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Abstract: Corporate governance and company performance are issues that continue to raise 
interests of the researchers worldwide, as they provide valuable lessons for vast audience, such 
as company owners, company leaders, supervisors and policy makers. This study aims towards 
contributing to the previous literature showing that there is positive correlation between corpo-
rate governance mechanisms and company performance. It specifically focuses on the correla-
tion between board independence and internal audit function existence with performance of the 
companies listed on the Macedonian Stock Exchange, for specific periods 2003-2004 vs. 2014-
2018. In particular, the influence of the board independence and the internal audit function over 
company performance are investigated through Profit, Return on Equity (ROE) and Earnings per 
Share (EPS) indicators. The results of the performed research and analysis suggest that corpo-
rate governance is important for the company performance, i.e. corporate governance improve-
ments such as board member independence and internal audit function have positive impact on 
the performance of the companies listed on the Macedonian Stock Exchange. However, given the 
fact that, other factors apart from board member independence and internal audit function can 
influence the Profit, ROE and EPS of companies, it is reasonable to assume that the increase of 
profit and of ROE and EPS indicators may not be connected exclusively with having independ-
ent board members and internal audit function. First and foremost, this study is of interest for 
company owners and leaders; yet, it also provides useful information for supervisors and other 
policy makers. 
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1. INTRODUCTION

Corporate governance is a never ending process that continuously evolves. It is not a final desti-
nation at which a company can arrive and stay for an extended period of time. Since it includes 
“procedures and processes according to which an organization is directed and controlled” (Eu-
ropean Central Bank, 2004), these procedures and processes need to be updated and enhanced 
continuously, in order to give best possible results. In the past 20 years, many of the high-profile 
corporate collapses (such as Enron Corp. in 2001, WorldCom Inc. in 2002, Lehman Brothers in 
2007/8, British Petroleum in 2010, Volkswagen AG in 2015, Toshiba in 2015, etc.) were linked to 
non-existent, or inefficient and/or ineffective corporate governance systems. According to many 
studies, the implementation and compliance with sound corporate governance practices improves 
and leads to company’s better performance (Apostolov, 2011; Velnampy, 2013; Christensen, Kent, 
Routledge & Stewart, 2015). 

Building upon these studies, this paper shall further investigate whether the independence of the 
board members and existence of internal audit function have influence on the performance of the 
Macedonian companies. It shall assess the performance of the Macedonian companies listed on 
the Macedonian Stock Exchange (super listing and regular listing), for the years 2003 and 2004, 
as period prior to the adoption of the current Company Law of 20044 and the years 2014, 2015, 
2016, 2017 and 2018, as a post adoption of the Law period. It shall accordingly make conclusions 
based on the results of the conducted research.

2. LITERATURE REVIEW

The research related to corporate governance and its effects on company performance has in-
creased significantly throughout the years. This chapter reviews literature highlighting corporate 
governance developments, especially in the area of the relationship between board independence, 
internal audit and company performance.

2.1. Review of definitions for corporate governance

There are usually different views of the nature and the essence of corporate governance, which 
is mostly due to the variety of different approaches taken by different scholars and practitioners, 
and the complexity of the issue. The most widely used definition of corporate governance is that 
corporate governance is “a system by which companies are directed and controlled” (Cadbury, 
1992, p. 15). More specifically it is the framework by which various stakeholder interests are 
balanced. It requires a “set of relationships between company’s management, its board, its share-
holders and other stakeholders”, contributing towards a “structure through which the objectives 
of a company are set, and the means of attaining those objectives and monitoring performance are 
determined” (OECD, 2004).

2.2. Corporate Governance and Company Performance

Different studies have investigated the benefits of sound corporate governance practices on com-
pany performance. Ho (2005, p. 1) states that “corporate governance attributes are inter‐related”, 
therefore assessment of corporate governance based on one attribute may not explain the overall 
corporate governance effect on company performance. In addition, Bauer, Frijns, Otten & Tou-
rani-Rad (2008) find that “not all categories affect corporate performance”, thus improvement 
4 Including the changes of the Company Law related to the internal audit function, applicable since 2011
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of only one particular element of corporate governance might not lead to better performance. 
Research done by Cheung, Evans and Nagarajan (2008) reveals that the corporate governance 
attributes are working simultaneously, meaning that in some cases they may substitute for each 
other, while in other cases they may be complementary. Further on, in their study, Vo and Nguyen 
(2014, p.11) propose solutions for companies to “enhance firm performance through improving 
corporate governance”. All these studies show to some extent that there is a correlation between 
corporate governance and company performance. 

On the other hand, there are empirical studies, most of them not so recent, that have not found 
a statistically significant positive relationship between corporate governance improvements and 
improved company performance (Bhagat & Black, 2002; Ramadan El-Faitouri, 2014; Baysinger 
& Butler, 1985; Hermalin & Weisbach, 1991).

2.3. Independence of the Board and Company Performance

The board of directors has been recognized as an important corporate governance mechanism and 
in light with all the corporate scandals that happened throughout the years more and more regu-
lation was aimed towards improving the structure and the independence of the boards (Sarbanes 
Oxley Act of 2002 in US, EU 8th Company Law Directive, etc.) 

According to the Macedonian Company Law of 2004, the independence of board members is 
measured through:

• not having any material interest or business relation with the company directly as a 
business partner, a member of the management body, supervisory body or an officer of;

• not receiving from the company additional income, again within the previous 5 (five) 
years, 

• not being a relative of any of the members of the management body, supervisory board 
or the officers of the company; and 

• not bring a shareholder with more than 1/10 of the shares in the company.

Many researchers have proven that board independence is important not only for the compa-
nies, but for the overall economy. For example, Collier (2006) argues that strengthening board 
independence and other company-level mechanisms of corporate governance could improve the 
weakness of the companies, thus attract foreign investment, and consequently have significant 
positive influence on the economy. 

Typical one tier board of directors consists of two types of directors, executive and non-executive. 
Mostly, the non-executive directors are seen as “significant long-term and impartial decision-mak-
ers and overseers of the governance process” (Higgs, 2003, p. 93). Hence, outside independent 
board members are perceived as directors that take a “fresh, objective look at business challenges 
and opportunities, and offer advice that synthesizes the perspectives of all parties while enabling 
the company to pursue short- and long-term business objectives” (Eimer, 2008).

The past literature shows inconclusive at times and historically mixed findings regarding the relation 
between board independence and company performance. Namely, some studies have found an insig-
nificant relationship between the presence of outside independent directors and company financial 
performance (Hermalin & Weisbach, 1991; Bhagat & Black, 2000; Klein, 2002; Garg, 2007), while 
other studies have shown that there is a positive relationship between board independence and firm 
performance (Abdullah, 2004; Ameer, Ramli & Zakaria, 2010; Leung, Richardson & Jaggi, 2013).
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2.4. Internal Audit Function and Company Performance

The Internal Audit Function is one of the most important functions when it comes to enhanced cor-
porate governance and sound running of a company. Organizing an internal audit function is crucial, 
as it is a unit that keeps track and oversees the operations of all the units in a company. Management 
of a company that is striving to protect the interests of all the stakeholders should make sure that the 
company has “independent, objective” (Pickett, 1976) strong and influential internal audit function. 

Generally, previous literature dedicated to examining the relationship between internal audit and 
company performance is limited. Past studies were mostly focused on the relationship of the 
external audit or characteristics of an audit committee and company performance (Hassan & Fa-
rouk, 2014; Kipkoech & Rono, 2016; Zraiq & Fadzil, 2018). There are some, but not many, studies 
that focus on characteristics of the internal audit function and company performance (Hutchinson 
& Zain, 2009; Al-Matari, Al-Swidi & Fadzil, 2014).

This study explores if the mere existence of internal audit function, in combination with other 
corporate governance improvements, such as board independence, can influence company per-
formance. 

3. HYPOTHESIS AND METHODOLOGY

The hypothesis of the research is: 

Hypothesis:  Corporate governance improvements such as board independence and internal au-
dit function have positive impact on the performance of the Macedonian companies. 

Below, the methods used to test the hypothesis are presented. 

3.1. Type of data, research approach and methods of data collection

This study considers the effect of certain corporate governance improvements on the performance 
of the Macedonian companies, by extracting data from annual reports of all the companies on the 
super and regular listing on the Macedonian Stock Exchange. In order to confirm the hypothesis 
and to meet the research objectives, both secondary and primary data were used, for the documen-
tary and empirical investigation respectively.

The periods that were researched are the years 2003 and 2004, as period prior to the adoption of 
the current Company Law of 20045 (including the changes of the Law related to the internal audit 
function, applicable since 2011) and the years 2014, 2015, 2016, 2017 and 2018 as a post adoption 
of the Law period.

During the periods stated above (2003-2004 and 2014, 2015, 2016, 2017 and 2018) 66 companies 
in total were regularly or from time to time, listed on super and regular listing on the Macedonian 
Stock Exchange. Only certain number of those companies was chosen for future analysis in this 
paper because of data availability for the referred periods. The companies included in the research 
were: Alkaloid Skopje, Beton Skopje, Granit Skopje, Fersped Skopje, DS Smith AD Skopje, Ho-
teli Metropol Ohrid, Makpetrol Skopje, Makedonijaturist Skopje, Replek Skopje, RZ Inter-trans-
sped Skopje, RZ Uslugi Skopje, Skopski Pazar Skopje, Makstil Skopje, Teteks Tetovo, Tutunski 
5 Prior to 2004 there was no legal requirement to have independent members on the boards.
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kombinat Prilep, Vinarska vizba Tikves Skopje, Toplifikacija Skopje, Vitaminka Prilep, Zito luks 
Skopje, ZK Pelagonija Bitola and Makosped Skopje. Banks were not part of the research due to 
different regulations and corporate governance standards.

The performance indicators used were Profit, Return on Equity (ROE) and Earnings per Share 
(EPS), obtained mostly from annual reports of the stated companies. 

The study used descriptive and comparative analysis to assess and analyze the collected data. 

3.2. Correlation

The purpose of the correlation is to determine whether there is a quantitative agreement between 
the variations of the observed phenomena (correlation link) and if there is a degree or intensity 
(Damghani, 2013). If two phenomena are observed, there is a simple correlation, and in the anal-
ysis of multiple phenomena there are multiple correlations. In a simple correlation it is possible to 
examine whether there are linear or curvilinear correlations between the phenomena.

4. RESULTS AND ANALYSIS 

This study initially started to analyze 21 companies (twenty one companies continuously quoted 
from 2003 to 2018 on super listing and regular listing) in terms of Profit, ROE, EPS, number of 
independent directors and existence or not of internal audit function (for 2014, 2015, 2016, 2017, 
2018), for the years 2003 and 2004 versus 2014, 2015, 2016, 2017 and 2018.

The calculations below were made on the one tier and two-tier management systems, since 11 
companies had two-tier and 10 companies had one tier management system. Considering the fact 
that the independence of the members in this paper was majorly mentioned as independence of the 
board of director’s members, which is a board common for the one-tier management system, it is 
necessary to clarify that the independence requirement in the two-tier management system refers 
to independence of the Supervisory Board members. 

Analysis of the correlation between the change of the number of independent members on one 
side and the increase/decrease of the Profit, ROE, EPS indicators, by years, on the other side, was 
made. Comparing the years 2003-2004 with the years 2014-2018, most of the companies in 2003-
2004, except for 6 companies, did not have independent members in their boards, while stating 
from 2014 all the companies have independent members in their boards. 

As for the internal audit function, analysis of the available data showed that since 2011 all of the 
listed companies had internal audit functions, since it was a legal requirement starting from the 
same year.

On the other hand, the growth rates for the stated periods of the Profit, ROE and EPS are incon-
sistent. 

4.1. First Analysis 

In the period 2003-2018, for six companies the number of independent members did not change, 
meaning that these companies had independent member/s throughout the entire period. They had in-
terdependent members even in the years 2003-2004, when most of the other analyzed companies did 
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not have independent members, due to the fact that there was no legal requirement to have such mem-
bers. These 6 companies thought, could not be analyzed in terms of board independence influence on 
Profit, ROE and EPS, since they continuously had the same number of independent members. 

Therefore, the final analysis was made on 15 companies that had changes in the variables, which 
could be used for the purpose of the analysis. These companies are: 

Beton, Granit, Hoteli Makpetrol the number of the independent members has increased from 0 
to 1 in 2004-2014, and the profit has increased as well. The increase happened in ROE and EPS 
(except in Granit̀ s EPS which was decreased). Therefore, positive correlation was found. 

Fersped, DS Smith, RZ Uslugi, Skopski Pazar, ZK Pelagonija, Makosped, the number of the inde-
pendent members has increased from 0 to 1 in 2004-2014, but the profit has decreased. The decrease 
happened with the ROE and EPS as well (except in Skopski Pazar̀ s EPS and Makosped`s ROE which 
were increased instead of decreased). Therefore, negative correlation was found in these cases. 

Replek and Tutunski Kombinat Prilep, the number of the independent members has increased 
from 0 to 2 in 2004-2014, and the profit (the loss in Tutunski Kombinat was decreased) has in-
creased as well. The increase happened in ROE and EPS (except in Tutunski kombinat where ROE 
and EPS were decreased). Therefore, positive correlation was found.

RZ Inter-Transsped and Teteks, the number of the independent members has increased from 0 to 2 
in 2004-2014, but the profit has decreased. The decrease happened with the ROE and EPS as well. 
Therefore, negative correlation was found.

Makedonijaturist, the number of the independent members has increased from 0 to 3 in 2004-2014, and 
the profit has increased as well. The increase happened in EPS and ROE. Positive correlation was found.

Vinarska Vizba Tikves (which was one of the six companies that had independent members in 
the board even in 2003-2004), the number of the independent members has decreased from three 
to one in 2004-2014, but the profit has increased. The increase happened in ROE, but not in EPS. 
Therefore, negative correlation was found.

4.2. Second Analysis

Second analysis was made on the correlation coefficient between the total number of independent 
members in all the companies and the profit of all the companies, by years. The value of the coef-
ficient is 0.47 (see Table 1 below), which means that there is positive correlation found. 

Table 1. Correlation

Years
Coefficient of correlation 2003 2004 2014 2015 2016 2017 2018
Total number of independent 
directors 11 11 30 30 29 28 28

Total profit of all companies 515.429 811.287 509.011 1.418.591 1.164.183 1.217.989 2.211.309
Total Coefficient of correlation 
for all companies and years 0,475433138

Note:  Coefficient of correlation could not be calculated for individual companies annually, neither period-
ically, due to the statistically insignificant number of independent members.
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5. LIMITATIONS AND FUTURE STUDIES

The study has limitations that could be addressed in future research, such as: 

• Data availability and verification limitations

  From the beginning of the research, the collection of the necessary data was challenging 
due to various reasons. Referring to the annual reports on the operation of the companies 
and the financial statements of the companies listed in 2003 and 2004, parts of the reports 
could not be found, since in accordance with the rules applicable at that period, not all 
companies were required to disclose the analyzed information, and not all data was kept 
in electronic form. Trying to overcome this obstacle, part of the information was collected 
from proxy statements, official company websites, the website of the Macedonian Securi-
ties Exchange Commission (seinet.com.mk), and direct communication with authorized 
persons in the companies. For the 21 selected companies, most of the data was gathered, 
with minor exception of several companies. For the period 2014, 2015, 2016, 2017 and 2018 
the data was gathered more easily, since with the adoption of the Corporate Governance 
Code in 2006, the companies listed on the Macedonian Stock Exchange were required to 
disclose financial and other company data relevant for this research. 

  When trying to analyze the ROE and EPS data, gathering the data for the period 2003-2004 
was challenging, since out of 21 analyzed companies, all of the companies had disclosed 
data about ROE, for all the relevant years, while most of the companies had not disclosed 
EPS data for the period 2003-2004. 

  Lastly, given the history of accounting scandals, limitation such as manipulation of financial 
statements should also be mentioned, even though most of the financial statements were audited.

• Limitations in terms of correlation between the given indicators and the company 
performance

  Other factors, apart from independence of the board members and existence of internal au-
dit function may influence company performance. Other industry and company specific or 
presumably institutional and market parameters may affect the results. Future studies may 
include more variables than the given ones. 

• Limitations in terms of limited number of analyzed companies in the study

  The analysis was made on companies listed on the Macedonian Stock Exchange since these 
are the companies that had most of the disclosure and transparency requirements, given 
the fact that the Macedonian companies in comparison with international companies have 
a lot to learn about disclosing information to the public. Therefore, studies with larger and 
random samples of companies from different countries may be conducted in the future.

• Cultural limitations

  The study could not determine whether the independence of the board members and the 
existence of the internal audit function were actually mechanisms used by the companies 
in practice or only on paper. This means that, the study covered all the companies that 
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had independent board members and internal audit functions without having information 
on whether these two corporate governance improvements existed in these companies in 
reality or the companies had them just to satisfy legal requirements, without actually using 
these benefits in practice.

6. CONCLUSION 

This study aims towards contributing to the previous literature showing that there is positive 
correlation between corporate governance mechanisms and company performance. It specifically 
focuses on the correlation of the independent board members and internal audit function and 
company performance of the companies listed on the Macedonian Stock Exchange, for specific 
periods 2003-2004 vs. 2014-2018. 

Concisely, this study finds that as the numbers of independent board members is increasing, and 
the internal audit function is introduced as mandatory function, the selected indicators of com-
pany performance in majority of the cases increase as well, thus leading to positive correlation. 

Consequently, this study concludes that, corporate governance improvements such as board mem-
ber independence and internal audit function have positive impact on the performance of the 
Macedonian companies.
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