~ A Service of
’. b Leibniz-Informationszentrum

.j B I l I Wirtschaft
) o o o Leibniz Information Centre
Make YOUT PUbllCCltlonS VZSlble. h for Economics ' '

Chatterjee, Sh. D.

Article
Board composition and performance in Indian firms: A
comparative analysis empirical

The International Journal of Management Science and Information Technology (IJMSIT)

Provided in Cooperation with:
North American Institute of Science and Information Technology (NAISIT), Toronto

Suggested Citation: Chatterjee, Sh. D. (2011) : Board composition and performance in Indian firms: A
comparative analysis empirical, The International Journal of Management Science and Information
Technology (IJMSIT), ISSN 1923-0273, NAISIT Publishers, Toronto, Iss. 2-(Oct-Dec), pp. 1-15

This Version is available at:
https://hdl.handle.net/10419/97877

Standard-Nutzungsbedingungen: Terms of use:

Die Dokumente auf EconStor durfen zu eigenen wissenschaftlichen Documents in EconStor may be saved and copied for your personal
Zwecken und zum Privatgebrauch gespeichert und kopiert werden. and scholarly purposes.

Sie durfen die Dokumente nicht fiir 6ffentliche oder kommerzielle You are not to copy documents for public or commercial purposes, to
Zwecke vervielféltigen, 6ffentlich ausstellen, 6ffentlich zugénglich exhibit the documents publicly, to make them publicly available on the
machen, vertreiben oder anderweitig nutzen. internet, or to distribute or otherwise use the documents in public.
Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen If the documents have been made available under an Open Content
(insbesondere CC-Lizenzen) zur Verfiigung gestellt haben sollten, Licence (especially Creative Commons Licences), you may exercise
gelten abweichend von diesen Nutzungsbedingungen die in der dort further usage rights as specified in the indicated licence.

genannten Lizenz gewahrten Nutzungsrechte.

Mitglied der

WWW.ECONSTOR.EU é@“}


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://hdl.handle.net/10419/97877
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

An official publication of The North American
Institute of Science and Information Technology ISSN:1923-0265

INTERNATIONAL JOURNAL OF

Management Science and
Information Technology

www.naisit.org



The International Journal of Management Science and Information Technology
(IJMSIT)

NAISIT Publishers

Editor in Chief
J. J. Ferreira, University of Beira Interior, Portugal, Email: jjmf@ubi.pt

Associate Editors

Editor-in-Chief: Jodo J. M. Ferreira, University of Beira interior, Portugal
Main Editors:
Fernando A. F. Ferreira, University Institute of Lisbon, Portugal and University of Memphis, USA
José M. Merigd Lindahl, University of Barcelona, Spain
Assistant Editors:
Cristina Fernandes, Reseacher at NECE -Research Unit in Business Sciences (UBI) and Portucalense University,
Portugal
Jess Co, University of Reading, UK
Marjan S. Jalali, University Institute of Lisbon, Portugal
Editorial Advisory Board:
Adebimpe Lincoln, Cardiff School of Management, UK
Aharon Tziner, Netanya Academic College, Israel
Alan D. Smith, Robert Morris University, Pennsylvania, USA
Ana Maria G. Lafuente, University of Barcelona, Spain
Anastasia Mariussen, Oslo School of Management, Norway
Christian Serarols i Tarrés, Universitat Autobnoma de Barcelona, Spain
Cindy Millman, Business School -Birmingham City university, UK
Cristina R. Popescu Gh, University of Bucharest, Romania
Dessy Irawati, Newcastle University Business School, UK
Domingo Ribeiro, University of Valencia, Spain
Elias G. Carayannis, Schools of Business, USA
Emanuel Oliveira, Michigan Technological University, USA
Francisco Linan, University of Seville, Spain
Harry Matlay, Birmingham City University, UK
Irina Purcarea, The Bucharest University of Economic Studies, Romania
Jason Choi, The Hong Kong Polytechnic University, HK
Jose Vila, University of Valencia, Spain
Louis Jacques Filion, HEC Montréal, Canada
Luca Landoli, University of Naples Federico II, Italy
Luiz Ojima Sakuda, Researcher at Universidade de Sdo Paulo, Brazil
Mario L. Raposo, University of Beira Interior, Portugal
Marta Peris-Ortiz, Universitat Politécnica de Valéncia, Spain
Michele Akoorie, The University of Waikato, New Zealand
Pierre-André Julien, Université du Québec a Trois-Riviéres, Canada
Radwan Karabsheh, The Hashemite University, Jordan
Richard Mhlanga, National University of Science and Technology, Zimbabwe
Rodrigo Bandeira-de-Mello, Fundacao Getulio Vargas — Brazil
Roel Rutten, Tilberg University - The Netherlands
Rosa Cruz, Instituto Superior de Ciéncias Econdmicas e Empresariais, Cabo Verde
Roy Thurik, Erasmus University Rotterdam, The Netherlands



Sudhir K. Jain, Indian Institute of Technology Delhi, India
Susana G. Azevedo, University of Beira Interior, Portugal
Svend Hollensen, Copenhagen Business University, Denmark
Walter Frisch, University of Vienna, Austria
Zinta S. Byrne, Colorado State University, USA

Editorial Review Board

Adem Ogiit, Selguk University Turkey, Turkey
Alexander B. Sideridis, Agricultural University of Athens, Greece
Alexei Sharpanskykh, VU University Amsterdam, The Netherlands
Ali Kara, Pennsylvania State University -York, York, USA
Angilberto Freitas, Universidade Grande Rio, Brazil
Arminda do Pago, University of Beira Interior, Portugal
Arto Ojala, University of Jyvaskyld, Finland
Carla Marques, University of Tras-os-Montes e Alto Douro, Portugal
Cem Tanova, Gukurova University, Turkey
Cristiano Tolfo, Universidade Federal de Santa Catarina, Brazil
Cristina S. Estevao, Polytechnic Institute of Castelo Branco, Portugal
Dario Miocevic, University of Split, Croatia
Davood Askarany, The University of Auckland Business School, New Zealand
Debra Revere, University of Washington, USA
Denise Kolesar Gormley, University of Cincinnati, Ohio, USA
Dickson K.W. Chiu, Hong Kong University of Science and Technology, Hong Kong
Domeénec Melé, University of Navarra, Spain
Emerson Mainardes, FUCAPE Business School, Brazil
Eric E. Otenyo, Northern Arizona University, USA
George W. Watson, Southern Illinois University, USA
Gilnei Luiz de Moura, Universidade Federal de Santa Maria, Brazil
Jian An Zhong, Department of Psychology,Zhejiang University, China
Joana Carneiro Pinto, Faculty of Human Sciences, Portuguese Catholic University, Lisbon, Portugal
Joaquin Alegre, University of Valencia, Spain
Joel Thierry Rakotobe, Anisfield School of Business, New Jersey, USA
Jonathan Matusitz, University of Central Florida, Sanford, FL , USA
Kailash B. L. Srivastava, Indian Institute of Technology Kharagpur, India
Karin Sanders, University of Twente, The Netherlands
Klaus G. Troitzsch, University of Koblenz-Landau, Germany
Kuiran Shi, Nanjing University of Technology, Nanjing, China
Liliana da Costa Faria, ISLA, Portugal
Luiz Fernando Capretz, University of Western Ontario, Canada
Lynn Godkin, College of Business, USA
Maggie Chunhui Liu, University of Winnipeg, Canada
Marcel Ausloos, University of Liége, Belgium
Marge Benham-Hutchins, Texas Woman's University,Denton, Texas, USA
Maria Nieves Pérez-Arostegui, University of Granada, Spain
Maria Rosita Cagnina, University of Udine, Italy
Mayumi Tabata, National Dong Hwa University, Taiwan



Micaela Pinho, Portucalense University and Lusiada University, Portugal
Paolo Renna, University of Basilicata, Italy
Paulo Rupino Cunha, University of Coimbra, Portugal
Peter Loos, Saarland University, Germany
Pilar Pifiero Garcia, F. de Economia e Administracion de Empresas de Vigo, Spain
Popescu N. Gheorghe, Bucharest University of Economic Studies, Bucharest, Romania
Popescu Veronica Adriana, The Commercial Academy of Satu-Mare and The Bucharest University of Economic
Studies, Bucharest, Romania
Ramanjeet Singh, Institute of Management and Technology, India
Ricardo Morais, Catholic University of Portugal
Ruben Fernandez Ortiz, University of Rioja, Spain
Ruppa K. Thulasiram, University of Manitoba, Canada
Soo Kim, Montclair State University,Montclair, NJ, USA
Wen-Bin Chiou, National Sun Yat-Sem University, Taiwan
Willaim Lawless, Paine College ,Augusta, GA, USA
Winston T.H. Koh, Singapore Management University, Singapore



The International Journal of Management Science and Information Technology (IJMSIT)
NAISIT Publishers

Issue 2 - (Oct-Dec 2011)

Table of Contents

1 BOARD COMPOSITION AND PERFORMANCE IN INDIAN FIRMS
SH. D. CHATTERIJEE, MESRA, INDIA

16 BENEFITS OF HYBRIDITY IN ORGANIZATIONS
ESA HYYRYLAINEN, University of Vaasa, Finland
OLLI-PEKKA VIINAMiKI, University of Vaasa, Finland

55 THE ROLE PLAYED BY KNOWLEDGE INTENSIVE BUSINESS SERVICES IN
KNOWLEDGE ECONOMY
JO20 J. FERREIRA, University of Beira , Portugal



This is one paper of
The International Journal of Management Science and
Information Technology (IJMSIT)
Issue 2 - (Oct-Dec 2011)



w North American Insttute The International Journal of Management Science and Information Technology (IJMSIT)
of Science and Information Technology Issue 2 - (Oct-Dec 2011) (1 - 15)

BoARD COMPOSITION AND PERFORMANCE IN

INDIAN FIRMS: A COMPARATIVE ANALYSIS EMPIRICAL

SH. D. CHATTERIEE

Research scholar, Department of management, BIT, Mesra, Ranchi, Jharkhand.
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ABSTRACT

This paper attempts to describe the relationship between board composition and performance in
Indian firms. Indian firms have been classified into four groups—public sector undertakings (PSUs),
stand-alone firms, private business group dffiliated firms, and subsidiaries of foreign firms. The paper
analyzes the relationship between the study and independent variables, using a multiple regression
model. Results indicate that the larger boards are less efective in Indian firms, except in the case of PSUs.
Board size is becoming an insignificant variable in determining the performance of Indian PSUs.
Surprisingly, board independence is insignificant across all categories in India, as per the results of this

study, which calls for detailed studies in this area.

INTRODUCTION

Fama and Jensen (1983) defined residual claimants as the ones who bear residual risk, i.e., the
difference between stochastic inflows of resources and promised payment to agents. When the
managers, who make decisions, are not the major residual claimants, and hence do not bear a major

share of the financial effects of their decisions, agency problems arises.

To address agency problems, internal, as well as external, corporate governance mechanisms have
been put into place, like the board of directors, proxy fights, large shareholders, hostile takeovers and
financial structure (Hart, 1995). The most important internal corporate governance mechanism is the
board of directors (Subramanian and Swaminathan, 2008). The role of the board is not simply to fulfill its
legal requirements. The board of a company provides strategic guidance and leadership, objective
judgment, independent of management, to the company and exercises control over the company, while
at all times remaining accountable to the shareholders. An effective corporate governance system is one
which allows the board to perform these dual functions efficiently. However, shareholders do not
escape agency problems by leaving them to the board of directors, since the directors are themselves
agents, whose interests are not necessarily aligned with the shareholders (Hermalin and Weishbach,
1991). Although, allowing management to choose their own overseers might lead to agency problems
related to independent directors. Nonetheless, there are many good reasons to believe that outside

directors will exhibit some checks and balances on the top management. There are many widely studied
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board characteristics like board composition, which includes board size and the proportion of

independent directors, board committees, as well as remuneration to the directors.

LITERATURE REVIEW

BoarD comPoOsITION

Research works indicate that board composition plays a substantial role in corporate performance.
Board composition refers to the number of directors and the type, as determined by the usual insider-
outsider classification. Insiders are the current members of top management teams, and employees of
the company or its subsidiaries. Outside directors have no such association, but are further classified
into affiliated or non-affiliated. Affiliated outsiders are not members of the current management, or
employees of the company, but have some influential link with the firm, or example, as consultants.
Non-affiliated outsiders are usually referred to as independent directors. These independent directors
are recruited primarily because of their expertise, name, recognition and skills (Pearce and Zahra,

1992).

BoaRrp sizE

There are different schools of thought when it comes to linking board size with corporate
performance. One school of thought suggests a positive association between board size and firm
performance. Proponents of this view (Pearce and Zahra, 1992; Dalton et al., 1999) argue that as board
size increases, the strategic decision making capabilities of the board increase. This is due to the
knowledge and intellect that is brought to the board by members coming from varied backgrounds.
Golden and Zajac (2001) argued that smaller boards are assumed to have inadequate confidence and

unclear understanding in making strategic changes.

The counter view also prevails, which argues that larger boards are less effective than smaller boards.
It is mainly based on group dynamics and social psychological research. When board size increases, the
costs associated with it, like coordination cost and communication costs, also increase (Raheja, 2005). As
a result, the board becomes more of a symbol and less a part of the management process. Many
researchers provide empirical evidence which supports the view that a negative relationship exists
between board size and firm performance. Yermack (1996) empirically demonstrated that there is a
negative relationship between board size and firm performance. It is also suggested that measures of
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operating efficiency and profitability are negatively related to the board size (Yermack, 1996). Eisenberg
et al. (1998), in their study on small firms, also found this negative relation between firm performance
and board size. Van Ees et al. (2003) performed a similar study on the listed firms in Netherlands and
found that, even though the system of control mechanism is different in Netherlands than in their US
counterparts, there is a negative relation between board size and firm perofmance in Netherlands,

similar to the US.

Vateas (1999) proposed that here is an optimum board size, below which there is a positive
relationship, and above which there is a negative relationship Other than these two, there is one more
school of thought which assumes that the relationship between board size and firm performances is in
the nature of an ‘Inverted U’. . The inherent assumption is that a minimum number of board members is
required to get the necessary intellect on the board, but if the number crosses the optimum mark, various
problems relating to coordination and group dynamics come into play, adversely affecting firm

performance.

BOARD INDEPENDENCE

As discussed above, board of directors is one of the most vital internal governance mechanisms that
act as a bridge between the aspirations of the shareholders and the managers. Over the years, board
independence has been an important characteristic and the subject of many studies, as the presence of
outside directors in the board is thought to be vital for the functioning, especially on issues of strategy,

performance, management of conflicts and standards of conduct.

Corporate governance committee reports across the world, like the Blue Ribbon committee 1999 in
the US, have placed considerable stress on the role of independent directors. However, the ‘Companies
Act’ of most of the countries across the world does not make any distinction between the different
categories of directors in terms of their responsibilities, and all directors are equally and collectively
responsible by law for a board’s actions and decisions. Further, the Cadbury committee report 1992
says, “The board should include non-executive directors of sufficient caliber and number for their views

to carry significant weight in the board’s decisions”.

Zahra and Pearce (1989) suggested that four major perspectives have dominated studies on the
composition of board of directors in an organization. These are legalistic, class hegemony, agency
theory, and resource dependence. Although all four are totally different approaches, the one thing
common to all of them is that they agree that board of directors is a very important control mechanism
and the presence of outsiders on the board increases its effectiveness. They identify the three most

important roles for the board—service, strategy and control. An integrated model of board attributes
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and roles is proposed by them, along with the composition of boards, which includes size and outsiders
presence as important factors. Another study by Pearce and Zahra (1992) claimed that there is positive
relationship effect on firm performance on some fortune 500 companies. Their findings clearly state
that there is a positive relationship between the presence of outside directors on the board and firm
performance. They argue that, by expanding boards and recruiting experienced and professional outside

directors, firms would benefit by making use of their expertise and experience (Pearce and Zahra, 1992).

However, Barnhar et al. (1994) claim that there is little evidence suggesting that board composition
is important for the quality of overall firm performance, and that they found negative correlation
between firm performance and board independence. In their study, they attempted to determine
whether, after controlling the effects of managerial ownership, the proposition of independent outside
directors is related to overall firm performance. They did not use the Tobin’s Q approach, but rather
measured firms’ performance on the market value to book value ratio of common stock equity. They
found a curvilinear relationship between board composition and firms’ corporate financial performance.
A similar study done by Barnhart and Rosenstein (1998) discussed board composition, ownership
structure, and firm performance interrelationships. Their empirical study came out with the results that a
weak curvilinear relationship exists between board composition, in terms of outsider’s presence, and
firm performance. They also indicated that institutional ownership and board composition are
substitutes for managerial ownership. Managerial ownership has a strong control over board

composition and a strong performance allows insiders to retain control over the board of directors.

Hermalin and Weisbach (1991) argued that there is no relationship between board composition and
firm performance, as opposed to the general belief. They suggested that it is good to have inside
directors’ presence in the board of directors, as they help CEOs to maximize value by providing both
advice and knowledge about the day-to-day operations of the company. They suggested that top
management has a control over board selection. Hence, board composition does not matter, as inside or
outside directors are equally good or bad. Bhagat and Black (1999) also supported this view that there is
no strong correlation between board independence and firm performance. They stated that different
firms need different degrees of board independence, depending upon their growth rate. Fogel and Geier
(2007) also indicated in their study that no pattern emerges to suggest that it makes any difference at all
to shareholders’ wealth creation whether a board has a higher or lower percentage of independent
directors. They reviewed the best and the worst return on equity performers across 50 separate industries
and showed that the worst ROE performers in each of the 50 industries have approximately the same

percentage of independent directors as the best ROE performers.

Raheja (2005) proposed a model in which the tradeoffs of inside versus outside directors were

considered. It was argued that board size and composition affect the incentives of board members and
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play a crucial role in board effectiveness. She argued that firms in which it is easier for outsiders to verify
projects have a majority of outsiders, while those in which it is difficult have a majority of insiders on the
board.

INDIAN CONTEXT

Research relating to firm performance and board composition is available in the Indian context also.
As with worldwide studies, in which no conclusive evidence to any one school of thought has been
provided, the same is the case with India. The results have been mixed in nature. It has been suggested
in some research studies that larger board size leads to improved firm performance, whereas there have
also been evidence of larger boards being inefficient in nature. Kathuria and Dash (1999) pointed that
there is an improvement in performance with the increase in board size, but the firm does not gain
much if an additional board member joins, considering that it already has a big board to contend with.
Dhawan (2006) supported this finding by pointing out that the size of the board increases with turnover,
but only up to a certain level, beyond which the increasing turnover does not have any influence. Hence,
knowledge and skill of the board members are of paramount importance, rather than the size of the
board. Thus, it can be argued that the size of the board may be increased up to the point where
marginal benefits equal marginal costs (Beiner et al. 2003). Dwivedi and Jain (2005), in their study on
board size and firm value, also suggested a positive relationship. On the other hand, there are studies
which point to a negative relationship between board size and firm performance in the Indian context.
Prominent among them is the work done on Indian nonfinancial firms by Ghosh (2006). The author in his
empirical study on the relationship between financial performance and board parameters which include

board size found that larger board size tends to have a negative influence on firm performance.

In India, the Kumar Mangalam Birla Committee (1999), on corporate governance, appointed by the
securities and exchange board of India (SEBI), gave recommendations which are concurrent with the
majority of the world’s view that the presence of outside directors results in better management of
firms’ affairs. Research on the Indian corporate governance system points out that, until the early 2000s,
Indian companies filled their boards with representative of the promoters of the company. Independent
directors, if chosen, were also handpicked by the management, thereby ceasing to be independent. This
change occurred after the implementation of the Kumar Mangalam Birla Committee recommendations.
Today, increasingly, boards comprise the following groups of directors—promoter directors, and

executive and non-executive directors, some of whom are independent.

Prasanna (2006) suggested that independent directors bring brand credibility and better
governance. Overall, independent directors contribute to boards’ effectiveness and functioning. She also
emphasized that, just like any other job, there should be a periodic evaluation of the independent
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directors, and their appointment process should be a formal one. Hence, the author supported the view

that board independence is positively related to firm performance.

GROUP AND STAND-ALONE FIRMS IN INDIA

Indian business groups are collections of publicly traded firms in a wide variety of industries, with a
significant amount of common ownership and control, usually by a family (Khanna and Palepu, 2000).
Khanna and Palepu (2000) argued that, in an emerging market like India, where there are major agency
and information problems, major sources of potential benefits of group affiliated firms have access to

foreign capital, access to latest technology, and some control over political groups.

OBJECTIVES OF THE STUDY

In the above context, we propose to study the relationship between board composition and firm
performance of stand-alone and group firms in India, along with firm performance of public owned and
foreign subsidiaries firms and their board composition in India. Since India is a rapidly developing
economy and its corporate governance norms are now almost at par with those of the developed
nations, this study attempts to shed much light on the board composition existing in group affiliated and
stand-alone firms in India. As mentioned above, most of the group affiliated firms in India are family
owned, and hence, agency problems in India are not because of management, but because of majority
shareholding. In this context, it becomes even more important to study board composition, as it would
add to the body of knowledge for the minority shareholders, as well as for academicians who study

company performance and board composition.

METHODOLOGY

As discussed in the previous sections, board composition consists of two components, i.e., board
size and board independence. A conceptual framework of linking board composition to performance of
the firms has been hypothesized. This study takes into considerations four categories of firms—stand-

alone private Indian firms, group affiliated firms, PSUs, and foreign subsidiaries (Figure 1).
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Data was collected from the Centre for Monitoring Indian Economy (CIME) database and from
firms’ annual reports for a time period of one financial year, i.e. 2006-2007. The sample consisted of
organizations listed on the Bombay stock exchange (BSE) 500 index. Financial institutions and banks
were removed, as their financial structure is substantially different from that of other firms; these
firms have a higher leveraged capital structure, and therefore, we cannot compare them with other
firms on the same platform. After the removal of financial institution, the sample size was reduced to
437. The data for 17 firms was found to be either missing or insufficient for further analysis, and thus,
they were also removed, bringing the final sample size to 420. Of these 420, the category-wise
numbers are 237 group companies (56.4%), 118 private stand-alone (Indian) firms (28.1%), 32 foreign

subsidiaries (7.6%), and 33 governments owned PSUs (7.9%).

VARIABLES

DEPENDENT VARIABLES

Firm performance is the dependent variable in our study, which can be measured by using two
types of proxy—accounting-based measures and market-based measures (Dwivedi and Jain, 2005).
Accounting-based measures used are profit before interest and tax (PBIT), profit after tax (PAT)/ sales,
economic value added (EVA), etc., and market-based measures, which include market capitalization to
BV ratio(Barnhart et. al), and market value added (MVA) and Tobin’s Q (Yermak, 1996). For this study,

Tobin’s Q has been taken as proxy to measure
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firm performance. Tobin’s Q is defined as the ratio of MV and BV of assets. MV of firm is taken as the
sum of MV of equity and debts. Since debts are not publicly traded in Indian secondary markets, BV

of debts and preference shares have been considered for calculating Tobin’s Q.
Q= (MVE + PS + DEBT)/ TA

To remove the effect of market volatility from our analysis, the average of 365 days closing prices
have been considered. In total assets, we have considered all the relevant items on the assets side of

the balance sheet.
INDEPENDENT VARIABLES

Board size and board independence are the explanatory variables for this study. Board size is
taken as the number of sitting directors on the board of a company. In this study, we assume that

there is no interaction effect between these two independent variables.
CoNTROL VARIABLES

To control different factors like firm’s growth, and capital structure, which also influence firm
performance to a great extent; the following variables have been considered as control variables to

explain the variation in Tobin’s Q left unexplained by the independent variables.

e  Growth opportunities: The control variables for growth opportunities are research and

development/sales and advertisement and marketing expenses/sales (ADS).

e  Firm size: It has been pointed out by earlier studies that firm size and board size can be
correlated in complicated ways. Hence, firm size, which has been proxied by log market
capitalization, is another control variable (SIZE).

e  Funds Utilization: The effective fund utilization also influences firm performance. Return

on capital employed, which is a well-accepted measure of fund utilization, has been taken
as proxy to control this factor

e  (Capital structure: Capital structures have implications for governance of firms. Hence, to

control its effects, we have used debt equity ratio as its proxy (DE).

Table 1 describes the descriptive statistics.
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Table 1: Descriptive Statistics
A: Break-Up of Firms
Firm Type No. BOARDSIZE BOARDIND (%) (AVG.)
Group companies 237 11.62 61
Foreign subsidiaries 32 11.72 60
Govt. majority 33 15.33 67
Private stand-alone 118 10.46 57
Total 420 - -
B: Descriptive statistics of the Variables
Variable Mean SD Variance Range
ROCE 0.1682 0.35234 0.124 7.34
DE 0.8305 1.18882 1.413 17.08
TOBIN Q 2.9728 2.36082 5.573 15.54
BOARDSIZE 11.5905 3.41678 11.674 22.00
BOARDIND 7.0024 2.73185 7.463 19.00
SIZE 3.4729 0.55469 0.308 2.95

Mooel

TOBIN Q = a + B1 BOARDSIZE + B2 BOARDIND + B3 DE + B,ADS + BsRDS + BSIZE + B,ROCE + €

The above model has been proposed to measure the effect of board composition on firm

performance for all the four categories of firms. Ordinary least squares method has been use to

investigate whether board composition has significant association with firm performance or not.

RESULTS AND DISCUSSION

The summary of the regression results is presented in Table 2. From the regression results for the

overall sample, it is evident that the variables included in the model explain firm performance at

statistically significant level, as indicated by the F-statistic (1% level of significance). The adjusted R2

is 0.22, which means that our model is explaining 22% of the variation of firm’s performance. A more

detailed examination of the explanatory factors reveals that board’s size is statistically significant at

1% level of significance, in the regression model. For our overall sample, we have found that board

independence does not have a statistically significant effect on firm performance.
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Table 2: Dependent Variable: TOBIN Q

Independent . . . T
Overall Stand-Alone Firms Group Companies PSUs Foreign Subsidiaries
variable
Co- | tstat Co- | tstat Co- | tstat Co- | t-stat Co- | tstat
p-value p-value p-value p-value p-value
ffici + ffici + ffici + ffici + ffici +
Intercept -1.297 | -1.921| 0.06 -3.701 | -2.458| 0.02**| -3.181 | -4.684 | 0.00* | -4.765 | -1.571| 0.13 -2.342 | -3.567 | 0.00*
ROCE 1.216 | 4.028 | 0.00* 1.977 1.600| 0.11 1.056 | 4.316| 0.00* 9.498 | 2.023| 0.05** 1.529 5.632 | 0.00*
DE -0.157 | -1.764 | 0.08 -0.337 | -2.166| 0.03**| 0.093 | 1.067 | 0.29 0.489 | 0.509| 0.61 0.104 1.452 | 0.04**
ACS -12.265 | -3.754 | 0.00*| -10.381 | -1.707| 0.09 19.691 | 5.374| 0.00* | -102.30|-0.363| 0.72 14.320 4.876 | 0.00*
RDS 9.571 | 3.150| 0.00* 4.505 0.799| 0.43 -1.302 | -0.316| 0.75 |-45.805 |-0.697| 0.49 -1.653 | -0.418 | 0.53
BOARDSIZE | -0.121 | -2.470| 0.01*| -0.231 | -2.078| 0.04**| -0.103 | -2.403 | 0.02* 0.150 | 0.646| 0.52 -0.094 | -1.942 | 0.01*
BOARDIND -0.099 | -1.607 | 0.11 -0.031 | -0.217| 0.83 0.024 | 0.408| 0.68 -0.418 | -1.707| 0.10 0.032 0.506 | 0.54
SIZE 1.806 | 8.994 | 0.00* 3.067 6.514| 0.00* 1.793 | 9.578| 0.00* 1.861 | 2.586| 0.02** 1.793 | 11.534 | 0.00*
0.220 0.3 0.36 0.234 0.27
Adjusted R2
F-Statistic 17.87* 10.13* 19.85* 2.39%* 9.25%*
Note: * significant at 1% level; and ** significant at 5% level.

CATEGORY 1: PRIVATE STAND-ALONE INDIAN FIRMS

From the regression results for the overall sample, it is evident that the variables included in
the model explain firm performance at statistically significant level, as indicted by the F-statistic
(1% level of significance). The adjusted R2 is 0.30, which means that our model is explaining
30% of the variation of firm’s performance. A more detailed examination of the explanatory
factors reveals that board size is statistically significant at 5%level of significance, in the
regression model, as indicated by the p-value. For our overall sample, we have found that board

independence does not have a statistically significant effect on firm performance.
CATEGORY 2: GROUP AFFILIATED FIRMS

From the regression results for the overall sample, it is evident that the variables
included in the model explain firm performance at statistically significant level, as
indicated by the F-statistic. The adjusted R2 is 0.36, which means that our model is
explaining 36% of the variation for firm’s performance. A more detailed examination of
the explanatory factors reveals that board size is statistically significant at 5% level of
significance, in the regression model, an indicated by the p-value. For our overall sample,
we have found that board independence does not have a statistically significant effect

on firm performance.
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CATEGORY 3: PUBLIC SECTOR UNITS

From the regression results for the overall sample, it is evident that the variable include in the model
explain firm performance at statistically significant level, as indicated by the F-statistic (5% level of
significance). The adjusted R2 is 0.23, which means that our model is explaining 23% of the variation of
firm’s performance. A more detailed examination of the explanatory factors reveals that board size, as
well as board independence, do not have a statistically significant effect on firm performance at 5%

level of significance, in the regression model, as indicated by the p-value.

CATEGORY 4: FOREIGN SUBSIDIARIES

From the regression results for the overall sample, it is evident that the variables included in the
model explain firm performance at statistically significant level, as indicated by the F-statistic (1% level
of significance). The adjusted R2 is 0.27, which means that our model is explaining 27% of the variation
of firm’s performance. A more detailed examination of the explanatory factors reveals that board size is
statistically significant at 1% level of significance, in the regression model, as indicated by the p-value. For
our overall sample, we have found that board independence does not have a statistically significant

effect on firm performance.
CONCLUSION

The findings of this empirical study reveal that larger boards are less effective than small boards in
all the categories, apart from PSUs. The evident reasons, as suggested by previous scholars, are very
pertinent. As board size increases, group dynamics, communication gap and coordination costs
increase; this affects firms negatively. Board size is becoming insignificant for PSUs as a performance
measure, and the reasons are straightforward. PSU performance in India in subject to political control,

and here, the board is not as strong a corporate governance mechanism as it should be.

Board independence is insignificant across all categories in India, as the present study suggests. As a
result, it can be said that board independence is not a vital factor in the determination of firm
performance. Board independence in India is heavily influenced by the incumbent family owners or
private individuals who are actually responsible for the appointment of independent directors. Hence, it
may be concluded that independent directors usually go with the management’s decision and are not so

strong a force, as is desired by the regulators.
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LiMITATIONS AND SCOPE FOR FUTURE RESEARCH

The current study is quite exhaustive in the sense that four different categories of firms operating in
the Indian markets have been considered. However, further research can be carried out in order to
understand the reasons or factors that are responsible for affecting board size negatively. The Indian
firms are also slowly, but surely, moving towards the Anglo-American model of corporate governance,
wherein the diffused ownership patterns, as opposed to the concentrated ownership patterns, emerge.
Along with this, board independence would gain greater prominence and affect firm performance, as
opposed to the current situation. Whether this happens or not can again be a subject for future

research.
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