
  

 

Abstract—Recognition and development of intellectual 

capital (IC) as organizational invaluable intangible asset has 

been traced as immense vital essence that influence good 

corporate performance and success. This paper attempts to 

synthesize relevant empirical research and literature to extend 

the intended potentials of IC on corporate performance, 

particularly in publicly traded companies. The paper also 

proposes that corporate governance poses a mediating role 

between IC and corporate performance by linking the resource 

based view theory (RBV) and agency theory in its relationship. 

Since the existing literature provides less evidence that attempt 

to observe the influence of IC when integrated with the 

effectiveness of a separate function in an organization, this 

paper offers and calls a promising proposition for future 

research.  

 
Index Terms—Corporate governance, corporate 

performance, intellectual capital. 

 

I. INTRODUCTION 

The extant of literatures emphasize the importance of 

intellectual capital (IC) in providing a competitive edge for 

companies to sustain and boost its performance regardless of 

any economic circumstance. IC is an invaluable intangible 

asset of which if acknowledged and utilized to its optimum, 

could provide significant value to a business. On the other 

hand, IC management (ICM) system is equally important in 

an organization that exert as a systematic way to manage and 

utilize organisational resources such as knowledge, skills, 

expertise, innovations, technical know-how, patterns, 

procedures, customer relations, networking and alliances to 

achieve corporate objectives and goals [1]-[4].  

Reference [4] states that IC empowers organizational 

value creations such as innovations, competitiveness, 

strategies, skills, improved system, patent, etc. IC is 

frequently associated as values which are vital to achieve 

business success, however, due to difficulties in intangibles; 

IC is somehow often ignored. On another note, companies 

with high IC levels are capable of minimizing the adverse 

effects of economic uncertainties [4]. Having said that, what 

is even more distressing is that, without realising, the cost of 

ignoring IC can be detrimental to company‟s success. Hence, 

it is critically important for organization or companies to 

acknowledge appreciate and managed their IC to achieve 

superior performance. 
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II. INTELLECTUAL CAPITAL AND CORPORATE 

PERFORMANCE 

IC is defined as “all nonmonetary and nonphysical 

resources that are fully or partly controlled by the 

organization and contribute to the organization‟s value 

creation” as in [5]. Reference [6] states that a company‟s 

value is made up of both tangible and intangible assets in 

which should be converted into profits. Therefore, it can be 

concluded that IC is referred to as an intangible asset that 

cannot be given a monetary value and commonly constitutes 

three components: human capital, structural capital and 

relational capital (refer Fig.1). 

Human capital is the value embedded in an individual 

which includes knowledge, skills, experience, competence, 

innovativeness, education and capabilities. While, structural 

capital is the organizational intangibles which are 

documented in a written form such as information, patents, 

trademarks, systems, databases, documents, operating 

manual and procedures, organizational structure, corporate 

culture and strategies. Relational capital illustrate 

organizational liaison with an external party such as 

relationship with customer/ supplier, customer satisfaction, 

brand image, reputation, distribution networks, alliances and 

partnerships, relationship with stakeholders and authorities. 

IC is often remains hidden in most organization but 

undeniably it empower innovations, competitive strategies 

and value creations of an organization [7].  It is impossible to 

change IC into a physical substance, however can be 

transformed into new ideas; new innovations, products, 

profits, services, profitability, customer loyalty, line of 

clientele, branding, etc. This reflects that IC does exist in 

every organization and how it poses great importance on 

organizational performance and success. 

In short, without IC, a company could risk a failure to 

sustain profitability and competitive edge. While companies 

such as Dow Chemicals, IBM, Sony, generate revenue from 

strong company and product branding image. This concurs 

with the notions under the resource-based view (RBV) theory 

which suggests that organizational resources, either tangible 

or intangible resources, must be identified, managed and 

utilized to achieve business goals thus boost corporate 

performance [8], [9]. 

By far, there is no universal theory that is directly 

associated to IC. However, the resource based view (RBV) 

theory is frequently linked within studies related to IC and 

corporate performance. The RBV fundamentally argues that 

a firm‟s resources potentially instill competitive advantages, 

profitability and superior performance.  The RBV emerged in 

the 1990s and gained importance since, strongly highlights 

The Mediating Role of Corporate Governance on 

Intellectual Capital and Corporate Performance 

Dewi Fariha Earnest and Saudah Sofian 

Journal of Economics, Business and Management, Vol. 1, No. 4, November 2013

339DOI: 10.7763/JOEBM.2013.V1.73 



  

that an effective management of firm‟s stock of resources and 

capabilities will result in an improved financial performance 

and constant sustainable success [9], [10].  

The RBV also suggests that companies which manage 

their resources, knowledge and dynamic capabilities 

effectively will result in an improved performance [10], [11]. 

Indeed, the RBV signifies that a company‟s resources have to 

be unique and superior of the competitors to create strategic 

values. Resources (tangible and intangible resources) which 

are invaluable for companies to gain competitive edge and 

uncompromising sustainability must be well preserved and 

nurtured. Hence, it can be argued that when failing to 

measure and evaluate IC, a company risks a loss of 

inefficiency, effectiveness and profit.  

 
Fig.1. Intellectual capital and its components. 

 

III. THE MEDIATING ROLE OF CORPORATE GOVERNANCE 

Global concern over company‟s collapse such as in the 

case of Enron is always closely associated with the absence 

of good corporate governance which is a cornerstone to 

sustaining current and future corporate success. As stated in 

[12], [13], corporate governance is about how a company is 

directed and controlled to carry out their business activities in 

order to achieve good performance. It is also how a company 

conducts its business in a proper and acceptable manner to 

pull higher confidence in the marketplace thus fulfill 

society‟s expectations on good corporate governance.  

Reference [13] suggested the definition by the Committee 

on the Financial Aspects of Corporate Governance in 1992 is 

inclusive of the core elements of governance: 

“Corporate governance is the system by which companies 

are directed and controlled. Boards of directors are 

responsible for the governance of their companies. The 

shareholder’s role in governance is to appoint the directors 

and the auditors and satisfy themselves that an appropriate 

governance structure is in place. The responsibilities of the 

board includes setting the company’s strategic aims, 

providing the leadership to put them into effect, supervising 

the management of the business, and reporting to the 

shareholders on their stewardship. The board’s actions are 

subject to laws, regulations, and the shareholders in general 

meeting.” 

The importance of ensuring good corporate governance in 

an organization is credential. Undeniably, effective and good 

corporate governance would eventually improve corporate 

performance (financial or non-financial). Reference [14] 

emphasized that quality corporate governance which 

includes effective monitoring of internal controls, reliability 

of financial statements will consequently improves corporate 

performance. While, on the other note, effective corporate 

governance is important in an organisation to help the 

company achieve its goal by means of conducting business 

activities ethically and in acceptable manner to remain 

substantial in the industry thus achieve superior business 

performance. 

Reference [15] study on the use of corporate intangibles 

reported that fund manager‟s perceptions on financial 

institution corporate governance is much related to IC factors 

that drives the institution‟s corporate performance. The study 

claims that intangibles do influence the corporate governance 

of managers and human capital is specifically referred to be 

the most noteworthy IC component. 

It is important to point out that effective corporate 

governance takes place when the management guarantees the 

procedures and activities of the organization are well 

administered thus provide a truthful and reliable management 

reporting (e.g. financial statements) and effective internal 

controls. Hence, an effective and efficient internal control is 

indeed crucial to guarantee good corporate governance and 

reliable financial reporting that eventually boost the 

investor‟s confidence in the capital markets [16]. As 

emphasized in the literature, all these good governance 

qualities will eventually influence organizational 

performance. 

The agency theory on the other hand, is applied to explain 

the intervening role of corporate on IC and corporate 

performance. The agency theory argues that an agency 

relationship exists when the principal hires a person (the 

agent) under a specified contract to carry out duties and 

responsibilities on behalf of the principal [17]. The agents are 

represented by the managers and staff of an organization, 

while the shareholders or owners are the principals. The 

managers and staff are employed (paid) to work on behalf 

and for the best interest of the shareholders by increasing the 

value of the company. Hence, it is the responsibility of the 

board of directors and its audit committee to ensure effective 

corporate governance takes place in an organization.  

 

IV. PROPOSED RESEARCH FRAMEWORK 

After submitting the above arguments on IC and corporate 

governance, it is indeed interesting to further explore the 

contributions of IC on corporate performance of public listed 

companies. The aim of this proposed research is twofold. It is 

an ultimate aim that this research should see whether IC 

improve corporate performance and also if corporate 

governance brings positive synergy on the relationship 

between IC and corporate performance of public listed 

companies. If the outcome shows a positive and effective role 

on a company‟s success, then these companies should start 

seriously consider adopting a method to identify, manage, 

measure and utilizing IC and corporate governance to its 

optimum in their company. 

Past empirical studies revealed that IC instills positive 

influence on business performance. There is also increased 

research which investigates the impact of IC on company‟s 

operation and performance [18]. However, to date, there is 

yet evidence that directly links IC per se and corporate 
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governance in previous research. IC values related to 

corporate governance do exist in literature, nevertheless, 

have not been discussed comprehensively.  

In most circumstances, past studies has quite explicitly 

revealed that IC poses a positive direct influence on corporate 

performance (see relationship „C‟ in Fig. 2). Past IC studies 

revealed that IC has a significant and substantive relationship 

with corporate performance. Nevertheless, limited evidence 

found that attempts to empirically investigate whether there 

are other elements or variable that could influence this 

relationship. Managing IC is important in organizations as it 

works as a system to manage and utilize organizational 

resources (consistent with the resource-based view theory) to 

achieve corporate objectives and goals. 

By far, little evidence found on previous study that  address 

the importance of considering whether corporate governance 

is in fact a vital facet of corporate success. As highlighted in 

literature, quality corporate governance is reflected through a 

higher corporate performance. Moreover, the role of 

intangibles in corporate governance has been addressed in 

past study on fund manager‟s incentive to use intangibles as 

means to exercise corporate governance.  

Importantly, earlier research also suggests that IC 

influence corporate governance as in [19] (see relationship 

„A‟ in Fig. 2). Good governance will affect the way managers 

manage a company. Good corporate governance exists and 

can be effective if a company has high IC. However, little 

empirical evidence can be found that link IC, corporate 

governance and corporate performance in a study. Hence, 

corporate governance now becomes as a mediator on the 

ground that literature strongly implies that effective 

corporate governance will influence an improved corporate 

performance (see relationship „B‟ in Fig. 2).  

When discussing about IC, it is equally essential to explore 

whether the association between IC and performance could 

also be influenced by other organizational element. This 

suggests that the relationship is not entirely direct where it 

could be influenced by other element that exists in a company. 

It is generally known that a company comprises of several 

important functions such as human resource, internal 

auditing, marketing and corporate governance which aim to 

meet organizational goals and objectives.  

Mediator or an intervening variable is a type of variable 

that explains the relationship between an independent and 

dependent variable [20]-[22]. The proposed mediation model 

is illustrated in Fig. 2. The model hypothesized that the 

independent variable (IC) influence the mediator (corporate 

governance), which then will influence the dependent 

variable (corporate performance). This model proposes that 

corporate governance mediates the relationship between IC 

and corporate performance indicating that an indirect 

relationship exists. Corporate governance can be examined 

through the reliability of financial statements, its 

responsibility to ensure business transparency, monitor the 

effectiveness of internal control and maintain high 

accountability in their corporate business activities and 

operations.  

IC is proposed as the independent variable based on the 

fact that massive literature and previous research revealed 

that IC poses strong influence on corporate performance. 

Concurrently, past research also suggests that IC and 

corporate governance are indeed interrelated [23]. Since little 

empirical evidence is known that links IC, corporate 

governance and corporate performance in one study, hence, 

this proposal is imperative. Therefore, the proposed research 

questions are: Does IC influence corporate performance of 

companies? Does corporate governance act as the mediator 

on the relationship between IC and corporate performance?  

This proposed study is suggested to employ a quantitative 

measures using self-administered questionnaire survey as the 

research instrument for collecting data. Furthermore, the 

same research methodology was also adopted in previous 

studies performed in the field of IC and corporate 

performance. Following that, the research data is 

recommended to be analyzed using statistical methods such 

descriptive statistics, path analysis, correlation analysis and 

multiple hierarchical regression analysis. 

 
Fig. 2. The mediation model. 

 

V. DISCUSSION AND CONCLUSION 

The original intention of this study was to explore on the 

potentials to examine the mediating effect of corporate 

governance on IC and corporate performance as shown in our 

proposed model (Fig. 2). The issue of IC and corporate 

performance is frequently highlighted in literature, however 

little is found particularly attempting to investigate IC with 

corporate governance. Most literature was found to address 

issues on IC disclosures, managing and measuring IC, and 

also on IC definition or research, hence making our 

proposition unique. 

This paper aims to provide an insight on the different 

perspective of IC and corporate performance.  If any 

empirical investigation could successfully show that 

corporate governance does carry a mediating effect, this 

means that the relationship of IC and corporate performance 

can be caused by other intervening variable which could also 

be some other function in an organization. Potentially, the 

internal audit function or the human capital department might 

also create the same intervening role which in fact would 

bring positive impact to the organization. As much as we 

often expect, an effective function in an organization will 

influence the overall business performance. 

Distinctive roles of these different functions or 

departments are expected to technically set immense 

influence on corporate performance. Hence, this is an 

indication that IC must be deployed in a systematic manner to 

ensure that these resources are identified and optimized to 

achieve business goals and improve corporate performance. 

IC values such as innovativeness, creativity, skills, 

knowledge, excellent operational system, well maintained 

policies and procedures are among organizational resources, 
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when manage and utilized to its optimal would result into a 

positive impact on profitability and business sustainability.  

Why want to investigate mediating role? It is mainly 

because there is great possibility that the relationship 

between IC and corporate performance is not exclusively 

direct. Conceptually, corporate governance is an important 

role in any organization that has the attributes to gather all 

organizational resources and convert them to company‟s 

wealth. Moreover, it is believed that the effectiveness of IC 

management and utilization is driven by the effectiveness of 

corporate governance activities. Notably, this paper positions 

itself in extending previous studies on IC to a new 

perspective by incorporating the inclusion of corporate 

governance in its model. This is expected to subscribe and 

bring new insights and views on IC which have not been 

explored before. This should offer vast opportunities for 

future researchers to investigate further via diverse 

perspective pertaining to IC.  

We believe that this paper could also potentially be 

reviewed within other function or department in an 

organization such as the internal audit function or human 

resource department. Hence, this provides wider 

opportunities for future research. Furthermore, this paper 

expects that the proposed research and framework developed 

will be extended to an empirical phase following this paper.  

The fact that this proposed study is the new and distinctive 

in its own way (after considering the lack of related literature), 

it is expected to add valuable contribution to the body of 

knowledge, practicing professionals, regulatory authorities 

and corporate companies thus emulate existing standards and 

guidelines on corporate governance practices. Importantly, 

this study also contributes to the existing compilation of 

literature. Finally, the insights of this proposed research will 

be beneficial to offer a ground for future research to further 

generate extensive knowledge on issues relating to IC. 
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