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UNRAVELING THE NEXUS: EXPLORING THE CONNECTION BETWEEN
CORPORATE BOARD CHARACTERISTICS AND CORPORATE PERFORMANCE

David William?!
Keywords: Corporate Boards, Over the past three decades, extensive research has illuminated the
Corporate Performance, Board intricate connection between corporate boards and organizational
Characteristics, Meeting performance. This relationship was notably emphasized by Professor
Frequency, Gender Diversity John in his 1991 article titled "The Relative Power of CEOs and

Boards of Directors." Robust boards have demonstrated the capacity
to drive superior company performance, underscoring the profound
association between board effectiveness and corporate outcomes.
However, the widespread dissemination of this finding has led many
small and medium-sized enterprises to expand their board sizes as a
performance enhancement strategy. This approach, it is increasingly
clear, does not guarantee improved company performance. Often,
company management has overlooked the nuanced impact of board
size on performance, instead resorting to haphazard increases in the
number, composition, or frequency of board meetings.

In recent years, as living standards have evolved, the relationship
between board structures and corporate performance has become
more complex. Professor Y. T Mak in 2005 and Professor Guest P.M
in 2009 both challenged the traditional notion of a simple, positive
correlation between board attributes and performance, their findings
corroborated by extensive research.

This article leverages agency theory and management concepts to
meticulously examine the multifaceted relationship between board
characteristics and corporate performance. It critically evaluates the
diverse effects of changes in board attributes on organizational
outcomes, including board size, composition, CEO duality, meeting
frequency, and internal member structures. Additionally, it delves into
the gender dynamics within board membership. These comprehensive
analyses form the core of this research, culminating in a concluding
summary of the nuanced interplay between board attributes and
corporate performance.

Introduction
Studies over the past three decades have provided important information on the link between boards of
corporate performance. Professor John mentioned it in his article- The relative power of CEOs and boards of
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directors, in February 19911 A strong board of directors brings excellent performance to the company, which
proves that the board of directors is closely related to the corporate performance.

However, Due to the extensive promotion of this result, more and more small and medium-sized enterprises
have the tendency to gradually expand the size of the board of directors to improve their performance. This
way is obviously not a good way to improve the company's performance. The company's management did not
seriously penetrate the impact of the size of the board of directors and the company's performance, but by
blindly increasing type of board members, or the structure of board members, or the frequency of board
meetings. With the remark de growth of people's living standard, relationship between the board of directors
and the company's performance has not been a simple positive correlation for several years. This view was
expressed by Professor Y. T Mak in 20052, In addition, Professor Guest P.M' s article published in 2009 also
confirmed the accuracy of this conclusion through research for a large sample of 2749 UK firms over 1981-
2002.51

In this article. It mainly analyzes the characteristics of the board of directors, including the scale of the board
of directors, the composition of the board of directors and the duality of the CEO. Make full use of agency
theory and management theory to fully understand the relationship between the board of directors and
corporate performance and critically discuss the different effects of the change of company meeting
characteristics on company performance. Follow the introduction, in the main part, it will analyze the
characteristics of the board of directors and the impact on the company's performance, in the next section will
analyze the meeting frequency of the board of directors and the internal member structure of the board of
directors to explain its impact on the company's performance. The most significant thing is that this part will
involve a gender issue of board members. These three sections are the central part of the whole article. In the
last section is a final summary of the relationship between the board of directors and corporate performance.

1. Board Characteristics

The Board Characteristics include three aspects: size, composition and CEO duality.[* These three aspects are
the primary consideration to study the impact of the board of directors on corporate performance.

1.1 Board Size

In most current studies, the smaller the size of the board of directors, the more conducive to the development
of the company's performance, and the larger the size of the board of directors, it is easy to lead to internal
governance problems. Lipton and Lorsch a thought that in 1992, for example, the too large size of the board
of directors of American companies would make the board of directors not operate in its proper way, The
board of directors will not publicly correct the problems made by the general manager for reasons of respect
and courtesy. This situation is not conducive to the normal operation of the company and is difficult to lead
to the progress of the company. They also pointed out that the size of the board of directors should not exceed
10 people, otherwise it will make the size of the board of directors too large, and the enthusiasm to participate
in supervision and decision-making will be weakened, which will lead to some people on the board of directors
think their role in the board of directors is a symbol, not a guider.®!

However, some literatures support the resource dependence theory®l. Under this theory, the resources of the
board of directors can reduce the threat caused by the external environment(Pfeffer and Salacik,1978)["1. The
increase of resources can provide a large amount of necessary resources for the implementation and
formulation of strategies by the management®l, which is conducive to the development of the enterprise.l’! To
sum up, in order to ensure the sustained and stable growth of the company's technical schools, the size of the
board of directors should be controlled within an appropriate range according to different companies. This
range depends on the characteristics of the company and the industry in which the company operates.
However, it is obvious that the size of the company is not the most influential factor on the company's
performance.
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1.2 Board Composition

The most basic composition of the board of directors includes executive directors and non-executive directors.
The executive director is responsible for the executive tasks of the company, non-executive directors are
independent of the company's management and more loyal to make decisions for corporations. %

With the GMM methodology for the date of UK firms between 1991- 2001, the proportion of nonexecutive
directors has a significant positive relationship with corporate performance (Roberto Mura,

2007) I, The results of this study to show that non-executive directors are effective supervisors. Does that
mean that companies with a higher proportion of non-executive directors may perform better in terms of
corporate performance?

The answer to this question is controversial in the existing literature research. Nuno uses data from the Spanish
stock market as a standard for corporate performance, her research results show that the role of non-executive
directors in the management is difficult to bring benefits to the company's performance. On the contrary, a
company without non-executive directors will actually have fewer agency problems, and it will better realize
the consistency of interests between shareholders and managers.*?!

Through the above analysis, although the impact of the composition of the board of directors on corporate
performance still have great disputes in various literature studies , more and more research literature shows
that the non-executive board brings benefits to corporate performance after 20083, This difference seems to
be attributed to the aging or incorrect data in the Nuro 's study. After all, his data are made by hand-
collection.[*4]

1.3 CEO Duality

The duality of CEO means that the CEO can also serve as the chairman of the board of directors.[*®! Paula and
Dan mentioned in their February 1991 report that after studying 141 companies, they found that the
performance of those companies that choose independent leadership is always better than those that choose
CEO as chairman. It seems that this result seems to be very far away from current era. In fact,['! the duality
of CEO, and the practice of one person serving as CEO and chairman of the board of directors at the same
time, has been one of the topics of high concern in the academic circles for more than 20 years.[*"]

The basic principle of discussing this problem is the agency theory and sterlwardship theory. For the agency
theory, because the interests of the principal and the agent are inconsistent, under the agency theory, the agent
is likely to do some acts that harm the interests of the principal due to his own interests.[*®] For the enterprise
level, this phenomenon will separate the ownership and management of the company. In other words, the
executive manager may make decisions and operations at the expense of shareholders or with the goal of
minimizing risk. Therefore, sometimes the corporate need to implement internal and external supervision
mechanisms to reduce the problems under the agency theory.[*

On the contrary, some researchers will oppose the concept of agency theory and put forward stewardship
theory. Under the stewardship theory, CEO is completely trusted.?°! Stewardship theory holds that all
managers are conscientious housekeepers, and their interests and goal pursuit are completely consistent with
the client. Therefore,?!l the board of directors and CEO should develop into a relationship of mutual
cooperation and complete trust.??l The proposal of stewardship theory improves the stability of the company
to a certain extent, stimulates the confidence of the management and enhances the cohesion of the
management. At the same time, this incentive improves the efficiency of the company, so as to improve the
company's performance. This phenomenon is very obvious in industries with short-term strategies, such as
hotel business and game industry or fast fashion production brands, which need response rapidly to change
their strategies.[*!

In consequences, it can be imagined that the impact of CEO duality on corporate performance is different
according to the characteristics of the company. For those enterprises that need to adjust their strategies in
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time with the season or the external environment, the duality of CEOs can help them improve the company's
performance, because they will respond more quickly in implementing strategies. For those industries that
need a long-term and stable development strategy, relying on independent nonexecutive directors may be more
conducive to the long-term growth of corporate performance.

2. Board meeting Characteristics

A large number of existing literatures seem to generally believe that the frequency of board activities is closely
related to corporate performance, and there is a positive correlation between them. For example, by analyzing
the annual reports of deposit banks listed by Nigerian Securities Exchange Research Institute, it concluded
that the meeting frequency of the company's board of directors was basically positively correlated with the
company's performance.?l At the same time, the company's board of directors is the key part to determine
the company's performance. Through board's meetings, regular board of directors is very important for the
company's overall decision-making and strategy.

As early as this time point, Ntim and Osei's research,in 2011, has proved that the higher the frequency of the
board of directors, the higher the performance level of the company. °! In the second year, the research of
Francis et al. (2012) also proved this. Compared with those with high meeting frequency, the salary
performance of those companies with low meeting frequency will be worse. 2!

To sum up, the meeting frequency of the board of directors is generally positively correlated with the
company's performance. However, it is still inevitable that the meetings are too frequent, resulting in the
meeting members tired of participation. The most important for firm performance is to ensure the efficiency
of the contents of the board meeting and help the directors make decisions conducive to the development of
the company.

3. Board Member Characteristics

In this section, it will be discussed 2 of board member characterstics. The first is gender diversity, which is a
long debated topic in many literatures; The second one is racial diversity, it seems always be limited by culture.
However, what is no doubt that both of them will provide a new perspective to impact firm performance. At
Last, the education level will be mentioned as a board threshold.

31 Gender diversity

In the past several decades, with the development of the times and the improvement of women's status, more
and more women have shown their ability not to lose to men in their work and life. Similarly, public opinion
is slowly inclined to safeguard women's rights to promote gender equality. When a woman shows her superior
and independent ability, she will be more affirmed and trusted by the people around her. Under the pressure
of public opinion, various countries have put forward policies to invite women to the board of directors of
companies like the U.S. (Kevin,2007).

Of course, the most thought-provoking is what benefits can women's presence on the board bring to the
company's performance?

First, the most direct change in women's participation in the board of directors is to increase the gender of the
board of directors. Women's participation in the board of directors has raised a lot of attention to women's
consumer groups in board meetings. Or it will promote the gender structure of the company through the
participation of women in the board of directors, so as to promote more female employees to enter the
company. In the 2007 study of Brammer et al., they found that the industries with the highest proportion of
female directors are generally retail banking or beauty industry, which are closely related to consumers. This
is obviously a fact that can enhance the value of the company.

Second, diversification can promote the board's ability to deal with problems better. Gender diversity allows
the board to evaluate more excellent programs from different perspectives. An enterprise willing to accept
women often has greater tolerance heart and broader perspective to seize future opportunities.
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In conclusion, there is no conclusive evidence that women's participation in the board of directors will bring
direct benefits to the company's performance. However, the participation of women makes the board of
directors become gender diversified. The emergence of this diversification itself has a positive impact on the
company's performance, whether from the consideration of meeting decision-making or company structure.
At the same time, this means that the most important thing to consider is not make women into the board of
directors, whatever under the requirements of social public opinion or the government, but to ensure a balanced
proportion of men and women, so as to ensure the development of company performance.

3.2 Racial diversity

Some literatures support the positive correlation between the racial diversity of the board of directors and the
development of corporate performance. To take a very simple example, an increase in the racial of the board
of directors will lead to an increase in culture differences in the board of directors. The exchange of different
cultures can not only improve the company's cultural knowledge, but also improve the company's acceptance
of external races, so as to improve the number of consumers. Professor Maran Marimuthu pointed out a
relevant article in 2008.271 By studying the ROA to judge the company's performance and the data of 100 non-
financial enterprises , the proportion of Non-Malay directors in the board of directors from 2000 to 2005 (six
years). Maran believes that the racial diversity of the board of directors is more likely to lead to better corporate
performance.

In addition, Richard gives a resource framework to study the relationship between racial diversity and
corporate performance in banking industry. The results show that racial diversity actually increases the value
of the company, and in the appropriate context, it also helps to enhance the company's competitive advantage
(Richard, 2000).?81 Based on Richard's research, Robertson (2007) further tested the relationship between
racial diversity and corporate performance.[?°l

Summarily, with a large number of literature studies show that racial diversity has a positive impact on
corporate performance. However, the specific research results still need specific circumstances, specific
analysis, combined with diversified strategic and psychological perspectives, and accurate research with
qualitative methods.

33 Education level

The well-known thing is that people with a high level of education are considered smarter and easier to enter
the board of directors for leadership and decision-making.*% Especially those with doctoral degrees. It seems
that their arrival will bring a huge promotion to the leadership of the board of directors.

Grace et al. has done some research on the education level of the board of directors and the company's
performance in 1995. They found that the more well-educated directors, the worse the company's performance.
This result seems to be inconsistent with what people thought. However, except for this experiment, the
subsequent results are the same as that of public cognition. Especially in 2008, Bathula further studied that
the proportion of PhD members in the board of directors is positively correlated with enterprise
performance.l*?

Although different studies have different results, maybe these come from the differences of age and the
cultivation of different degrees of moral quality. Therefore, in the current social environment and businesses
conditions, according to the previous analysis, the education level of the board group usually has a positive
correlation with the firm performance.

4. Conclusion

Through the above analysis, it can be found that the characteristics of the board of directors are closely related
to the company's performance.

For the characteristics of the board of directors, the size and composition of the board of directors need to be
adjusted according to different industries and different degrees of technological development of the company,
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in this way can ensure a stable and sustainable growth of the company's performance. For the duality of CEO,
it may be beneficial for some industries that need short-term strategic rapidly development, but for those
industries that need long-term stable strategic direction, the disadvantages outweigh the advantages.

In addition, in the current business context, the frequency of board meetings can be appropriately increased.
The higher the participation rate of board members, the greater the board's responsibility to the company, this
contributes to motivation and unity within the board. In terms of the internal characteristics of the board of
directors, female participants need to achieve gender balance in the board of directors. In addition, board
members also need to have a high level of education and racially diversity to enrich the differences culture.
All these components can have a positive impact on the corporate performance.

References

PEARCE J A, ZAHRA S A. The relative power of ceos and boards of directors: Associations with corporate
performance[J/OL]. Strategic Management Journal, 1991, 12(2): 135-153.

MAK Y T, KUSNADI Y. Size really matters: Further evidence on the negative relationship between board
size and firm value[J/OL]. Pacific-Basin Finance Journal, 2005, 13(3): 301-318[2019-04-16].

GUEST P M. The impact of board size on firm performance: evidence from the UK[J/OL]. The European
Journal of Finance, 2009, 15(4): 385-404.

ANDERSON R C, MANSI S A, REEB D M. Board characteristics, accounting report integrity, and the cost
of debt[J/OL]. Journal of Accounting and Economics, 2004, 37(3): 315-342.

LIPTON M, LORSCH J W. A Modest Proposal for Improved Corporate Governance[J]. Business Lawyer,
1992, 48(1): 59-77.

MARIMUTHU M, KOLANDAISAMY I. Ethnic and Gender Diversity in Boards of Directors and Their
Relevance to Financial Performance of Malaysian Companies[J/OL]. Journal of Sustainable
Development, 2009, 2(3).

SALANCIK G R, PFEFFER J, KELLY J P. A Contingency Model of Influence in Organizational Decision-
Making[J/OL]. The Pacific Sociological Review, 1978, 21(2): 239-256[2019-04-17].

FONDAS N. Women on Boards of Directors: Gender Bias or Power Threat?[M/OL]//Issues in Business
Ethics. Springer, Dordrecht, 2000: 171-177[2020-03-05].

[9] LEE H “Andy”, DENIZCI GUILLET B, LAW R. An Examination of the Relationship between Online
Travel Agents and Hotels[J/OL]. Cornell Hospitality Quarterly, 2012, 54(1): 95-107[2019-11-13].

HILLMAN A J, DALZIEL T. Boards of Directors and Firm Performance: Integrating Agency and Resource
Dependence Perspectives[J/OL]. The Academy of Management Review, 2003, 28(3): 383.

MURA R. Firm Performance: Do Non-Executive Directors Have Minds of their Own? Evidence from UK
Panel Data[J/OL]. Financial Management, 2007, 36(3): 81-112[2020-05-29].

[12] FERNANDES N. EC: Board compensation and firm performance: The role of “independent” board
members[J/OL]. Journal of Multinational Financial Management, 2008, 18(1): 30-44[2019-11-18].

pg. 14



Contemporary Journal of Business and Entrepreneurship Research (CJBER) Vol. 6(4)

T. VELNAMPY. Corporate Governance and Firm Performance: A Study of Sri Lankan Manufacturing
Companies[J]. Journal of Economics and Sustainable Development, 2013, 4(3): 228235[2023-07-26].

AZEEZ Dr A A. Corporate Governance and Firm Performance: Evidence from Sri Lanka[J/OL]. Journal of
Finance and Bank Management, 2015, 3(1)[2019-07-14].

ZATTONI A, CUOMO F. How Independent, Competent and Incentivized Should Non-executive Directors
Be? An Empirical Investigation of Good Governance Codes[J/OL]. British Journal of Management,
2010, 21(1): 63-79.

RECHNER P L, DALTON D R. CEO duality and organizational performance: A longitudinal analysis[J/OL].
Strategic Management Journal, 1991, 12(2): 155-160.

ELSAYED K. Does CEO Duality Really Affect Corporate Performance?[J/OL]. Corporate Governance: An
International Review, 2007, 15(6): 1203-1214[2019-04-11].

JENSEN M C, MECKLING W H. Theory of the Firm: Managerial Behavior, Agency Costs and Ownership
Structure[J]. Journal of Financial Economics, 1976, 3(4): 305-360.

FAMA E F, JENSEN M C. Separation of Ownership and Control[J/OL]. SSRN Electronic Journal, 1983,
26(2).

NTIM C G, OSElI K A. The Impact of Corporate Board Meetings on Corporate Performance in South
Africa[J]. African Review of Economics and Finance, 2011, 2(2): 83-103[2023-07-26].

FRANCIS B B, HASAN I, WU Q. Do Corporate Boards Affect Firm Performance? New Evidence from the
Financial Crisis[C/OL]//SSRN Electronic Journal. 2012.

DONALDSON L. The Ethereal Hand: Organizational Economics and Management Theory[J/OL]. Academy
of Management Review, 1990, 15(3): 369-381[2019-05-08].

ELUYELA D F, AKINTIMEHIN O O, OKERE W. Board meeting frequency and firm performance:
examining the nexus in Nigerian deposit money banks[J/OL]. Heliyon, 2018, 4(10): e00850.

GRACE M, IRELAND A, DUNSTAN K. Board Composition, Non-Executive Directors’ Characteristics and
Corporate Financial Performance[J/OL]. Asia-Pacific Journal of Accounting, 1995, 2(1): 121-
137[2019-09-28].

BRAMMER S, MILLINGTON A, PAVELIN S. Gender and Ethnic Diversity Among UK Corporate
Boards[J/OL]. Corporate Governance: An International Review, 2007, 15(2): 393-403.

CAMPBELL K, MINGUEZ-VERA A. Gender Diversity in the Boardroom and Firm Financial
Performance[J/OL]. Journal of Business Ethics, 2008, 83(3): 435-451.

RICHARD O C. RACIAL DIVERSITY, BUSINESS STRATEGY, AND FIRM PERFORMANCE: A
RESOURCE-BASED VIEW.[J/OL]. Academy of Management Journal, 2000, 43(2): 164-177.

pg. 15



Contemporary Journal of Business and Entrepreneurship Research (CJBER) Vol. 6(4)

ROBERSON Q M, HYEON JEONG PARK. Examining the Link Between Diversity and Firm Performance:
The Effects of Diversity Reputation and Leader Racial Diversity[J/OL]. Group & Organization
Management, 2007, 32(5): 548-568.

BALTA M E, WOODS A, DICKSON K. The Influence Of Boards Of Directors Characteristics On Strategic
Decision-Making: Evidence From Greek Companies[J/OL]. Journal of Applied Business Research
(JABR), 2010, 26(3)[2020-01-14].

BANTEL K A, JACKSON S E. Top management and innovations in banking: Does the composition of the
top team make a difference?[J]. Strategic Management Journal, 1989, 10(S1): 107-124.

HANOKU BATHULA. Board characteristics and firm performance: evidence from New Zealand[D].
Saarbriicken, Germany: Lap Lambert Academic Publishing, 2008.

DE VILLIERS C, NAIKER V, VAN STADEN C J. The Effect of Board Characteristics on Firm
Environmental Performance[J/OL]. Journal of Management, 2011, 37(6): 1636-1663.

pg. 16



