, which should be superior than the off diagonal correlation estimates [40].  Table III illustrates 

the sound discriminant validity of our constructs. 

 

 

 

 

 

 

 

 

 

Constructs  
Items of 

measurement  
Loading>0.5 

α of 

cronbach>0.7 
CR>0.7 CVI >0.5 

BE 

GOV IND 0.873 

0.925 0.944 0.771 
RENU IND 0.834 

MAND 0.89 

SIZE 0.889 

AC 
IND 0.939 

0.872 0.94 0.886 
TRANS 0.943 

CE 
COMU 0.936 

0.883 0.944 0.894 
STC OPT 0.933 

PP 
PERF 0.9 

0.817 0.915 0.844 
TRANS CONS 0.937 

PERFIN 

NI 0.874 

0.913 0.932 0.696 

ROA 0.808 

DIV 0.791 

P/B 0.799 

PER 0.815 

ROE 0.825 
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TABLE III 

  DISCRIMINANT VALIDITY 

 

 

 

 

 

 

 

 

 

 

B. Structural model  

The robustness of the structural model is measured by three criterions [41] namely: the quality of the structural equation 

(Q²), the nomological validity (Chin R²) and the goodness to fit (GOF). The results obtained are satisfactory. 

The Q² is above the threshold which depicts the strong predictive ability of our model. The R² is superior to 0.1 which 

proves the nomologic validity of our model. The goodness to fit is robust with a ratio of 0.86 which is superior to the 

threshold of 0.3 (See Table IV). 

TABLE IV  

VALIDITY OF THE STRUCTURAL MODEL 

Constructs Q²>0 R²> 0.1 GOF>0.3 

CA 0.609 0.55 

0.86 

AUD 0.543 0.45 

COMP 0.502 0.46 

PROG 0.442 0.42 

PERFIN 0.469 - 

 

C. Testing of research hypotheses 

In the last step, a structural equation analysis was conducted to estimate the causal relationships between the dimensions 

of the research model. The study of the significance of standardized regression coefficients, the t- value and p- value (see 

Table V) led us to confirm all the hypotheses.  

 

TABLE V  

VALIDITY OF RESEARCH HYPOTHESES 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  AUD CA COMP PERFIN PROG 

CA 0.941         

BE 0.762 0.878       

CE 0.514 0.686 0.945     

PERFIN 0.715 0.767 0.700 0.834   

PP 0.375 0.372 0.202 0.584 0.919 

 

Original Sample 

(O)>0 
T Statistics >2.3 P Values<0.05 VALIDITY  

BE -> PERFIN 0.239 5.973 0.000 H1validated  

AC -> PERFIN 0.126 5.794 0.000 H2 validated  

CE -> PERFIN 0.099 5.,206 0.,000 H3validated  

PP -> PERFIN 0.083 3.,968 0.000 H4 validated 
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V. DISCUSSION AND CONCLUSION 
 

The effectiveness of the board of directors is viewed by the literature as the most important mechanism to install best 

practices of corporate governance [40]. Its merits were subject to a large number of studies that confirm its positive effect 

on financial performance [36], [32] and [31].  The outcomes of this research converge with this statement. The path 

coefficient between the board effectiveness (BE) and the financial performance (PERFIN) is the highest with a ratio 

0.239.  Thus, we were able to prove that an effective board leads to a better financial performance in the context of 

Moroccan big sized companies. 

 

The vigilance of the audit committee is the second mostly discussed and studied mechanism of corporate governance. 

Several studies have proven that companies with an active and independent audit committee have less chance for the 

occurrence of fraud and perform better than others [1], [15] and [19]. The results of this study are in line with this 

assumption. The path coefficient between the vigilance of audit committee (AC) and the financial performance (PERFIN) 

is 0.129 which leads us to validate the second hypothesis. 

 

The compensation of executives comes to solve the fundamental dilemma of corporate governance which is the imperfect 

alignment of incentives between shareholders and managers [13], [18] and [29].  Johnson et al [15] indicate that an efficient 

compensation scheme that aligns the performance of the executives to the long term objectives of the firm leads to a 

better profitability and valuation ratios. The outcomes of this study come to confirm the statement of Johnson et al. as we 

were able to prove the third hypothesis. 

 

The progressive practices are the mechanism supported by the cognitive paradigm of corporate governance [3]. According 

to Finet, these practices urge the firm to adopt innovative approaches and to improve both the performance of the 

company’s stock and its profitability [3] and [14]. Our research has proven that progressive practices yield to better 

financial performance in the context of Moroccan companies. 

 

LIMITATIONS AND CONSTRAINTS OF THIS STUDY 
 

In this study, we used rigorous data collection and analysis methods to promote the validity of the results. However, the 

results presented in this study were obtained from voluntary responses of respondents which are discretionary to their 

judgments, perceptions, and the practices applied within their respective companies. 

 

Our research was marked by a number of constraints such as the difficulty in establishing direct access with respondents, 

the limited size of our sample, the confidentiality and sensitivity of certain information and the time constraint. 
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