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1 Introduction

The effectiveness of the board depends upon the number of meetings it conducts which
effectively and significantly contributes for the improvement of companies’ performance.
Board’s activity is directly proportional with the performance of the company. It means if the
board conducts more meetings, the performance of the company is also higher. A large number
of meetings generates surveillance and control activity and leads to interest convergence of
interests between the employees, management and the shareholders.However, as far as the
significance of the board’s size is concerned, it does not have a significant impact on firm’s
performance. This variable neither proves resource dependency theory predictions nor those of

the agency theory.

This paper focuseson the board’s composition, independence, structure and
characteristics and firm’s performance. Before embarking on the exploration of this interaction,
it is useful to emphasize that the results of this relationship are, more often than not, contingent

or even partial.

2 Literature Review

Lefort and Urzua (2014) confirm the fact that mechanism of board’s composition is the
most important issue because, being the mechanism of monitoring malpractices and ensuring
good and ethical practices to be adopted which will monitor the interests of all concerned parties.
Theoretically, Hermalin and Weisbach (2011) opined that board is an economic institution,
accepting the mission of reducing agency problems between shareholders and managers. Along

these lines, Crespi et al. (2012) pointed out that the proper functioning of internal mechanisms



leads to ethical working of the company. Nam (2012) agrees with these conclusions and

stipulates that the board is the main instrument of corporate governance.

Bhagat and Bolton (2014) and Agrawal and Knoeber (2006) all lead to the same result
according to which the board’s independence is negatively linked to the corporate performance.
Only Rosenstein and Wyatt (2005) were able to observe that the company’s share value increases

with number of external directors in the board.

The studies by Yermack (2006) and Dalton et al. (2008) failed to determine a substantial
connection in company’s performance indicators, such as the operating ratio per total asset or
sales per asset and board’s independence. According to the study by Dalton et al. (2008), the
duality of the president does not seem to affect the firm’s profitability and performance; whereas
the study of Bhagat and Bolton (2014) highlights a negative relationship and significant
difference between the performance of the firm and the board’s Chairman’s duality. However in
their study, Iyengan and Zampelli (2015), did not find any noteworthy connection between

firm’s performance and the board’s president duality.

Anderson et al. (2014) analysed the connection of audit committee on debt’s cost and the
directors of the board characteristics. However, researchers fail to establish a robust and
meaningful relationship between the cost of debt and the presence of a finance professional in
the audit committee. This result joins those of Defond et al. (2011) who studied the market
reaction to the presence of a finance professional within the audit committee found that the

market reaction is . mixed and above all conditional on solid corporate governance in general.

The study by Anderson et al. (2014) is limited to the presence of a professional, audit

committee and board’s independence and size. They are only interested in the cost of debt while



other research uses the cost of capital which makes it possible to detect an overall risk premium

for the company as well as the cost of its equity.

By examining in depth the work of Fama and Jenson (2003), one can see that external
directors, of independent nature, favourably contribute to an effective control of the managers
and this, comes from their incentive to exercise that control. Along these lines, Fama (2001)
suggests that having external directors is good for the company because they always work in the
interest of the company. Rosenstein and Waytt (2005) launch the call that the announcement of
having additional external directors increases the wealth of shareholders. They argue this
conclusion by the fact that this announcement necessarily leads to increasing the share price of
the firm in the days that follow this action undertaken by the board of directors. Liang and Li
(2009) favourably share this junction and approve by analysing 228 Chinese companies
thathaving external directors in the board is good for monitoring the interests of both,
shareholders and stakeholders and thus, reduces the agency cost. Hence,it contributes the
emergence of the performance measured by accounting measures. Black et al. (2012) reach a
similar conclusion in Korea. Still in this context, Lefort&Urzta (2014), by conducting an
application on 160 Chilean companies, further corroborate this idea and postulate that the
presence of external directors in the board is good for firm’s performance. Dahya et al. (2014)
agree with this thesis and approve, by carrying out a study on a panel of 799 companies in 22

countries.

According to Kaymak and Bektas (2014), board’s independence is not the only catalyst to
encourage increased performance for the company. A review of the reference works of Fama and
Jenson (2003) shows that the latter strongly criticize the duality of the board. Fama and Jenson

(2003) argue that the board is ineffective in its mission of control and advice and this turnover is



highlighted to please the choices of the CEO. Pi and Timme (2006) by investigating the
American banking sector, approve that the return on assets (ROA) is, of a very low nature in
banks governed by a CEO who is himself the president of the board. This result is already proven

by Rechner and Dalton (2005).

3 Methodology

In order to assess the impact of board composition on firm performance this study
collected performance data of five retailers and five UK banks. The data has been collected from
Morningstar website which is an independent source of data, providing ratios free of cost and
updated information can be obtained. In addition, the data about board composition was
collected directly from annual statements of all firms included in the sample.The data is collected
for this research study from five retailers and five banks for the period 2015-2019. For the
operationalisation of firm performance, operating margin, return on assets, and return on equity
were calculated. To operationalise board composition, this study used board size, number of
executive directors, and board independence (non-executive director/board size) (see Appendix

A). These indicators have been chosen following Arulvel and Pratheepkanth, (2019).

The researcher used correlation technique to analyse the nature and strength of
relationship. In order to simplify the analysis, average of five years values of each variable were
calculated (see Appendix B) and then SPSS was used to calculate correlation for each sector

separately.

4 Results



This section presents results of quantitative analysis. First descriptive statistics and trends
analysis are presented for each organisation in both sectors. In case of retail sector, following

trends in descriptive statistics were obtained:

Firm Performance Measures Average 2015-2019

= OQperating Margin Average

Return on Equity Average

Return on Total Assets Average
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It can be observed that there is no discernible pattern in the operating margin of the retail
sector with some having high margins (Marks&Spencer = 6.6) while others having low (John
Lewis = -0.5). Similar is the case of banking sector (HSBC = 0.15 and Royal bank = -.15).
Furthermore, comparing the return on equity, the retail sector shows that Tesco and John Lewis
has very low ratios due to high level of equity as compared sales while remaining have positive
ratios indicating higher sales as compared to equity. In case of banking the return on equity ratio
indicate some degree of similarity as they all are less than 1 but there is no pattern. In case of
return on assets the retail sector shows return varies from 2.68 for Marks&Spencer the highest
and -3.25 for John Lewis the lowest. The return on asset for banking there is very low return on

asset with 0.006 for HSBC and 0.003 for Barclays.

The board composition measures of retail sector indicate that the average Board size for
Marks&Spencer is 13.2 highest and 7.6 for Morrisons lowest. As compared to banking industry

the highest board size is 17.4 of Standard Chartered and lowest size is 6.6 of HSBC. The highest



average for number of non-executive board members is reflected by Tesco with 8.2 and the

lowest number belongs to Morrisons. In case of banking sector, the highest number of non-

executive board members exist in 11.2 Standard Chartered and lowest number exist in HSBC

holding. Finally, the board independence average in retail sector shows that highest average

belongs to Tesco 0.71 and lowest is 0.31 John Lewis. Finally, the board independence ratios in

banking sector are similar and close to one another with highest ratio for Barclays .077 and

lowest ratio for Royal Bank .61.

Table below shows coefficient of Pearson’s correlation among all of the indicators used

for both board composition and corporate performance:

Correlations
Retail- Retail-Mon- Retail-Board
Operating Retail-Return Retail-Return Retail-Board Executive Independenc
Margin an Equity on Assets Size Directors e
Retail-Qperating Margin Pearson Correlation 1 813 817 743 B14 305
Sig. (2-tailed) 085 091 150 378 618
M 5 5 5 5 5 5
Retail-Return an Equity Pearson Caorrelation 813 1 994 A37 421 39
Sig. (2-tailed) 095 oo A1 480 815
M 5 5 5 5 5 5
Retail-Return on Assets Pearson Correlation 817 994 1 A78 483 472
Sig. (2-tailed) 091 oo 414 388 422
M 5 5 5 5 5 5
Retail-Board Size Pearson Correlation 743 437 479 1 B73 651
Sig. (2-tailed) 1580 AE1 414 053 234
M 5 5 5 5 5 5
Retail-Mon-Executive Pearson Correlation S14 421 493 873 1 938
Directors Sig. (2-tailed) 75 480 398 053 018
M 5 5 5 5 5 5
Retail-Board Pearson Correlation 305 Releh| 472 651 .38 1
Independence Sig. (2-tailed) 618 515 422 234 018
M 5 5 5 5 5 5

** Correlation is significant atthe 0.01 level (2-tailed).

* Correlation is significant atthe 0.05 level (2-tailed).

It can be reported that in case of the retail sector positive

and high coefficients of

correlationexist between operating margin and board size (r=.743, p=0.095), number of non-

executive directors (r=.514, p=0.375) and board independence (r=.305, p=0.618); however, none
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of the correlation is statistically significant. Exactly same results have been obtained for
correlations between return on equity and board size (1=.437, p=0.461), number of non-executive
directors (r=.421, p=0.480) and board independence (r=.391, p=0.515) as well as return on assets
and board size (=479, p=0.414), number of non-executive directors (r=.493, p=0.398) and

board independence (1=.472, p=0.422).

Furthermore, in case of the banking sector following table summarises the correlation

coefficients;

Correlations
Banking-
Banking- Banking- Banking- Banking-Man- Board
Operating Return on Return on Banking- Executive Independenc
Margin Equity Assets Board Size Directors ]

Banking-Operating Pearson Correlation 1 .Ba4 A7 -630 -.463 708
Margin Sig. (2-tailed) 041 006 255 432 181
M a a a a L} a
Banking-Return on Equity  Pearson Correlation 804 1 RLils -712 - G6A 428
Sig. (2-tailed) 041 011 ATT 221 472
M 5 5 5 5 5 5
Banking-Return an Pearsaon Correlation a7 56 1 -773 -.653 641
Assets Sig. (2-tailed) 006 011 125 232 243
M a a a a L} a
Banking-Board Size Pearson Correlation -630 -712 -773 1 837 -.552
Sig. (2-tailed) 255 ATV 125 019 334
M 3 g g g g g
Banking-Man-Executive Pearson Correlation - 463 - BBA -.653 83r 1 -2
Directors Sig. (2-tailed) 432 221 232 018 709
M a [} a a L} a
Banking-Board Pearson Correlation 708 428 B4 -652 -2 1

Independence Sig. (2-tailed) 181 472 243 334 708
M I3 a ] ] a ]

* Caorrelation is significant at the 0.05 level (2-tailed).
** Correlation is significant at the 0.01 level (2-tailed).

The results showed that operating margin has negative correlations with board size (r=-
.630, p=0.255) and number of non-executive directors (r=-.463, p=0.432) but positive correlation
with board independence (r=.708, p=0.181); however, none of the correlation is statistically
significant. Exactly same results have been obtained for correlations between return on equity

and board size (r= -.712, p=0.177), number of non-executive directors (r= -.665, p=0.221) and
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board independence (r=.428, p=0.472) as well as return on assets and board size (r= -.773,
p=0.125), number of non-executive directors (r= -.653, p=0.232) and board independence

(1=.641, p=0.243).

Furthermore, this study also analysed the difference between the two sectors using
independent t-test statistics. The aim is to compare the sectors with respect correaltions identified
in previous section. First the study analysed whether correlations between board composition
indicators and operating margins differ between retail and banking sector. The results are as

followed:

Regarding the operating margin, SPSS results indicate that there is significant difference
between retail and banking with respect to impact of board composition on operating margin.

Therefore the null hypotheses that there is no difference in the correlations is rejected (t=1.14,

Group Statistics
Std. Error

Operating Margin-Group N Mean Std. Deviation Mean
Operatm_g Margin- Retail 3 5207 .21908 12648
Correlations Banking 3| 1283 72008 42004

Independent Samples Test
Levene's Test for Equality of
Variances t-test for Equality of Means
95% Confidence Interval ofthe
Mean Std. Error Difference
F Sig t df Sig. (2-tailed) Difference Difference Lower Upper

Operating Margin- Egual variances 6.260 067 1.477 4 214 64500 43853 -57133 1.86933
Correlations assumed

Equal variances not 1.477 2.358 259 {64800 43953 -.99184 2.28084

assumed

Similarly, regarding the return on equity, the results show that there is significant
difference between retail and banking with respect to impact of board composition on return on
equity. Hence the null hypotheses is rejected (t=1.96, p=.121) meaning that there is statistically
significant difference between correlations between board composition and return on equity in

retail and banking sectors.
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Group Statistics
Std. Error

Return on Equity -Group I Mean Std. Deviation Mean
Return on Equity- Retail 3 4163 02335 01348
corelations Banking 3| -3183 64504 37241

Independent Samples Test
Levene's Test for Equality of
Variances t-test for Equality of Means
95% Confidence Interval of the
Mean Std. Error Difference
F Sig t df Sig. (2-tailed) Difference Difference Lower Upper

Return on Equity- Equalvariances 14.716 .018 1.966 4 A1 73267 AT266 -.30200 1.76733
Caorrelations assumed

Equal variances not 1.966 2.008 188 73267 37266 -.86674 2.33207

assumed

Finally, with respect to impact of board composition, on return on assets, there is also
significant difference. The results show that the null hypotheses is rejected (t=1.641, p=0.176).
Therefore it can be opined that in case of correlation between board composition and return on

assets, there is statistically different means in retail and banking sector.

Group Statistics
Return on Total Assets- Stel. Error
Group N Mean Std. Deviation Mean
Return on Total Assets- Retail 3 4813 01069 00617
Comelations Banking 3| -2617 78403 45266
Independent Samples Test
Levene's Test for Equality of
Variances ttest for Equality of Means
95% Confidence Interval ofthe
Mean Std. Error Difference
F Sig t df Sig. (2-tailed) Difference Difference Lower Upper
Return on Total Assets- Equal variances 14.799 018 1.641 4 176 74300 45270 -.513490 1.99990
Carrelations assumed
Equal variances not 1.641 2.001 242 74300 45270 -1.20413 268013
assumed

5 Discussion

The results above show consistency with Song et al. (2017) who also assessed the effects
of board composition on corporate performance and focused on the restaurant industry with the
stewardship theory as the main theory. They used the ratio of inside directors and outside
directors as the measure of the composition of board. The operationalisation of corporate
performance was done using return on assets and Tobin’s q. Data collection period selected was

2007 to 2013 and 25 restaurant were recruited in the sample. The study conducted Panel
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regression analysis for hypotheses testing and reported that the correlation coefficient between
corporate performance and board composition was positive but statistically insignificant.
Nonetheless, it was reported that if the number of inside board increase the market-based
performance (Tobin’sQ) also showed increase. Conversely, if number of outside board members

increase there was a decrease in the market-based performance.

The results above are inconsistent with several past studies in which the empirical
evidence achieves statistical significance for the link between board composition and corporate
performance. Furthermore, it can be inferred that the results are different for different sectors. In
case of retail sector the results are all positive, however, in case of banking sector the results are

contradicting for some coefficients.

According to Song et al. (2017) the presence of independent directors contributes
significantly to improving business performance. These independent directors provide the
company with technical expertise and privileged environmental information to improve its
performance. The reason is that these independent directors are proficient and thorough
professionals who are hired due to their expertise. In addition to that, they do not have personal
interests so this independence helps them to oppose such things which are not in the favour of
the company. However, the results above only show positive impact of board independence and
non-executive directors with corporate performance in case of retail sector and opposite results

in case of banking sector.

Karayel and Dogan, M. (2016) also analysed the link between corporate performance and

corporate board composition. As per the results the firm performance measures Return on Assets
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and Return on Equity were significantly impacted by board composition measures and thus

reflected impact on market performance.

6 Conclusion

The objective of this research is to find how the composition of the board affects
companies’ performance. This study first highlighted the role of the board in matters of control
and surveillance. The work relating to the board’s independence and its association with firm’s
performance gives contradictory results. However, many studies prove that independent
directors’ presence is good for the firm. However, other research presents just the opposite

results.

This research study has failed to confirm that board independence is an effective means
of controlling managers. According to agency theory, firm’s performance increases with the
higher number of independent directors. Regarding duality, previous research could not find any
link or relationship in board’s structure and firm’s performance. In fact, some studies conclude
that separation of powers of the board’s chairman and CEOis an advantage for firm’s
performance. whileother research has confirmed the theory of stewardship and has shown that
duality is better for company’s performance. This study also proved a significant connection
between duality and the firm’s performance. Finally, the t-test results confirm that relationship
between board composition and firm performance varies from one sector to another because

there are statistically significant differences in mean of retail sector and banking sector.

However, there are some limitations in the results above as they are based on data from
10 companies only and therefore the sample size is very small. Therefore, further research is

recommended to gain more reliable and valid results.
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8 Appendix A — Calculations (Ratios and Board composition indicators)

Retail Yea | Operating Return on | Return | Boar | Number | Board
r Margin Equity on Total | d of Non- | Independence
Assets Size | Executiv | = Number of
e Executive
Director | Directors/Boa
s rd Size
Tesco 201 | -7.72 -52.7 -12.17 10 7 0.7000
5
201 | 1.8 1.76 0.31 11 8 0.7273
6
201 |2.09 -0.53 -0.09 11 8 0.7273
7
201 | 2.72 14.26 2.66 13 9 0.6923
8
201 |3.25 10.43 2.82 13 9 0.6923
9
Sainsbury 201 |0.34 -2.88 -1 10 7 0.7000
5
201 |3.01 7.71 2.74 14 10 0.7143
6
201 | 2.45 5.42 1.96 10 6 0.6000
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7
201 | 1.82 4.07 1.39 10 0.5000
8
201 | 1.08 2.53 0.88 10 0.5000
9
Morrisons 201 | -4.94 -18.37 -7.65 6 0.1667
5
201 | 1.35 6.04 24 8 0.5000
6
201 | 2.67 7.8 3.29 8 0.5000
7
201 | 2.54 7.23 3.29 8 0.6250
8
201 | 2.21 5.32 2.49 8 0.6250
9
Marks&Spenc | 201 | 7.39 16.47 6.04 17 0.4706
er 5
201 | 7.44 12.25 4.88 14 0.5000
6
201 | 6.5 3.55 1.4 11 0.5455
7
201 | 6.27 0.84 0.32 12 0.6667
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201 | 5.79 1.19 0.45 12 0.6667
9
John Lewis 201 | 1.27 2.15 1 8 0.3750
5
201 | -1.31 -6.86 -2.93 9 0.2222
6
201 |-2.23 -23.17 -8.86 9 0.3333
7
201 | 1.79 6.9 2.37 9 0.2222
8
201 |-2.29 -24.53 -7.82 8 0.3750
9
Banking Sector Ratios
Barclays Bank 201 -0.0047 0.0132 0.0023 14 11 0.8125
PLC 5
201 -0.0125 0.0187 0.0038 14 11 0.7647
20(15 0.0816 0.0544 0.0027 13 10 0.7333
ZOZ -0.0829 0.0152 0.0025 13 10 0.8
20? 0.0756 0.0355 0.0029 15 11 0.7333
HSBC Holdings 202 0.1841 0.1 0.007 6 5 0.8
20113 0.1931 0.1 0.007 6 5 0.8333
20(15 0.0214 0.039 0.003 6 5 0.7895
ZOZ 0.1507 0.094 0.007 7 5 0.7222
20? 0.1961 0.106 0.008 8 5 0.6364
Royal Bank 202 -0.2365 0.046 0.003 14 8 0.5556
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of 5
Scotland Group
PLC
201 -0.1516 -0.05 -0.003 15 9 0.625
6
201 -0.5469 -0.08 -0.005 16 10 0.6471
7
201 0.0591 0.046 0.003 14 8 0.5625
8
201 0.1216 0.071 0.005 11 7 0.65
9
Standard 201 0.139 0.091 0.006 21 14 0.6957
Chartered 5
201 -0.1593 -0.032 -0.002 19 13 0.6842
6
201 -0.0359 0.008 0.001 17 11 0.6471
7
201 0.053 0.048 0.004 17 9 0.5556
8
201 0.0418 0.05 0.004 13 9 0.6667
9
Lloyds Banking 201 0.028 0.04 0.002 13 10 0.7333
Group PLC 5
201 0.0159 0.035 0.002 13 8 0.6429
6
201 0.0356 0.089 0.005 13 8 0.6429
7
201 0.0774 0.108 0.006 12 8 0.7143
8
201 0.104 0.121 0.007 12 7 0.5833
9
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9 Appendix B — Syears Averages of Variables

Operating | Return | Return | Board Number | Board

Margin on on Total | Size of Non- Independence

Average | Equity | Assets | Average | Executive | Average

Average | Average Directors
Average

Tesco 0.428 -5.356 | -1.294 11.6 8.2 0.707832
Sainsbury 1.74 3.37 1.194 10.8 6.6 0.602857
Morrisons 0.766 1.604 0.764 7.6 3.8 0.483333
Marks&Spencer 6.678 6.86 2.618 13.2 7.4 0.569875
John Lewis -0.554 -9.102 | -3.248 | 8.6 2.6 0.305556
Barclays Bank PLC 0.01142 | 0.0274 | 0.00284 | 13.8 10.6 0.76876
HSBC Holdings 0.14908 | 0.0878 | 0.0064 | 6.6 5 0.75628
Royal Bank -0.15086 | 0.0066 | 0.0006 |14 8.4 0.60804
of
Scotland Group PLC
Standard Chartered 0.00772 | 0.033 0.0026 |17.4 11.2 0.64986
Lloyds Banking 0.05218 | 0.0786 | 0.0044 | 12.6 8.2 0.66334

Group PLC




