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7. Conclusions

To our knowledge, this study is the first to value the proportion of firm value that is related to corporate governance with-
in an accounting-based valuation model. Our paper also differs from the current literature in that we adopt a long-run ap-
proach to analyzing the relationship between corporate governance and market value in a cointegrated system. The
cointegration approach is arguably more realistic than the static relationship implied by OLS regressions as it does not re-
quire that the stock price be equal to firm value at all times but rather that these two converge over the long term.

We find that, among the five categories of corporate governance mechanisms examined, ownership structure and the
divergence between cash flow rights and control rights are both influential to firm valuation over time. Based on our coin-
tegration analysis, up to 39% of market value can on average be accounted for by the governance practices of our sample
firms after controlling for accounting numbers. The results are robust to how we measure net abnormal earnings.
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