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INTRODUCTION

Financialgoalsalethesubsetofthefirm'scorporategoalssystem'andrelatetoitsfinancial

condition, performance and the management of corPorate funds (Donaldson' 1984) Financial

eo;I, prouid" di."olon und context to a firm to oPemte efficiently The financial goal of profit

maximizationhasbeenthebasisofthetheoreticalandempiricaleconomicsforalongpef'od.

withthedevelopmentoffinancialeconomicsasaseParatebodyofknowledge'thefocusshifted

to the goal of sharehotders' (owners') wealth maximization (SWM)' It is now considered as thc

key financial goal that govems or ought to govern the financial decision_making

Donaldson (l9t

Tdied multiple fir

Galth, ftther it i

Erimizins shar€l

Results for the

d share price ha(

FEent) and maxi

AUK managers.
Most firms in rcality may pursue a goar olher than SWM' and even' multiple financial goals'

The postulation that firms do or should follow the single objective of SWM'*** 
lt:":ll:::

financial goals,has been questioneil in the literature Even though some managers may stnve rc

SWM goal, others may be guide'l bv strategic and operational goals (Cyert and March' 1963:

A study by Pai

E*ed multiple

There is a growing body of literature in the fields of accounting' finance and management

explores the financial goal systems and management practices ln thevest' over thelast I

de"ude" o o, u nu-be. of studies have focused on the financial goals pursued by firms I

( 1969) proviaec evicence in favour of multipl€ soals being consiilered in captt tltt":lt 
1'j:

Uy ,f," US n.-". f. 
" 

p"rsonal inte iew with eight me'lium and large companies' he found I

o,annge." aia not expticitly consider maximization of value as a financial goal of their firms'

Stonehill €t. ar' (1975) found that different nationat Preferences existed for corporate n

goals in financial decision maldng in France' Japan' the Nethedadds' N"'*"t:11-".1"1

states.Thestudyindicatedthattinanceexecutivesshowedaclearpleferenceforthefi

goal of maximizing growth in corporae eamrnss' either in total (France' Japan:"* 
::.i:l

io.*uy), * p"r rttu." (united states)' The Us nanagers supported a financial goal ofmi

marketvalueofsharesplusdividen.ls'Theresultsalsosuggestedthatfirmsinthefive

other, and p

fh preYious rE

financial

ial goal- The

is financial

i/h,ich th€

id decision-

.Lcd to lb€ ;

ANDM

lEdv folh

drol92(
ar- Th c

Srct Err

F€s6q

- drE'.

-ki

lid

InasurveyofFortune5o0companies'Petty,scottandBird(1975)discoveredthatmatr.

preferre.l several other goals to be more important than the maximization.otl:llT^:T::

sturly i<lentified naximizing the percent retum on total asset investrnent' achieving a dested

rut" in 
"amlog 

p". ,tar", and maximizing aggregate 
'lollar 

eamings as the three most itr

goals. Share Price maximization foltowed these three goals in oder of importance
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What is the level of impo ance accor'led by the respondent firms to the selected

Cdpital Ma*ets Reriew vol I0 No 2 2002

The questionnaire contained 15 financial goals that were selected ftom goals identilied in pnor

research (Pandev and Bhat' 1990; Ferli and Jones ' 
1979; Stonehill et al ' 1975) ' Goals were I 

' 
sted

ranalomly so as to minimize any influence on the respondent s choice Each respondetrt company

was asked to check (yes or no) from the list of the financial goals that it considered in fiaking

financialdecisions.rthecompanypursuedmultiPlegoats,itwasaskedtorankthegoalsintelm

oftherimportancetothecompany.Followingstonehille'.l'].(19?5),eachgoalcheckedand
ranked by the responalent company was assigned points as follows: 5 points if ranked as first or

second;+pointsifrant<ed3or4;3pointsifranked5or6:2pointsifranked?or8:lpoiniif
ranked 9 or above, and zerc point for non-rcsponse

The methodology anal results of the relationship between the stated financial goals and the

actual pertormance of the respondent firms dre drscu'sed in d laler 'eclion

RESULTS OF FINANCIAL GOALS SURVEY

The financial goals as rcPorted by the resPondent companies in the quesiionna es are grouped

intofourcategoriesasfollows(PandeyandBhat.1990):(a)naximizingtheleyeld'(i)booL
value of ordinary share' (ii) market value of ordinary share' (iii) cash flow per ordinary share' (iY)

operatingprofitbeforeintefestandtax'and(v)economicvalueadded(EvA)|(b)natinlzinctlz

rar;o o/(i; return in equity, (ii) shareholders'market mte ofreturn' (iii) price-earnings ratio' (ii

retumoninvestment'(iv)netprofitmargin,and(v)ma*etsharei(c)flani.jn8',egtowthn
(i) eaning per sharc. (ii) sales and (iii) total assets; (c) ensuri g that Junds are a|ailabLe afi(

We found that in practice the respondent Malaysian firms followed multiple financial goals

Aboutone-fourthofthefirmsstate.lthattheypursue.ltwotofoulgoals;approximatetyha]f

five to nine goals and one-fourth ten or more goals The cumulative percentage of firms using

at least two or more financial goals was 100 percent'

categodes.In the

that provided higl

Six firms (16 Per(

are available. onl

lhe firm's share \

rh€ growth in tol

The examinatr

l|s the highest m{

{ ROl, ranked a

tFl of rnaxirnizi

ftr a large numbe

J EFS and ensu

J2n7).

ELATIONS
CIAI

Do€s the choi

.Fatrng pn

|hat d€
rih o.hf,r f

goals? Table I gives the overall ranking,the mean scores and standard deviations ofthe lir

loals. TaUe I shows that of41 rcspon'lent fiIms' there were 14 firm: (31ee.rcTo tha:ac

t'op importance (first and second mnks) to the goal of maximizing the level of operating Prt

beJore interest and tax (PBIT), and 12 firrns (29 percent) considered maximization of retum

equity as a top priodty (first and second ranks) in decision making lt is intercsting to note llll

tt 
""" 

Ze "o.p*i"r, 
none had both goals as their highest preference (first a* *:"*) Io:::

goals belonged, resPectively, to the first (level maximization) and the second (rano naxr

dau
l''b

rul
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66 Capitul nlalkets Reri.\, Vot. tO Na.2,2AO2

based and the third measure. which is a rough proxy fof Tobin's e, appraises the market based
periormance and is an indicator ofwealrh maximizatjon. The perfomance measure ofbefore-rax
ROA is noi influenced by the differences in debt policies and effective tax rates of firms. ROE is
the ultimate accounting,based performance measure as jt indicates the return of owners (sharcholders)

of ihe firm. Further. ro remove the possibility of influences arising from rhe occunences of exrr,r
ordinary events, both PBIT and PAT are calculaied before any adjustment for extra ordinary irems.
The linancial peformance measures have been estimated over a time period of five years and a

sinple s-year average has been used to smooth the shorr run flucruatio.s. ro keep unusual
circumstances away from dominating the variables and to refiect on the iong,term protitabiliiy of
finns.

Ind€pendent variables: Our independent vafiables are ihe financial goals srrted to be pursueo
by firms. As per the survey results reponed earlier. we could divide the respondenr companjes
into three broad categories. The firsr caregory is of the firms ihat consider rhe goal ofmaxinuznrs
PBIT as their primary goal: second caregory considers maxirnizing ROE as the primary goal; anc
the third category considers alt other goats as their pdmary goals.These three alternative financrd
goal systems can be expressed by two dummy variables. Dl and D2 represenring dummies.
respectively. for the financial goals ofnaximizing PBIT and ROE. A vatue of.1, is assigned if a

firm considers the financial goai in iis decision-making; orherwise, it is assigned a vatue of.0.. I:
may be noted that ihe completed quesrionnaires provided informarion on financial goals of a

'yes' or 'no' type. For rhis reason. the goals selecre{i as independenr variables make them readitr
usable as dummy variables.

Control variables: Theperformance of firms may be influenced by rheir characteristics (Arlor
and Ackelsberg, 1991; Branch, 1973i Foo and Chan, i994j cupta, 1967; Horowitz, Loughran an.
Savin,2000: Pandey and Bhar, 1990; Ranganathan, 1995; Thomsen and pedersen,2000). T1.
most rmponant characreristics include sjze, risk, growth and ownership.In order to control fo:
the influence ofthese firm characterisrics on the financial performance. we have introduced rne:
as control variables in rhe regression modet. These variables are {tefined as follows:

Srze (S) is measured as natural log of sales.It is hypothesjzed that size would be an impona::
source ofinfluence on the type of goal strucrure a firm may pursue and on company,s financr:

Rirn (R) is rneasured by the coefficient of variation of sales over the last five years. h r.
used as a p.oxy for business risk (variabitjty). Higher sates variability could lead to po:r
linancial performance.

T:
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.I

RO1

....':

:::].

Note that the intercept term. a0 represents rhe expected value of ihe performance measures

when firms fouow 'other financial goals'(viz., otherrhan rnaximizing PBIT or ROE). The coefficient.

a,, of the first dummy variable (D1) signifies rhe difference in the perfonnance if firms pursue

'other financial goals'rather than 'PBIT rnaximizarion goal'. The coefficieni. al of the second

durnrny va.iable (D2) implies the difference in performance if firms pursue .ROE maximzjng
goal'. The inference drawn on the basis of i-values may ger distoned if rhe heteroscedasticity ls

present. This occurs when the variance of the error is larger for higher values ofrhe independenr

variables than it is for smalter values (creene, 1999). To overcome this probtem, we hare used

White\ heteroscedastic-consistent variance matrix in estimatingthe standard error of the parameie$

in our estirnation of all equations.

Tabie 2 shows results for the regression of linancial goals with performance measures. When

we regress dummy variables with the performance variable of ROA. rhe coefiicients of duntrn)

variables, Dl and D2, lJe significant respecrively al 15 percent and l0 percenr. The sign ofcoefflcients
for Dl and D2, respectively. are positive and negative. It is indicated rhar the average performrnce

of firns (ROA) increases when they pursue offinancial goal of narinizing pBIT, but it declines

ifllc) iollo$ rhe godlol rz\imi,,rng rerurn on equil).

Next we regress dummy variables with the pedbrmance variable of ROE. The coefficrclr o,

dummy variable Dl is positively significant ar 10 percenr white the coefficient ofdummy variable

D2 is insignificant. Thus. it is shown rhat pursuing rhe goal ofmaximizing pBtT lea{ts to a bette.
perlbrmance also in ierms ofROE- The regression between the dummy varlables and MB (marker

to-book value) as the performance variable shows that pursuing the goat of maximizing pBIT o:
ROE has no effect on thjs perfornance neasure.

As stated earlier,the firm characteristics may have influence on perfornance. Does lhe finan!rJ
goals differential remain significant ifproxy variables for the firm characteristics are introduce;

in the regression esiimations?When we esrinare rhe regression equatjons wirh independent vaiabte:
of firm characteristics, tlro variables - growrh (c) and directors, shareholding (DS) - perform.:
vcry poorly. These two variables cause adjusred R,squared ro decline_ Thjs coutd be on accou.:

of the problem ofcollinearity.As the conelation matrix in Table 3 shows, borh growth and direcrori
shareholding are conelated with each other as well as wirh risk. We drop growth and directori
shareholding vadables from our estimations, and esiimate the fotlowing revised equations

ROA,=ao-rDl -dD2 -ds,+!_R .aFS -e,

ROE,,= ao+ arDl, + a,D2,, + ars., + aiR, + a5FS, + e.,

MB,, = ao.' n,p 1, r orD2, + ars., + a4R,, + a5FS,., + e.,

t

c(
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goal. Maximization of profir before inrerest anrt tax gers tbe highest artention in Malaysia and
India and considerable importance in France and Norway. Maximization of relum on equlry rs
another important goal thar is generally prefered by managers in all countries and is rared very
high in Malaysia. Managers in the United Srares only supporr rhe financial goal of maximizmg
market value of ordinary share.
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Tabl€ 3

Correlation Matrix

Table 2
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Regressiors of Performance and litrancial Goals
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