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RESUMO

O estudo da governacdo empresarial e dos conselhos de administracao, fruto dos escandalos envolvendo
faléncias fraudulentas e abusos de poder, ganhou uma inegavel relevancia. Incorporando o modelo da
primazia dos accionistas, o movimento de reforma da governacdo empresarial incentivado, entre outros,
pelo activismo accionista, tenta uniformizar praticas e mecanismos de governacdo almejando solucionar os
fracassos acima mencionados. Regulamentos e politicas sendo, no entanto, condi¢cdes necessarias nao sao
condi¢Bes suficientes para promover uma governacdo eficaz. A academia reconhece que estas reformas
contribuiram para alargar o fosso entre o que é esperado dos conselhos de administracdo e o seu real
desempenho, ao invés de o tornar mais eficaz. Antes de regulamentar é necessario descrever e para
descrever é necessario observar. Até hoje, a investigacdo cientifica ndo provou, empiricamente, que as
reformas conduzem a conselhos de administracdo mais eficazes e, em consequéncia, a melhorias no
desempenho das empresas. Enquanto actores sociais todos temos, incluindo os administradores, visdes
enviesadas, pelo que é necessério analisar a percepcgdo que os membros dos conselhos de administracdo

tém do seu papel. S6 assim se pode compreender, de facto, o papel e o contributo dos administradores.

A diferenca percebida entre as expectativas relativas & missdo dos conselhos de administragido e o valor
gue estes acrescentam as organizagBes foi insuficientemente explorada nos estudos realizados até ao
momento actual. Neste sentido este estudo visa compreender o papel e o contributo dos conselhos de
administracdo com base na percepcao dos seus membros. Recorrendo a um questionario, foi pedido aos
administradores das empresas portuguesas cotadas na bolsa de valores que classificassem, com base na
sua percepcéo, os desempenhos do presidente do conselho de administragdo, dos administradores, dos
administradores independentes e do CEO. Do estudo resultam trés conclusdes principais: primeiro, existem
muitas inconsisténcias quanto a fronteira entre os papéis desempenhados pelo presidente do conselho de
administracdo e pelo CEO particularmente no que se refere a questdes de foro estratégico; segundo, que a
relacdo entre presidente do conselho de administragdo e do CEO provoca tensdes que se reflectem
diferentemente nos administradores executivos e ndo-executivos e terceiro que existe uma indefinicdo
guanto ao papel dos conselhos de administracdo em relagdo ao seu envolvimento estratégico na evolugéo

da empresa.

Este estudo sobre os administradores e as suas interac¢des no seio dos conselhos de administracdo num
contexto ndo anglo-americano contribui para abrir a “caixa negra” da dindmica deste orgdo e ser uma
‘pedrada no charco’ na abordagem desta temética. Em paralelo com o contributo para o conhecimento da
governacao empresarial, numa éptica comportamental, esta investigacdo procura promover a reflexdo sobre
a relacdo entre as liderancas das empresas, enquanto influenciadoras da interaccdo da empresa com a

sociedade envolvente.

Palavras-chave: governagcdo empresarial, conselho de administracédo, papel do conselho de administracéo,
percepcdo dos administradores.
Classificacdo JEL: G34, G39.
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CHAPTER 1 - INTRODUCTION

1. Introduction

1.1. Research Rationale

In an age of deeper government scrutiny of business operations, increased civil and criminal
penalties for compliance failure, and heightened consumer awareness and sophistication,
organisations are beginning to understand that their survival is closely related to the way that
they deal with their environment, and that it goes beyond the simple link between ethics and
profits.

From a practitioner’s perspective, companies today face increasing demands for corporate
responsibility. However, they have new opportunities to build business value through judicious
choices and actions to improve social and environmental conditions in which they do business
(Porter and Kramer, 2006). Whereas firms previously concerned themselves almost exclusively
with financial results, now many are finding it directly valuable to manage a wider array of the
impacts that they generate (or can influence), from environmental conditions to employee health
and safety to social conditions like the quality of public education.

From a scholarly perspective, one cannot write about corporate governance and corporate
responsibility without raising the issue of the stakeholders for whom the company is responsible,
or simply put, “Whose company is it?” Is the company simply a pass-through mechanism to
process incoming revenue for return to the owners in share appreciation and dividends or is the
company a citizen of the society in which it does business, with a responsibility to its various
stakeholders beyond the core owner constituency? As a result of this reflection, scholars widely
accept that the primacy of the shareholder model created a gap between business and society
(Davis, 2005, Kemper and Martin, 2010). Therefore corporate governance and corporate
responsibility have climbed the corporate agenda in recent years. The UK Company Law
Reform White Paper (2005) links corporate responsibility to the duties of directors. It suggests
that directors should take an “enlightened” approach to value creation by taking into account,
where relevant, other stakeholders’ interests, the company’s social impacts and its reputation for
integrity. For the board of directors, most relevant when considering corporate governance is the
extent of the board’s contribution to corporate responsibility. If corporate responsibility is a
precondition for sustainable long-term creation then boards may have a unique and decisive
role to ensure that companies behave responsibly. However, are the boards of directors
contributing to companies behaving responsibly? Do their actual actions lead to effective and
more responsible company behaviour? Corporate responsibility sets the terms of an implicit
contract between business and society, establishing the shared expectations between both. The
responsibility pervades applying business life to all levels of the company and concerning all
business functions. Therefore, maybe more than ever, the role and contribution of the ultimate
corporate decision-making group (the board of directors) is, as a leader, at the centre stage of

operations and requires re-evaluation in order to assess its effectiveness.



Corporate governance in general and boards of directors in particular, became the object of
most business writings after the 2008 financial crisis (Wong 2012). It is also at the centre of
policy makers’ and reformers’ interests in an attempt to explain the failings and understand the
connection between business and society, and particularly to whom the firms are responsible to
regain visibility and relevance. Expressions such as “sustainable growth” and “harmful short-
termism” entered every business and institutional agenda. The European Commission in its
2010 communication Towards a Single Market Act — for a highly competitive social market
economy stated “it is of paramount importance that European businesses demonstrate the
utmost responsibility not only towards their employees and shareholders but also towards
society at large.” The tone was set to re-connect business and society linking corporate
governance and corporate responsibility, considering them as two key elements in building
people’s trust and increasing the competitiveness of the European firms through well managed
and well governed and so, sustainable businesses. Thus, and considering that corporate
governance is one of the possible ways to coerce the excess of short-termism and risk-taking,
the European Commission held a public consultation in 2010 for financial institutions and, in
2011 for all European listed companies, as green papers (EC Green Paper Corporate
Governance in Financial Institutions and Remuneration Policies, 2010 and EC Green Paper,
Corporate Governance Framework, 2011) to gather stakeholders’ views and assess the
effectiveness of the current corporate governance framework in Europe. The ECGI (European
Corporate Governance Institute), answering the call of the European Commission, stressed,
among others, the importance of the board behaviour on the quality of decision-making. Whilst
contending the pivotal role of the chairman to ensure substantive decision-making and
procedural effectiveness, the ECGI claimed the need for research to observe boards in action to
analyse whether “rules” make any difference to the way boards behave (European Commission
Green Papers on Corporate Governance and the EGCI Research Agenda, 2011). EABIS (The
Academy of Business in Society) responded to the Green Paper calling for the need to rethink
the purpose of corporate governance, broadening its context. Since nhowadays the economy is
highly integrated, interdependent and global, this institution highlighted the need to deepen the
reflection following three different levels: the societal, the behavioural and the strategic
dimensions of corporate governance. In all dimensions the board of directors is paramount
either by playing a relevant role in addressing corporate responsibility and public policy
engagement or ensuring governance quality through enhancing its own processes of
leadership, culture, competence and interactions with firm’s stakeholders and in defining 1) the
terms of the firm’s long-term value creation; 2) its appropriate measurement; and 3) how
governance and management processes can be value-based (EABIS’' position paper and
response to the European Commission’s Green Paper on the EU Framework for Corporate
Governance, 2011). Finally, ecoDa (European Confederation of Directors’ Associations) yet
agreeing with the Commission that corporate governance and corporate responsibility are key
elements to build people’s trust and to improve sustainable competitiveness, claimed the need

to treat both subjects jointly, embedding the corporate responsibility agenda into the governance
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framework. For that purpose, ecoDa states that in order to enhance the ultimate purpose of a
company which is to sustainably generate profits for its shareholders, the board of directors will
need to obtain deep understanding of all stakeholders’ interests and in so doing consider
corporate responsibility a key aspect of its fiduciary duty towards the firm (ecoDA’s response to
the EU Green Paper on CG for listed companies, 2011).

Corporate governance continues to undergo substantive changes (mostly increasing
regulation), which are impacting and redefining board activities. Therefore, more than ever, it is
of capital relevance to understand the role and contribution of the board of directors. If the role
of the boards is to govern then effective governance from the board is essential for companies
to reap the long-term rewards for responsible behaviour towards its stakeholders and society in

general.

1.2. Scope, objectives and research question

Probably mostly driven by external events such as corporate scandals (Enron, Tyco,
WordICom), climate change and globalisation, scholars expect corporate responsibility aspects
of governance to grow in future. Not only, most large global companies are held by the public
(through pension funds) who have an interest in long term corporate performance, but also
scholars are now claiming that the boards are in charge of managing for the long-term good of
all its stakeholders (Kakabadse, 2007). Therefore, the relevance of corporate responsibility has
led its integration into the boardroom, as a direct formal duty of the board of directors. However,
are the board members really playing on their daily activities and as their standard tasks to
ensure a responsible behaviour from the company that they are representing? It is then critical
to analyse and research Portuguese Boards’ role and contribution departing from board
members’ own perception.

Through the analysis of the board members’ perceptions, we intend to understand the role and
contribution of the boards, the boundaries between key functions at the board level, and explore
what boards are, in fact, doing to help firms build the public confidence and trust and ultimately
increase the firm’s value in the long run. Up until recently global empirical research into board
dynamics has been limited and as far as we know non-existent among the Portuguese listed
firms. Therefore, this project aims to explore the dynamics and performance at the boardroom in
a non-Anglo-American context in order to understand the contributions and the roles which
Portuguese boards play.

As a result of the literature review, the author developed the following research question:

‘What is the perceived role and contribution of the board of directors?’

The author based the empirical study on a quantitative survey completed by board members of
Portuguese listed companies at Euronext Lisbon in 2011. Thus this survey explored a set of
quantitative data generated from a sample of directors, who express their views on the

Chairman, the Board, the Senior Independent Director and the CEO performance, based on



their own (board) experience.

Bearing in mind the nature and purpose of this research, the listed companies, although not
representative of the Portuguese firms, are the most appropriate since ownership and control
are separate and corporate governance codes exist to enforce them on a “comply or explain”

basis.

1.3. Research Contribution

The major business and organisational challenge to the Portuguese companies is the one
related to the post-recession economy. In spite of major business trends such as higher volatile
capital movements, and an increasingly competitive business environment both in goods and
services and labour markets, it seems that after the global recession started in 2008 the
globalization process accelerated. Highly uncertain and disruptive business environments,
sustainability of actual business models and global competition are among the major challenges
that companies face. The global consequences of the Western financial market’s crisis has
forced companies to question, whether for the short or long term, their role as a responsible
business in our society. We are facing huge changing times. As stated above, the civil society is
asking business to clarify its purpose and to set a clear definition of its responsibilities towards
stakeholders and society in general. Additionally, there is a claim for further academic research
to understand the role and contribution of the boards in the new global economic context and
beyond the shareholder maximisation model.

Much of board research is data based, examining boardroom dynamics from a distance (Dalton
and Dalton, 2011). In contrast, this survey contributes to a relatively small but growing stream of
research which draws on the growing recognition that the board is a living social system that
operates as a ‘team’ and having a human dimension, whose behavioural aspects have a deep
impact on board contribution to the performance of the firm.

Whilst adding value to the literature on board of directors’ dynamics, we can summarise the

contributions of this research as follows:

Theoretical contribution
. To bridge the existing gap between corporate governance and corporate
responsibility literature with an empirical study;
. To contribute to reinforce the need of understanding boards’ dynamics and their
impact on firms’ outputs; and

. To help clarify the role of the board of directors.

Managerial contribution
. To help Portuguese boards of directors respond to the challenges of our rapidly
and disruptive changing business world through the clarification of its role;
. To accelerate the integration of corporate responsibility into the Portuguese

boardroom and thus raise the awareness of reconciling the long-term structural issues
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with the short term need for results; and
. To raise the awareness of the need to include the governance of business and

society relationship as a direct formal responsibility of boards.

1.4. Research Structure
This research is presented in five chapters. Chapter One, the current chapter, presents the
research rationale, the scope, objectives and research question. A summary of the research
contribution to both theory and practice precedes a review of the study structure, which
concludes the chapter.
Chapter Two reviews the literature as it relates to the research topic. This chapter will examine
the existing and relevant literature in relation with the boards of directors within the context of
the corporate governance theory and the main theories, concepts and empirical research to
date informing the board of directors’ role and contribution.
Chapter Three describes the methodological and theoretical choices that serve as a guide for
the empirical study. It provides a detailed description of the empirical research framework.
Chapter Four presents the analysis and discusses the results of this research relating
specifically to the research question. It provides a discussion of the implications of the study
findings.
Chapter Five completes the research by presenting the main conclusions. It also includes the

limitations of the study and provides suggestions for areas of further study.

1.5. Chapter summary

This chapter has introduced the research topic along with the rationale that underlies the
research. The project’s objectives have been identified along together with a summary of the
contribution this survey makes to both theory and practice. The next chapter will present the

literature review.
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CHAPTER 2 - LITERATURE REVIEW

2. Literature review chapter

2.1 Introduction
Humans and consequently, social institutions have a purpose. It may be hidden or clearly
stated, manifested or latent, formal or informal, but human actions are purposeful. Also
managers’ actions are purposeful, as per Bruch and Ghoshal (2004) study. Bearing this in mind,
this survey intends to explore and understand the board of directors’ purpose, role and
contribution through board members’ perceptions.
This chapter aims to examine the existing literature in relation to the area of inquiry, specifically
the role of the board of directors within the realm of corporate governance. The chapter will
begin to show the key issues surrounding the concept of corporate governance, namely
describing two contrasting governance models - the Anglo-American and the Continental
European - and highlighting the two most influential perspectives of corporate governance and
how it affects the way scholars look, understand and explore the firms and ultimately the boards
of directors. Underlining the mentioned models are two contrasting philosophies: one based on
the traditional dominant wisdom of ‘individualism’— private property and individual liberty — thus
framing and consequently justifying the maximisation of the shareholders’ value as the sole
purpose of the firm and on the other side the ‘communitarian’ view of property and the social
conception of the firm as the primal legitimisation of including all stakeholders interests’ in the
corporate objectives (Letza et al., 2004). These different theoretical and philosophical
perspectives emphasise different roles of the board of directors, influence corporate governance
mechanisms and practices and affect the way social actors perceive their role.
Additionally, the chapter will examine the board of directors’ research tradition, focusing on the
boards’ role and contribution followed by the recent board research stream to assess board
effectiveness. This framework helps us to better understand the issues surrounding the
contribution, the purpose, the functioning and performance of the board of directors according to
various theoretical perspectives. The literature review identifies a gap in the empirical academic
research and, as a consequence, the chapter concludes with a presentation of the research
question and the conceptual framework for this study.

The following outline summarises the chapter:



Literature review

l

Governance at
corporate level

Board of Directors
research

Conclusions and
identification of gap

2.2 Governance at corporate level

2.2.1 Corporate Governance

Before entering the realm of corporate governance, it makes sense to answer the age-old
question: what is a firm? The literature provides two essential definitions of the firm. Alchian and
Demsetz (1972) define the firm as a nexus of contracts, individuals freely contracting with one
another so that the fiduciary duty of directors to maximise shareholder value becomes a
contractual matter, which depends on shareholders bearing the residual risks of the firm. The
latter is the reason why shareholders are the most privileged group with interests in the
company (Gamble and Kelly, 2001). Maximising shareholder value serves then the dual
purpose of accountability and efficiency, determining the way one conceives the firm. This
perspective, known as the contractual view of the firm, draws on the principal-agent model
which allows agents to write elaborate contracts characterised by ex-ante incentive alignment
under the constraints imposed by the presence of asymmetric information (Foss et al., 1999).
The conflict of interest between owners and managers is but one example of an incentive or
principal-agent conflict which arises in the context of firms and which may explain important
aspects of a firm’s corporate governance. In this context Zingales (1998) indicates that
corporate governance is nothing more than a more complex version of standard contractual
governance.

Bearing in mind another perspective, Grossman and Hart (1986) and Hart and Moore (1990)
define the firm as a collection of jointly owned physical assets. This theory draws on the
traditional property rights view (Gamble and Kelly, 2001). In this second case, ownership

matters since it confers the owners the right to make decisions related to all contingencies that

8
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are not ruled by the initial contract. It is precisely here where the difference between governance
and corporate governance begin to make sense because it rules in the latter the non-contractual
elements. Rajan and Zingales (1998) provide a broader view of the firm and define it as a nexus
of specific investments, a combination of mutually specialised assets and people, be they
workers, suppliers and customers. This way the firm allows other constituents than just the
owners or shareholders.

From a historical and legal perspective, corporations today resemble those from the Middle
Ages (Carroll, 1989), in the sense that the social structure and other collectivities existed
independently of any particular membership. Their assets belonged to the collective itself and
rose as a protection against the royal domination (Monks and Minow, 1996). Hence, the firm
emerged for the sake of separating a person’s life from his/her business, having life beyond its
owner’s existence and within a social environment of collective ownership (Clancy, 1989). Later,
in the early seventeenth century, the first joint stock companies were formed, answering the
growing markets of the East and West Indies (Kakabadse, 2001). However, it was during the
nineteenth century that a major political and legal event occurred that influenced the structure of
companies as they are today — the establishment of public companies with limited liability (Hunt,
1936). The 1844 Joint Stock Companies Act in the United Kingdom gave general permission for
the formation of companies (Hannah, 2006). For Gamble and Kelly (2001), the arguments in
favour of the limited liability were connected 1) to grant small investors the possibility of
mobilising their capital and so participating in the success of new industries and 2) to allow free
contracting among individuals without the state’s intervention. Whilst the first principle allows the
company to be a small set of its own right, ‘a miniature political system’, where its members, the
shareholders, had rights to representation, information, and decision-making and thus to whom
directors had to be accountable, the latter gave rise to the emergency of sets of economic
power independent of the state (Gamble and Kelly, 2001). According to Allen (1992), during the
seventeenth and eighteenth centuries, business people developed the perspective that the right
to incorporate is inherent in the right to own property and write contracts, and we should regard
corporations as legal extensions of their owners. The new form of corporate property is the
aggregation of individual property rights under a collective name, united by contract and
protected by company law (Letza et al., 2004). Hannah (2006) defines this legal and political
revolution as the origin of the corporate economy.

Apart from the well-known transaction costs theory of the firm, first presented by Coase (1960),
where the firm arises as a consequence of market inefficiency, or in response to resolving
growing transaction costs, there are other complementary explanations such as that offered by
the strategy theory or as a response to geographically large markets (Kakabadse, 2001). Yet, in
both cases, the key issue for organising is motivated by the reduction of transaction costs,
through economies of scale in the latter and, for instance, passing over barriers to enter the
market in the former (Kakabadse, 2001).

The definition of corporate governance depends on the firm’s purpose and the lens which it

uses to analyse it (Huse 2009) or, as Clarke and Chanlat (2009) put it, competing definitions of



corporate governance go from the very narrow, only concerned with the relationships between
shareholders and managers, as in agency theory, to very extensive definitions involving all the
possible relations in which a firm is involved. Adopting an uncommon lens, Kakabadse and
Kakabadse (2001) differentiate the two most known corporate governance perspectives from a
micro versus a macro view of control. Asserting that both shareholder and stakeholder views
address the issues of checks and balances, those authors conclude that their fundamental
difference lay on the greater account of the wide stakeholder community for the macro
perspective, whilst the micro perspective emphasises the meeting of shareholders’ needs. In so
doing, the stakeholder theory focuses primarily on the actors in the environment so that scholars
define the firm as a system (Clarkson, 1995) or a collection of resources embedded in a network
(Porter, 1990) therefore allowing the context to be an active player in the governance game.
Padilla (2000) popularly defines corporate governance, consistent with the traditional view of the
firm, as a “nexus of contracts” that guide the firm’s policies and strategies to maximise
shareholders’ value. Therefore, the main function of a corporate governance system is to
improve ex ante efficiency by providing adequate incentives for value-enhancing investments.
Zingales (1998) challenged this view since corporate governance is only meaningful in the
presence of contractual incompleteness. Hence, a corporate governance system for this author
is the complex set of constraints that shape the ex post bargaining over the quasi-rents
generated by the firm. Under Zingales, the definition ex ante efficiency is no longer the only
efficiency object of a corporate governance system — it must also aim to minimise inefficiency in
ex post bargaining. Interestingly, the need for governance is non-existent in the absence of the
quasi-rents since in that case the market's competitive nature would eliminate any scope for
bargaining. So, still according to Zingales, in a world of incomplete contracts it is necessary that
someone (the principal) allocates the right (to the agents) to make adjustment decisions to
unspecified events.

John and Senbet (1998) gave a broader definition of corporate governance stating that
corporate governance concerns the mechanisms by which the firm’s stakeholders exercise
control over corporate insiders and management so that their interests are protected. Thus, one
of the fundamental questions that immediately rises when considering the expression corporate
governance is “who should control the firm”? Berle and Means (1932) first realised the growing
separation of power between management and the shareholders. This led to the well-
established shareholder-focused model in the corporate governance research field. When
Brealey and Meyers (1988:22) stated that ‘managers of the firms could all be given one simple
instruction: maximising net present value’, they were also stating that was the corporate
objective and they framed the separate thesis of ownership versus control of the firm. When
developing a theory of the firm’s ownership structure and using the view of the firm as a nexus
of contracting relationships, Jensen and Meckling (1976) raise the question of the major conflict
between shareholders and managers that discusses the classical issue of corporate
governance literature — the conflicts arising from the division between the ownership and control

of the firm. The objective in agency theory is to decrease the agency costs incurred by the
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principals (shareholders) by implementing internal mechanisms of control to monitor the agent’s
(manager’s) self-serving behaviour (Jensen and Meckling, 1976).

The key issue in the agency framework is how to align the agent’s interests with those of the
principal using specific instruments, including monitoring, performance bonuses, equity shares,
promotion and dismissal (Oliver Marnet, 2004). Sundaram and Inkpen (2004) asserted that in
the realm of finance, the obvious corporate objective is the shareholder maximisation. Revisiting
and debating other views, these authors argue that to ‘maximise shareholder value’ should be
the corporate goal simply because it is the best among all available alternatives, therefore the
preferred goal for managers who are formulating and implementing strategy. Adopting a
contrarian position, Jordi (2010) asserts that we can use the profit-maximisation hypothesis to
describe a model that makes complex, real-world situations more manageable, but by giving
exclusive importance to profit maximisation excludes other important factors that contribute to
long-term value creation.

Other than the shareholder-focused model, the stewardship theory brings a completely different
view of corporate governance issues and consequently, its institutions, namely the boards of
directors. Based on the traditional legal view of the corporation as a legal entity in which
directors have a fiduciary duty to the shareholders (Letza et al., 2004) and drawing on criticism
about the individualistic utility motivations which result in principal-agent interest divergence and
on the complexity of organisations, stewardship theory (Donaldson and Davis 1991, Davis et al.
1997) defines situations in which managers are not motivated by individual goals, but are
stewards whose motives are aligned with the objectives of the firm’s shareholders. Other than
agency theory, the model of man in stewardship theory is based on a person whose behaviour
dwells on the higher utility of pro-organisational and collectivist behaviours rather than
individualistic and self-serving ones. So, the emphasis is on cooperation rather than
confrontational behaviour between principals and agents. For Burton (2000), stewardship theory
emphasises involvement rather than control, trust rather than monitoring, and performance
enhancement rather than cost control. So, whenever conflicts may arise, stewards would
choose in the best interest of the firm (Davis et al. 1997). Unlike agency theory, stewardship
theory does not enter the economics realm, as its origins come from the social-psychology and
the sociology fields. In accordance with Donaldson and Davis (1991), underlying the
stewardship theory is the ‘model of the man’ who is motivated by a need to achieve, for intrinsic
satisfaction as per Herzberg’s (1968) classification and the achievement and affiliation needs of
McClelland’s (1962) typology. This said, it is clear that the mechanisms of corporate governance
adopted and prescribed by the stewardship theory are different. In fact, Davis et al. (1997),
when defining their choice model, state that if a mutual stewardship relationship (principal-
steward) exists the potential performance of the firm is maximised. Similarly, Donaldson and
Davis (1991:52) wrote that ‘stewardship theory focuses not on motivation of the CEO, but rather
facilitative, empowering structures, and holds that fusion of the incumbency of the roles of chair
and CEO will enhance effectiveness and produce, as a result, superior returns to shareholders

than separation of the roles of chair and CEOQO.’
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Economic theory considers the existence of external mechanisms as corporate regulators. As
outside mechanisms for regulation, Roe (1994) considers that “governance can be seen as
competition’s assistant; good governance speeds along competitive adaptation; bad
governance slows it down” (Roe 1994:223). Shleifer and Vishny (1997), commenting on the role
of competition, stated that we could not worry about the governance reform as in the long run
the market would force firms to minimise costs and as part of this process adopt rules and
corporate governance mechanisms. Nevertheless, in their opinion, market competition is one of
the most powerful forces to enhance economic efficiency, but they are sceptical about its sole
ability to solve the problem of corporate governance.

According to the agency theorists and after years of intense debate and research, corporate
boards continue to stay in the central stage of scholarly discussion as the most established
governance mechanism to protect principals’ interests. In fact, triggered by the blame game
which started after the colossal global financial meltdown in 2008, the boards of directors
became the most researched corporate governance mechanism ever and are the focus of this
survey. For a while the scholarly literature about corporate governance examined the links
between board functions and company outcomes. Yet, consistent and widely accepted results
were not achieved probably because scholars use different points of view and do not allow
contrarian and multi factorial lenses. Meanwhile, Fama and Jensen (1983) posit that
shareholders consider boards as an inside mechanism for controlling management Pfeffer
(1972) highlights the service role of the boards. Yet recently, agency theorists began to
incorporate directors’ service roles, namely, stating that expert directors might facilitate effective
evaluation of management proposals through valuable advice as strategies are formulated
(Fama and Jensen, 1983).

Pettigrew (2009), referring to the governance of the modern corporation and more precisely to
the board (as an instrument of both control and strategic leadership), argues that the modern
corporation needs now to go beyond the established agenda. He calls for the discussion of the
purpose, conduct and effectiveness of boards, which is the objective of this survey. Daily et al.
(2003), in the seminal article revising the status of the corporate governance field, began
asserting that it was ‘at a crossroads’. Curiously and after decades of debate, those authors
realised that non-knowledge overshadowed actual knowledge. In the same manner, Huse
(2005), trying to assess what is board accountability and how it is created, concludes that to
open the ‘black box’ of the boardroom, one would need to explore actual board behaviour.
Moreover, considering Huse’s (2009) recent calls for non-mainstream contributions of board
research, this study intends to explore the inner workings of the boards of directors to get a
broader understanding of the boards’ purpose, role and contribution.

For the purpose of this study we use the OECD’s 1999 definition of corporate governance:
‘Corporate governance is the system by which business corporations are directed and
controlled. The corporate governance structure specifies the distribution of rights and
responsibilities among different participants in the corporation, such as, the board, managers,

shareholders and other stakeholders, and spells out the rules and procedures for making
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decisions on corporate affairs. By doing this, it also provides the structure through which the
company objectives are set and the means of attaining those objectives and monitoring
performance’. This definition, consistent with the one in the Cadbury report (1992), does not
appoint the most relevant role of the boards of directors, the one of monitoring, the one that
guarantees to shareholders that an appropriate governance structure is in place, as the one
prescribed by the Cadbury report. The OECD definition enlarges the concept since it allows
different constituents to be part of the equation. In a word, corporate governance relates to the
institutional arrangements for relationships among the several constituents who may have direct
or indirect interests in a firm such as shareholders, directors/managers, employees, creditors,
customers, suppliers, local communities, government and the general public (Letza et al, 2004).
Throughout the key point is that firms have to account for governance considerations and ever-
increased set of interests which exposes them to the context and consequently, a much more
complex reality. Moreover, the definition of corporate governance is more important than its
effective application. For Monks and Minow (1996), effective corporate governance implies a
system of controls and balances in place for defining the boundaries of power and
consequently, limits its abuse through accountability, whilst ensuring the correct answering of
questions.

However, the importance of the company’s constituents diverging among scholarship and
geographies has given rise to the most mentioned governance models in the literature. Aguilera
and Jackson (2003) comment that the diversity of corporate governance practices around the
world nearly denies the existence of a common definition. The following section will examine the

main differences between the two contrasting models.

2.2.2 Contrasting governance models
Allen (1992), in his reflection about the effectiveness of corporate governance mechanisms
when compared with the role of the market and the competition, stated that firms in the USA and
in the UK focus on creating wealth for shareholders; whereas, in Japan and to some extent in
Germany and France, the firm is a group of people working together. The focus is on benefiting
those within the firm, thus adopting the communitarian view in the legal literature. Furthering his
position raises the question of whether the firm’s traditional agency view is the correct way to
think about companies. In fact, scholars commonly used to mention two dichotomous models of
corporate governance — the Anglo-American and the Continental European (La Porta et al.,
1999). According to Aguilera and Jackson (2003), we can describe the Anglo-American model in
terms of financing through equity, dispersed ownership, active markets for corporate control and
flexible labour markets, whilst the Continental model embraces terms of long-term debt finance,
ownership by large block-holders, weak markets for corporate control, and rigid labour markets.
Likewise, Clarke and Chanlat (2009) describe two parallel universes of corporate governance: a
market-based, Anglo-American one as a dispersed ownership model relying on strong and liquid
markets, high disclosure standards, high market transparency, and where the market for

corporate control is the ultimate disciplined mechanism and a concentrated ownership model,
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and the European and Asian relationship-based corporate governance model characterised by
controlling shareholders, weak securities markets, low transparency and disclosure standards
and often a central monitoring role for large banks who have a stake in the company. Adding on,
Kakabadse et al. (2004) posit that within the Anglo-American model or shareholder model the
locus of control is external in the sense that the executive management is monitored by
independent agents and institutions in their key task of enhancing the wealth of a firm’s
investors, whilst in an contrasting way, the Continental or stakeholder model is driven by an
internal locus of control based on the premise that a shared and committed relationship
amongst several firms’ constituents will improve their performance thus providing higher returns
for shareholders. An additional consideration is that in different regions of the world there are
deeply embedded contrasts regarding business values and ways of doing things and profoundly
divergent beliefs in the role of the market, which influence the way one considers a firm (Clarke
and Chanlat, 2009), so that the diversity of corporate models is valuable and rooted in societal
characteristics that together shape the competitiveness of the different models. A key issue
between the two models is the conception of the firm in terms of private versus public rights.
Meanwhile, the Anglo-American model regards the firm as a private association united by
individual property rights the Continental European model considers it as a public association
constituted through political and legal processes and as a social entity for pursuing collective
goals with public obligations (Letza et al., 2004). Therefore, academicians assert that the
stakeholder approach is closer to the reality of the Continental European model — the biggest
difference between the market-based systems of the US and UK, and the relationship-based
systems predominating in many European countries is that Europeans emphasise co-operative
relationships and reaching consensus; whereas, the Anglo-American tradition emphasises
competition and market processes (Nestor and Thompson, 2000). However, the two models
share the aspiration of generating shareholder wealth. Yet more relevant than their different
characteristics (which Table 1 depicts) is the philosophy behind the two different systems (see
Table 1), following the notion that corporate governance practices are socially constructed and,
consequently, context driven (Aguilera and Jackson, 2003). Through the recognition that
multiple stakeholders are involved in the corporate dialectic and thus adopting a macro and
wide perspective, the stakeholder philosophy and, consequently, the European Continental
governance model, provide a way to consider the environment and its effects on the firm and on
all involved actors through the complexity of their networks whilst looking for wealth creation and
more socially driven wealth distribution. At odds, management and profit generation in the
Anglo-American world have been connected to the enhancement of the individual, namely due
to the need to keep individuals motivated to generate further profit or to reduce the transaction
costs (Kakabadse and Kakabadse, 2001). Hence, individuality and the understanding of social
redistribution are the social outcomes of different economic philosophies, which we can often

observe in the shareholder versus stakeholder views (Nesbitt, 1994).
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Table 1 Key distinctions between the Anglo-American and European Continental

governance models

Key characteristics and meanings

Anglo-American (shareholder or external

model)

Continental European (stakeholder or internal

model)

Firm's goals

Maximise shareholder wealth

Pursue multiple objectives of parties with

different interests

Firm's concept

Instrumental

Institutional

Governance structure and key processes

Principal-Agent Model: Managers are
agents of shareholders. Monitoring is the

key task

Team production model: Coordination,
cooperation, and conflict resolution are the

key tasks

Residual Risk Holders

Shareholders

All stakeholders

Board structure

Unitary board, with predominately

external directors, "one tier"

Mostly "two tier" board (i.e., supervisory and

management)

Ownership concentration

Weak and relatively small number of

intercorporate shareholdings

High and substantially intercorporate

shareholdings

Locus of control

External: Capital market and large

shareholders

Internal

Timeframe of operation

Short run

Long run

Loyalty Oneself, profession Organisation
) o Community or organisational; broader based
Identity Own initiatives; self developed L
initiatives

Self-disciplined; codes of conduct as o
Conduct Legislation

models
Values Self-generated wealth Public good

Source: Compiled from Kochan and Rubinstein (2000); Kakabadse et al. (2004); Kakabadse et al. (2009)

In fact, whilst the Anglo-American system is based and focuses its attention on shareholder

value creation, the Continental European model (also present in Japan and some other Asian

countries) centres its attention on embodying all players involved who affect the firm’s value

creation, decision-making and strategic choices (O’ Sullivan, 2000; Kakabadse and Kakabadse,

2001). Ayuso and Argandona, (2007) view the consideration of firm’s stakeholders groups as a

possible ethical demand therefore going beyond the thinking that the difference between these

two models lays on the mere difference of wealth distribution. Also going beyond the obvious

and adopting a broader societal view of corporate governance, Kakabadse and Kakabadse

(2001) contend that the stakeholder philosophy governance models are better able to integrate

wealth creation with equity of wealth distribution.

2.2.2.1 The shareholding paradigm

One of the most established ways of thinking about the firm’s property, corporate governance

and objectives is anchored in Friedman (1970) and the Chicago school of economics’ well-
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known description of the firm’s core responsibility: ‘there is one and only one social
responsibility of business — to use its resources and engage in activities designed to increase its
profits so long as it stays within the rules of the game, which is to say, engages in open and free
competition without deception or fraud.” This perspective became known as the shareholder
primacy model which, in short, argues that the managers of a firm should pursue the single
objective of maximising the wealth of current shareholders (Becker-Blease 2009). Therefore,
under the shareholder model one of the basic issues in corporate governance is whether or not
shareholders’ interest can be effectively protected under the current institutional arrangements
and at what cost. As previously stated in this literature review, the agency problem arises from
the potential risk incurred by the shareholders (principals) when delegating control to managers
(agents) to run the firm on their behalf, serving their own interests instead of those of
shareholders.. For Jensen and Meckling (1976), the agency problem is a universal one since it
can occurs in all cooperative efforts where there exist principal-agent relations, therefore in all
types of organisations and at every level of management. This means that management, as
agents, can use delegated power to serve its own interests, thus the agency theory and
consequently the shareholder model is based on the assumption of the nature of self-interest
human behaviour which props individualism and classical and neoclassical economics (Letza et
al. 2004).

Adopting this governance and societal perspective leads to interpreting the board of directors as
a mechanism to protect shareholders from the managers’ self-interest (Daily et al., 2003).
Analogously, Kakabadse and Kakabadse (2007), referring to the non-central and universal
concept concerning the role and purpose of the boards, present three interrelated
interpretations attributable to this perspective: guardian (safeguarding owners’ interests and
overseeing management), compliance (monitoring compliance and conformance) and control
and conformance.

Despite some academic arguments about the contrarian views of shareholder versus
stakeholder theories, some authors posit, as Sundaram and Inkpen (2004), that both theories
are not opposite since both advocate a decision-making rule of enlarging the pie for everyone,
that is, maximising value for shareholders in the long run would benefit all stakeholders
(Kakabadse et al. 2005). Jensen (2002) named it the ‘enlightened value maximisation concept’.
Regardless some scholarship attempts to reconcile these two perspectives Letza et al. (2004)
establish that in the agency theory all social relations in an economic realm are reduced to a set
of contracts between principals and agents. In the same vein, Aguilera and Jackson (2003)
name the agency theory as undersocialised and call for the need of conceptualise the corporate
governance realm considering the social relations as the fundamental unit of analysis, located in
a specific social and cultural context.

Although it played a pivotal role for decades and produced valuable insights into many aspects
of the manager-shareholder conflict, the agency approach overlooked relevant interrelations

among other stakeholders of the firm (Aguilera and Jackson 2003; Ricart et al. 2004).
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2.2.2.2 The stakeholding paradigm

Using a managerial lens and coming from a normative perspective (driven to reflect and direct
how managers operate) the stakeholder theory of the firm focuses its attention to the
understanding of how the firm creates and trades value (Freeman et al. 2004). Drawing on the
communitarian view of the firm, Freeman et al. (2004) state that at the core of stakeholder
theory is the fundamental reality that: ‘economic value is created by people who voluntarily
come together and cooperate to improve everyone’s circumstance.” At odds with the individual
private property mentality, this perspective regards the firm as a public association constituted
through political and legal processes and as a social entity for pursuing collective goals with
public obligations (Gamble and Kelly, 2001). As Bonnafous-Boucher and Porcher (2010) put it,
stakeholder theory, since it covers all parties who influence or who are influenced by the firm,
encourages a dynamic vision of business strategy making it an alternative to the financial
approach to business governance. Stakeholders are persons or groups identified by their
interests in the corporation (Donaldson and Preston 1995, Freeman 1984) as the critical
challenge for the firm’s management to reconcile the mutual interests among the firm and its
stakeholders (Ricart et al. 2004). It was precisely in that point that Jensen (2002), trying to
clarify the relation of value maximisation and stakeholder theory, criticises the stakeholder
theory since he argues that their multiple-valued firm’s objective makes it almost impossible for
managers to assess corporate performance, besides increasing the agency costs.

For Jordi (2010), the stakeholder’s concept was a very relevant step in the management
literature to overcome the practical pre-eminence of shareholders above any other stakeholder.
That is why scholarship situates the paradigmatic shift from the shareholder to the stakeholder
model in the late 20t century. This shift was triggered by institutional changes, the emergence
of context contingent factors so that materials and power interests changed to both stakeholders
and organisations (Letza et al. 2004). As a result of these unbalanced forces, Ricart et al. (2004)
assert that for the stakeholder theorists, the firm’s ability to generate sustainable wealth in the
long-run is determined by its relationship with critical stakeholders and no longer is only
dependent and determined by the stockholders’ interests and wealth. However, in the
stakeholder theory the firm’s objective is not clear (Bonnafous-Boucher and Porcher, 2010).
Assuming managers to be rational in order to be efficient should focus exclusively on a single
objective: maximising the firm’s value (Bonnafous-Boucher and Porcher 2010), which is to say
maximising the aggregate value of all implicit and explicit contracts among stakeholders
(Becker-Blease, 2009). Jensen (2002) offers a similar approach when describing the
enlightened value maximisation concept — specifying the long-term value maximisation as the
firm’s objective and managing the interests among the firm’s stakeholders in order to enhance
corporate profitability. Apparently those who advocate both theories are trying to realign their
arguments to avoid polarisation. It is important to evolve with the organisations and leverage
the most controversial stakeholder assumptions, which is denying the axiom of maximisation of
the shareholders’ value as the firm’s sole purpose. Recently, Clarke and Chanlat (2009),

discussing the state of art of corporate governance in Europe, characterised this rapprochement
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as follows: ‘European perceptions of the role of governance have changed in recent years
towards the Anglo-American view, but often the change has proved partial with political leaders,
regulators and business executives advocating the salience of shareholder value, while
acknowledging the continuing legitimacy of stakeholder values.’

Hill and Jones (1992), looking for the causes behind the conflict between managers and
shareholders, propose a paradigm, built on the agency and stakeholder theory- the "stakeholder
agency theory’. This paradigm integrates the long-run market efficiency and the short-run
market disequilibria. The latter gives rise to temporary power differentials between managers
and shareholders who would be overcome by the evolving of new incentive structures and
institutional mechanisms for controlling and framing the contractual relations between managers
and stakeholders (Hill and Jones, 1992).

Rethinking the firm’s purpose and positing the need for change, Zollo and Freeman (2010) state
that the global community of management scholars is still looking for a new compelling narrative
about the role of business firms within the broader economic, social and environmental context.
In the same vein and trying to frame the need for change, Huse (2003, 2005) posits that firms
should emphasise corporate citizenship and they should be held accountable for creating
sustainable value for other stakeholders such as employees, customers and communities.
Talking about stakeholder’s theory is also talking about corporate social responsibility since
CSR literature is partly drawn on the stakeholder literature (Kakabadse et al. 2005). In the
words of Ayuso and Argandona (2007), the stakeholder theory is connected to the literature of
corporate sustainability and CSR, as long as it provides a convincing theoretical framework for
analysing the relationship between company and society through the firm’s constituents. Also,
Carroll (1991:43) refers to this link stating that there is a ‘natural fit between the idea of
corporate social responsibility and an organisation’s stakeholders’. Several others researchers
refer to the appearance of stakeholder theory among the contrarian theoretical perspectives as
a reaction to the ascendance and successful implementation of the Chicago school theories of
the firm and the agency theory (Hambrick and Chen 2008, Kemper and Martin 2010). In fact,
Kemper and Martin (2010) commented that one of the most impactful consequences of
Friedman’s economic theories was the shift in the basic conception of a firm’s role in society so
that business and society conversation become a discussion of the individual firm’s social
performance. Thus, scholarship legitimised the primacy of business over society. In the same
article, the authors stated that scholars have defined both social contract theory and stakeholder
theories in juxtaposition to Friedman and the Chicago school of economics. Curiously, Freeman
and Liedtka (1991) asserted that considering the existence of the stakeholders as legitimate
business and society partners, the notion of corporate social responsibility disappears as an
issue simply because business and society are inseparable. However, stakeholder theory does
accept profitability as a corporate objective which widens the shareholder model by addressing
and defining to whom the business is accountable (Kakabadse et al. 2005). It reintegrates the
business into the society and does not consider it as a separate entity.

Post et al. (2002:9) conceptualising the New Stakeholder theory and empirically drawing on the
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maxim ‘corporations are what they do’, define ‘stakeholder management’ as the ‘development
and implementation of organisational policies and practices that take into account the goals and
concerns of all relevant stakeholders’, thus managing the relationships with critical stakeholders,
the firms will generate sustainable wealth over time and hence add value in the long-term. This
study suggests that one of the crucial roles of the boards of directors is to deal with business
and society relationships, thus going far beyond the simple role of monitoring and supervising
the management team, as prescribed by the agency theorists and the shareholder model.
Similarly, Kakabadse et al. (2005) conclude that research tends to show that leaders contribute
significantly to enhance the social and environmental performance of their firms, thus
contributing to the conversation between business and society, yet influenced by societal
structures and governance philosophies, at least at board level (Kakabadse and Kakabadse,
2007). Researching CSR at the boardroom Kakabadse and Kakabadse (2007) conclude that
whilst for French and German board directors (adopters of the European Continental model)
CSR as a strategy for stakeholder engagement was considered crucial, UK and US board
directors’ held that it had no place in boardroom discussions. The literature suggests that as
long as the goals and concerns of both business and society are aligned, firms will generate
sustainable wealth in the long run. Notwithstanding it seems that the mainstream literature is
now asserting the closed connection of the firm, its stakeholders and society in general as a
significant factor to determine sustainable wealth in the long-run. Therefore, it makes sense to
question how firms will govern this closed connection and what role and contribution can boards
of directors play to enhance it. Ayuso and Argandona (2007) propose a stakeholder board of
directors. The authors assert that under the team production perspective (Blair, 1995), the
governance structure shifts from a principal-agent to a team production problem. Therefore, the
critical governance tasks, usually performed by a board of directors, are to ensure effective
negotiations, coordination, cooperation and conflict resolution to maximise and distribute the
joint gains among multiple stakeholders. There is no longer the fundamental task to protect the
shareholders’ interests over management. Therefore, a board that seeks to address the needs
of multiple stakeholders may have to adapt its composition and functioning to this new role and
consequently, its behaviour and actions would reflect the new practices and views (Ayuso and
Argandona 2007). In the same vein, several authors stress the need to include the stakeholder
director in the boardroom (Hillman et al.,, 2001; Hillman and Dalziel, 2003; Ayuso and
Argandona, 2007) among others to ensure that the interest of other constituents are legitimately
entering in board decision-making (Luoma and Goodstein, 1999). They consider this the firm’s
highest decision-making body. Maybe triggered by the corporate scandals, shareholder activists
and consequent governance reforms, stakeholders are demanding that corporate boards more
accurately reflect a broad range of constituents, thus aligning more with large society interests.
However, the prominence of stakeholder theory after 1995 (Laplume et al., 2008) has already
developed its own detractors. Although still in its infancy in terms of empirical research,
apparently the majority of criticism questions shareholders’ wealth maximisation as the most

fundamental business objective.

19



Concerned with the dualistic, static and entitative view of both shareholding and stakeholding
perspectives, Letza et al. (2004) propose a process approach for a better understanding of the
corporate governance practices, a consequence of its context-driven inherent instability and
heterogeneity. In fact, those scholars posit that as long as corporate governance is located in
the social world, we cannot consider it as a representation of a fixed, external reality such as an
efficient and optimal mechanism of organisation or some universal principles, but as a
‘temporary product of social construction’. Hence, the most appropriate approach to corporate
governance practices is to investigate it bearing in mind that particular and context-driven social
perceptions and conceptions are shaped by a range of differing ideologies and paradigms,
placing it into wider social, economic and political systems and its historical and societal
contexts, which is the perspective this survey will use.

So far the literature review has highlighted the two most influential models of corporate
governance and how it affects the way scholars look, understand and explore the firms and
ultimately the boards of directors. Underlining both theoretical positions are two contrasting
philosophies: one based on the traditional dominant wisdom of ‘individualism’— private property
and individual liberty — thus framing and consequently justifying the maximisation of the
shareholders’ value as the sole purpose of the firm and on the other side, the ‘communitarian’
view of property and the social conception of the firm as the primal legitimisation of including all
stakeholders interests’ in the corporate objectives (Letza et al.,, 2004). For decades the
shareholder maximisation paradigm dominated the ‘theory of the firm’. However, organizations
as social constructs are not immutable in time nor space and so the shareholder-maximising
perspective is not an immutable law of economics (Kochan and Rubinstein, 2000). The current
modern business environment development where, among others, the firm’s boundaries
become diffuse in terms of global markets and where physical assets are far less relevant than
human resources, knowledge and information (Letza et al., 2004) creates the seeds to question
corporate pluralism in the ‘stakeholding’ debate. It proposes a pluralistic structure of the modern
firm, which we need to seriously consider, regardless of the normative appeal of the stakeholder
perspective (LaPlume et al, 2008). Notwithstanding, different theoretical perspectives
emphasise different roles of the board of directors. Whereas in agency theory, drawing on the
shareholder model focuses on the board’s monitoring or control function (Hillman and Dalziel,
2003) and the stewardship theory on the board’s mentoring role, other perspectives integrate
corporate pluralism to introduce a new board role: balancing stakeholder interests (Kakabadse
and Kakabadse, 2007).

Since the social reality is never static nor ideal, this survey will use multiple lenses to explore
the boards’ roles believing that as social entities they are cultural and context influenced and
above all fluid and constantly in motion. The following part of the literature review will examine in

more detail the board of directors.

2.3 The Board of Directors Research

Due to failures of diligence, ethics and controls on the part of directors and senior managers,
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today boards are facing pressures that their predecessors did not suffer which result in a new
way of behaving. Charan (1998) states: ‘Once a sleeping giant, the corporate board is waking
up, and flexing its intellectual muscle’. More than ever, it is of absolute relevance to explore the
inner workings at the boardroom and understand board activity and what they really practice.

Most recent work on boards of directors has focused on best practices for effective governance
(Ricart et al. 1998). It is split into two different research areas: the role and contribution of the
board as a governance body; elements of the board’s composition and board structure and the
connection with firm performance and board functioning. This chapter provides an overview of

these research streams.

2.3.1 Board Purpose

The corporate governance literature usually distinguishes between internal and external
corporate governance mechanisms. Internal mechanisms include the ownership structure and
the board of directors; whereas, external mechanisms correspond to the market control and the
regulatory system. In this study the emphasis is on one of the internal mechanisms - the board
of directors — since, among others, they are the highest decision-making group in an
organisation and, both in theory and practice, have always been treated slightly differently than
other areas and levels of group decision-making in organisations (Pye 2004, Nicholson and Kiel
2004a, Zahra and Pierce 1989, Forbes and Milliken 1999, Johnson et al. 1996). Whilst
attributing different roles, scholars broadly and widely accept that boards of directors are an
internal mechanism for the corporate governance realm, thus its purpose is intrinsically
connected with governance issues. Huse (2007) contends that ‘the board of directors is just one
several governance mechanisms.’
Shareholder activism and the involvement of professional and regulatory bodies in corporate
governance led to the development of codes of practice for listed companies, compulsory
almost everywhere. Even if not backed by formal legislation, companies are compelled to apply
it otherwise they need to publicly explain their reasons for non-compliance (Burton 2000). In so
doing, these prescriptions frame the boards’ purpose and, at least formally, also the boardroom
dynamics. This movement began in the USA and the UK, but globalisation has spread this
almost everywhere, at least in the world dominated by western philosophy. Most of these
guidelines are directed at increasing board accountability to shareholders and improving board
effectiveness (Ayusa and Argandona, 2007). Dalton et al. (1998:270) also note the intrusion of
this informal regulation ‘It is notable that board reform activists has strongly argued for boards
comprised predominantly, if not exclusively, of independent directors and the formal separation
of the CEO and board chairperson position.” This said the main recommendations of the
Cadbury report (1992) are as follows:

e The majority of non-executive directors should be independent of management and free

from any business or other relationship;
e Non-executive directors should be appointed for specified terms;

e Service contracts should not exceed three years;
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o Executive remuneration should be subject to the recommendations of a Remunerations
Committee made up entirely or mainly of non-executive directors;

¢ An Audit Committee, comprising of at least three non-executives, should be established.

In the USA, the Sarbanes-Oxley Act of 2002 decrees that all listed companies must have an
audit committee. All members of each must be independent and they must meet other various
conditions relating to the independence. The Act also declares that the companies must prohibit
or forfeit other agency costs like loans, bonuses and profits in some circumstances. The UK
Revised Combined Code (issued in 2003), besides incorporating the Higgs report
recommendations issued in the same year, maintained the requirement for the comply-or-
explain procedure for reporting. This called for the separation of the roles of the chairman and
the chief executive and incorporated recommendations on the role of non-executive directors
and the role of the audit committee. The 2010 UK Corporate Governance Code incorporates
limited, but significant changes to signal the importance of the general principles which should
guide the board behaviours. One of the changes is the recommendation that all FTSE 350
company directors should be subject to annual re-election. To reduce the risk of ‘group-thinking’,
the Code contains a specific reference to board diversity and, in particular, gender diversity. The
Code creates a specific obligation on boards to identify and monitor risk and add additional
responsibility and emphasis on the role of the chairman: he is responsible for leadership of the
board and ensuring its effectiveness; for achieving the requisite culture of constructive challenge
by non-executives to the executives; and has a particular responsibility for training, evaluation
and board composition.

Rather than embracing and reflecting recent academic advances, these normative and legal
perspectives (Nicholson and Kiel 2004) try to format the role and contribution of corporate
boards as a New York Stock Exchange report (2002) enacted a series of new rules for listed
companies requiring, among other things, boards to have a majority of outside directors. The
rules also required strengthening the independence of the audit and compensation committees.
Despite a multi-perspective approach to the academic literature on corporate governance
(Zahra and Pierce 1989, Judge and Zeithaml 1992, Boyd 1995, Stiles, 2001, Hillman and
Dalziel 2003), a 2010 New York Stock Exchange report prescribes the agency rule-making as
important to establish the basic tenets of corporate governance as per the role of the board as
accountable to shareholders for achieving the long-term sustainable growth in shareholder
wealth. Lastly, the 1999 OECD Principles of Corporate Governance clearly stated that the
principles should focus on governance issues that result from the separation of ownership and
control and that the board of directors’ prescribed responsibilities are almost related within the
monitoring role which agency theory recommends. The prescriptions called by these reformers
are substantially formatted by the agency theory. Additionally its basic assumptions are poorly or
unsatisfactory supported by both academic wisdom and empirical results (Burton 2000,
Gabrielsson and Huse 2004, Huse 2005, Dalton et al. 1998, Daily et al. 2003). Most companies

had already absorbed the conventional policy recommendations. Recent history has shown that
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both the scholarly and regulatory focus on board composition and structure is a dangerously
incomplete solution since they have not and likely will not lead to better board effectiveness and
firm performance, namely because as Burton (2000:195) rightly points out, ‘codes have been
introduced without any significant research into how the behaviour and effectiveness of the
organisations might be affected in an operational sense’. These reforms and other
recommendations are contributing to increase the gap between what companies expect boards
of directors to do and what they actually do. This research intends to bridge the gap between
board role expectations and actual board role reality and consequently, board performance.
Going far beyond, Kaufman and Englander (2005) state that the premise (shareholder model
claiming for board independency) underlying the post-Enron corporate governance reforms is
unfortunate since it encouraged the managerial misbehaviour of the nineties.

However, Zahra and Pierce (1989) presented a slightly different approach. They believe that
board reform should entail broadening the representation of different stakeholders on boards.
This then raises, in particular, large corporations’ social roles, but it depends on the lenses that

they use, so the boards’ purpose and role might change, as this chapter will show.

2.3.1.1 Board role
Scholars interchangeably use the terms ‘role’ and ‘contribution’ (Katz and Kahn, 1978; Roberts
et al., 2005). For the sake of this survey, the author uses the terms differently because this
research intends to really understand what the board of directors really practice, regardless of
recommendations and board reforms. Drawing on the findings (Petrovic et al., 2009) the author
will use role as the pre-determined tasks and goals and refers to contribution as the extent that
board members perform or fulfil tasks and goals to assess board contribution to a firm’s
performance (Zahra and Pearce, 1989).
Turning from a broader and prescriptive governance perspective to the contribution of boards of
directors, in spite of recent attention, there is no all-accepted theme concerning the purpose, the
role and functioning of boards. Consequently, scholars have used different lenses when
analysing the apex of corporate leadership. We now turn to a brief description of the most
relevant theories and positions over the board of directors’ role.
Adopting the agency view of the firm implies to look at the board of directors as the body
designated to discipline the firm’s top management (Fama and Jensen, 1983). Concerned with
representing shareholders controlling stakes, Berle and Means (1932) stated that the
contribution of each board member is to represent shareholders by holding accountable the
management of the enterprise.
Daily et al. (2003:379) summarise this view as follows: ‘Agency theorists present the board of
directors as a mechanism to protect shareholders from managerial self-interest.” Thus, the main
emphasis of the board’s role is on the way principals could monitor or control managerial (the
agents) misbehaviour. Suggestions following this perspective would enhance control over the
management team as separating the chairperson and the CEO positions in order to have a

majority of independent directors, thus raising the number of board committees (Huse 2005).
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However, Padilla (2000) believes that the role of the board is not to detect and punish
opportunistic behaviour from the manager, but to ensure that his investment decisions are not
corrupted by his misperceptions. Namely, when looking at a board’s behaviour, it seems
relevant to control for other determinants as the liability protection awarded to directors. In both
cases, the controlling function is there and is crucial to ensure the shareholders’ interests and
protect their wealth.

Departing from the agency theory, Blair and Stout (1999:255) provide an alternative answer for
the board’s main function by addressing a different problem. For them, the ‘team production’
problem arises when the team members find difficult or impossible to write explicit contracts to
distribute the results/output of the team’s joint work. The authors argue ‘that the essential
economic function of the public corporation is not to address principal-agent problems, but to
provide a vehicle through which shareholders, creditors, executives, rank-and-file employees,
and other potential corporate ‘stakeholders’ who may invest firm-specific resources can, for their
own benefit, jointly relinquish control over those resources to a board of directors.” Dwelling in
the ‘nexus of contracts’ view of the firm, the team production model considers that the essential
function of the boards is to protect the firm-specific investments of all the members of the
corporate ‘team’, including shareholders, managers, employees, creditors and other ‘team’
members. Highlighting the need for the incorporation of alternative theoretical perspectives into
the corporate governance research, Daily et al. (2003) refers to Blair and Stout’s view as a
reconceptualisation of the board’s role. Gabrielsson et al. (2007) mention that for the team
production approach, corporate boards are knowledgeable and cooperative teams with the
purpose of leading the firm and coordinating activities. Yet, for this school of thought, the major
function of the board of directors still continues to be monitoring and controlling, but for a
different reason and for an enlarged set of constituents.

Meanwhile, the agency theory builds on the managerial opportunism the stewardship theory
views managers as a firm’s stewards; therefore, the board’s main role would be active
collaboration and mentoring in the firm’s strategy formation and implementation phases (Davis
et al. 1997; Hillman and Dalziel 2003). As Huse (2009) puts it, the stewardship theory has a
focus on collaboration and mentoring board tasks and also involving them in the firm’s strategic
realm. Therefore, boards adopting a stewardship approach are more likely to strategise beyond
short-term profitability since all conspire towards the interests of all stakeholders and not only
the shareholders. Concomitantly, a collaborative approach leads managers to be collectively
oriented and intrinsically motivated (Sundaramurthy and Lewis, 2003). They are prone to
internalise the firm’s mission and act accordingly. Sundaramurthy and Lewis (2003), when
presenting the board roles and structures which the stewardship and agency theories prescribe,
posit that the stewardship theory’s collaborative approach would stress service calling for
boards to advise and enhance strategy. Similarly, Westphal (1999) contends that the social ties
connecting the board of directors and the management team foster trust between these two
groups, leading the executives truly to seek greater input from the directors’ experience and

knowledge, and the directors offering feed-back, believing that executives are considering their
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views. Within this scenario, Finkelstein and D’Aveni (1994) envisage the CEO-chairman
relationship to provide unity of command, thus reducing role conflict, reassuring shareholders
and giving clear instructions about the decision-making process. However, are they, in fact,
playing this role? Despite insufficient empirical results, several research findings appoint to the
pivotal influence of a concerted relationship. Roberts and Stiles (1999) report that there are no
clear lines separating board member roles and responsibilities. However, other studies have
acknowledged that the relationship between the Chairman and CEO has a major influence on
board interactions and processes (Forbes and Milliken, 1999, Pye, 2000; Knight and
Kakabadse, forthcoming). Forbes and Milliken (1999) emphasised the actions and attitude of
the chairman and especially the chairman/CEO dyad and how it affects the board’s culture and
dynamics. Pye (2000) saw the relationship between the chairman and the CEO as a major
factor to the emergent culture within the boardroom, namely to the degree of openness which
both leaders expressed in discussion during board meetings. Van den Berghe and Levrau
(2004) also posited that, in practice, board members put great emphasis on the quality of board
meetings as appropriate and enough information. They want open and critical debates and
recognise the chairman as the ‘driving force’. Kakabadse et al. (2010) showed that among all
the boardroom inter-relationships, the chairman/CEO is the most critical and sensitive, hence
the most challenging to manage. Previously, Kakabadse and Kakabadse (2008) had already
stressed the relevance of existing togetherness between these two corporate leaders and above
all, the need to delineate clear boundaries to their roles.

Another important role whose empirical evidence has been very limited (Zahra and Pierce 1989)
is the one related to corporate strategy. However, there is a growing consensus in the literature
about the importance of the board’s role in strategic management which draws on the
perception that they are ultimately responsible for effective organisational functioning (Blair and
Stout 2001, Johnson et al. 1996, Pearce and Zahra 1991). For instance, defining the
‘participating board’, Andrews (1982), does not deny that the major function of the board is
monitoring the performance of the senior executives, but also asserts that their strategic
participation in policy decision-making affects the future development of the company stating
that ‘the board’s participation in strategic planning can enhance the quality of strategic decisions
and empower the board better to understand and evaluate management performance’.
Similarly, Bainbridge (2008) defines today’s board as a production team whose product remains
a unique combination of advice giving, on-going supervision, and crisis management, in order to
play a key role on strategic issues. Bringing together the subjects of boards and strategy,
McNulty and Pettigrew (1999) show that what they called ‘part-time board members’ (chairmen
and non-executive directors) are able of exercising control over management and
simultaneously influencing processes of strategic choice and change. These findings configure
not only the involvement of board members in setting and influencing corporate strategy, but
also the relevance of studying board’'s behaviour to fully understand what board members do.
This is exactly what this research intends to do. For Pearce and Zahra (1991), ‘powerful’ boards

give competent counsel and advice regarding the firm’s strategic options. Agency theorists also
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emphasise the strategic role of the board not only as makers, but above all, as controllers of the
strategic decisions (Zahra and Pierce 1989). For instance, when discussing the advantages of
the outside directors, they emphasise their potential to appraise alternative strategies more
effectively than inside directors (Fama and Jensen 1983). In spite of directors’ strategic
involvement through advising and counseling the CEO, contributing with their own analyses or
suggestions, they may not develop or execute strategies since these tasks are consigned to the
CEOQO (Zahra and Pierce 1989). Yet later studies conclude that not all non-executive directors are
simply ‘rubber-stampers’ of their executives counter-part (McNulty and Pettigrew, 1999). These
contradictory studies show that the real practice of the board of directors and consequently, their
role and contribution, is not yet thoroughly explored- something that this research intends to
address.

Judge and Zeithaml (1992) integrate the institutional and the strategic choice perspectives to
assess the antecedents and effects of a board’s involvement in a firm’'s strategic decision-
making process. They state that researchers did not know exactly the board’s role in the
strategy realm nor the influence of their involvement in the strategic decision-making process.
Those authors, after finding that board involvement was positively related with financial
performance, assert the positive contributions of the adopted perspectives and conclude that
the board of directors is simultaneously ‘institutionally responsive and strategically adaptive’.
Forbes and Milliken (1999) established an important difference between the management team
and the boards by stating that whilst the top team management is accountable for implementing
the strategic decisions, the boards are responsible for monitoring and influencing strategy. This
confirms the agency theorists’ position. Similarly, Cadbury (1992) urges that the board should
be responsible for setting the company’s strategic goals. It should lead and monitor the
management team for its implementation and reporting to the shareholders. Who, however, in
the real world is setting the strategy? Is it the management team or the board or both or does it
depends on the firm’s context, industry, or country? Has the firm clearly defined those roles and
does management understand them?

Returning to the theory classification of the boards’ role, resource dependence theory views the
board as an administrative body linking the firm with its environment — the boards of directors
are vehicles through which they manage the connection with other external organisations
(Pfeffer, 1972). Studying the board size and composition and its connection with organisational
performance, Pfeiffer concludes that both are not random or independent factors, but rather
rational corporate answers to the conditions of their environment. For Hillman and Dalziel
(2003), the resource dependent theorists study how board capital (experience, expertise and
reputation of board members as human capital and the social ties to the externalities of the firm
as relational capital) conducts the firm’s provision of resources. Daily et al. (2003) assert that,
providing the resources needed by the firm, directors will ensure organisational functioning, firm
performance and survival. Drawing on the resource dependence theory and on the network
social theory, the board acts as a boundary spanner (Zahra and Pierce 1989) assuming the role

of networking, door-opening, legitimacy and also playing an internal role as a facilitator in inter-
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organisational coordination and exchange (Carpenter and Westphal 2001, Huse, 1998).
According to Aldrich and Herker (1977), we may characterise organisations by their boundaries,
as boundary roles are the link between the organisation and its environment. As stated, the
literature has long identified this board role, so that when the resource dependent theorists
emphasise the institutional role of boards in linking the organisation to its environment, they are
describing the board’s boundary spanning role (Zahra and Pierce 1989, Daily et al. 2003,
Hillman and Dalziel, 2003). Reframing it in another way, other scholars have addressed and
highlighted the mediation role of directors between business and society (Pava and Krausz
1997, Pettigrew and McNulty 1995,1998, Wood 1994). Reformists and practitioners have
emphasised the directors’ role of accountability for the shareholders and/or stakeholders,
namely in accordance with the OECD Principles of Corporate Governance (1999) and the
European Union through the Action Plan ‘Corporate Governance and Corporate Law’ (Aguilera
2005). Academics and scholars have stressed the role of building links with investors and other
constituents (Zahra and Pearce 1989) or their co-optive role to match the firm with the
environmental demands (resource-dependent theorists) or naming directors as gatekeepers
(Wood 1994). De Wit, Wade and Schouten (2006), when studying sustainable development at
Shell, suggest that the process of linking the firm and its environment requires both ‘hardwiring’
and ‘softwiring’. Hardwiring is the integration of corporate social responsibility into the
organisational systems, processes and structures and the softwiring is about integrating in the
organisational culture the skills and competencies that require equal attention in organisational
transformation (Lessen et al., 2007). This learning journey is based and driven by the firm’s
strategic leadership. Assessing what factors determine the corporate values, Thomsen (2006)
argues that it boils down to corporate governance. He emphasises three governance
mechanisms: ownership structure, board composition and stakeholder influence. For this author,
managers and boards play a powerful role since by repeating interaction with customers,
employees and other stakeholders, they shape corporate values through corporate reputation
and culture, thus fulfilling their role as boundary spanners. Pettigrew and McNulty (1998)
conclude that one of the power sources of the NED (non-executive directors) was characterised
by their access to people, relationships and information inside and outside the firm. Earlier
research (Pettigrew and McNulty, 1995) compared the relative power and influence of the ‘part
time board members’ with the ‘full time board members’. This finding suggests that non-
executive directors may play a relevant role as boundary spanners. Wood (1994) took the
position of looking in and out of the organisation and compared it with the Roman god Janus.
The god of beginnings and transitions, Janus is usually a two-faced god as looks to the future
and the past. So, non-executive boundary spanners are helpful to gather information, uncover
new and emerging issues and provide feedback. In short, they serve as ‘gatekeepers’. For Pava
and Krausz (1997), boundary spanners are paramount to the organization and fulfill its social
responsibility mandate as a consequence of their key position to understand and actively seek
out the knowledge of social problems and their solutions. The literature highlights in several

ways the relevance of the connection of the firm with its environment. Huse (1998) argues that
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the relative strength and importance of the relationships and the trust between internal and
external stakeholders influence the board’s power and authority as well as its performance and
effectiveness. Johnson and Greening (1999) contend that the primary task of non-executive
directors is to deal with outside constituencies. Others call it the boards’ alignment role between
the internal and external environment (Nicholson and Kiel 2004a). Theorists (Wood 1994, Pava
and Krausz 1997) recognise that organisations need boundary spanners to fulfill their social
responsibility mandate. As we already stated, boards of directors act as boundary spanner
performers (Zahra and Pierce 1989, Daily et al. 2003, Hillman and Dalziel, 2003). This is a less
controversial identified role along all schools of thought and with theorists. So far literature
clearly showed the existence and the relevance of the board’s boundary spanner role. However,
scholars have done little to explore to what extent this role is complementary or in conflict with
the one of the management team. Despite the relevance of the board’s mediating role between
the firm and its environment, their specific role and above all to what extent they in fact
contribute in terms of what they do, might influence corporate responsibility. This research
intends to address this gap of knowledge. The next section will explore this in the context of

board contribution.

2.3.1.2 Board contribution
In the last section we saw how scholars have condensed the three main critical board roles into
the categories of control, service and strategy (Zahra and Pearce, 1989; Johnson et al., 1996;
Kakabadse and Kakabadse, 2001; Huse, 2007) reflecting different theoretical perspectives and
being exposed as board task expectations (Huse 2005, 2007). Yet, to understand what exactly
boards contribute, scholars need to go beyond conceptual and theoretical prescriptions about
boards’ role/task expectations and explore the way boards are actually functioning. That was the
reason behind Roberts et al. (2005:518) research when they decided to focus on the conditions
and consequences of ‘processes of board accountability’. They concluded that ‘the practical
challenges associated with creating and sustaining accountability within the board are not well
served by conceptual distinctions between the ‘control’, 'service’ and ‘resourcing’ roles of the
board’. Huse (2005), referring to the same article, summarises their purpose as bridging the gap
between board role expectations and board contribution. Also for Pye (2004), the realm of the
debate is corporate governing and strategising and not only governance and strategy, i.e., what
directors do in performing their functions as a board/decision-making body. Continuing with this
reasoning and giving the example of Enron, what mattered was not what they have as
governance mechanisms or strategy or leadership systems in place, but how people in charge
do or enact governing, strategising and leading that makes the difference. So the way people
perceive their own role and act accordingly do influence. As Kakabadse and Kakabadse (2004)
remark, in firms people pursue their own objectives which they, in turn, embed their personal
values, their vision and aspirations to turn the organisational change into a unique dance. When
Kakabadse et al. (2006) posit that each board determines its own practice despite guidelines

and voluntary best practice codes, the authors were not only calling for the need to be context
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driven when researching, but also stressing that there might be a gap between boards’
expected roles and actual practice. Therefore, this research envisages, by analysing the board
dynamics, exploring the way boards of directors are contributing to the firms in which they act
because, among others and per the words of Forbes and Milliken (1999), when talking about the
role of directors, it is very important to understand and improve the way they perform their task
since as stewards of their organisations, their actions impact the whole society.

This said, it is worth mentioning Mace’s pioneering work (1972) which belongs to the managerial
hegemony perspective. Measuring the gap between the ‘myths of business literature’ and the
‘realities of business practices’, Mace argues that boards give counsel to CEOs, offer ‘discipline
value’ and act in crisis. They do not set the strategies for firms, ask questions, hire, fire and
compensate the CEO, as one would generally expect. Mace gives managerial hegemony as the
reason for this gap arguing that managers draw on information asymmetry and the existence of
elite networks to overpass the board’s control. These findings suggest that there is a power
imbalance between the board of directors and the executive/management team. Mace’s earlier
pioneering work already recommended that researchers should direct attention to
understanding the gap between boards’ role expectations and actual boards’ practice. As per
Mace’ words (Mace, 1972:37), ‘there is a disparity in the literature. Much of it describes the roles
that boards should play, not those that they really do.’ In this respect, his words still remain
accurate and valid since the gap still exists. To assess the contribution of the board of directors
implies the deep knowledge of what boards actually do through a board’s behaviour analysis
and what they perceive as their contribution, which is what this study intends to explore.

This research considers board contribution as the result of board actions so that to evaluate a
board’s contribution implies assessment. One of the most developed board research streams is
what Finkelstein and Mooney (2003) called the input-output studies. These studies try to assess
the board contribution through its direct connection to the firm’s output following two commonly
accepted board roles (controlling and servicing) that usually focus on the board’s research
relating to the ‘usual suspects’ (board size, CEO duality, insider/outside ratio and the stock
holding by board members) with corporate performance. The next two sections will discuss
board composition and organisational outcomes and board structure and organisational

outcomes.

2.3.1.2.1 Board composition and organisational outcomes
According to legalistic and agency theory approaches, one solution to improve board
performance is to create independence in the board-management relations by board
compositional means (Huse, 1993). In fact, according to the agency theory, a majority of outside
directors would comprise effective boards. Empirical studies found support to highlight this
position. Baysinger and Butler (1985) showed a positive relation between outside directors’
representation and the return on equity. Also Pierce and Zahra (1992) found a positive
relationship between outside directors and firm performance. Quite opposite to agency theory,

researchers sustaining the stewardship position found empirical support to their contrary
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assumption that inside directors were associated with higher firm performance (Dalton et al.
1998). Finkelstein and Mooney (2003), stating that the independence of the board of directors is
a centerpiece to make effective corporate governance issues, made a study on the S&P 500
(Standard and Poor’s 500 Index) and showed that there was no measured relation between
board independence using the ‘usual suspects’ and firm performance. Consequently, they
proposed using the analysis of board process instead of the ‘usual suspects’ (number of board
members, CEO duality, insider/outside ratio and board member stock holding).

A balance of inside and outside directors is supposed to ensure that the board is at the same
time knowledgeable about the company and independent from management. However,
according to Allen and Gale (1998), scholars widely debate the extent to which this theory works
in practice. Kaufman and Englander (2005), adopting the team production approach, assert that
independent directors may risk damaging the long term creation of value in the sense that they
may reduce their contribution to the board to a minimum as independence would imply an
almost complete distance and detachment from any relations with the firm. This rationale lead to
the costs of too much independence that reduces involvement and lack of firm-specific
knowledge and understanding (Huse et al., 2009). Bhagat and Black (2002), for instance, after
surveying large American public companies to observe the correlation between board
independence and long-term performance, found no empirical evidence of the conventional
wisdom that greater board independence improves firm performance. In spite of how critical for
effective governance the balance between inside and outside directors may be, we cannot
assess the relationships and interactions by using proxies and optimum ratios (Gabrielsson and
Huse 2004). The ratio will influence the type of interactions and thus would shape the board
decision-making processes however mediated by the role that the board perceives as
performing. Their perception of the role performed will also influence board actions and
consequently firm-level outcomes. After the meltdowns of corporations like Enron, Tyco and
WorldCom Sonnenfeld (2002) assert that it is necessary to try to understand what really
happened, not just within the board structure, but how the firms manage their boards as a social
system. Thus, board independence is more a function of how directors interact as a group to
play their roles rather than as a corporate governance objective based on composition and
structure (Finkelstein and Mooney 2003). At this stage it worth querying if the so-called
independence of board members is not more related to each directors’ independence of
character. Each director acting according to how he or she thinks he or she should act in front of
peers and not as an outsider as prescribed in the best practices codes. . Roberts et al. (2005)
aptly note that when talking about the non-executive directors, ‘independence is only significant
within a board in the form of a willingness to exercise independence of mind in relation to
executive strategy and performance.’ So far scholars have developed little work that follows this
stream of research since it implies looking at the behavioral aspects of the board, thus the need
to have access to the boardroom, which scholars commonly accept is not easy (Pettigrew,
1992).

Also, in what concerns corporate social responsibility, and regardless of most recommendations
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that favour the role of independent directors (Ayusa and Argandona, 2007; Ibrahim et al. 2003),

the empirical support comprises of mixed results (see Table 2).

Table 2 Empirical studies on the effects of independent directors on corporate social

responsibility

Positive findings Neutral or negative findings
Ibrahim and Angelidis (1995), Chapple and Ucbasaran (2007):
Ibrahim et al. (2003): Outside The ratio of outsiders/insiders on

directors exhibit greater concern the board is not related to CSR
about the philanthropic component  activity.
of corporate responsibility than

inside directors.

Johnson and Greening (1999): McKendall et al. (1999): The

Outside director representation is | proportion of inside directors to

positively related to corporate outside directors is not related to
CSR social performance. environmental law violations.

Webb (2004): Socially responsible = Wang and Dewhirst (1992): Inside
firms tend to have boards with and outside directors do not differ

more outsiders. in their stakeholder orientation.

Zahra et al. (1993): The
percentage of outside directors is
positively associated with

corporate social responsibility.

Source: Compiled from Ayuso and Argandona (2007)

Although utilising a contrasting rationale, agency theorists also agree that independent directors
should dominate boards since those would be more effective in monitoring and limiting
managerial opportunism linked to corporate social responsibility activities, as those activities
offer no visible direct financial benefit to shareholders (Ayusa and Argandona, 2007).

In a recent state-of-the-art article, Daily et al. (2003) posit that extant empirical research
provides virtually no support to the relationship between board independence and firm financial
performance. Those authors grounded their explanations in too much emphasis placed on
directors’ monitoring roles and the possible existence of ‘intervening processes’ between board

independence and firm financial performance.

2.3.1.2.2 Board structure and organisational outcomes
The work of corporate leaders always attracted considerable attention among researchers and
business practitioners. Lately, in many parts of the western world, it is also becoming highly
regulated following an increased number of corporate governance recommendations

(Gabrielsson et al. 2007). The European Commission, following its tradition of consulting the
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civil society, recently issued a green paper about the European corporate governance
framework (2011). Here the role of the chairperson deserves attention as the paper calls for the
need to clearly defining the position and responsibilities of the board’s chairperson as a
consequence of the considerable impact his or her performance has on the board’s functioning.
This indicates that the boardroom role requires additional clearance.

Also scholars have always stressed the importance of following corporate leadership. Pettigrew
(1992:163) posits clearly in his research and writing about boards of directors that ‘the study of
managerial elites is one of the most important, yet neglected areas of social science research’.
Again on this subject, different perspectives arise and determine the course of research.
Arguing that organisational structures affect the steward’s performance, Donaldson and Davis
(1991) challenged the conventional wisdom. They state that CEOs who are stewards best attain
their pro-organisational actions when the corporate governance structures give them high
authority and discretion to facilitate effective action. This occurs when the CEO chairs the board
of directors. Donaldson and Davis focus their stewardship theory not on the CEQO’s motivation,
but on facilitative and empowering organisational structures. They argue that the fusion of the
incumbency of the roles of chairs and CEO (CEO duality — combining the roles of CEO and
chairman) will enhance effectiveness, therefore producing superior returns to shareholders.
Aligning with this position, Davis et al. (1997) stated that stewardships theorists focus on
structures that facilitate and empower rather than monitor and control. On the contrary, applying
the agency theory to leadership structure, the call is to pull for a board chair independent of the
CEO and use incentives to bind CEO interests to those of shareholders for the sake of
controlling the managerial ‘opportunism’ (Donaldson and Davis 1991, Donaldson and Davis
1994). The preference for the separate board leadership structure is grounded in agency
theorists’ concerns for the management domination through the CEO entrenchment and
consequent reduced board monitoring effectiveness (Dalton et al. 2004).

Regardless, of what perspective is adopted the relationship between the chairperson and the
CEO exists and it is paramount to the firm’s functioning and effectiveness as long as it affects
the dynamics of the board of directors and the management team. We can only achieve the
extent to which relationships affect the board’s nature, how it evolves and affects the directors’
behaviours and actions through studying board dynamics, in a word the behavioural aspects of
the board. This implies entering the inside world of the boardroom to fully explore the board of
directors’ contribution, which is what this research intends to address.

An alternative research perspective on boards and governance research is the team production
approach (Blair and Stout, 1999). Drawing on this perspective, Gabrielsson et al. (2007)
conclude, from their empirical study, that effective board performance depends on the relevant
knowledge which corporate directors bring into the boardroom. However, this knowledge serves
nothing if the chairperson does not share this information. Therefore, competencies and
behaviour as a leader are critical in the chairperson. From this review so far, it is clear that a
chairman’s leadership role is paramount for the effectiveness of the board, but scholars have

not extensively researched how this role interacts in the real world with a CEO.
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The issue of CEO duality opened another stream of research linking board leadership structure
and company performance. However, here the empirical results are not consistent nor
conclusive (Pettigrew, 1992; Boyd, 1995, Dalton et al., 1998).

Drawing on the contingency, agency and stewardship theories, Boyd (1995) created a
framework to understand and explain the relationship between leadership duality and corporate
performance hypothesising that both theoretical perspectives are correct under different
environmental circumstances, so that the environment is a moderator variable to reconcile the
disparate approaches. This author concludes that, under certain circumstances, leadership
duality can help firm performance despite the separation of CEO and chairman, which may
prove dysfunctional in the long run. This study intends to shed light on the importance of context
and on the use of a non-universalistic approach to reality, thus questioning the corporate
governance practices standardisation.

For Kakabadse et al. (2010), the relationship of the chairman/CEO is so critical that it
determines boardroom and organisational effectiveness. Likewise, Kakabadse and Kakabadse
(2007) assert that the chairman role is now the ‘keeper of the board’ and also the ‘minder of the
CEO’ as a consequence of endlessly raising the power of the CEO. Thus, irrelevant of the
diversity and magnitude of challenges that the organisation and the chairman face, and the
empirical and direct connections to the firm’s performance, that relationship is critical to the
sustainable future of the firm. The chairman’s skill in managing often complex and sensitive
relationships, with board directors expressing differences of view on strategy whilst striving to
attain meaningful consensus on board and enterprise wide issues, is fundamental to the long-
term future of the firm (Cadbury, 1992; Taylor, 2001).

There has been extensive debate in both prescriptive and descriptive writing and researching
around the right leadership structure. Clear direction, faster response, greater firm and industry
knowledge and greater commitment to the firm were some of the advantages that researchers
highlighted when discussing the CEO duality structure (Boyd, 1995). On the other hand, a dual
leadership structure would help firms avoid some crises and facilitate more objective
assessment of the firm and the executive management team (Dalton et al., 1998). What seems
to be critical for board effectiveness is how corporate leaders enhance the board’s ability to
work together, as a team, not isolated from the outside work environment and not being
accountable to a specific constituent, but for the firm as a whole. The goal is to manage conflicts
in order to build consensus that brings added value at a firm and society level. However, we
cannot observe the so-called board’s ability to work together without looking at the board from
inside the board’s inner workings. This study intends to do so in an attempt to understand if
there is a gap between boards of directors expected role and actual board role reality.

One of the reasons given by Zahra and Pierce (1989) for the empirical shortcomings of past
research when crossing board attributes and firm performance is ignoring the indirect paths
through roles and strategic initiatives. Figure 2.1 shows the integrative model proposed by
Zahra and Pierce (1989) where the links of board attributes and roles explain the impact of

boards on corporate financial performance.
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Figure 1 Model of board attributes and roles
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Zahra and Pierce (1989) build their model integrating the board of directors roles, including
control, service and strategy functions, the board attributes, including board composition, board
characteristics, board structures and board processes, strategic outcomes, external
contingencies and firm performance described by the legalistic, resource dependence, class
hegemony and agency theoretical approaches. Another major contribution of this seminal
article is showing that whilst board roles mediate the relationship between board composition
and corporate financial outputs, the internal and external contingencies would moderate the
referred relationships since they would have a direct effect on the board tasks (Huse 2009). In
so doing, they size the relevance of context as a key factor for which to account when
researching boards, therefore moving from the ‘one size fits all'’ approach to corporate
governance.

Following the call to use a multi-theoretical approach and drawing on the statistical inconclusive
findings between board composition, leadership structure and financial performance depicted by
Dalton et al. (1998), Hillman and Dalziel (2003), using an integrative approach of the agency

and resource dependence perspectives, linked the board of directors with firm performance and
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concluded that board capital affects not only the board’s monitoring role, but also the firm’s
provision of resources and that board incentives (using board dependence and equity
compensation) to moderate the referred relationships. Not relying on the usual conventional
approach on assessing direct relations between the board structures and firm performance, but
allowing indirect and moderating effects, those authors shed light on the current mixed empirical
results so far prescribing a multi-dimension approach to the study of the boards. Whilst
important, these studies do not bridge the gap between what academicians and reformers think
boards do and what they actually do since they do not look at the boardroom departing from its
‘inner workings’.

It has not been an easy task for researchers to pinpoint board characteristics and attributes that
accurately reflect board behaviour (Ricart et al., 1998), consequence of the dearth of widely
accepted results.

Despite some scholars’ intuitive belief that it does exist, nobody has proven the link between the
boardroom and firm performance. Some researchers attribute this absence of connection to a
possible failure in previous research methodologies like relying upon large scale archival data
gathering techniques. Others note the difficulty of reaching the board members themselves, or
the fact that the research failed to account for organisational context (Daily et al., 2003; Stiles,
2001; Pettigrew, 1992). A famous meta-analytical review (Dalton et al. 1998) most likely draws
an accurate conclusion- there is no meaningful relationship between board composition or
board leadership structure and financial performance. However, a paramount part of the
equation is missing here. If we consider the board of directors as a social entity, thus a living
entity, then the issues are more complex regarding how a board conducts itself, rather than its
leadership format, are far more complex. We must explore, observe and understand the nature
of the relationship between the CEO and the chairman and how it affects the board and its
functioning. Regardless there may or not be a dual leadership structure which is relevant to
understand the relationship between the executive and the non-executive directors and how it
affects the board dynamics. Whilst the absence of grasping the behavioural aspects of boards
will persist, the gap between expected boards’ behaviour (boards’ role) and their contribution
(what the boards actually do) will exist.

As this chapter has demonstrated, criticism of the dominance of agency theory does not imply
simply adopting another theory. Maybe the richer approach would be to integrate several
perspectives into the research since the corporate reality is often too complex to use only one
approach (Huse 2005, Daily et al. 2003, Hillman and Dalziel 2003, Blair and Stout 2001, Dalton
et al. 1998). In fact, one of the scholarly criticisms to approaching the board’s role and its
contribution is to use the traditional input-output perspective (Gabrielsson and Huse, 2004).
Therefore, a multi-level and inside look at the boards’ role, i.e., using directors’ own perceptions
of their roles, would allow researchers to bridge the gap between the ‘objective’ characteristics
and ‘directors’ conceptions of their roles whilst giving board of directors the status of a social
entity (Johnson et al. 1996). This would enable them to assess the board’s effectiveness and

ultimately, its contribution to company performance.
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2.3.2 Board performance

2.3.2.1 The need to contextualise

Agency theory substantially informs the prevailing view in the academic literature regarding a
board’s role within the corporation. Although it is a relevant contribution to the academic
knowledge, it gives little attention to context and behavioural perspectives (Gabrielsson and
Huse 2004) or board process research. Pye (2004) also remarks that a key problem with the
literature on board roles is that it often fails to differentiate between geographical contexts and,
even when it does, this broad board research tends to take a universalistic approach.

In the same manner, the global governance reform movement based on agency theory
assumptions and on the shareholder corporate governance model, drawing on aligning
governance structures, perpetuates the absence of integrating the context as a relevant
dimension on board research. By blindly standardising, regardless of how it will affect corporate
performance, reformists ignore the ‘structural contingency approach’, a basic tenet of
organisational theory, which postulates that organisations continuously adapt by altering their
structural forms to maintain a ‘fit’ between their structure and the environmental changes
(Burton 2000). Most of these guidelines are directed at increasing board accountability to
shareholders and improving board effectiveness (Ayusa and Argandona, 2007). In spite of this,
most companies have already absorbed the conventional policy prescriptions. Recent history
has shown that the scholarly and regulatory focus on board composition and structure is a
dangerously incomplete solution since they have not and likely will not lead to better board
effectiveness and firm performance. As Burton (2000:195) rightly points out, ‘codes have been
introduced without any significant research into how the behaviour and effectiveness of the
organisations might be affected in an operational sense’. According to Burton (2000), the
‘architects of the codes’ assert that compliance will enhance a firm’s performance in the sense
of increasing shareholder value. This appears to have little effect regarding the consequences
for firms adopting their codes. Providing a different perspective, Kakabadse and Kakabadse
(2004) assert that social issues are moving in a path from the so-called firm’s external
environment to inside the organisation, thus increasing the awareness of considering the
importance of context when studying the corporate governance paradigm. Identically,
Gabrielsson and Huse (2004) argue that it is unlikely for firms to find a single answer to
questions of corporate governance design since firms are embodied in a larger social and
institutional context that critically affects their structures and performance (Aguilera and Jackson
2003). Similarly, when assessing how and if non-executive directors influence strategy in UK
listed companies, McNulty and Pettigrew (1999) empirically show that their influence was
affected by other factors like, public debate and policy making about corporate governance, the

history and performance of the company concomitantly with the board dynamics. Thus, this
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survey intends to highlight and contribute to the relevance of understanding the board dynamics
and incorporating the influences of its context. This study also suggests the need to go beyond
the direct relationships and that formal and informal board structures mediate the impact of the
interactions and the board’s decision making culture (Huse 2005). Moreover, this study
emphasises the need to contextualise the board’s contribution to strategic issues since it
concludes that 1) not all non-executive directors are equally involved and 2) they are not all
simply ‘rubber-stampers’ of their executive’s counterpart. When Zahra and Pierce (1989)
proposed their integrative model, they realised that its first important feature was exactly the
recognition of the contingent nature of the relationships among board variables and company
performance and its dependence on several internal and external contingencies like the
company size, the CEO-style, the firm’'s resource situation, the phase of life cycle and the
environmental variables, the industry type to which the firm belongs and the legal requirements.
Trying to identify and understand the processes which influence board directors’ behaviour,
Huse’s (1998) model suggested that the board’s role may be influenced by changes in the
company and in the business context and also by the stakes and power of the internal and
external stakeholders. Developing a holistic framework to understand the complexity of how
boards work, Nicholson and Kiel (2004) contended that the ability of the board to execute the
set of its roles will determine how effective it will govern the firm, but not all the firms will have
the same role requirements since the company’s context and history will influence the nature
and the equilibrium of the roles performed. Kakabadse and Kakabadse (2007a) emphasised the
key role of context influencing the practice of chairmanship. In their study and despite their
consideration of leadership as the ‘ultimate driving force of the firm’, these authors considered
the context, like home markets, the nature of governance stipulation (voluntary or legislative)
and the codes of practice as significantly affecting the board dynamics and concomitantly the
effectiveness of the board and the firm. When evaluating board effectiveness, Van der Walt and
Ingley (2001) stated that the dynamics of the board concern group processes and interactions
among 1) the individual directors, 2) between directors and the chairman, 3) between board
members and the CEO and with senior management. It includes not only the formal and
informal relationships among the members of the board and with management, but also the
empathy which board members have with the organisation in terms of shared corporate values
and beliefs and their understanding of the business environment.

As all these studies emphasise and illustrate, social and cultural practices are deeply rooted in
any social group and often take precedence over legitimate decisions based on legal stipulation
(Kakabadse et al. 2009) or even on best practices codes. Perhaps here lies the major flaw of
the corporate governance reforms when attempting to offer uniform governance mechanisms
and practices with the purpose of enhancing board effectiveness. Forgetting to consider the
human and social side of the board of directors, the bilateral influence between people and the
organisational structures is somehow denying the complex and richness of the social nature and
maybe this is one of the root causes of the mentioned gap between the board of directors’ role

and the correspondent practice, which this survey intends to help shed light. As Van der Berghe
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and Levrau (2004:467) put it, ‘Structures are no guarantee for an effective board working: they
are only a facilitator. Structures are ‘brought alive’ by people.” Again, it is not by chance that
most boards, whilst applying the prescribed structures, maintain a pragmatic attitude such as
determining their own practices (Kakabadse et al., 2006; Burton, 2000) to avoid negative
consequences.

Despite the pressures for a global and single approach to corporate governance, anchored in
financial markets, (Burton 2000, Aguilera 2005) and endorsed by the shareholder primacy
model, Kakabadse and Kakabadse (2009) in their edited book “Global boards: One desire,
Many realities”, attempted to show that the board of directors and corporate governance reality
is about diversity, driven by the idiosyncrasies of the different contexts which surround
corporations. For example, whilst the social network strongly impacts the Chinese governance
system, corporate governance is still a weak legal system (Kakabadse et al. 2009).Another
study (Oseichuk et al. 2009), concerning the inner workings of a Kazakhstan board shed light
on how trust and commitment (or the lack of) and organisational arrangements deeply affect
board performance Research on the Turkish Chairman (Kakabadse et al. 2009) clearly shows
that in spite of certain similarities with the Western governance practices, namely at the
leadership level, an issue of critical concern emerged that is related to the low transparency of
decision-making at the board level. This study identified another paradoxical issue. On the one
hand there was the wish for becoming more internationally business-driven, but on the other
hand, the pressures of the local reality lead to a weak desire for change which could
compromise the need to adapt to the highly competitive global market (Kakabadse et al. 2009).
These findings show that social and cultural ties do influence any social group’s performance
regardless of the formatting structures in which the group lives, and so, boardroom behaviour is
context-driven.

Therefore, this research intends to also show the relevance of the particular context where firms

act and influence board dynamics.

2.3.2.2 Board dynamics and board ‘inner workings’

Triggered by the blame game which started after the colossal global financial meltdown in 2008,
the boards of directors became the most researched corporate governance mechanism ever.
Maybe the still missing universal accepted narrative about the role, purpose and contribution of
boards (Pettigrew 2009, Huse 2005) also urges the call for studying the boards’ functioning and
effectiveness through theoretical pluralism (Huse 2005) and board processes and dynamics.
Yet, maybe this universal narrative will always be missing, a consequence of the need to
consider and embody the idiosyncratic and contingent nature of the boards as social entities.

Calling for the need to look at boards through the board process and relying on weak research
results and a lack of robust corporate governance in practice, Finkelstein and Mooney (2003)
remark that looking at the ‘usual suspects’ (number of board members, CEO duality,
insider/outside ratio and the stock holding by board members) is not enough to find the key to

make boards perform more effectively. It is necessary to look at an area largely ignored — the
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board process (Pettigrew and McNulty 1995, Pettigrew 1992, Gabrielsson and Huse 2004,
Kakabadse et al. 2006, Roberts et al. 2005, Daily et al. 2003, Finkelstein and Mooney 2003).
Coming out of their qualitative study, Finkelstein and Mooney (2003:103) define five interrelated
process goals that should exist at the board level if the board is to achieve effectiveness: (1)
Engage in constructive conflict; (2) Avoid destructive conflict; (3) Work together as a team; (4)
Know the appropriate level of strategic involvement; (5) Address decisions comprehensively.’
Looking closely to the referred goals, it becomes obvious that the relationships at the
boardroom are of paramount relevance and that the only way to understand board process and
effectiveness is to talk to the people who sit on boards (Finkelstein and Mooney, 2003).

As Pettigrew points out (1992:165), the study of the boards and directors lacks ‘energetic
intellectual leadership’, so he advises a field of research which combines a ‘contextual and
processual analysis of the managerial elites’. In his article, Pettigrew urges the need for
researchers of the boards and directors to engage in understanding the locus of power and in
general, the relational dynamics in and around the board, making an argument for process
analysis hence recognising the need to consider boards as open systems that are subject to
change and development over time (Pye and Pettigrew, 2005).

In order to better understand the various criteria that contribute to the effectiveness of the
boards, Levrau and Van der Berghe (2009) found that there is a massive mismatch between the
criteria which the academic literature defines and the perceptions of the directors when
questioned about the determinants of a board’s effectiveness. These authors argue for a more
salient role of intangible or ‘soft’ factors like the informal rules that govern the board and
directors’ behaviour and the importance of debate, thus directing the locus to the attributes of a
board’s ‘inner’ workings and not only the attributes of board structure and composition. Those
authors posit that directors put a great emphasis on the informal rules that regulate their
behaviour and relations and the importance of debate. Among others, their findings suggest
that, regardless of the structure in place, the tone of the board discussions, the active
participation of all directors in discussions, the maintenance of a relationship of trust between
the board of directors and CEO/management are criteria to consider when assessing board
effectiveness. Again, these relationships are the root causes for the lack of consistent empirical
results which we cannot assess without looking to the board’s inner workings.

Also, when Huse (2005) explained accountability as defined board role expectations through the
various board role theories and, creating accountability as aligning expectations to actual board
task performance, thus directly relating it to value creation, he not only put the boards in the
centre of the corporate governance discussion, but also explained ‘why’ it is paramount to study
the roles and contribution of the boards through the observation of their behaviour, that is
through board dynamics. Understanding the gap between role expectations and the actual
board outcomes implies the opening of a ‘black-box’ since it would imply analysing the board’s
decision-making culture, the formal and informal structures and norms and the interactions
inside and outside the boardroom. Roberts et al. (2005:512) argue that on the basis of the two

non-executive roles, that is supporting the executives in leading the business (accomplishing
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their mentoring role) and monitoring and controlling their conduct (accomplishing their
controlling role), are ‘strong and rigorous processes of accountability within the board’.
Correspondingly, Nicholson and Kiel (2004b) assert that the challenge in governance is to
match the board’s intellectual capital to the set of roles which they need to perform. Again, there
is the need to open the ‘black-box’. Conceptualising the board as a social phenomenon,
Nicholson and Kiel (2004a) depicted a framework for diagnosing board effectiveness. Relying
on the systems theory, those authors draw a holistic model for examining how boards of
directors affect firm outcomes. They view the board of directors as a transformation process, as
a bundle of intellectual resources such as knowledge, information, experience, relationships,
routines and practices that enable it to play a role set and to create value to their firm.
Therefore, it is through the interplay that dynamics of the board’s intellectual capital, comprised
of four main components (human, social, structural and cultural), that the process of
transforming inputs into organisational performance occurs.

Forbes and Milliken (1999) defined the board of directors as a large, elite, and episodic
decision-making group that performs complex tasks in the realm of the corporate strategy.
Drawing on group dynamics theory, those authors contend that because boards are large,
episodic and interdependent, their effectiveness as a group is likely to depend on social-
psychological processes like group participation and discussion, group interaction and
exchange of information. In their famous article, Forbes and Milliken (1999), in trying to
understand what makes boards effective, proposed a model of board processes valuing the
input-process-output-approach. They also considered the distinction between board task-
performance (ability to perform the tasks of control and service) and the ability to continue
working together as a group (measured by the cohesiveness of the board). Therefore, whilst
relating task effectiveness through their roles of control and service — the twin functions of
governance - with group cohesiveness, they attempt to model board dynamics theoretically
(Roberts et al. 2005).

These authors, although not questioning the effect of the board structure, composition and
independence in board effectiveness, posit that it is the actual conduct of the non-executive vis-
a-vis the executive, so their interactions and relationships that determine board effectiveness.
Challenging the agency theory and corporate governance reforms, these authors suggest that
the role of non-executive directors of supporting the executives in their managing activities and
of monitoring and controlling executive directors can only be achieved through processes of
accountability within the board as ‘challenging, probing, discussing, questioning, testing,
informing, exploring and debating’ and so through a deep understanding of board dynamics. As
Pye (2004) put it, the realm of the debate is corporate governing and strategising and not only
governance and strategy. That is what directors do in performing their functions as a
board/decision-making body. Continuing with this reasoning and giving the example of Enron,
what mattered was not what they have as governance mechanisms or strategy or leadership
systems in place, but how people in charge do or enact governing, strategising and leading that

makes the difference.
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Exploring the dynamics of the dyad chairman/CEO through a qualitative approach, Roberts and
Stiles (1999) conclude that splitting the roles will only be successful if individuals can play
complementary roles, thus calling for their interaction and stating that what is paramount is the
connections, the ties that bond and not the frames and the structures. The authors assert that
key is how individuals involve, develop and unfold their relationship, thus the success appears
to depend upon the effective management of the relational process. In the same degree and
exploring the nature and effect of the chairman/CEO relationship, Kakabadse et al. (2010)
highlight how critical that dyad is in determining boardroom and organisational effectiveness.
Through the concepts of sense making (compatible interpretative capacity) and philos (deep
friendship) named as “the chemistry factor”, those scholars argue that the presence of both
elements in chairman/CEOQO relationship allows the existence of a collective mind at the board
level, which in turn, guarantees a smooth strategic demand, thus positively affecting both the
board and the firm performance. In an earlier qualitative study of the referred dyad, Kakabadse
et al. (2006) conclude that effective governance application is much more dependent on a
supportive and transparent relationship between the chairman and the CEO rather than any
other governance controls and procedures. In this research, the authors emphasise the relevant
role of the chairman of raising the latent and underlying potencies of a board to a manifest level,
yet maintaining a positive climate and thus ensuring board effectiveness. In both studies the
authors reposition the chairman as the ultimate leader of the firm and findings suggest that the
way firms provide leadership may be of larger influence than any other governance mechanism.
As O’Higgins (2009:223) put it, ‘this relationship is critical for the contribution of the board and
the success of the company. It involves both a clear division of labor between the two figures at
the top of the organisation, but at the same time, a great deal of collaboration between them'.

In an attempt to counterbalance the lack of research focus in the leadership at the board level,
namely exploring the role, contribution and quality of execution required of the chairman,
Kakabadse et al. (forthcoming 2012) suggest that the aged chairman is likely more effective
since age helps and inspires the use of ‘practical wisdom’ through dialogue. Going beyond the
functional aspect of the chairman and continuing to outline the capital importance of the
chairman and the relevance of studying its role and contribution to board effectiveness, Knyght
and Kakabadse (forthcoming 2012) employed a qualitative methodology to understand the key
characteristics which influence and induce board effectiveness. From the data collection, four
themes emerged as crucial to evaluate effective or ineffective board performance. The four
themes (chairman leadership capability, chairman’s capacity to manage critical relationships,
boardroom inter-relationships and boardroom practice) call for the chairman’s pivotal leadership
role to board effectiveness. Similarly, Pettigrew and McNulty’s (1995) earlier work about the
board of directors advocated the key role a chairman plays in shaping board dynamics and
transforming a ‘minimalist board to a ‘maximalist board, having a strong impact on the
company’s direction. Relying on the team production perspective, therefore building on the
argument that board performance is primarily and foremost driven by the extent to which board

members bring relevant knowledge into the boardroom, Gabrielsson et al. (2007) contend that
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the chairman’s skills and behaviours are paramount to activate and utilise the referred
knowledge. These authors conclude that one of the most meaningful chairman roles is that of
coach. This role enables the chairman to activate the creativity of the board members. The
empirical results emphasise other critical leadership attributes like the ability to motivate and
use the competence of each of the directors, having an open and trustful leadership style,
working constantly and very well with the CEO and working on a continuous basis to develop
the working structures and processes on the board. Concomitantly with serving as moderator,
figurehead, mentor/supporter, decision-maker and strategist, the chairperson needs to coach,
therefore highlighting the mentoring role.

All the mentioned studies strongly suggest that to evaluate board effectiveness and ultimately its
relation with a firm’s performance is through opening the ‘black-box’, that is observing boards in
action, their behaviour, what exactly directors and their leaders are doing when performing their
jobs.

Building on a lack of empirical studies on the perceptions of directors themselves as to their role
and influence in the running of organisations, Stiles (2001) conducted a study which shows that
the board of directors influence the boundaries of strategic action by establishing the business
definition, gatekeeping and building confidence. Showing that boards can affect and shape the
firm's direction by their involvement in the strategic realm, the author also stressed that the
human capital presented on the board represents a competitive advantage through the
idiosyncrasies of the individual board members, but also through the interrelationships and
routines that constitute the board dynamics.

All the referred studies are attempts to open the ‘black-box’ and answer the calls for process-
oriented governance research and go beyond ‘empirical dogmatism’ (Daily et al. 2003:379). Not
denying the contribution of the mainstream theories in the boards of directors research, these
academicians intend to add different perspectives to enrich this field of research, namely
assessing how the boards create value. In short, as advocated by Huse et al. (2005), it involves
a fit between the corporate context, board roles, board members and their inter-relations, and
the inner working of boards, thus the human side of governance. Therefore, the issue is not to
find the ‘one-best way’ of governing driven by the development of a capital market and financial
internationalisation (Aguilera 2005), but a holistic understanding of how boards can be effective
and add value to the firms in which they operate (Nicholson and Kiel 2004b). It is important to
analyse how people interact to deliver results and recognise the need to consider boards as
open systems, subject to change and development and influenced by a specific space-time
dimension.

This part of the chapter has examined the research tradition regarding board of directors. It has
focused on the boards’ role and contribution. This review separates the board’s role from the
board’s contribution and considers the role as pre-determined tasks and goals. Contribution
refers to the extent that the board performs the tasks and goals. The literature suggests that the
most mentioned and defined board roles are 1) the monitoring and 2) the mentoring, depending

on which theoretical perspective the board adopts. Additionally, the literature attributes another
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relevant role to the boardroom — the strategic task, draw on the perception that boards are
ultimately responsible for effective organisational functioning. In what concerns boards’
contribution, the literature is mostly divided in studies typified as input-output research which
associates board composition and board structure with company performance with non-
consistent and inconclusive empirical findings. Following another and more recent board
research stream, this chapter described the studies on board performance based on the board
process, dynamics and inner workings, suggesting it as the most indicative way to assess board
effectiveness since the board, as any other social group, interacts in a given context, which

influence and are being influenced by internal and external relations.

2.4 Literature review summary
The first part of this literature review has highlighted the two most influential models of corporate
governance and how it affects the way scholars examine, understand and explore the firms and
ultimately the boards of directors. The referred models frame the way academicians describe
the boards’ roles, emphasising the monitoring tasks when drawing on the shareholder model or
using the agency theory approach and, in highlighting the mentoring role when relying on the
stakeholder model. This chapter also shows that, triggered by shareholder activism, corporate
governance reformists, embodying the shareholder primacy model, attempt to unify corporate
governance mechanisms and practices, thus framing the board purpose and affecting the
boardroom dynamics. However, the review reveals that each board, as a social entity,
determines its own practice and in so doing, might create a gap between the board’s expected
roles and actual practice. The literature also suggests the need to incorporate the influences of
context into boardroom research since social and cultural practices deeply embody any social
group. Also, the context might contribute to the referred gap. Therefore, the only way to fully
understand the board of directors’ effectiveness is accepting and embodying into the research
its idiosyncratic and contingent nature which means understanding its context and exploring

their inner workings while adopting a multi-level approach.

2.5 Conclusions and identification of gap
For different reasons, academicians and practitioners alike have stressed the relevance of the
board of directors. Boards are the most established governance mechanism to protect
principals’ interests and some have described them as the ‘apex of the firm’s decision control
system’ (Fama and Jensen, 1983) and also as ‘a large, elite, and episodic decision-making
group’ that performs complex tasks in the realm of the corporate strategy (Forbes and Milliken,
1999). Scholars widely accept that spectacular corporate failures and the misuse of managerial
power significantly contributed to the rise in prominence of the subject of corporate governance
and the boards of directors. Although boards are the most researched corporate governance
mechanism, little empirical research exists on the behavioural aspects of boards. The
Governance literature about boards of directors is prolific; however, few scholars have been

able to research real behaviour and take into account the context in order to grasp what boards
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really practice. Mace (1972:37) realised this decades ago and noted that ‘there is a disparity in
the literature. Much of it describes the roles that boards should play, not those that they really
do.’

Due to failures of diligence, ethics and controls on the part of directors and senior managers,
boards are now at centre stage, as critics accuse them of failing to meet their governance
obligations and responsibilities. Triggered by shareholder activism and aiming to solve the
governance failures, corporate governance reformists, embodying the shareholder primacy
model, attempt to unify corporate governance mechanisms and practices. By blindly
standardising, these governance reforms are undermined by recommendations that reflect
distant perceptions of board effectiveness, but not the actual and empirically tested
effectiveness of boards. Formal regulations and policies are necessary, but they are not enough
to fully understand effective governance (Gabrielsson and Huse, 2004) as long as reformers do
not base them on significant research (Burton, 2000). Therefore, these reforms are contributing
to increasing the gap between what firms expect boards of directors to do and what they are
actually doing, instead of bridging the difference between board role expectations and actual
board role reality and consequently, board performance. Perhaps here lies the major flaw of the
corporate governance reforms when attempting to unify governance mechanisms and practices.
Concomitantly, it might be one of the root causes of the mentioned gap between the board of
directors’ role and the correspondent practice. Before normalising, as Zahra and Pearce
(1989:327) masterfully assert, ‘More descriptive work is necessary before normative board
models or theories can be advanced’. Similarly, more recently, Leblanc and Gillies (2005) posit
that a sufficient grasp of the mechanisms which allow (or not) boards of directors to be effective
in conducting their roles is, to a large extent, still missing.

One of the most developed and extensive board research streams is what Finkelstein and
Mooney (2003) called the input-output studies. These studies try to assess the board
contribution through its direct connection to the firm’s output following the two commonly
accepted board roles (controlling and servicing) which usually focus on the board’s research
relating the ‘usual suspects’ (board size, CEO duality, insider/outside ratio and the stock holding
by board members). Another stream of research explored the influence of board attributes on
the performance of board roles allowing indirect and moderating effects between boards and
company performance. Not denying their relevant contribution, both research streams fail to
show results and widely accepted findings. This is because most of the empirical research relies
on a positivistic and structural approach and though failure to recognise boards as open
systems, bond by social ties, the research is subject to change and development and is
influenced by a specific space-time dimension. Thus far, scholarship has not been able to
empirically confirm that boardroom reforms will lead to more effective boards and ultimately
positively affecting corporate performance. As social research authors, we all have biased views
as do boardroom members, thus it is necessary to analyse directors’ perceptions about their
role to understand if directors are aligned and acting accordingly and ultimately to understand

what is, in fact, their role and contribution.
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This review reveals that despite a great deal of research about the board of directors, most of
the writings are anchored on a ‘one size fits all’ approach so that little empirical research exists
which examines the board’s behaviour within its own context. Not considering that the board of
directors is context driven might lead to the widening gap between board role expectations and
actual board role reality. Thus, regardless of the hegemonic role played by the universalistic
attempts to reform the corporate governance around the world, mainly among the listed
companies, this research intends to show the relevance of the particular context where firms act
and influence the corporate boards’ social constructs (Aguilera and Jackson, 2003; Johnson et
al.,, 1996) and its functioning which is connected with the specific institutional environment in
which it operates.

If the knowledge of ‘what is’ does not determine ‘what should be’, at least it might shed light to
outgrow well established, but non effective discussions (Lipovetsky, 2004). This said, this study
intends to integrate several perspectives. Conceptualising the board as a social entity aims to

contribute to bridge the gap between board role expectations and actual board role reality.

2.5.1 The research question

A problem adequately stated is a problem well on its way to being solved.
Buckminster Fuller (1970:310)

The literature review in this chapter identified a gap between what firms expect from the boards
tasks (boards’ role) and its contribution (what the boards actually do). Until now, researchers
have not thoroughly studied this. Therefore the purpose of this survey is to try to fill this void as
much as possible by bridging the gap between board role expectations and actual board role
reality and shed light on the board’s real contribution and ultimately, board effectiveness.

As a consequence of the literature review, the author has framed the following research

question to address the gap which the empirical research identified:

What is the perceived role and contribution of the boards of directors?

2.6 Chapter summary
This chapter has presented the literature review. Drawing on the findings of the literature review,
the author has identified a gap in current empirical knowledge. A research question was
generated, which will guide this study. The next chapter will introduce the research philosophy

for this study and will explain the research methodology.
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CHAPTER 3 - RESEARCH METHODOLOGY

3. Research Methodology

This chapter will present the main philosophical positions that underlie the research design and
the position that the author adopted for this study. After presenting the paradigmatic choice,
which inevitably guides and frames the research methods, the chapter deals with the
methodological and research design section. This includes methods selected for gathering and
analysing the data to answer the research question as the sample, the surveying technique and
the data collection process.

Before diving into the matters concerning the methodological issues surrounding this survey, it
is worth quoting Guba and Lincoln (1994:105) as they make a relevant point regarding
methodological aspects when doing research. They argue that questions of research methods
are of secondary importance to questions of which philosophical choice is applicable to the
study: ‘Both qualitative and quantitative methods may be used appropriately with any research
paradigm. Questions of method are secondary to questions of paradigm, which we define as the
basic belief system, or world view that guides the investigation, not only in choices of method,

but in ontologically and epistemologically fundamental ways.’

3.1 Research philosophy
Research philosophy is an over-arching concept which concerns not only the development of
knowledge, but also the nature of that knowledge (Saunders et al. 2009). It contains the main
assumptions about the way researchers view and conceive the world. Two central concepts
frame research philosophy: ontology and epistemology. Whilst ontology concerns the
philosophical assumptions about the nature of reality as the two main contrasting traditions of
objectivism and subjectivism, epistemology concerns the assumptions about the best ways of
inquiring into the nature of the world, i.e. the nature of the knowledge itself (Easterby-Smith et
al., 2008). Adopting the objectivism position means to believe that social entities exist in reality
external to social actors, i.e. considering social reality as external and objective; whereas,
adopting the subjectivism view is to accept that we create social phenomena from the
perceptions and consequent actions of social actors. Hence, the research philosophy which the
author adopts in this study embraces not only the research strategy, but also the selected
methods. For that reason, Johnson and Clark (2006) note the relevance of awareness of those
philosophical choices since it will dramatically impact the researcher’s actions, namely setting
the boundaries, but above all, framing the way that the researcher understands what it is under
investigation, which is to say the relationship between the knowledge and the process by which

one develops it. However, more important than the choice is the ‘why’ behind the philosophical
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choice, and awareness of the criteria that lead to that choice since it is the only way that the
researcher guarantees that he or she is able to challenge his or her own work.

Before defining the ontological and epistemological position which the author adopted in this
essay, let us provide a brief definition of the broad range of philosophical approaches. The
philosophical approach is particularly relevant to the social sciences since the humanistic
element of the studied object introduces an additional element of complexity when we compare
it with the natural sciences, as Blaikie (1993) argues.

Accepting that ontology poses questions about ‘what is’, i.e. encompassing essential questions
about reality, its existence and functioning and epistemology, the science of knowledge, is
concerned with ‘how we know’. Thus, probing the nature and limits of human knowledge means
that both ontology and epistemology are inexorably connected in the sense that questions of
‘how’ we know intersect with questions regarding ‘what’ kind of things there are to know. In this
research the author adopted two major paradigms, positivist and phenomenological
perspectives, that embody a range of ontological and epistemological assumptions that are
worth mentioning. Easterby-Smith et al. (2008:57) describe the positivist paradigm as follows:
‘The key idea of the positivist paradigm is that the social world exists externally and that its
properties should be measured through objective methods, rather than being inferred through
sensations, reflections or intuition’. Thereafter, for positivists, knowledge or the epistemological
corollary of their world view is limited to those phenomena that they can observe, measure and
record (Blaikie, 1993). Thus, within this paradigm the social reality is an external object of
investigation clearly separate from the researcher’s subjective experiences of that reality,
entailing a realist position in which the researcher’s position is to gain knowledge of an external
reality. Data collection methods within this paradigm tend to include experimental design. The
type of research tends to favour quantitative methods which we can generally characterise. The
main consequences are less attention to context (Guba and Lincoln, 1994) and, according to
Blaikie (1993), the positivist methodology will be more useful where theory development is
already well advanced, whilst giving limited insights during the early stages of the theory
development life cycle.

The phenomenological perspective, or the interpretivist or constructivist paradigm (Rocco et al.,
2003), posits a view of reality as wholly and socially constructed, therefore subjective. This
approach entails an epistemology that seeks knowledge through the social meaning of
phenomena rather than their measurement (Easterby-Smith et al., 1991), hence encompassing
an ontology that realities are multiple intangible mental constructs. The interpretativists and
constructivists believe then that we socially construct reality and know it from multiple and
subjective points of view (Rocco et al., 2003). For Rocco et al. (2003), the main consequences
of this approach are the bond between the knower and the known — they are inseparable and
consequently, we can employ inductive logic and qualitative methods with the aim of
understanding phenomena within its social context. Schwandt (1994) establishes a subtle
difference between interpretativists and constructivists drawn on the fact that the interpretativists

can attain objectivity through their subjective world construction.
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All this said, it is worth mentioning that the practice of research does not hold consistently to one
position or another (Saunders et al., 2009). In fact, the complexity of social reality does not allow
such extremism. Masadeh (2012) affirms that we can see the opposition between these two
paradigms (post-positivism and constructivism) as a false dichotomy, stating that several
researchers today adopt a hybrid position which balances the advantages and disadvantages of
both approaches. Easterby-Smith et al. (2008) contend that despite the trend away from
positivism to social constructivism since the early 1980s, especially in the management field,
there are several researchers who adopt a pragmatic position by combining both traditions. In
fact, and regardless of the importance which Guba and Lincoln (1994) stress, questions of
method are secondary to ontological and epistemological questions. It is somehow unrealistic in
practice to choose between one position or another. Epistemological approaches vary widely
and have evolved in different directions over the past half-century (Masadeh, 2012) giving rise
to different philosophical schools of thought like, inter allia, critical realism (see Denzin, 1989;
Denzin and Lincoln, 1994), pragmatism (see Tashakkori and Teddlie, 1998; Creswell, 2003) and
the dialectical position (see Ragin, 1989; Salomon, 1991). Greene and Caracelli (1997) describe
this period as ‘an era of methodological pluralism’, perhaps drawn on the excessive ‘purism’
(Rocco et al., 2003) of the contrasting philosophical positions which we discussed above and
then eschew the tyranny of the epistemological over the practical or the conceptual over the
empirical, as per the words of Greene and Caracelli (1997). Pragmatists contend that the
research question drives the researcher’s ontological and epistemological choices in the sense
that one position may be more appropriate than the other for answering particular questions. As
Tashakkori and Teddlie (1998) suggest, in any given particular study, it is more appropriate for
the researcher to think about the adopted philosophy as a continuum rather than opposite
positions. Greene and Caracelli (1997) assert that, for the pragmatists, although recognising
there are philosophical differences, paradigm differences do not really matter to the practice of
social inquiry since we can best view paradigms as descriptions of, not prescriptions for,
research practice. So, given the complexity of social reality, especially applied problems of the
field, what will work best will depend on the research question itself. As Miles and Huberman
(1984) put it, epistemological purity does not get research done. For Rocco et al. (2003),
discussions among pragmatists generally deal with the ‘best use’ of techniques and procedures
for specific research problems. Changing to another paradigm, Rocco et al. (2003:21) posit that,
in contrast, the dialectic stance ‘calls for explicitly seeking a synergistic benefit from integrating
both the post-positivist and constructivist paradigms. The underlying assumption is that
research is stronger when it mixes research paradigms, because a fuller understanding of
human phenomena is gained.” Going further, this author remarks that the fundamental
difference between pragmatists and dialectical researchers is that whilst the former view the
philosophical paradigms as complementary, the latter look at their compatibility. Greene and
Caracelli (1997), when presenting the dialectical position, argue that differences in the
philosophical paradigms do exist and we cannot ignore or reconcile them, but honour and use

them in ways that maintain their integrity, which means to incorporate the differences toward a
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dialectical discovery to enhance understandings and meanings. The complexity of social reality
requires and benefits from inquiries where ‘an analytic’ and a ‘systemic’ approach leads to a
more complete understanding of the object that one is studying (Salomon 1991, cited by Greene
and Caracelli 1997). Thus, the dialectic stance accepts that the assumptions of different
traditional paradigms are different in relevant ways and remain valuable, but paradigms
themselves are historical and social constructions and not so ‘inviolable or sacrosanct’, but
engaging with paradigm differences can generate new insights and understandings (Greene,
2007). This author believes that guiding practical inquiry decisions are the paradigmatic
assumptions, as well as context and theory, therefore adopting a synergetic and holistic
approach to social reality.

That said, this research adopts the epistemological perspective of the dialectical position. First,
it will start with the ontological assumption that ‘board roles’ and specific practices and
structures do exist as per the literature review chapter description and therefore, it is possible to
map them out. On the other hand, we also assume that each board adopts its own practice,
thus allowing social actors to build and perceive their own reality differently. Allowing
interpretation of the boards’ role through the meanings board members attribute to their own
action and practice is assuming an interpretative inquiry in the sense that the researcher
develops meaning through interpretation of the actors’ (board members’) complex processes of
social interaction. This allows us to achieve knowledge through what Schwandt (1994) defined
as ‘the complex world of lived experience from the perspective of those who live it’. This study is
not going to set an explicit sets of hypotheses, but will look for patterns arising from the views
and values of the board members about their own practices in the boardroom. This is a
departure from a set of dimensions/constructs from previous empirical work (Kakabased and
Kakabadse, 2007). Hence, the study assumes that there are regular patterns in this particular
case about the role performed by the board of directors, yet they achieve those patterns 1)
through the perceptions of board members and 2) through the lens of the researcher, both
introducing subjectivity to the reality of what the he or she is analysing. In the view above, whilst
a research project’s main spur may be deductive, the interaction between the conceptual and
empirical aspects of the subject matter may implicitly imply an inductive element throughout the
research (Ali, 1998). Saunders et al. (2009) in referring whether to adopt a deductive or
inductive research strategy approach, posit that allocating strategies to one approach or the
other is ‘unduly simplistic’ and that the researcher should not view it as ‘being mutually

exclusive’.

3.2 Methodology and research design
Choosing the appropriate research methodology is not an easy and clear cut process as it may
first appear. As per Bechhofer (1974:73), ‘the research process is not a clear-cut sequence of
procedures following a neat pattern, but a messy interaction between the conceptual and
empirical world, deduction and induction occurring at the same time’. In the same vein, Kulka

(1982) suggests that the choice and formulation of research questions are more often than not,
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largely influenced by factors such as availability of funds and ease of access to data, rather than
philosophical considerations. Kulka feels that management researchers overvalue all the
referred research issues due to the discipline’s ‘soft’ and mixed nature. Regarding cognitive
dimensions of scientific disciplines, Biglan (1973) posits that both social sciences and business
areas are among the traditional ‘soft’ disciplines since there is not a unitary paradigm
contributing to consensus around key research questions, the specification of appropriate
epistemological orientations and definition of disciplinary boundaries.

This research aims to explore the role and contribution of the board of directors. According to
Huse (2000), since 1990, a ‘publish-or-perish’ syndrome has dominated the research about the
boards of directors that is a result of the US tenure-track system. So, we need a different
approach. Following the calls to ‘dismantle’ the fortresses’ around board research (Daily et al.,
2003) and opening the ‘black-box’ of board processes and actual behaviour (Forbes and
Milliken, 1999; Pettigrew, 1992), this survey aims to contribute to fill this gap in the literature
(Huse, 2009) by bridging the distance between board role expectations and actual board role
reality. The literature review in the previous chapter revealed an empirical gap in the study of
directorates. Although research on boards is increasing, there remains a lack of empirical
studies based on the perceptions of directors themselves as to their role and influence in
leading their organisations (Stiles, 2001), namely their specific influence in what concerns the
boundaries of their strategic action. Consequently, this study intends to shed light on the specific
role and contribution of boards of directors through their own views.

A common way to refer board roles is to separate control, strategy and service (Zahra and
Pearce, 1989, Johnson et al., 1996, Kakabadse and Kakabadse, 2001). Nevertheless, no
central all-embracing theme concerning the purpose and functioning of boards has rising
consequences of theoretically contrasting perspectives over the role and performance of the
board (Kakabadse and Kakabadse, 2007). Moreover, and despite the emergence of guidelines,
reforms and codes of best practices, researchers widely accept that each board builds its own
practice (Kakabadse et al., 2006; Burton, 2000). In spite of considerable empirical studies
devoted to the boards of directors, there is a methodological gap to fill, which confusing,
misleading and non-universally accepted empirical results show. Furthermore, boardroom
research has been dominated by positivist approaches examining statistical demographics of
boardroom members and establishing direct relations between board attributes and firm outputs
without paying attention to the context where those relations occur. As Guba and Lincoln (1994)
assert, a serious consequence of the positivist perspective is its inability to account for the
context in which a phenomenon exists.

In the early 1970s, Mace (1972) was one of the first scholars to research real behaviour and
account for its context in order to grasp what boards really practice. His early research has
served as inspiration for this researcher to pursue this survey. Scholars have extensively
discussed these issues theoretically, but have not extensively tested them empirically. This
research explores how board members from Portuguese listed companies perceive their own

roles and contribution in corporate governing. In so doing, this survey also answers Pettigrew’s
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(1997) call to process research in the sense that the researcher examines the context
surrounding the board members’ perceptions. For the purpose of this inquiry, the researcher
assumes that to understand the nature of boards in operation, the reports have to come from
the directors themselves (Stiles, 2001). The researcher also assumes that the differences of role
of chairman, CEO and non-executive/independent directors are likely to determine different
experiences and views towards board functioning and performance (Kakabadse and
Kakabadse, 2007a). Therefore, the researcher decided to use prior literature to identify the roles
of boards and went to the field to understand if board members’ perceptions about those roles
corresponded to the reality which the literature describes.

This research is exploratory in the sense that the purpose is to find out ‘what is happening’ in
the boardroom and to assess the board’s role from board members’ perspectives since the
literature review chapter shows that there is uncertainty (Robson, 2002) about the precise
nature of a board’s role. The research also embraces descriptive research. For Robson
(2002:59), the objective of descriptive research is ‘to portray an accurate profile of persons,
events or situations’. It intends to be descriptive so that, based on empirical results, it accurately
defines the board’s contribution. In order to properly answer the research question, ‘What is the
perceived role and contribution of the board of directors?’, the research design will have two
purposes - exploratory of the perceived boards’ role and descriptive of the perceived boards’
contribution. As per the words of Zahra and Pearce (1989:327), ‘More descriptive work is
necessary before normative board models or theories can be advanced’. From here, before
describing how directors do or enact their role, it was necessary for the researcher to check and
explore things as board members actually perceive.

The researcher replicated a Kakabadse and Kakabadse (2007a) survey in the Portuguese
environment. According to Hubbard and Vetter (1996), replication and extension research can
play a major role in ensuring the integrity of a discipline’s empirical results, namely by assessing
the robustness and general nature of the empirical findings, therefore contributing to the growth
of knowledge. Similarly, Singh et al. (2003) posit that extensive replication is pivotal to ensure
the reliability and validity of research and for stringent theory development. Morrison et al.
(2010) contend that replication studies are more common in the natural sciences because there
are only two possible outcomes: ‘success and failure’. They list some of the advantages of
replication research in the management field. These authors note that replication studies 1) are
key to knowledge transfer increasing the power to create precision in the application and
measurement of theories; 2) facilitate the development of a simple and deep vocabulary
allowing greater understanding and acceptance of critical concepts; 3) enable scholars to
continue to trust the replicated theory as a reasonable explanation of behaviour and 4) confirm
the validity of theory to contemporary research. However, in order to avoid the common pitfalls
of replicating others’ studies, Abbuhl (2012) posits that it is also important to critically evaluate
the strengths and weaknesses of the original survey. The author calls for the need to critically
evaluate possible threats to the study’s internal or external validity or suspicions about issues

that might hinder the generalisation of results to another language or setting. As long as the
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researcher asks him/herself these types of questions, it allows him/her to make informed
decisions about which, if any, aspects of the study to change and ultimately decide on what kind
of replication to perform. Additionally, there are some reasons that may explain why researchers
have placed less emphasis on replication of strategy-related studies (Singh et al., 2003). For
Singh et al. (2003), these are the relatively weak state of strategy theories, the complexity of
strategy models and the difficulty of obtaining data. These authors justify their position as
follows: 1) they expect to find more replication studies in well-established post-paradigmatic
fields since scholars have already partially fulfiled the need for original discovery; 2) the
contextual complexity is likely to introduce additional factors that require control; and 3) often
strategy research focuses on firm-level issues making it difficult to obtain data. Yet, these
authors point out that the factors that are in the origin of the limited replication research in
strategy are precisely the ones that dictate the need to do it. In fact, the unavailability of data,
the evolving nature of the field and the lack of consensus on the fundamentals of organisational
theory would strengthen rather than weaken conducting replication as affirming or disconfirming
results of previous research. This would add depth of knowledge to the field.

Drawing on the Schmidt (2009:90) argument that ‘replication is one of the most important tools
for the verification of facts within the empirical sciences’, it seems reasonable to adopt the
replication design in this survey. In the absence of a universally accepted narrative about the
role, purpose and contribution of boards (Pettigrew, 2009; Kakabadse and Kakabadse, 20073;
Huse 2005), and intending to shed light on what boards really practice and their activity, it
seems appropriate to replicate a study which aims to determine the spread of understanding of
the board’s role, performance and contribution. In so doing, this survey intends to characterise
Portuguese listed companies’ board of directors’ status quo, creating focus for debate and
further discussion, as well as an opportunity to shape the future research agenda in the realm of
Portuguese corporate governance. This study answers to widespread calls for direct inquiry of
boards of directors, thus it is primarily grounded on the perceptions of board members using a
survey-based questionnaire where the researcher requested all types of board members to
participate. Using a questionnaire, thus a quantitative data gathering technique, offers the
advantage of analysing data in a consistent way, yet limiting the access to process-oriented
studies as Pettigrew (1997) prescribes. However, taking that into account, one side of the report
aims to represent an appropriate exploratory study of the role(s) of the boards. The fundamental
objective is to ask questions, seek new insights into phenomena and to assess the phenomena
in a new light (Saunders et al. 2009), but also, to characterise board members’ practice and
consequently assess boards’ contribution to the firms’ value creation. Researchers use
questionnaires, mainly those that measure attitudes and opinions, among other things, for
descriptive research since they enable researchers to identify and describe the variability in
different phenomena (Saunders et al., 2009). Furthermore, the researcher’s choice of a
quantitative method for data collection was also influenced by the fact that, by contrasting it with
a purely exploratory survey, the departure point is the extensive theoretical discussions about

the boards’ role, but the researcher does not extensively observe it empirically.
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Kakabadse and Kakabadse’s (2007) study followed a qualitative exploratory survey (Kakabadse
and Kakabadse, 2007a). This aimed to determine the spread of understanding of the chairman’s
role, performance and contribution. In fact, the researcher designed the quantitative empirical
survey to ascertain the validity of the findings of the first exploratory study, as ascertained by
Patton (2002). These scholars, in this particular case, decided to use the qualitative research
method to gather data and draw conclusions from a multiplicity of interpretations and
perceptions around the role, performance and contribution of the chairman in order to seek
deeper understanding of the phenomena (Bazeley, 2004) and thereafter test their findings
through a quantitative approach. We can understand one of the differences between qualitative
and quantitative data collection methods in terms of internal and external validity, respectively
(Masadeh, 2012). Newman and Benz (1998) argue that validation is generally easier in the case
of quantitative data research, whilst their more generalised nature and strict limits of inquiry
afford greater external validity to these type of studies. On the other hand, the same authors
assert that qualitative approaches grant far more flexibility to researchers and the study’s in-
depth focus implies a greater internal validity. Scholars have distinguished qualitative and
quantitative approaches on the bases of data analysis procedures (statistics or categorisation),
the type of data used (textual or numeric), the rationale employed (inductive or deductive), the
type of research (exploratory or confirmatory), the approach to explanation (variance theory or
process theory), the data collection techniques (questionnaire or in-depth interview), and for
some, on the basis of the presumed underlying paradigm (positivist or interpretativist)
(Masadeh, 2012; Saunders et al. 2009; Bazeley, 2004; Rocco, 2003; Ali, 1998). However, as
this chapter already presented, the key methodological issue is to obtain a perfect fit between
the selected research method and the research question to address or, as Rocco masterfully
states (2003:20), ‘the challenge is to match the research method and paradigm to the purposes,
questions, and issues raised’.

This survey fits into the category of board process studies as per Huse’s (2009) and Pettigrew’s
(1997) definition since whilst exploring and describing the ‘what’ of a sample coming from the
Portuguese listed boards, it intends to search for patterns and attempts to compare the shape,
character and incidence of this pattern in case A compared with case B (Pettigrew, 1997).
Regardless, the absence of a general agreement about which type of surveys are process
studies (Huse 2009), Pettigrew (1997:340), after calling for the need for processual theorist
balance involvement and distance with actors in the research process, lists five guiding

assumptions for conducting processual research in a contextual manner:

o Embeddedness, studying processes across a number of levels of analysis;

e Temporal interconnectedness, studying processes in past, present and future time;
e Arole in explanation for context and action;

e A search for holistic rather than linear explanations of process; and

e A need to link process analysis to the location and explanation of outcomes.
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Despite not using a qualitative method, usually more attuned to this kind of methodology in the
sense that we cannot assess any behaviour variation from different contexts or over time, this
study intends to closely follow these guiding assumptions, therefore bonding context and
behaviour through analysing directors’ perceptions about their own role and contribution to
board effectiveness. Although departing from the bipolar conceptions of the board role literature
(control and collaboration) and also their strategic participation, this inquiry will be more
concerned with assessing real practice, hence focusing more closely on the conduct and
practice, as Roberts et al. (2005) advise.

Although the method that this researcher has adopted does not allow to gather data as close to
the action and context as desired, maintained a constant and permanent awareness of the close
and symbiotic link between behaviour (its meaning) and context was maintained so that both an
inductive and deductive perspective can be applied (Pettigrew, 1997).

This study uses a survey-based method, focusing on the board dynamics and having the
directors as the units of analysis. An understanding of actual board behaviour depends on the
perception of each individual actor (Gabrielsson et al., 2007). Thus, the researcher treated each
board member response as a case representing his or her individual view of reality. Therefore,
methodologically speaking, we may consider this as deductive and quantitative data analysis.
Notwithstanding, since actors are, concomitantly, producers and products, scholars are not just
scientists, but also human beings carrying assumptions, values and frames of reference which
influence what researchers decide to see or not to see (Pettigrew, 1997).

In summary, existing knowledge about the research question (Mace, 1972, Stiles, 2001; Huse
2009; Levrau and Van den Berghe, 2009), previous studies and available empirical data
(Kakabadse and Kakabadse, 2007) support the research design and intend to enrich a
descriptive field survey data on the real role of boards of directors. Pye and Pettigrew (2005)
contend that to the strategic development of the field of board studies a necessary prerequisite
would be to conduct large-scale mapping studies in order to locate boards’ variations in practice
and process, and to engage in exploring ‘how these variations were produced and their
consequences, in greater depth and detail’. Following this call and seizing the opportunity to
replicate Kakabadse and Kakabadse’s survey (2007), this work intends to generate ‘what is’
knowledge to stimulate and facilitate future research of ‘how to’ knowledge generated through
process studies. So, this inquiry does not intend to generate a universal theory about boards,
but somehow tests the theories surrounding the role and contribution of boards of directors,
producing locally relevant knowledge that would contribute to opening the ‘black-box’ that

characterises actual scholarship knowledge.

3.3 Sample
The researcher designed this project to understand and explore the boards of directors of the
Portuguese listed companies. Due to the well-known and widespread difficultly to access board
directors, the researcher decided that the sampling frame would be as large as possible within

the following constraints: (1) the directors had to sit on the main board; (2) the firms had to be
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Portuguese-owned; and (3) the firms had to be listed. The reasons for these constraints are as
follows: because the primary focus of this research is to examine the perceptions of directors
concerning their own roles, the researcher felt surveying directors who are directly involved in
the board action would be the best target. The second constraint circumscribes issues relating
to differing corporate governance systems and structures. Context-driven, it would pose
unforeseen cross-cultural issues to address in this survey. The third constraint granted that the
degree of specialisation and diversity within the firm, consequence of size and presence in
several markets would surface allowing the researcher to consider the issue of ownership and
control, a key corner-stone of the corporate governance debate (Stiles, 2001). Furthermore,
studying the listed companies would bring to light the debate over the non-executives and the
independent directors another paramount issue in the realm of both scholarly and prescriptive
literature. Therefore, the researcher invited all the board members from the Portuguese firms
listed in the Euronext Lisbon to participate in an anonymous survey. This survey aimed to
understand how well the participants perceived board performance, especially with respect to
the chairman, the CEO and the board itself. The researcher sent the questionnaire (Annex B) to
426 individuals (after discarding duplicates where individuals were members of more than one
board) in June 2011. The respondents were requested to complete the questionnaire with
respect to one board of which they were a member. At first, the intention was to inquiry the
entire population, but some members refused to participate or were unreachable, so the
researcher ended up with a sample of those who agreed to participate. So, we cannot make
generalisations about the broad population of company directors since the sample is non-
probabilistic. All the reported findings in this study are then unique to the surveyed sample.
Nevertheless, it will make inferential analysis with the purpose not to generalise beyond the
sample, but only to help quantify differences and effect sizes. In the inferential analysis, all the
statistically significant results refer to a=0.05.

In Table 3, the comparison between the overall population and the sample shows that females,
the categories of age 30-39, 40-49 and over 70 and the independent directors are under-

represented, whilst the non-executive directors are over-represented.
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Table 3 Demographic profile of the population and the sample

Population Sample
Characteristics
N =426 N =109
Gender M 94.5% 98.2%
F 5.5% 1.8%
30 to 39 5.4% 0.9%
40to 49 18.6% 5.5%
Age 50 to 59 38.0% 63.3%
60 to 69 28.1% 24.8%
70 or over 9.8% 5.5%
Schc_x_)I/CoIIege 3.1% 5 50
Certificate
Level of Undergraduate 59.5% 50.5%
education Postgraduate-Masters 27.5% 28.4%
Postgraduate-Doctorate 9.9% 15.6%
Executive 44.1% 32.1%
Type of member | Independent 24.4% 4.6%
Non-executive 31.5% 63.3%

Notes: Population data is secondary data from Euronext Lisbon database and web. Sample data is primary data from
the questionnaires. For the population data, in the case of age and education there are 131 and 73 missing cases,

respectively.

3.4 Questionnaire

The questionnaire comprises part of the Kakabadse and Kakabadse (2007) international study
of chairman role and contribution. Other researchers have applied the quantitative survey in the
UK, Australia, South Africa and Russia. This questionnaire includes five additional questions for
the specificity of this study.

The researcher divided the questionnaire into a number of sections. The first set of questions
focused on demographic information about the respondent, the operation of the board on which
the respondents sit and the company to which the board belongs (Section I). The second part of
the questionnaire (Section Il) invited participants to express their opinions of the chairman in the
following dimensions: strategic decisions, governance, risk, style, qualities and performance.

In further sections (Section lll, IV and V), respondents rated the performance of the board, the
independent director and the CEO. Table 4 present a number of questions per each section of

the questionnaire.
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Table 4  Structure of the questionnaire

Number of
Sections ) Dimensions Views on
questions
Section | 18 - -
Strategic decisions
Governance
Risk
Section Il 52 Chairman
Style
Qualities
Performance
Section 11l 11 Performance Board
Section IV 12 Performance Independent Director
Section V 12 Performance CEO
In the questions concerning the perceptions (Sections I, IIl, IV and V) respondents answered on

a 9 point rating-scale (1=Not at all true to 9=Very true).

In order to assess the reliability of the survey, the author applied the Cronbach’s alpha

coefficient to the referred dimensions and obtained the following results (table 5):

Table 5 Cronbach’s alpha coefficient results per dimension

Views on Dimensions a
strategic 0.791
governance 0.871
Chairman risk 0.847
style 0.852
qualities 0.899
performance 0.869
Board 0.590
SID? 0.878
CEO 0.632

According to Gliem and Gliem (2003), the results vary from acceptable to good for all

dimensions, but in the case of the board (a = .590) and the CEO (a = .632), the results are

1 SID — Senior Independent Director
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respectively questionable and acceptable. In these two cases those results may be related to
the fact that the multi-item statements that the researcher measured reflect more than one
construct. In the board’s case, the risk and governance dimensions are included and in what

concerns the CEOs, the style and strategic dimensions do also exist.

3.5 The data collection process
Since the source questionnaire (Kakabadse and Kakabadse, 2007) was in English, the
researcher directly translated into Portuguese and then translated it back before issuing the final
version both in Portuguese and in English as some of the target respondents were foreigners.
This process closely followed Usunier’s (1998) techniques, which tutors checked.
The researcher launched a pilot test to ensure that lexical, idiomatic and experiential meanings
were aligned to what was requested, and to test the ease and clarity of the questionnaire
(Saunders et al., 2009). Three directors and one chairman answered the questionnaire. This set
of respondents, although comparable to members of the population, do not belong to the study
sample (Bryman and Bell, 2007). To guarantee clarity and data reliability, the front page of the
questionnaire contained instructions, namely inviting participants to complete the questionnaire
with respect to only one board of which they were a member.
The researcher sent the questionnaires by post in June 2011, together with an endorsement
letter signed by the Chairman of IPCG — Portuguese Institute of Corporate Governance. The
letter explained the reasons and the novelty of this research project concerning the Portuguese
context, and indicated that the study was for academic purposes. It also provided reassurance
about the confidentiality of the information. With the questionnaire, the researcher included a
self-addressed stamp envelope for the convenience of the respondents to mail their reply. The
researcher addressed the questionnaires individually by position (chairman or board director) to
all board members in so-and-so firm and sent them to the attention of the board chairperson.
Then made a phone call was made to the chairmen’ personal assistants the following week to
ensure the arrival and the correct distribution of the questionnaires. Two weeks after mailing the
questionnaire, the researcher sent the first reminder e-mail. Four weeks later, a second
reminder e-mail was sent with an electronic copy of the questionnaire, as well as an
encouragement letter to increase the response rate. From this moment on, the researcher
followed up by phone since several replies had already been received. Because of the
anonymous nature of the project, it was not possible to identify the non-respondents. The
respondents of the first batch of answers utilised the self-addressed stamped envelope to return
their questionnaires. However, the majority of questionnaires arrived by e-mail after telephone
follow up. The researcher employed all these measures to ensure the highest possible number
of responses (Fowler, 2002).
At the end of 2011, the researcher received one hundred and nine (109) questionnaires which
were considered valid for statistical treatment. This represented a rate of return of 25.6%.

Considering the nature of respondents and the time pressures that they face, the response level
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is high compared to what is common in similar research internationally (Sellevoll et al. 2007).
Judge and Dobbins (1995) considered that surveys to top managers have often suffered from
response rates of less than 25 per cent and that response rates above 40 per cent are
exceptional, so the response rate that this researcher achieved is acceptable according to these
authors.

The researcher processed data using IBM SPSS Statistics, version 17. Two different persons

double-checked the data entering process to avoid data processing errors.

3.6 Chapter summary

This chapter has described the research methodology and the philosophical perspective that

underlies this thesis. The next chapter provides an in-depth analysis of the research findings.
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CHAPTER 4 - ANALYSIS AND DISCUSSION OF RESULTS

4. Analysis and Discussion of Results

This chapter presents the analysis of the role and contribution of the board of directors based on
board members perceptions. The purpose of the chapter is to explore the individual perceptions
of the board members who took part in the survey in what respects the Chairman, the Board,
the Senior Independent Director and the CEO performance, and relate these back to existing
theory. It is also intended to describe the perceived boards’ contribution within the context of
boardroom environment.

The chapter will begin to characterize the context surrounding the Portuguese corporate boards,
namely in what concerns the corporate governance practices and current debate. A description
of the demographic characteristics will follow (section 4.2). Building on the previous section, the
chapter presents board members views on the chairman, the board itself, the senior
independent director and the CEO. Drawing on the two previous sections presented, the last
section shows the results of the cluster analysis undertaken. Throughout the chapter, the
analysis endeavours to figure out any perceived gap between the board members’ role
expectations and their actual practice in order to facilitate a better understanding of their actual

contribution and to provide insights for boardroom improvements, if it is the case.

4.1. The context of the Portuguese board of directors

There is no single best way of designing boards and governance systems since actors and the
context must be taken into account (Huse 2007). Process studies are embedded in context,
process and time (Pye and Pettigrew, 2005) and variations in context reveal differences in the
dynamic interplay of practices, processes and performance over time (Huse, 2009). Pettigrew
(1997:338) magisterially describes the need for processual research contending that ‘human
conduct is perpetually in a process of becoming. The overriding aim of the process analyst
therefore is to catch this reality in flight.” Thus, being the aim of this survey to explore the role
and contribution of the boards of directors of the Portuguese listed companies, it is needed to
appreciate the context within which the Portuguese directors operate. Pye and Pettigrew (2005)

suggest when considering the outer context to include:

The regulation surrounding the industry in which the firm is located;
e |ts ownership structure and investor relationships with the board;

o The presence of lobby groups;

e The potential for mergers and acquisitions activity

e And the overall perceived risk to the firm

From a completely different but complementary perspective it can be argued that it makes no

sense to do management research without considering its context due to the nature of the
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management science itself. Indeed and according to Tranfield and Starkey (1998:346) ‘the very
essence of management research in terms of its problem foci, its methods and its knowledge
stock, is that each needs to be framed, produced and disseminated within a context of
application’ since a key distinguishing feature of management research output is answering the
question ‘what are the implications for management?’

So that a brief overview of Portuguese corporate governance context split by the legal

framework, governance structures and directors’ duties is going to be provided.

Legal framework

The main legal framework for Portuguese public companies is the Companies Law (Cédigo das
Sociedades Comerciais) for corporate governance matters, the Securities Code (Cédigo dos
Valores Mobiliarios) for transparency matters and the Corporate Governance Code (Cédigo de
Governo) issued by the Portuguese Securities Market Commission (CMVM - Comissédo do
Mercado de Valores Mobiliarios). In fact, and according to OECD Board Practices report (2011),
unlike most other OECD countries (Spain and Turkey being the other exceptions) so far, CMVM
has been responsible for developing the only existing Corporate Governance Code applicable to
listed companies. There is an additional legal instrument, only applicable to companies
classified as credit institutions or financial companies, which is the Legal Framework of Credit
Institutions and Financial Companies.

The first release of the Corporate Governance Code dates to 2007. However it exists since
1999, issued as CMVM Recommendations and being updated every two years. A new version
of the Code was enacted in 2010 which includes new and stricter provisions in the areas of risk
management, the independence of external auditors and remuneration. Since then firms are
legally required to issue a Governance Report on an annual basis, in which they specify the
parts of the Corporate Governance Code that they comply with and explain any non-
compliance. Although the recommendations are not mandatory, making public the level of
compliance creates pressure over the companies and consequently over the directors. That is
why Mota and Montez (2012) assert that in Portugal the corporate governance system is still
significantly based on self-regulation by firms and market control. This informal mechanism may
be, somehow, more effective in the Portuguese Latin culture rather than enforcement by law.
Consequence of the efforts on the part of private sector interests to develop a self-regulatory
code, the 2010 revision also introduces the allowance to adopt alternative corporate governance
codes as long as CMVM is informed ahead of time and the other code, besides including similar
requirements, is issued by a reputable and independent entity. As reported the code applies on
a ‘comply or explain’ basis, as in the most countries of the West world. Annually the CMVM
issues a public report (‘The CMVM Report’) on the general compliance of listed companies with
the corporate governance principles established. The last CMVM report was published in 2012
in respecting the 2010 financial year. Concomitantly with the powers to assess the compliance
of listed companies with the applicable rules, CMVM has also the powers to instruct procedures

for any offences committed and apply the relevant sanctions, such as administrative fines or
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penalties. Nevertheless there is the right to appeal a CMVM decision to a court of law.

Generally speaking the Companies Law establishes the firms’ core legal regime, setting forth
aspects that apply to all types of corporate entities — from their incorporation to governance
structures and the operation of corporate bodies, such as the board of directors (Mota and
Montez, 2012). The most recent revisions of the Companies Law involved the establishment of
a wider range of allowable corporate structures for listed companies; a more comprehensive
description of directors duties and their liability for failing those duties; and enlarged scope of
powers and responsibilities for the company organ responsible for audit functions, which exact
nature depends upon which corporate governance model is adopted.

On the other hand the Securities Code is specific to firms whose capital is open to investment
by public and includes rules for the functioning of shareholders’ meetings, provides for
information disclosure obligations, and regulates procedures for securities issuance and
registration, qualified holdings, securities negotiation and investor protection rules, as well as

takeover offers (Mota and Montez, 2012).

Governance structures

Companies Law allows listed companies to choose between three different corporate
governance models: the ‘Monist’ or ‘Latin’ model, the ‘Anglo-Saxon’ model and the ‘Dualist’
model. The ‘Monist’ or ‘Latin” model, adopted by 32 companies (CMVM report, 2012), the large
maijority of the listed companies, comprises a board of directors and a separate audit board
composed by members who do not belong to the board nor sit with the board during board
meetings unless when discussing matters related to the audit board’s functions. The audit board
members’ cannot be executives and the majority must be independent. Additionally, the
legislation implies the existence of a statutory auditor (or a statutory audit firm) that cannot be a
member of the audit board. The ‘Anglo-Saxon’ model comprises a conventional single tier
board of directors, being mandatory to have an Audit Committee, where members must all be
non-executive directors and a majority must be independent. According to the last CMVM report
(2012) there are 10 companies adopting this model. The ‘Dualist’ model, adopted by 2
companies, is formed by a conventional two tier structure, comprising an executive board of
directors, and a supervisory board, where all members must be non-executive and the majority
of whom must be independent. The supervisory board must also appoint a financial matters
committee, responsible for carrying out audit supervisory functions (OECD, 2011).

The board of directors is generally composed of executive and non-executive members2. The
chairman can be an executive director, but in this case the Governance Code recommends that
the board implements effective mechanisms for the coordination of the non-executive directors’
role (Mota and Montez, 2012). The Code also recommends that non-executive members must

include an adequate number of independent® members and should have at least a quarter of

2 Non-executives directors are persons who do not form part of the executive committee and do not have delegated
management powers.

3 Directors are considered independent when they are not associated with any specific group of interests or affected by
any circumstances that could collide with the neutrality of their decisions, like holding or acting on behalf of shareholders
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the total number of directors. Despite this and according to the OECD report (2011) the
proportion of independent directors in the Portuguese boards as a whole is not high.
Additionally, and as per the Heidrick and Struggles 2011 report Portuguese boards are
dominated by large shareholders. Indeed as noted in the OECD report (2011:81) ‘share
ownership in Portugal is highly concentrated, and in a large number of listed firms there is at
least one dominant shareholder. In most cases this is a family shareholder, but can also be a
foreign/partner or in a limited number of cases the Government is a qualified shareholder. In
some cases there is more than one dominant shareholder, with for instance both the state and a
private shareholder, or two family groups, having substantial influence of the one company.’
Mota and Montez (2012) after stating that Portugal may materially be considered a
‘shareholder-centric’ jurisdiction, contend that the shareholders’ meeting can be seen as the
ultimate decision-making corporate body, consequence of the decision’s nature reserved to the
mentioned meeting. Matters such as, the amendment of the articles of association, share capital
increases, approval of mergers, de-mergers or the winding-up of the firm, approval of annual
accounts, distribution of dividends and, the appointment and dismissal of directors and
supervisory board members, which have a major impact on the companies’ strategic setting and
direction, are taken at the shareholders meeting. However shareholders do not participate on
matters related to management unless requested by the board. All this might compromise the
exercise of objective independent judgement on corporate matters, particularly in areas where
the interests of controlling shareholders and minorities might conflict, as highlighted in the
OECD report (2011). In effect, Esperanga et al. (2011) after describing the Portuguese
ownership structure as concentrated and predominantly private, thus being dominated by
controlling shareholders, contend that a pivotal challenge in terms of corporate governance is
the management of minority versus majority shareholders. Notwithstanding according to the
CMVM corporate governance report published in 2012 the relative weight of the independent
directors raise to 30% (being 21,9% in 2009) overpassing for the first time, on average, their

recommendation of having 25% of the total number of directors as a minimum.

Directors’ duties

Companies Law establishes that directors have statutory duties of care and loyalty. It defines
directors’ duty of care as being demonstrated by their availability, technical skills and knowledge
of the company’s activity as well as acting diligently as a judicious and reasonable person.
Barrocas (2009) defines the duty of loyalty as acting taking into consideration the interests of
the firm, as well as ‘the long term interests’ of shareholders and any other interests, which might
be relevant to the firm, such as those of employees, customers and other creditors. This latter
requirement, of more generally considering the stakeholders’ interests, was introduced with the
2006 amendments’.

Both in the ‘Latin’ and ‘Anglo-Saxon’ governance models board members are in charge of the

firm’s managing activities and can delegate the executive powers of daily operations to a

representing at least 2 per cent of the firm’s share capital, or by having been re-elected for more than two terms of
office, either consecutively or not.
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managing director or an executive committee. The delegation of powers does not preclude the
board’s capacity to act upon the same matters nor excludes the responsibilities of the non-
executive peers to control the executive committees or the managing director’s performance.
The board of directors is in charge of determining the composition and the functioning rules of
the executive committee and the chairman needs to ensure that all the information respecting its
activities is duly disclosed to their non-executive peers. Mota and Montez (2012) posit that the
Governance Code generally recommends the delegation of executive management powers.
Board members (executive or non-executive, as applicable) are also entitled of representing the
company in relation to third parties.

The OECD report (2011) states that, in spite of its relatively small size and the relatively short
history of its listed company sector, Portugal possesses a highly developed legal and regulatory
framework. Moreover the 2007 Heidrick & Struggles report on the European corporate
governance practices noted that Portuguese corporate governance legislation has improved
significantly. Whether its application has been successfully implemented and had effective
results is the question. So that the report also stresses that further progress is needed to
address implementation. CMVM 2012 report identified the following matters where compliance
levels are considered insufficient and in need of improvement: participation and control;
appointment, evaluation and dismissal of chartered accountants; remuneration policies;
interests’ alignment of the board with shareholders and, the independence of remuneration
committees. Furthermore the 2009 Heidrick & Struggles report notes a number of areas which
require improvement, namely the lack of a clear enough separation between the roles of CEO
and chairman of the board, and the shortage of independent members. Further areas such as,
internal controls and risk management as well as corporate responsibility in general are not yet
positioned at the core centre of boards’ preoccupation. As Mota and Montez (2012) mentioned,
only a few listed companies have chosen to create specific corporate responsibility or ethic

committees.

4.2 Board demographics

As already stated in the previous chapter this research project was designed to understand and
explore the boards of directors of the Portuguese listed companies. The following data relates to
the sample of those board members who agreed to participate.

Table 6 shows the current board position held by the 109 directors who participate in the survey:
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Table 6 Current position held

N %
Chairman 7 6.4
Vice-Chairman 2 1.8
Executive Director 23 211
Non-Executive Director 60 55.0
Independent Director 5 4.6
CEO 6 5.5
COO / Operations Manager 2 1.8
CFO / Financial Manager 3 2.8
General Manager 1 0.9
Total 109 100.0

The majority of respondents are non-executive directors (55.0%) with the executive directors
representing the second biggest category. In what respects to gender the overwhelming majority
of respondents are male (98.2%) with only two female respondents.

The major part of directors are distributed in the category 50-59 (63,3%), however the age
group differs slightly by the position held in the board. Table 7 shows the age split by the current
position held by the respondents. Non-executive directors tend to be slightly older than their

executive counterparts, the same being verified for chairmen versus CEO.

Table 7 Age group by position held

Non
Executive
Age / Position held  Chairmen  CEO/GM ) executive
directors
directors

N 0 0 0 1
30 to 39

% 0 0 0 1.5

N 1 1 3 1
40 to 49

% 14.3 14.3 10.7 15

N 3 4 18 44
50 to 59

% 429 571 64.3 65.7

N 0 2 7 18
60 to 69

% 0.0 28.6 25.0 26.9

N 3 0 0 3

70 or over
% 42.9 0 0 4.5
N 7 7 28 67
Total
% 100.0 100.0 100.0 100.0

Over three-quarters of the respondents (78.9%) hold undergraduate, postgraduate or Master’s
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degree and more than 15.6% hold a doctorate.

On average directors who responded to the survey work on 5 boards and 42.2% of the
respondents sit on 1 or 2 boards. However there is a wide dispersion in this question. While
almost half (49.5%) sit in up to three boards the remaining half sit up to 30 boards.

In terms of the way the Board operates more than a half (61.5%) work on a board of 15 or more
directors and almost 26.0% sit on a board that has 6 to 8 members, which is the most common
board’s size among the Portuguese listed companies. On 55.6% of cases board meetings are
held on a monthly basis, immediately followed by 37.0% of cases on a quarterly basis. Meetings
usually last for up to half a day (78.0%) or a full day (22.0%), but never longer. The majority of
the respondents report that the board they sit on has remuneration and audit committees
(85.3% and 76.1%, respectively), as expected and showed in the table 8.

Table 8 Committees of the Board
% of board

members

% of boards

Remuneration 85.3%(93)  30.3%(33)
Audit 76.1%(83)  15.6%(17)
Risk 57.8%(63) 22.0%(24)
Nomination 50.5%(55) 6.4%(7)
Other 38.5%(42)  29.4%(32)
Social

Responsibility 29.4%(32) 0.0%
Strategy 22.0%(24) 9.2%(10)
Environmental 14.7%(16) 0.0%
Investment 13.8%(15) 11.0%(12)

Note: Absolute numbers between parentheses

The major part of the committees reported in the category Other are Corporate Governance
committees. In the sample neither chairmen nor CEOs belong to the remuneration and audit
committees.

In terms of the way the company operates 74.3% of the board members reported the board they
sit on belongs to a PSI 20 company and 81.7% stated that the companies to which board their
responses correspond to have one shareholder who owns (directly or indirectly) 20.0% or more
of the voting rights. The majority of the respondents (87.2%) answered that in the companies
they work on there is separation between the position of chairman and CEO. Only 22.9% of
respondents work on firms without independent directors; in fact the respondents belong to
boards where, on average, there are almost 3 (mean = 2.58) independent directors.
Respondents sitting on boards with up to 4 executive directors amount to 51.4% and 50.5% sit
on boards with between 2 and 9 Non-executive directors. Among the sample the boards have,
on average almost 10 (mean=9.89) non-executive directors meanwhile almost 5 (mean=4.93)

executive directors. Over eighty per cent of respondents (80.7 %) work on firms which produce
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an annual report of sustainability and 79.8% sit on boards which use the Latin* corporate

governance model, as shown in table 9.

Table 9 Type of Corporate Governance Model

N %
Latin 87 79.8
Anglo-American - one tier 16 14.7
German - two tier 6 5.5
Total 109 100.0

4.3 Views on the Chairman, the Board, the Senior Independent Director and the CEO

As stated in the previous chapter respondents were requested to rate the chairman on
strategic decisions, governance, risk, style, qualities and performance dimensions. Three
further dimensions relating to Board, SID® and Chief Executive Officer (CEO) performance
were also measured, all using a nine-point rating-scale (1=Not at all true to 9=Very true). A
summary of the overall scale score per dimension (ranked descendant) is shown in table
106:

Table 10 Dimensions measures

Minimum Maximum Mean st

Deviation
Chair - Qualities 5 9 8.21 0.867
Chair - Governance 4 9 7.88 1.257
Chair - Style 4 9 7.75 0.857
Chair - Strategic direction 1 9 7.32 1.431
CEO - Performance 4 9 7.30 0.730
Board - Performance 4 9 7.14 0.845
Chair - Risk 3 9 7.13 1.562
SID - Performance 3 9 6.08 1.629
Chair - Performance 2 9 5.77 1.695

The Qualities of the chairman are rated highest overall, followed by the Governance and Style
dimensions. The CEO and Board performance were rated in the middle of the table being the
ones with the lowest variability. Curiously the performance of the chair is the lowest scored in

the overall scale, immediately preceded by the SID performance. It is also interesting to observe

4 The Latin corporate governance model is composed by the board of directors and an audit board.

5 SID - Senior independent director
5 All the statements of each dimension entered to compute a new variable using their arithmetic mean so that each
dimension got its own scale. Reversing scales have been done where appropriate.
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that the lowest scored dimensions are also the ones that show the highest opinion variability,
indicated by the highest standard deviations.

In the following part each of the dimensions concerning the role is explored in more detail,
placing particular emphasis on the differing views of the chairman and the CEO. Following the
legalistic perspective when analysing the role of boards of directors in the contemporary
organization, which is relating directors’ characteristics to corporate response (Zahra and
Pierce, 1989) several demographic variables were crossed with the views of the study
participants. Looking at variables such as size of the board, number of board meetings and the
typical length of board meetings, the level of intensity between them and the views is irrelevant
and with no statistic significant results. However views tend to differ when considering age and
level of education. In fact there is a positive correlation with medium intensity between ages and
how effectively the chairman evaluates the performance of both the CEO and the SID, how the
chairman clarifies and utilises the skills/experience required of each board member as shown in
table 11.

Table 11  Correlations between Age and Board views

Spearman's rho Age
Chairman effectively evaluates CEO performance Correlation Coefficient ,620*

N 108
Chairman effectively evaluates SID performance Correlation Coefficient ,595*

N 68
Chairman clarifies the skills/experience required of board

Correlation Coefficient ,641*
members

N 109
Chairman utilizes well the skills/experience of board members Correlation Coefficient ,592*

N 109

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

Note: presented only the variables with correlation > 0.5

The graph 1 shown below reveals a clear disparate perception on the chairman performance
when considered different ages. Those board members in the 60+ age group are more positive

than the younger respondents in what respects the presented statements.
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Graph 1 Views by age

O=30-39
E 60 over 70

Chairman utiises well the skills/experience
of board memhbers

Chairman clarifies the skills/experience
reguired of board members

Chairman effectively evaluastes SID
performance

Chairman effectively evaluates CED
performance

Mot at all Mean Very true

The level of education and the views on the chairman performance are negatively correlated
which may indicate that the higher the level of education the more demanding are the views
related to the way the chairman evaluates the board, encourages feed-back on his own

performance and clarifies the skills and experience of board members, as shown in table 12.

Table 12 Correlations between level of education and Board views

Highest level
Spearman's rho )
of education

Chairman effectively evaluates board members performance Correlation Coefficient 562"
N 109
Chairman encourages feed-back on his performance Correlation Coefficient -,549"
N 109
Chairman clarifies the skills/experience required of board Correlation Coefficient 543"
members '
N 109

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

Note: presented only the variables with correlation > 0.5
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The referred findings can be observed in graph 2 where respondents having the higher level of
education score systematically lower in all the shown statements related to chair performance
with the exception of the respondents belonging to School/College Certificate group when

presenting their perception on the way the chair clarifies the skills/experience of board

members.
Graph 2 Views by level of education
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Notwithstanding the most relevant differences and the most statistically significant impact
appear when crossing the position held by the directors and the views on the Chairman, Board,
SID and CEO. Before engaging on a detailed description on the board members views’ of the
Chairman, Board, SID and CEO graph 3 shows how perceptions vary according to the position
held by board members, by dimension. Generally views are positive in the sense they are
located in the right side of the graph (above the middle of the scale). However chairmen,
consistently score themselves higher on their own performance, compared to the views of other
Board members and CEO/GM. Moreover chief officers seem to be less positive with respect to
the chairman performance but in the chair Qualities dimension. This finding shows a potential

tension point between these two positions and their interrelation.
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Graph 3 Mean’s comparison per dimension according to Chairmen, CEO/GM and other

directors
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4.3.1 Views on the Chairman

In respect to the chairman, generally speaking, the results are fairly positive, despite the
differences observed among the various dimensions (table 10).

Exploring in more depth the perceptions on the chairman’s role, the table presented in annex C
shows the scores received by the chairman. The items where chairmen got the highest rates, all
measuring the qualities and style dimensions, were related to chairman displaying integrity
(mean=8.46), being trustworthy (mean=8.39), encouraging consensus (mean=8.33), acting as a
role model for others (mean=8.29) and being disciplined and encouraging challenge both with
mean=8.25. The chairmen were rated lower in what concerns their performance when
displaying concern for stakeholders (mean=6.01), displaying concern for shareholders
(mean=5.86), discussing sensitive issues with the SID (5.82), encouraging feed-back in their
own performance (mean=5.71), searching for CEO replacement (mean=5.59), clarifying the
skills/experience required for board members (mean=5.28) and determining board agenda with
the SID (mean=4.45). These results show that, apparently the chair cares more about the
stakeholders than the shareholders. Additionally the chair got lower rates when measured about

driving through management of risk protocols (mean=5.89) and the level of operational
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involvement (mean=4.52). At this stage the question to ask is whether the chairman accepts
that this is part of their role, or it is because they are not effective in performing those tasks.

As already seen the results of the survey show that depending on the position held the views on
the chairman differ. Graph 4 shows that the chairman does not get high scores in what his
strategic decisions role concerns by both the executive directors and non-executive directors.
This result apparently shows that the chairman is not perceived as being closely involved with
the strategic decisions of the company as per the scores got in the item chairman determines
organization strategy (mean=6.63 for the non-executive directors and mean=6.46 for the
executive counterparts). In spite of not particularly relevant the differences between both
categories of directors in the case of the chairman strategic decisions role the Non-executive
directors rate highly the chairman rather the executive but in what concerns driving the vision.
The major difference between the two groups is related to the way the chair person deals with
the management team — it seems the relation is not as close as the executive directors would
like it to be.

Graph 4 Views on Chairman Strategic decisions according Executive and Non-executive

directors
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The graph 5 shows that chairmen rate themselves close to the non-executive directors though
higher than the scores given by the insiders being particularly large the difference in what
concerns working together with the management team. This result shows that the role of the
chairman is far from being sufficiently involved in the strategic decision making of the
companies.
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Graph 5 Views on Chair Strategic decisions according the Chairman Executive and Non-

executive directors
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Related to the risk dimension there are also some differences between the two mentioned

different groups (executive and non-executive directors), as per the graph 6.

Graph 6 Views on Chairman on Risk according to Executive and Non-executive

directors
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With respect to risk all the non-executive directors rate highly the chairman when compared with
their counterparts, the executive directors. The major differences are related to the emphasis
given by the chair person to the shareholders and the way of managing the firm’s risk.
Apparently the executive directors feel that the chairman is not as assertive towards risk as he
could be. Again the chairmen rate themselves closer to the outside Directors in what regards
their perception towards risk (Graph 7) but, surprisingly, lower than both executive and non-
executive directors concerning emphasising shareholder relations and enhancing awareness of
corporate reputation. These findings might induce doubts about these tasks being perceived as
making part of their role.

Graph 7 Views on Chairman on Risk according to Chairman, Executive and Non-

executive directors
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The most significant divergence in opinion between the executive and non-executive directors
related to governance issues is the way the chairman delineates his role from the CEO.
Although both groups rate the chairman moderately high, for the executive directors it seems it
is not as clear as for the non-executive directors, as per the graph 8.
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Graph 8 Views on Chairman Governance according to Executive and Non-executive

directors
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Surprisingly, in this particular case, the chairmen rate themselves lower than the executive
directors but in the way they differentiate their role from the one of the CEO (graph 9). However
their score is lower than the one given by the non-executive directors. Again these results
seemed to show there is a grey zone between the roles of the chairmen and the CEO so that
there might be a potential tension point and if so an area that requires attention and further
development.
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Graph 9 Views on Chairman Governance according to the Chairman, Executive and

Non-executive directors
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Views on the chair style show (graph 10), generally high scores and no major differences
according to the position held, along all the statements with the exception, already reported, in
what respects the chair involvement in the firm’s operations. Indeed it seems that everyone
perceives a somehow too much involvement, even the chairs themselves (mean=5.44,
mean=5.43, mean=6.00, others, CEO/GM and chairmen, respectively). These results may
induce an overlapping of the chair and CEO functions and activities’ thus creating tension
between these two positions, which ultimately would be negatively reflected in the boardroom

climate and performance.
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Graph 10 Views on Chairman Style according to the Chair, the CEO/GM and Others
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As already commented the qualities of the chairman are a relevant part of the role, and chairs
within the survey score well, especially in terms of displaying integrity and being trustworthy.
There are no relevant differences in the views reported amongst the positions held within the

organisation in what respects the chairman qualities (graph 11).
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Graph 11 Views on Chairman Qualities according to the Chair, the CEO/GM and Others
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As already stated the most relevant differences and the lowest scores got by the chair are
related to their performance, as shown in graph 12.

Graph 12 Views on Chairman Performance according to Executive and Non-executive

directors
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The executive directors — who are the least positive in their perception of chairmen - and the
non-executive directors perceive differently the chairman’s performance, mainly in encouraging
feedback on the chairman’s performance (mean=6.12 versus mean=7.40), in utilising the
skills/experience of board members (mean=5.81 versus mean=7.30), in determining the spread
of skills/experience required on the Board (mean=6.06 versus mean=7.57) and in being
professional in the search for CEO replacement (mean=5.81 versus mean=7.32).

In fact, the greatest discrepancy of view exists between chairmen and all the other board
positions held together (graph 13). This discrepancy of view focuses in particular when related
to the discussion of sensitive issues with the senior independent director” (mean=7.00 versus
mean=5.59), the jointly determination of board agenda with the senior independent director
(mean=8.25 versus 4.05), the call upon the senior independent director to intervene
(mean=8.75 versus 7.03), the search for board member replacement (mean=9.00 versus 6.63),
the search for CEO replacement (mean=8.50 versus 6.83), the use the skills/experience of
board members (mean=8.25 versus 6.83) and the clarification of the skills/experience required
of each Board member (mean=8.25 versus 6.02). And again chairmen significantly rate
themselves higher when compared with the other directors. Again it is worth asking whether this
result is the consequence of a poorer performance than expected or consequence of an absent
shared clear perception about the chairman’s role. Based on these findings it would be difficult
to name the chairman as the ‘boss of the board’ whose role is to ‘induct, include and train to

competence each director and the board as a collective whole’ (Garratt, 1999:199).

7 In the questions related to SID, the level of non-response was considerable (n=67) so results should be interpreted
with some caution.
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Graph 13 Views on Chairman Performance according to the Chairmen and the other
Directors
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4.3.2 Views on the Board

Generally the respondents rate the Board highly, namely in two key areas (table 13) that is its
attentiveness to corporate reputation (mean=8.59) and its benefits from the chairman
contribution (mean=8.53). In five items (out of eleven) range=8 but concerning board’s
cohesion range=7, attentiveness to risk management, board’s balance in terms its members’
skill/lexperience and boards’ benefit from chairman’ contribution range=5, with range=4 the
board’s diligence in governance application and board’s attentiveness to corporate reputation

range=3.
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Table 13 Board scores

Items Minimum | Maximum Mean Defit:t.ion
Board is attentive to corporate reputation 6 9 8.59 0.641
Board benefits from Chairman contribution 4 9 8.53 0.877
Board is diligent in governance application 5 9 7.89 1.165
Board is well balanced in terms of member skill/experience 4 9 7.87 0.954
Board is attentive to risk management 4 9 7.83 1.110
Board performs effectively 1 9 7.55 1.285
Board is divided 1 8 7.53 1.237
Board benefits from SID contribution 1 9 6.88 2.099
Board challenges Chairman when necessary 1 9 6.50 1.698
Board emphasises enhancing shareholder relations 1 9 5.90 2.524
Board has clear criteria for board member replacement 1 9 3.89 2.807

a) the original scale was reversed

For the questions related to SID there were only 68 cases

However it is clear that there is still room for improvement regarding criteria for board’s member

replacement.

The graph 14 shows that there are two areas where differences arise across the three positions

held by respondents in respect to the board’s performance — criteria for board member

replacement and challenging the chair where the chief officers rate the board slightly lower than

the others. In fact the views of board members are, generally speaking, close to the views of the

chairman. This finding may suggest that chief officers are not aligned with the board as

expected and suspecting they are not of a ‘like mind’ with the chair, as shown later.
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Graph 14 Views on Board Performance according to the Chairmen, the CEO/GM and the

other Directors
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4.3.3 Views on the SID

Although there were only 62.0% respondents to the section of the senior independent director
(where the role existed), as shown in table 14, their role is seen to be potentially an important
one in that they have the confidence of the board (mean=8.29), are attentive to shareholders
(mean=7.96) and work well with the chairman (mean=7.76) nevertheless their primordial role
being of supervising. In what regards data variability, nine (out of twelve) items range=8.
Concerning the way SID works with the chairman range=4 and relating his/her attentiveness to

shareholders and having the confidence of the board range=3.
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Table 14 The Senior Independent Director scores

ltems Minimum | Maximum | Mean Deiit:t.ion
SID has the confidence of the Board 6 9 8.29 0.865
SID is attentive to shareholders 6 9 7.96 0.888
SID works well with the Chairman 5 9 7.76 1.108
SID is clear about his/her role 1 9 6.87 2.753
SID has clearly identified the tasks & responsibilities in his/her
ole 1 9 6.72 2.796
SID promotes improving shareholder relations 1 9 6.53 1.896
SID is the person to approach when difficulties arise 1 9 6.43 2.934
SID is the person shareholders approach when difficulties arise 1 9 5.18 2.828
SID offers feed-back to the Board 1 9 5.01 2.883
SID act as the "link" between Board & Chairman 1 9 4.55 3.221
SID holds separate meetings with the Board members 1 9 4.41 3.270
SID leads the search process for a new Chairman 1 9 3.06 2.51

However it seems (graph 15) a great deal of role ambiguity still exists in the sense that between

executive and non-executive directors there is no consistent understanding of the role and

contribution of this particular function in what respects to promoting improvement in shareholder

relations (mean=5.75 versus mean=6.78) and being the person to approach when difficulties

arise (mean=5.88 versus mean=6.63), including the shareholders (mean=4.25 versus

mean=5.45). In fact it looks like the board (both outside and inside directors) is not taking full

advantage of this position especially as offering feed-back to the chairman (mean=4.84 versus

5.38), acting as a “link” between board and chairman (mean=4.55 versus 4.44), holding

separate meetings with board members (mean=4.41 versus 4.31) and being the person

shareholders approach when difficulties arise (mean=5.45 versus 4.25).
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Graph 15 Views on SID Performance according to Executive and Non-executive

directors

SID promotes improving shareholder,

relations O Executive

B Hon-executive
SID leads the search process for a new,
Chairman

5ID is the person shareholders approach
when difficulties arise

SID is the person to approach when
difficutties arise

SID is clear about histher role=

SID has clearly identified the tasks &
responsabilities in hisher role

SID holds separate meetings with the Board
members

SID offers feed-back to the Board

SID act as the "link" btw Board & Chairman=
SID has the confidence of the Board

SID works well with the Chairman

SID is attentive to shareholders

I I
1 2

[
Y
(4]
o
-1
o
w

Mot st all Mean Wery true

When comparing their own views with the other members of the board (graph 16) the
discrepancy realised before appears to increase. While SIDs believe they are clear about their
role (mean=7.40 versus 6.77) and clearly identified the tasks and responsibilities in their role
(mean=7.40 versus 6.60) and that they indeed act like channels the other board members
disagree (mean=6.80 versus 4.33). Yet the highest differences are related to the chairman’
search process (mean=6.80 versus 2.77) and being the person shareholders approach when
difficulties arise (mean=6.80 versus 5.02). Their role may need to be re-evaluated and re-
defined. The respondents also show disparate views on the way the SID communicates with the
board — while the SID views himself as offering feed-back to the board (mean=6.80) the other
board members’ do not fully agree (mean=4.82). Looking at the item “holding separate meetings
with the Board members” the difference is even higher (mean=7.40 versus 4.13).
Notwithstanding, with slight differences and, curiously, with higher scores from the other
members of the Board than the SID himself, this position has the board confidence (mean=7.40
versus 8.37), works well with the chairman (mean=7.40 versus 7.78) and is attentive to
shareholders (mean=7.40 versus 7.78) so that it seems that this position is perceived as adding
value to the board and ultimately to the organization. Maybe this positive perception might be

related to the need for challenge within the boardroom.
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Graph 16 Views on SID Performance according to the SID and the others Directors
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Looking at the SID performance through the eyes of both the chair and chief officers (graph 17),
despite the importance both positions attribute to SID’s role, namely his/her attentiveness to the
shareholders (mean=8.00), the support he/she gives to the chairman (mean=7.83 versus
mean=7.25) and the confidence of the board (mean=8.67 versus mean=8.50), clearly different
perceptions and above all lower scores appear in respect to their operational activities shown,
for instance in leading the search process for a new chairman (mean=1.33 versus mean=3.00)
and holding separate meetings with board members (4.83 versus mean=3.00). These findings
show that there is a lot of ambiguity related to the tasks and responsibilities of this position and

consequently to the role it plays within the boardroom.
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Graph 17 Views on SID Performance according to the Chairmen, CEO/GM and Others
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4.3.4 Views on the CEO

In general the CEOs are rated positively across a number of strategic, operational and

communications issues (table 15). The lowest scores are related with:

e Being of a like mind with the chairman (mean=6.06)

e |s undermined by the chairman (mean=5.79)

e Adoption of a different style to the board compared to the management team
(mean=5.76)

With respect to the data variability seven (out of twelve) items got range=8, the question
regarding CEO displaying attention to shareholders range=7, the two questions related to
strategy and if CEO is undermined by the chairman got range=6 and the way the CEO

communicates with the board had range=4.
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Table 15 The CEO scores

Items Minimum | Maximum | Mean Deiit:t'ion
CEO respects the Chairman 1 9 8.71 0.981
CEO has an open relationship with the Chairman 1 9 8.58 1.082
CEO visibly benefits from the relationship with the Chairman 1 9 8.06 1.331
CEO communicates well with the Board 5 9 7.95 1.128
CEO delineates duties from that of the Chairman 1 9 7.86 2.489
CEO determines the strategy 3 9 7.60 1.711
CEO drives the vision 3 9 7.60 1.770
CEO interacts well with the SID 1 9 7.46 1.749
CEO displays little concern for shareholders 1 8 6.25 2.476
CEO and the Chairman are of a like mind? 1 9 6.06 2.579
CEO is undermined by the Chairman 1 7 5.79 0.783
CEO adopts a different style to the Board compared to the management 1 9 5.76 2 868

team

a) the original scale was reversed

The n=68 for the questions related to SID

The relation with the chairman raises no different views among the CEOs and the other

members of the board (graph 18). However chief officers rate themselves higher than others in

terms of their interaction with the SID (mean=8.75 versus mean=7.35), the adoption of a

different style to the board compared to the management team (mean=7.75 versus 6.19), his

communication with the Board (mean=8.75 versus 7.84), being the vision driver (mean=9.00

versus 7.32) and the one who determines the strategy (mean=8.75 versus 7.55).
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Graph 18 Views on CEO Performance according to the CEO and the other Directors
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In spite of the relation between CEO and chairman being strong at a personal level since all
respondents agree they have an open relationship (mean=8.50 versus 8.53) and a high degree
of respect for each other (mean=8.75 versus 8.71) both, CEOs and others board members,
believe CEOs and chairman are far from being of a like mind (mean=4.75 versus 5.73).

With respect to the strategic role it is clear that there is still room for improvement since results
show that there is a lack of clarity in the roles performed both by the CEO and the chairman.
The overall rates are not strong in what concerns to their respective roles towards the
organizational strategy. Indeed both, chief officers and chairmen, rate themselves and between
them, below the other Board members in what concerns the way both positions delineate their
duties from each other. Considering the chief officers way of delineating their duties from that of
the chairman the rates vary as follows (mean=7.98 versus 6.71 versus 7.33) for cthers, CEOs
and chair, respectively whilst the scores for the chair delineates duties from CEO/GM are
(mean=7.37 versus 6.00 versus 6.83) for cthers, CEOs and chair, respectively. Moreover CEOs
are less positive towards the chair rather than the other way around (mean=6.00 versus
mean=7.33) (graph 19).
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Graph 19 CEO and Chairman Relationship according to the Chairmen, CEO/GM and the
other Directors
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Going further in the analysis of the personal relationship between the CEO and chairman
results, shown in the graph 20 below, suggest that CEOs feel more comfortable in their
relationship with the chairman rather than the opposite (mean=8.43 versus 7.50) for the item
“CEO visibly benefits from the relationship with the chairman”, (mean=8.71 versus 7.50) for the

item “CEO has an open relationship with the chairman” and (mean=8.86 versus 7.50).
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Graph 20 CEO and Chairman personal relation according to the Chairmen, CEO/GM and

the other Directors
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4.4 Typology of Board members

The findings presented so far seemed to show an overlapping of the chair and CEO functions
and activities’ so that there might be a potential tension point and, if so an area that requires
attention and further development. In order to fully assess and explore this apparent grey zone it
was decided to cluster board members in what respects their perceptions concerning the
chairman and CEO relation and the roles they perform. This ‘magical relationship’ (Kakabadse
et al.,, 2006) has been consistently found determinant for board effectiveness by scholarship
(Westphal 1999, Roberts and Stiles, 1999; Barratt et al., 2003; Gabrielsson et al., 2007;
Kakabadse and Kakabadse, 2008; 2010; O’Higgins, 2009). Moreover the role boundary
between chairman and CEO was found to be pivotal to governance application in terms of task

accountabilities, vision ownership and recruitment of top talent (Kakabadse and Kakabadse,

91



2008). Therefore it seemed appropriate to look for patterns among the board members based

on their perceptions of the chairman and CEO relation and role boundaries.

The clustering variables were the following statementss:

e Chairman clearly delineates role from CEO

e CEO delineates duties from that of the chairman

e Chairman effectively evaluates CEO performance

e CEO and the chairman are of a like mind?

e CEO is undermined by the chairman

e Chairman drives the vision

e CEO determines the strategy

¢ Chairman works together with CEO for targets

e Chairman works together with management team for targets
¢ Chairman operationally becomes too involved

¢ Chairman works well with the CEO

e CEO adopts a different style to the Board compared to the management team
e CEO communicates well with the board

e CEO has an open relationship with the chairman

e CEO visibly benefits from the relationship with the chairman.

Initially four additional variables were considered - chairman clearly delineates the role of Board
from that of management team; chairman determines organization strategy; CEO drives the
vision; CEO respects the chairman. Although they were discharged consequence of their high
level of collinearity, which could provoke a strong impact and affect results (Hair and Black,
2000).

A hierarchical agglomerative clustering approach was chosen utilising the Squared Euclidean
distance as the similarity index (Hair and Black, 2000) and the Ward’s method for cluster
agglomeration, which maximize the internal cohesion of the clusters (Sinclair et al., 2005). The
number of clusters was determined by the analysis of the fusion coefficients (Annex D). To
eliminate bias caused by extreme cases it was decided to perform an analysis to track possible
outliers. As a consequence one case was excluded. The fusion plot® suggested that the optimal

cluster solution lay on three clusters with the following distribution (table 16).

8 Answers were given on a nine-point rating-scale (1=Not at all true to 9=Very true)

9 Two clustering hierarchical algorithms were computed - the complete-linkage method (also known as the farthest
neighbour) and the Ward’s method — to check for the stability of the cluster solution. Both procedures suggested a three
clusters solution.
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Table 16 Number of cases in each Cluster

Cluster n %

1 54 51.4
2 41 39.0
3 10 9.5
Total 105 100.0

4.4.1 Clusters’ profile

A full description of each cluster, based on input variables’ means, is going to be provided in an

attempt to show how the three different types of board members ideate the chairman/CEO

relationship. Graph 21 and Annex E show the means split by cluster.

Graph 21 Cluster means

CED communicates well with the Board—)
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Cluster 1 — the Challengers - is the biggest cluster representing 51.4% of respondents. Both
chairman and chief officer are perceived as clearly delineating their roles from each other
(mean=8.35, mean=8.56, respectively). However, not in what respects strategic involvement.
Indeed chairman is not clearly viewed as the vision driver (mean=6.72) and CEO is, to some
extent, the one that determines the strategy (mean=7.98). The chairman is perceived as only, to
some extent, working together with the CEO (mean=7.70) and even less as working together
with the management team for targets (mean=5.83). The chairman is also not viewed as being
overtly effective in evaluating CEO performance (mean=6.81) and is perceived as getting
operationally more involved than desirable (mean=6.35). In spite of being seen as working well
with the chief officers (mean=7.83) there is still room for improvement and maybe because
chairman and CEOs are not perceived as of a ‘like mind’ (mean=4.67). Notwithstanding having
an open relationship with the chairman (mean=8.43), to some extent benefiting from the
referred relation (mean=7.57) and communicating well with the board (mean=7.94), chief
officers are perceived to be, somehow, undermined by the chair (mean=5.70). Finally CEOs are
viewed as adopting a different style to the Board compared to the management team
(mean=4.17).

Cluster 2 — the Believers - is the second biggest group, with 39% of board members from the
sample. Both chairman and chief officer are perceived as clearly delineating their roles from
each other (mean=8.63, mean=8.77, respectively) even when considering strategic decisions.
Chairmen are viewed as the vision drivers (mean=8.17) and chief officers as determining the
strategy (mean=8.63). The chair is perceived to work together for targets both with the
management team (mean=8.60) and with the CEO (mean=8.57). He is also viewed as being
effective when evaluates CEO performance (mean=8.30) and as not getting operationally too
involved (mean=2.43) as also as work well with the CEO (mean=8.07). Chief officers are viewed
as adopting a different style to the board compared to the management team (mean=7.67),
communicating well with the board (mean=8.33), as having an open relationship with the
chairman (mean=8.87) and benefiting from it (mean=8.47). However they are perceived to be,
to some extent, undermined by the chairman (mean=5.87) and also to, only to some extent,
being of a ‘like mind’ with the chairman (mean=6.17).

Cluster 3 - the Resilients- is the smallest group with 9.5% of the respondents. The chairman
does not clearly delineates his/her role from the CEO (mean=2.86) concomitantly with the CEO,
but in a small extent (mean=5.19). The chair is clearly perceived as being the vision driver
(mean=8.95) and maybe he/she is the one that determines the strategy since CEO is not plainly
perceived as the one that does it (mean=5.05). In spite of role boundary issues, namely in what
respects strategic decisions, the chairman is viewed as working together for targets both with
the CEO (mean=8.90) and the management team, but in a less extent (mean=8.14). The
chairman is perceived to effectively evaluate CEO performance although with still the need for
amendment (mean=7.48). He is being seen as working well with the CEO (mean=8.95) and as
not getting operationally too involved (mean=2.90). On the other side chief officers are

perceived to somehow use different styles when approaching the board compared with the
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management team (mean=6.95), as communicating relatively well with the board (mean=7.43),
as maintaining an open relationship with the chairman (mean=8.90) and visible benefiting from it
(mean=9.00). Despite being perceived as, to some extent, being undermined by the chairman

(mean=5.76), chief officers and chairman are a perfect match (mean=9.00).

4.4.2 Clusters’ (dis)similarity

Based on the input variables presented in the graph 16 (shown above) and Annex E, whilst in
respect to some views the three cluster scores present similar figures, others show disparate
values among groups. This is quite noticeable in what regards role boundary between chairman
and CEO, vision and strategy ownership, the way the chairman works with the management
team, the operational involvement of the chairman, the different style adopted by the CEO
towards both the Board and the management team and the CEO and the chairman being of a
‘like mind’. On the contrary two views got almost the same scores along the three clusters: the
type of relation the CEO entails with the chairman and if he/she is undermined by the chairman.
Role boundary is clearly perceived as not existing within cluster 3 (Annex E and graph 16). In
fact both the chair and the CEO are perceived as not clearly delineating their role (mean=2.86
and mean=5.19, respectively). On the contrary board members of both cluster 1 and 2
perceived chairman (mean=8.35, mean=8.63, respectively) and CEO (mean=8.56, mean=8.77,
respectively) as clearly delineating their roles. However CEO is seen as being more noteworthy
than the chairman. As seen in cluster 3 the CEO is performing better than the chairman, that is,
he/she is perceived to stand out from chairman in what respects to their tasks and activities.
This finding may be related to CEOs executive, and thus more visual, tasks’ and therefore
inducing a higher level of indefiniteness of the chairman’ role or at least perceived as such.
However it worth mention that this lack of clearance between chief officers and chairman roles
was already noticed in the 2009 Heidrick & Struggles report (as previously mentioned) and
ultimately may be related to the governance recommendations in force. As described, for the
one-single tier boards, the Governance Code generally recommends the delegation of executive
management powers. Yet it was also posited that the powers’ delegation does not hinder the
board’s capacity to act upon the same matters which might lead to task’s overlapping.

In what respects to determining strategy cluster 3 visibly differentiates from the other two. In
cluster 3 the CEO is not clearly perceived as determining the strategy (mean=5.05), so that this
might be a chair task or a task performed by both the chair and the CEO. Within the cluster 2
the CEO is perceived as determining the firm’s strategy (mean=8.63) and to some extent also in
cluster 1 (mean=7.98) but not as clearly as in cluster 2. In cluster 3 the chairman is clearly
viewed as being the vision driver (mean=8.95) and, as already pertained, the one that might
also determine the strategy. On contrary in cluster 1 the chair is not expressly viewed as driving
the vision (mean=6.72). Board members of cluster 2 view the chairman as the vision driver
(mean=8.17) however not as clearly as in cluster 3. These results are consistent with the
statement of the way the chairman works both with the CEO and with the management team.

Indeed in both clusters, 2 and 3 the Chair is perceived to work together with the CEO
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(mean=8.57, mean=8.90, respectively) and the management for targets (mean=8.60,
mean=8.14, respectively) while within cluster 1 the chair got lower scores both for working with
the CEO (mean=7.70) and even lower in what regards the management team (mean=5.83),
thus denoting a somehow lack of togetherness. However it seems difficult to perceive
togetherness when board meetings occur once a month or once every quarter (on 55.6% of
cases board meetings are held on a monthly basis on 37.0% of cases on a quarterly basis) and
for a short elapse of time (78.0% meetings usually last for up to half a day and 22.0% for a full
day). Moreover it seems improbable to develop togetherness considering the number of boards
the sample directors sit. In fact almost one third of directors sit on six or more boards.
Analogously, the Heidrick and Struggles 2011 report on European corporate Governance
practices rank Portuguese board members amongst the least available chairmen and directors.
Availability is calculated using the total number of executive and non-executive positions that
directors and chairmen hold in public companies. Empirical research, as shown in the literature
chapter, stresses the increasing importance of the board’s role in strategic management draw
on the perception that they are ultimately responsible for effective organizational functioning
(Blair and Stout 2001, Johnson et al. 1996, Pearce and Zahra 1991). Yet these results confirm
Roberts and Stiles (1999) findings, who report that there are no clear lines separating the roles
and responsibilities of board members and maybe it translates the conflicting requirements
boards of directors face in fulfilling the monitoring role (independence) and the strategy role
(involvement) (Mueller et al, 2003). In the Portuguese case this situation may be even worsened
by the fact that some strategic matters which have a major impact on the companies’ strategic
setting and direction, are taken at the shareholders meeting, thus creating a grey zone on the
strategic role boundary played by the board of directors.

Being of a like mind is one of the views that most differentiates the three clusters. Whilst within
cluster 3 the chair and the chief officer are perceived to be the perfect match getting the highest
possible score (mean=9.00), within cluster 2 they are not perceived as being close aligned
(mean=6.17) being even far within cluster 1 (mean=4.67).

In what regards the operational involvement of the chairman again we face disparate results.
Whilst within clusters 2 and 3 the views held that chair does not get too involved (mean=2.43,
mean=2.90, respectively) board members from cluster 1 perceived chair more involved than
desired (mean=6.35). Again these findings show that further clarity is needed in what respects
role definition of the chairman.

There are also quite different views among the clusters concerning the style chief officers adopt
towards the Board compared to the one assumed with the management team. While board
members from cluster 2 and 3 perceived chief officers to have a different style to the board
compared to the management team (mean=7.67, mean=6.95, respectively), within cluster 3
board members view CEO as not changing too much their style when facing both teams
(mean=4.17). Interestingly, when crossing these results with the scores translating the way chief
officers communicate with the board in the case of cluster 3 maybe the different style adoption

leads to a communication process not perceived as good as it could be (mean=7.43) while
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within cluster 2 an adoption of a different style is perceived as being desirable since
communication is perceived as being highly effective (mean=8.33). The same analysis done for
cluster 1 shows more consistency since the same style apparently contributes to good
communication level (mean=7.94).

Despite disparate views there are also similarities common to all clusters. In fact looking at,
whether chief officers are undermined or have an open relationship with the chairman, the three
types of board members have close (inter-group comparison) and, apparently contradictory
views (intra-group comparison). Inasmuch all clusters seemed to perceive (with slight
differences) the existence of an open relationship between the two leaders (mean=8.43,
mean=8.87, mean=8.90 for cluster 1, 2 and 3) simultaneously all view CEOs being, somehow,
undermined by the chair (mean=5.70, mean=5.87, mean=>5.76 for cluster 1, 2 and 3). Crossing
these findings with the views on CEO and chairmen being of a ‘like mind’ only cluster 3 presents
coherent results. As shown, CEO and chairman are perceived as soul mates by cluster 3
(mean=9.00) which is congruent with the high score in the open relation (mean=8.90), the CEO
visibly benefiting from the relationship with the Chairman (mean=9.00), the chairman working
well with the CEO (mean=8.95) and the chairman working together with CEO for targets
(mean=8.90). Consequently the apparent incongruous cluster 3’ result of chief officer being,
somehow (mean=5.76), perceived as undermined by the chairman, despite their effective and
close relation, may be related to the grey zone of their role boundaries. Considering clusters 1
and 2 this tentative explanation between the role boundaries and the CEO being undermined by
the chairman cannot be established since for board members of both clusters their roles are

perceived to be clearly delineated.

4.4.3 Cluster’s demographics

In order to characterize the clusters it was decided to observe the clusters’ demographics such
as age, level of education and position held in the board?. Although these do not have a direct
impact on board performance, they could help to identify clues on the answers given and, areas

for further research. Table 17 displays the results.

10 The analysis draws on the variables that show statistical significance when crossed with the Board members’ views.
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Table 17 Clusters’ demographics

Clusters
2 3
% N % %
Age <30-49 4 74 2 6.7 0 0.0
50 - 59 44 81.5 12 40.0 13 61.9
60 over 70 6 11.1 16 53.3 8 38.1
Total 54 100.0 30 100.0 21 | 100.0
Level of School/College Certificate 6 111 0 0.0 0 0.0
education Undergraduate 10 18.5 20 66.7 21 | 100.0
Postgraduate-Masters 22 40.7 9 30.0 0 0.0
Postgraduate-Doctorate 16 29.6 1 3.3 0 0.0
Total 54 100.0 30 100.0 21 | 100.0
Board position | cpajrmen 4 7.4 1 33 0/ 00
CEO/GM 4 7.4 1 3.3 2 9.5
Executive directors 17 31.5 3 10.0 8 38.1
Non-executive directors 29 53.7 25 83.3 1 52.4
Total 54 100.0 30 100.0 21 | 100.0
Board position | gxecytive 21 38.9 4 13.3 10| 476
(Executive &
Non executive) Non-executive 33 61.1 26 86.7 1 52.4
Total 54 100.0 30 100.0 21 | 100.0

Cluster 1 is mostly composed (81.5%) by board members aged between fifty to fifty nine years
old and 70% belong to the two highest levels of education. In terms of position held it has
exactly the same weight of chairmen and chief officers (7.4%) and more than half (61.1%) held
a non-executive position.

In cluster 2 the majority (53.3%) of the board members are aged 60+, 66.7% are undergraduate
and more than three quarters (83.3%) are non-executive directors. From the clusters’ results
presented cluster 2 seems to show a more balanced perception of the chairman/CEO
relationship and consequently how it affects board effectiveness. Pye and Pettigrew (2005:S35)
posit that ‘Regardless of contingency factors and context, the enduring qualities of NEDs
include that they are: articulate/able to communicate effectively; adept/capable; and most
importantly of all, have a conceptual awareness which enables them to see a much wider
horizon with an ability to conceptualize what is happening and act in a conceptually appropriate
manner. Drawing on these conclusions about the non-executive directors there might be a
relation between a more balanced position demonstrated by cluster 2 board members and the

fact that it is mostly composed by non-executive directors.
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All board members from cluster 3 hold an undergraduate degree, 61.9% are aged between fifty
to fifty nine years old and 52.4% are non-executive directors. In terms of executive (47.6%)
versus non-executive directors (52.4%) this cluster is the most balanced. Board task
expectations vary across different functions among the board (Huse, 2007) so this balanced
distribution between executives and non-executive directors may explain their more consistent
perceptions about the tensions in what respects board role boundaries, despite chairman and
CEO mind alignment. These findings confirm the pivotal relevance of chairman/CEO role

boundary definition for board effectiveness revealed by Kakabadse and Kakabadse (2008).

4.5 Chapter summary

The discussion presented in this chapter, revealed many inconsistencies of the study
participants’ perceptions within the boardroom, namely related to the board role boundaries
between the chairman and the CEO and their strategic involvement. It was also shown that a
higher level of role indefiniteness was perceived within the chairman’ role when compared with
the chief officers. However the most impressive finding is that, somehow, chief officers are
undermined by the chairman, which translates tensions at board level that ultimately could affect
the organization performance. Moreover results show that despite the senior independent
director being perceived as a relevant position to be kept in the board, there is also a lot of
ambiguity related to the tasks and responsibilities of this position and consequently to the role it
plays within the boardroom.

The next chapter provides the conclusions of the research, its main contributions, its limitations

and areas for further investigation.
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CHAPTER 5 - CONCLUSION

5. Conclusion

Né&o ha solugées, ha caminhos.1!
Padre Vasco Magalhaes (2003)

This concluding chapter will examine the findings as they relate specifically to the research
question. Following the review of the key research findings the chapter will discuss the main
implications. This chapter discusses the originality and contribution of this study to both the
academic and management communities. The thesis ends with a short reflection on the

limitations of the research and suggestions for areas of further investigation.

5.1. Revisiting the research question and survey's conclusions

This project aimed to explore the dynamics and performance at the boardroom in a non-Anglo-
American context in order to understand the contribution and the role that boards play. The
literature review (see Chapter 2) identified a gap between firms’ expectations from the boards’
tasks (boards’ role) and their contribution (what the boards actually do). Scholars previously had
not thoroughly researched this area (Mace, 1972; Stiles, 2001; Leblanc and Gillies, 2005; Huse,
2009). Therefore, the purpose of this survey was to try to fill this void as much as possible by
bridging the gap between board role expectations and actual board role reality and shed light on
boards’ real contribution and ultimately their effectiveness.

As a result of the literature review, the author framed the following research question to address
the gap in the empirical research: What is the perceived role and contribution of the boards of
directors? Consequently, the author designed the research project to understand and explore
Portuguese listed companies’ boards of directors as an appropriate exploration of the perceived
boards’ role and descriptive research design for the perceived boards’ contribution. Despite the
attractiveness of using a survey that describes how directors do or enact their role, the author
decided to check and explore the things that directors actually perceive that they do. This
decision was then reinforced by the opportunity to replicate the Kakabadse and Kakabadse
(2007) survey in the Portuguese environment. Thus, this work intended to generate 'what is’
knowledge to stimulate and facilitate future research of 'how to' knowledge generated through
process studies. The author based the empirical study on the quantitative survey which was
administered to the board members of the Portuguese listed companies at Euronext Lisbon, in
2011. Therefore, this survey explored a set of quantitative data from a sample of directors who
express their views on the Chairman, the Board, the Senior Independent Director and the CEO
performance, based on their own (board) experience. From the onset, the author assumed that

not considering the board of directors as context driven might lead to the gap widening between

There are no solutions, there are pathways. Priest Vasco Magalhaes. Translation provided by the author.
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board role expectations and actual board role reality. Regardless the hegemonic role played by
the universalistic attempts to reform corporate governance around the world, mainly among the
listed companies, this research intended to show and, has shown the relevance of the particular
context where firms act and its influence. In fact being corporate boards social constructs
(Aguilera and Jackson, 2003; Johnson et al., 1996) its functioning is indelibly connected with the
specific institutional environments in which they operate.

The overall findings raised three major issues related to 1) role boundary between chairman and
chief officers and indefiniteness of both the chairman and the SID roles; 2) lack of clarity
regarding the board’s strategic involvement and, 3) the relation between board members,
namely executive and non-executive.

Scholars have found the role boundary between chairman and CEO as pivotal to governance
application (Kakabadse and Kakabadse, 2008) and have consistently found it a determining
factor in board effectiveness (Westphal 1999, Roberts and Stiles, 1999; Barratt et al., 2003;
Gabrielsson et al., 2007; Kakabadse and Kakabadse, 2008; 2010; O’Higgins, 2009). Kakabadse
and Kakabadse (2009), referring to the 'system’s’ pressure to 'deliver the numbers', contend that
'the system’, whilst disabling corporate responsibility and governance, heap significant legal and
administrative demands on corporate boards to uphold the highest standards of governance
obligations. The question is whether this paradox affects board effectiveness. The empirical
evidence shows that the lack of clearance between chief officers and chairman roles may be
related to the governance recommendations in force. In reality, the Governance Code, whilst
recommending boards to delegate the executive management powers simultaneously, posits
that the powers’ delegation does not hinder the board’s capacity to act upon the same matters
which might lead to overlapping tasks. In addition to the role boundary issues that board
members perceived, they perceived a slightly higher level of role indefiniteness regarding the
chairman’ role. Specifically, executive directors feel that the chairman is not as assertive
towards risk as one should expect him or her to be. Perhaps more impressive are the disparate
results regarding the chairman’s operational involvement. These results show an overlapping of
the chair (too involved) and CEO functions and activities, thus creating tension between these
two positions, which ultimately is reflected negatively in the boardroom climate and with the
board’s performance. The study results also revealed a great deal of role ambiguity about the
independent directors’ role and contribution and consequently, to the role they play within the
boardroom. Board independence has been the cornerstone of the governance debate for long,
although considerable divergent views exist on the right proportion of independent directors and
their definition (Dalton et al. 1999). Despite board members perceiving this position as offering a
valuable contribution to board dynamics, findings showed that the board members need to re-
evaluate and re-define the SIDs’ role needs.

This research evidences that a lack of clarity exists regarding the board’s strategic involvement.
Findings show that there is lack of clarity in the roles which both the CEO and the chairman
perform as the overall rates are not strong in what concerns their roles towards the

organisational strategy. Despite the increasing importance of the board’s role in strategic
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management, according to empirical research (Blair and Stout 2001, Johnson et al. 1996,
Pearce and Zahra 1991), the findings identified that this area requires further attention and
improvement. As Mueller et al. (2003) suggest, it might translate the conflicting requirements
and constant tension that boards of directors face into fulfiling the monitoring role
(independence) and the strategy role (involvement). In the Portuguese case this situation might
be worse due to some strategic matters that have a major impact on the companies’ strategic
setting and direction and which are ruled at the shareholders’ meeting. This could lead to a grey
zone on the strategic role boundary on which the board of directors play.

Concerns subsist around the chairman and CEO relationship and its impact upon the board
environment and ultimately its effect in board effectiveness. Findings indicate that there is
tension between these two positions. The tension is perceived both ways - when participants
rate directly the chairman/CEO relation (level of openness, working together for targets, mutual
benefits from the relationship, for instance), clearly demonstrating both are far from being of a
‘like mind’ and CEO being, to some extent, undermined by the chairman, but above all when
looking at the disparate views between the two teams (executive and non-executive) when
grading both positions. For example, survey results showed that the executive directors are
least positive in their perception of the chairmen, showing distance between the chairman and
the executive team. Furthermore, survey results showed that chief officers are not closely
aligned with the board, whilst executive directors do not see the chairmen as having a close
relation with them as they would like. Moreover, the Chapter 4 discussion revealed many
inconsistencies of study participants’ perceptions precisely when rating the relationship between
the two leaders. At this stage, we require further investigation to understand the nature of this
tension. Nevertheless, those findings confirm Kakabadse and Kakabadse (2006:30) conclusions
that 'no amount of attention to governance controls and procedures is perceived as
compensatory for an effective working relationship between the Chairman and the CEQO'. In fact,
regardless of whether Portuguese legal corporate governance is highly developed (OECD,
2011), 'effective governance application is dependent on the Chairman and CEQO nurturing a
supportive and transparent relationship and manner of interaction.' (Kakabadse and Kakabadse,
2006:31).

5.2 Implications of the research
With the purpose of exploring the role and contribution of boards of directors, this survey draws
three key conclusions: first, there are, generally, many inconsistencies around the board role
boundaries between the chairman and the CEO and, particularly, around their strategic
involvement. Second, tensions arise from the way that this relationship evolves and affects both
teams (the executive and non-executive directors) and third an absence of a clear picture of the
board’s role regarding its strategic involvement. In so doing, there is the need to improve the
chairman/CEO role boundaries and also clarify the board’s role, as a whole, regarding its
strategic involvement. Indeed, the grey zone created by the fact that some strategic matters

which have a major impact on the companies’ strategic setting and direction, are taken at the

103



shareholders meeting may lead to a lax corporate directorship on a day-to-day activities so
ultimately affecting not only board effectiveness but above all the overall organization
performance. Additionally, further investigation is required to analyse the extent to which the
national corporate governance legal framework and other relevant contextual variables are
potentially affecting boards’ dynamics and, as a consequence, the firm’'s performance. Lastly,
particular attention needs to be paid to the impact created by the deployment of the 'magical
relationship'. Recall from our discussion in Chapter 2 (literature review) that despite national
contexts, nationally determined practices, role delineation (or not) and sound governance
application (or not), the qualities and behaviour of the leaders emerge as the pivotal key to
determine a firm’s success (Kakabadse and Kakabadse, 2007a).

Finally, results suggest that there is not a shared and clear perception of the chairman’s role
among survey participants. However, findings confirm the role of chairman as influential and
powerful in shaping the board through, for instance, generation of consensus and acting as a
role model for others. Concomitantly the chairpersons rate, systematically, themselves higher
than other directors and do not strongly encourage others to give feedback on his/her
performance. Adding up all these findings, it seems that despite the chairperson’s paramount
relevance to contribute to board effectiveness, board functioning issues surrounding his/her role
are affecting the chairmanship. The chairman, as the apex of corporate leadership in the
organisation, is a critical factor in determining a firm’'s success. So that further improvements
are required to guarantee the full exercise of chairmanship and therefore the long term value

creation to all stakeholders.

5.3 Contributions of the research

Theoretical contribution

This survey makes at least four contributions to the corporate governance literature. The first
contribution stems from the study of boards of directors in a non-Anglo-American context using
an alternative research method. In an article with the objective to present an overview of
empirical research on boards and governance in leading international academic journals,
Gabrielsson and Huse (2004) contend that no articles employed cluster analysis. In that sense
this study’s approach is novel. Moreover, it enlarges and enriches the still scarce but growing
non-mainstream literature on boards of directors (Huse, 2005; Levrau and Van den Berghe,
2009). Second, this survey provides directions to open the 'black-box' of board dynamics and it
has contributed to 'dismantling the fortress' in studies of boards of directors (Daily et al., 2003)
whilst exploring and understanding directors and their interactions inside the boardroom. This
inquiry does not intend to generate universal theory about boards, rather, it tests the theories
surrounding the role and contribution of boards of directors producing locally relevant
knowledge. As such it contributes to opening the 'black-box' that characterises the actual

scholarship knowledge. Third, this study also stresses the relevance of considering the human
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side of governance. It shows one of the major flaws of the corporate governance reforms whilst
attempting to uniformly create governance mechanisms and practices with the purpose of
enhancing board effectiveness. To forget the human and social side of the board of directors,
the bilateral influence between people and the organisational structures, somehow denies the
complex and richness of the social nature. Maybe this is one of the root causes of the
mentioned gap between the board of directors’ role and the correspondent practice, on which
this survey sheds light. As Van der Berghe and Levrau (2004:467) put it, 'Structures are no
guarantee for an effective board working: they are only a facilitator. Structures are 'brought alive'
by people.! Much of board research is data based, examining boardroom dynamics from a
distance (Dalton and Dalton, 2011). In contrast, this survey contributes to a relatively small, but
growing stream of research which draws on the growing recognition that the board is a living
social system that operates as a 'team' and having a human dimension, whose behavioural
aspects have a deep impact on board contribution to the firm’s performance. Finally, this
research contributes to theory by demonstrating the particular context where firms act and its

influence in the board dynamics. As such, asserting that boardroom behaviour is context-driven.

Managerial contribution

Wong (2012:11) argues that for board members to reach their potential they should '1) think like
an owner; 2) know their companies; 3) be prepared to “roll up their sleeves’; 4) take charge of
their priorities; 5) hire a collaborative CEO; and 6) protect their authority and independence.”
Above all, this survey contributes to management practice by exploring the actual role and
contribution of the boards of directors. In particular, the study provides guidance to those board
members who wish to improve their own performance at boardroom level, by highlighting the
current issues that board members experience in trying to perform their role. To perform Wong’s
targets (2012), board members first need to have a clear perception of the board’s role
expectations and how actual board performance meets board role expectations.

Whilst entailing 'what is' knowledge about the role and contribution of the corporate apex
decision-making group, it leads to the overarching and painful (but absolutely needed) reflection
about the pivotal boards’ role as shapers of the ever changing business society relationship. It is
the duty of management scholars in an age of an ever-expanding influence of companies, to

raise society’s awareness of corporate responsibility.

5.4. Limitations of the research
This study’s contribution to existing knowledge has its own limitations. Without considering the
limitations, contributions may be biased or, at least, not deeply understood by all. This study
would have benefited further from using a qualitative approach. In fact, the use of a mixed
method approach would allow a greater understanding of the mechanisms underlying the
quantitative results and a richer knowledge about the role and contribution of boards through

board members’ voices.

105



5.5 Areas of further investigation

As already mentioned, the author structured this survey to generate 'what is' knowledge with the
aim to stimulate and facilitate future research of '"how to' knowledge generated through process
studies. Therefore, qualitative research is now necessary to explore in greater depth and detail
the role and contribution of boards, but above all, to understand the nature of the tension and
the 'why’ of the disparate views between the executive and non-executive board members.

This research has proven the existence of many inconsistencies of study participants’
perceptions related to the role boundaries between the chairman and the CEO and their
strategic involvement. Following Stiles’ research design (2001), it would be interesting to survey
company secretaries on the role of the board to foil answers’ biases since this group 'may be
thought to respond in a less self-serving fashion' (Stiles, 2001:633).

Despite the findings’ confirmation of how the chairman’s role is influential and powerful in
shaping the board, the study has not given enough attention to the role of the chairman. Further
research into his/her critical influence in determining the nature of boardroom relationship

dynamics and how he/she shapes board effectiveness would be of capital relevance.

5.6 Chapter summary
This chapter closes the thesis. Aiming to present the survey conclusions, it has identified the
implications and the contributions to knowledge that this research has made, has acknowledged

its limitations and suggested potential avenues for further investigation.
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ANNEXES

ANNEX A

Chairman of the Board Questionnaire

Portugal Study

Instructions:

All Board directors are invited to participate in this international and confidential survey on the role of the Chairmen of
the Board. We would be grateful if you could complete the following questionnaire with the respect to a Board of which
you are a member. If you belong to more than one Board, please choose one to guide your responses to the following
questions. The questionnaire is divided into five sections and should take about 15 minutes to complete.

Your responses will be treated in the strictest confidence and only reported in aggredated form. At your discretion a
copy of the findings will be made available on completion of the study.

Please return your completed questionnaire by 30/08/11.

Thank you for your co-operation
1. Demographics

Please tick the boxes where appropriate.

1. Age: O 4, Size of the Board:
Under 30 1 1-5members (I}
30to 39 b 6- 8 members [
40to 49 0s 9-11 members DB
50t059 (m 12 - 14 members 0.
60 to 69 Os 15 or more members Os
70 or over D 6
2. Gender: 5. Current Board position held: -
Male 0O: Chairman | |t
Female O: Vice-Chairman | 12
3. Highest level of education: ] Executive Director I
School/College certificate D 1 Non-Executive Director 4
Undergraduate 0: Independent Director : 5
:22;2:233::: ll\)A:csttc)e::te gi CEO/Administrador -Delegado/Presidente da
Other 05 Comiss3o Executiva/Presidente Executivo | |5
Chief Operating Officer/Operations Manager |17
Chief Financial Officer/Financial Manager | |s
General Manager | |°
Outro | |0
6. On how many Boards do you sit? 10. Your nationality:
(please specify) ... North American O:
Latin {Central/South) American O:
7. Frequency of Board meetings EE:ZEE:: i illin U gi
;fn‘izl:‘thly g 1 European - Russian Os
Month 2 African Os
nomy Os Australasian a-
Q.uar'terly Oa Indian Oe
i;a:r;:jlly g 2 Middle Eastern (| 9
Far Eastern O
8. Typical length of meetings: Other (please specify below) Ou
Half a day or less O e ————
One day Q- 11. Place of company registration:
One and a half day O-
Two days O
Mare than two days Os
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9. Committes of the Board:
Do they exist and are you a member? Existe Membro

Audit [ - 12. Is the company in the:
Remuneration 12 ] PSI 20 (]
Nomination I O I E PSI Geral 0:
Investiment | [+ || Neither 0:
Risk I I I

Strategy I e I

Corporate Social Responsability 2 I

Environmental Sustainability I I I

Other - which? I Gl I B

13. Ownership concentration
In the company to which Board your responses correspond to is there one shareholder who owns (directly and indirectly)
20% or more of the woting rights/shares?

Yes D 1
No Y

14. Separation of Chairman of the Board and CEO
a) In the company to which Board your responses correspond to the CEO and the Chairman of the Board are the same person?

Yes I:I 1
No 12

15. Independent Directors
a) In the company to which Board your responses correspond to how many independent directors do exist? I:I

b) out of I:I directors

16. Executive and non-executive Directors
a) In the company to which Board your responses correspond to how many executive directors do exist? I:I

b) and how many non-executive directors do exist? (incluing the independent directors) I:I

17. Information disclosure
a) In the company to which Board your responses correspond to there is the annual Corporate Governance report?

Yes I:I 1
No [
b) In the company to which Board your responses correspond to there is the annual Sustainability report?
Yes I:I 1
No I:IZ

18. Corporate Governance model
In the company to which Board your responses correspond to what is the Corporate Governance model adopted?

This categorization is the one defined in the Portuguese Commercial Societies Code
Latin 1
Composed by Board of Directors + Audit Board

Anglo-American - One tier |:|2
Composed by Board of Directors which integrate na Audit Committee + ROC

German - Two tier 3
Composed by Executive Board of Directors + Supenisory Board + ROC
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|2. Chairman

Please rate the Chairman, even if this is you, on the following aspects (ranging from1=Not at all true to9=Very

true).

2.1 Strategic Decisons Not at all true Very true
1. Drives the \ision 7 9
2. Determines organization strategy 7 9
3. Enables understanding of organization strategy 7 9
Exeouthe 1o realse the goss of e organsation | 1 2 3 4 5 6 T 8
2.2 Governance Not at all true Very true
é.E%IearIy delineates his/her role from that of the 1 2 3 4 5 6 7 8 9
[2)% ’\CAIae:;Ié/ec;iI;:teates the role of the Board from that 1 2 3 4 5 6 7 8 9
iéir;;ristes gowvernance best practice in the 1 2 3 4 5 6 7 8 9
g.hzilomotes governance best practice in the supply 1 2 3 4 5 6 7 8 9
i.rai;?cn;oggrsn g;; r?tompany as gowvernance best 1 5 3 4 5 6 7 8 9
6. Follows through on governance initiatives 1 2 3 4 5 6 7 8 9
2.3 Risk Not at all true Very true
1. Promotes risk management thinking 1 2 3 4 5 6 7 8 9
2. Drives through risk management protocols 1 2 3 4 5 6 7 8 9
3. Enhances awareness of corporate reputation 1 2 3 4 5 6 7 8 9
4. |dentifies corporate reputation wulnerabilities 1 2 3 4 5 6 7 8 9
5. Emphasises shareholder relations 1 2 3 4 5 6 7 8 9
2.4 Style Not at all true Very true
1. Encourages open debate 1 2 3 4 5 6 7 8 9
2. Summarises well 1 2 3 4 5 6 7 8 9
3. Captures the essence of argument 1 2 3 4 5 6 7 8 9
4. Is easy to talk to 1 2 3 4 5 6 7 8 9
5. Raises sensitive issues 1 2 3 4 5 6 7 8 9
6. Handles tensions/sensitivities well 1 2 3 4 5 6 7 8 9
7. Works well with the CEO 1 2 3 4 5 6 7 8 9
8. Is disciplined 1 2 3 4 5 6 7 8 9
9. Encourages consensus 1 2 3 4 5 6 7 8 9
10. Promotes teamwork 1 2 3 4 5 6 7 8 9
11. Uses teamwork to stifle debate 1 2 3 4 5 6 7 8 9
12. Operationally, becomes too involved 1 2 3 4 5 6 7 8 9
2.5 Qualities Not at all true Very true
1. Takes a long term view 1 2 3 4 5 6 7 8 9
2. Is trustworthy 1 2 3 4 5 6 7 8 9
3. Displays integrity 1 2 3 4 5 6 7 8 9
4. Encourages challenge 1 2 3 4 5 6 7 8 9
5. Is persistent 1 2 3 4 5 6 7 8 9
6. Acts as a role model for others 1 2 3 4 5 6 7 8 9
7. Is robust 1 2 3 4 5 6 7 8 9
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2.6 Performance

Not at all true

Very true

Not

relevant

1. Displays little concern for shareholders 1 2 3 4 5 6 7 8 9
2. Effectively evaluates the performance of the CEO| 1 2 3 4 5 6 7 8 9
3. Eﬁectlvely evaluatgs the performance of the 1 2 3 4 5 6 7 8 9 10
Senior Independent Director
4. Effectively evaluates the performance of the 1 2 3 4 5 6 7 s 9
Board members
5. Evaluates the performance of the Board as a 1 2 3 4 5 6 7 3 9
whole
6. Encourages feed-back on his/her performance 1 2 3 4 5 6 7 8 9
7. Clarifies the skills/experience required of each 1 2 3 4 5 6 7 8 9
Board member
8. Utilises well the skills/experience of Board 1 2 3 4 5 6 7 8 9
members
9. Dgtermmes the spread of skills/experience 1 2 3 4 5 6 7 8 9
required on the Board
10. Is professional in the search for CEO 1 2 3 4 5 6 7 8 9
replacement
11. Is professional in the search for Board member 1 2 3 4 5 6 7 8 9
replacement
_12. Calls upon the Senior Independent Director to 1 2 3 4 5 6 7 8 9 10
intervene when necessary
13. Respects t_he intervention of the Senior 1 2 3 4 5 6 7 8 9 10
Independent Director
14. \_]omtly determlnes_ Board agenda with the 1 2 3 4 5 6 7 8 9 10
Senior Independent Director
15. Asks Board members to determine items for 1 2 3 4 5 6 7 8 9
the Board agenda
16. Dlscusses_sensmve issues with the Senior 1 2 3 4 5 6 7 8 9 10
Independent Director
17. Displays little concern for stakeholders 1 2 3 4 5 6 7 8 9
3. The Board
Please rate the Board on the following aspects (ranging from1=Not at all true to9=Very true).

Not
The Board...... Not at all true Very true

relevant

1. Benefits from the Chairman's contribution 1 2 3 4 5 6 7 8 9
2. Is diligent in governance application 1 2 3 4 5 6 7 8 9
3. Is attentive to corporate reputation 1 2 3 4 5 6 7 8 9
4. Is attentive to risk management 1 2 3 4 5 6 7 8 9
5. Performs effectively 1 2 3 4 5 6 7 8 9
6. ‘Is well palanced in terms of member 1 2 3 4 5 6 7 8 9
skill/experience
7. Is divided 1 2 3 4 5 6 7 8 9
8. Be‘neﬁ‘ts from the Senior Independent Director 1 2 3 4 5 6 7 8 9 10
contribution
9. Challenges the Chairman when necessary 1 2 3 4 5 6 7 8 9
10. Has clear criteria for Board member 1 2 3 4 5 6 7 8 9
replacement
11. Emphasises enhancing shareholder relations 1 2 3 4 5 6 7 8 9
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4. The Senior Independent Director

Please rate the Senior Independent Director on the following aspects (ranging from1=Not at all true to9=Very
true). If this position does not exist in your Board please go to point number 5.

The Senior Independent Director...... Not at all true Very true
1. Is attentive to shareholders 1 2 4 7 9
2. Works well with the Chairman 1 2 3 6 7 8 9
3. Has the confidence of the Board 1 2 3 4 5 6 7 8 9
4, Alct as the "link" between the Board and the 1 2 3 4 5 6 7 8 9
Chairman
5. Offers feed-back to the Board 1 2 3 4 5 6 7 8 9
6. Holds separate meetings with the Board 1 5 3 4 5 6 7 8 9
members
7. Has clegrl}/ |d§nt|ﬁed the tasks and 1 2 3 4 5 6 7 8 9
responsabilities in his/her role
8. Is clear about is/her role 1 2 3 4 5 6 7 8 9
9. Is the person to approach when difficulties arise 1 2 3 4 5 6 7 8 9
19. Is the pe!'son shareholders approach when 1 2 3 4 5 6 7 8 9
difficulties arise
11. Leads the search process for a new Chairman 2 3 4 5 6 7 8 9
12. Promotes improving shareholder relations 2 3 4 5 6 7 8 9
5. The CEO
Please rate the CEO on the following aspects (ranging from1=Not at all true to9=Very true).
The CEO...... Not at all true Very true Not
relevant
1. and the Chairman are of a like mind? 1 2 3 4 5 6 7 8 9
2. Drives the \ision 1 2 3 4 5 6 7 8 9
3. Determines the strategy 1 2 3 4 5 6 7 8 9
4. Respects the Chairman 1 2 3 4 5 6 7 8 9
5. Has an open relationship with the Chairman 1 2 3 4 5 6 7 8 9
6. V.ISIb|y benefits from the relationship with the 1 5 3 4 5 6 7 8 9
Chairman
7. 1s undermined by the Chairman 2 3 4 5 6 7 8 9
8. Communicates well with the Board 1 2 3 4 5 6 7 8 9
9. Delineates duties from that of the Chairman 1 2 3 4 5 6 7 8 9
10. Adopts a different style to the Board compared 1 2 3 4 5 6 7 8 9
to the Management team
1_1. Interacts well with the Senior Independent 1 2 3 4 5 6 7 8 9 10
Director
12. Displays little concern for shareholders 1 2 3 4 5 6 7 8 9
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ANNEX B

Questionario sobre os Presidentes dos Conselhos de Administracéo

Instrucdes:

Todos os membros dos conselhos de administragé@o sdo convidados a participar neste inquérito internacional e

Estudo em Portugal

confidencial sobre o papel desempenhado pelos Presidentes dos Conselhos de Administracdo. No caso de pertencer a

mais do que um conselho de administragdo por favor seleccione apenas um para guiar as suas respostas neste

questionario. Este esta dividido em cinco partes e ndo dever4 demorar mais do que quinze minutos a completar. As
suas respostas serdo tratadas com a maxima confidencialidade e serdo somente apresentadas de uma forma
agregada. Caso esteja interessado uma coépia dos resultados do estudo ser-lhe-a4 enviada, aquando da sua concluséo.

Por favor envie as respostas ao questionario até 30/09/11

Muito obrigada pela sua colaboragéo

1. Caracterizacao

Por favor escolha a alternativa que melhor se adequa:

1. Idade
inferior a 30
30a39

40 a 49

50 a 59

60 a 69

70 ou superior

o g~ WN P

2. Sexo
Masculino
Feminino

3. HabilitagGes literarias
Ensino secundario
Licenciatura

Mestrado

Doutoramento

Outros

g~ W NP

6. A quantos conselhos de administragéo

pertence? (por favor especificar)  .........

7. Frequéncia das reunides do conselho:

Semanal | |1
Quinzenal | |2
Mensal |3
Trimestral | |4
Semestral | 15
Anual 6

8. Duracdo tipica dasreunides:
Meio dia ou menos

Um dia

Um dia e meio

Dois dias

Mais do que dois dias

g~ W NP
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4. Dimensdo do Conselho de Administracdo
1 - 5 membros

6 - 8 membros

9 - 11 membros

12 - 14 membros

15 ou mais

5. Posicao ocupada actualmente:
Presidente do Conselho de Administracao
Vice-Presidente do Conselho de Administracao
Administrador executivo

Administrador ndo executivo

Administrador Independente
CEO/Administrador-Delegado/ Presidente da
Comisséo Executiva/ Presidente Executivo
Chief Operating Officer/Director de Operacdes
Chief Financial Officer/Director Financeiro
Director Geral

Outro

10. Nacionalidade

Norte-americana
Latina-americana (Centro e Sul)
Europeia - UE
Europeia - ndo UE
Europeia - Russa
Africana
Australiana
Indiana

Médio Oriente
Extremo oriente
Outra - qual?

a A~ W NP a A~ W NP

© 0 N O

© 0 N O g b~ WN PP

=
~ o
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9. Comissdes do Conselho de Administragédo
Assinale as comissdes existentes e aquelas nas
quais € membro efectivo Existe Membro
Auditoria 11 1
Remuneragao

Nomeagdes

Investimento

Risco

Estratégia
Responsabilidade Social
Sustentabilidade ambiental
Outra - qual?

12. A organizagéao integra:

PSI 20

PSI Geral

Nenhum 3

© 0N b~ WDN

© o ~NoO UbdwWwN

13. Controlo de propriedade
Na empresa onde ocupa a posic¢ao referida na pergunta 5. existe um accionista que detém (directa e indirectamente)
mais do que 20% dos direitos de wto/ac¢Oes da empresa?

sim I:ll
nao DZ

14. Separacéo das funcgfes de Presidente do Conselho de Administragcdo (PCA) e Presidente da Comissao
Executiva (PCE)
a) Na empresa onde ocupa a posicao referida na pergunta 5. existe separacdo entre os cargos PCA e PCE?

existe l:l 1
néo existe |:|2

b) em caso afirmativo, os cargos sdo desempenhados por pessoas diferentes?
sim El 1
nao |:|2

15. Administradores Independentes

a) Na empresa onde ocupa a posicéo referida na pergunta 5. quantos administradores independentes existem? D

b) num total de :ladministradores

16. Administradores executivos e ndo executivos

a) Na empresa onde ocupa a posicéo referida na pergunta 5. quantos administradores executivos existem? D

b) e quantos administradores ndo executivos existem? (incluindo os administradores independentes)

17. Tipo de informacéao disponibilizada
a) Na empresa onde ocupa a posicéo referida na pergunta 5. existe Relatério de Corporate Governance?

sim I:l 1
nao |:|2
b) Na empresa onde ocupa a posicéo referida na pergunta 5. existe Relatério de Sustentabilidade?
sim El 1
nao |:|2

18. Modelo de Governo Societario
Na empresa onde ocupa a posi¢ao referida na pergunta 5. qual o modelo de Governo Societario adoptado?

A categorizacdo aqui apresentada é a que esta consagrada no Cédigo das Sociedades Comerciais

Monista / Latino 1

composto por Conselho de Administragcéo + Conselho Fiscal

Anglo-saxénico Dz
composto por Conselho de Administragdo, que integra uma Comisséo de Auditoria + ROC

Dualista / Germanico Dg
composto por Conselho de Administracdo Executivo + Conselho Geral e de Supenisdo + ROC
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2. O Presidente do Conselho de Administracao

Por favor classifiqgue o Presidente, mesmo que ocupe esse cargo, quanto aos seguintes aspectos (desde 1=ndo
corresponde até 9=corresponde totalmente)

- P Nao Corresponde
2.1. Decisb6es estratégicas
corresponde totalmente
1. Impulsiona a viséo 1 2 3 4 5 6 7 8 9
2. Determina a estratégia organizacional 1 2 3 4 5 6 7 8 9
3. Pro_moye a compreensao da estratégia 1 5 3 4 5 6 7 8 9
organizacional
4. Trabf.ilha em sn.nto.nla com o (FEO/D|recgao{Adm 1 2 3 4 5 6 7 8 9
Executivo para atingir os objectivos organizacionais
5. Trab_alh_a em smtoma com a 9qua d_e gestéo 1 2 3 4 5 6 7 8 9
para atingir os objectivos organizacionais
Na C d
2.2 Governacéao a0 orresponde
corresponde totalmente
1. Destringa claramente o seu papel do do CEO 1 2 3 4 5 6 7 8 9
2. Dganngaflaramente 9 papel do Cfonselho de 1 2 3 4 5 6 7 8 9
Administracdo do da equipa de gestéao
3. Promowe boas praticas de governagéo na 1 2 3 4 5 6 - 8 9
empresa
4. Prgmove boas praticas de governacdo em toda a 1 2 3 4 5 6 7 3 9
cadeia de valor
5. Promf)\_/e a orgamzagaoN(:omo um exemplo de 1 2 3 4 5 6 7 8 9
boas préaticas de governacdo
6. Gar_ante que as iniciativas de governagao sao 1 2 3 4 5 6 7 8 9
cumpridas
N&
2 3 Risco ao Corresponde
corresponde totalmente
1. Promove uma atitude de gestéo do risco 1 2 3 4 5 6 7 8 9
2. Estabelece protocolos de gestéo do risco 1 2 3 4 5 6 7 8 9
3. Prorpoye a consuenyahzaga_o pgra a 1 5 3 4 5 6 7 8 9
importancia da reputagéo organizacional
4. Ideptlﬁc_a winerabilidades na reputagao 1 2 3 4 5 6 7 8 9
organizacional
5. Enfatiza as relagbes com os accionistas 1 2 3 4 5 6 7 8 9
2 4 Estilo Nao Corresponde
corresponde totalmente
1. Encoraja um debate aberto 1 2 3 4 5 6 7 8 9
2. Sumariza adequadamente 1 2 3 4 5 6 7 8 9
3. Interpreta a esséncia do argumento 1 2 3 4 5 6 7 8 9
4. Disponibiliza-se com facilidade 1 2 3 4 5 6 7 8 9
5. Traz a discussé&o assuntos sensiveis 1 2 3 4 5 6 7 8 9
6. Gere tensdes/sensibilidades adequadamente 1 2 3 4 5 6 7 8 9
7. Trabalha alinhado com o CEO 1 2 3 4 5 6 7 8 9
8. E disciplinado 1 2 3 4 5 6 7 8 9
9. Encoraja a existéncia de consensos 1 2 3 4 5 6 7 8 9
10. Promowe o trabalho de grupo 1 2 3 4 5 6 7 8 9
11. Utiliza o trabalho de grupo para estabelecer o 1 2 3 4 5 6 7 8 9
debate
12. Operacionalmente, enwlve-se demasiado 1 2 3 4 5 6 7 8 9
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N&o Corresponde

2.5 Qualidades P
corresponde totalmente

1. Adopta uma \Vis&o de longo prazo 1 2 3 4 5 6 7 8 9

2. E confiavel 1 2 3 4 5 6 7 8 9

3. Demonstra integridade 1 2 3 4 5 6 7 8 9

4. Encoraja os desafios 1 2 8 4 5 6 7 8 9

5. E persistente 1 2 3 4 5 6 7 8 9

6. Actua como um exemplo para os restantes 1 2 3 4 5 6 7 8 9

membros

7. E consistente 1 2 3 4 5 6 7 8 9

2.6 Competéncia NEE Corresponde |  No
corresponde totalmente |aplicavel

1. Qemonstra pouca preocupag&o com 0s 1 2 3 4 5 6 7 8 9

accionistas

2. Avalia eficazmente a competéncia do CEO 1 2 3 4 5 6 7 8 9

3. A\@!la eficazmente a competéncia do 1 2 3 4 5 6 7 8 9 NA

Administrador Independente

4. Avalia eficazmente a competéncia dos membros 1 2 3 4 5 6 7 8 9

do Conselho

5. Avalia a competéncia do Conselho como um 1 2 3 4 5 6 7 8 9

todo

6. EncoAran a a\alla(iao asua 1 2 3 4 5 6 7 8 9

competéncia/actuacdo

7. Clarifica as competenmas/experlenmg requerldas 1 2 3 a 5 6 7 8 9

para cada membro do conselho de administragéo

8. Tira o melhor partido adequadamente as

competéncias/experiéncia dos membros do 1 2 3 4 5 6 7 8 9

conselho de administracéo

9. Determina a diversidade de

competéncias/experiéncia necessarias para o 1 2 3 4 5 6 7 8 9

conselho de administracéo

10. E profissional na selec¢&o de um nowo CEO 1 2 & 4 5 6 7 8 9

11. E profissional na selecggo.de unj novo 1 2 3 4 5 6 7 3 9

membro do conselho de administracdo

12. Solicita a intervencao do Adml{u;trador 1 2 3 4 5 6 7 8 9 NA

Independente sempre que necessario

13. Respeita a intervengdo do Administrador 1 2 3 4 5 6 7 8 9 NA

Independente

14. Determina a agenda do conselho de

administracdo juntamente com o Administrador 1 2 3 4 5 6 7 8 9 NA

Independente

15. Solicita aos membros do conselho a aposi¢do

de assuntos na agenda do conselho de 1 2 3 4 5 6 7 8 9

administracéo

16. Discute assuntos sensiveis com o Director 1 2 3 4 5 6 7 8 9 NA

Independente

17. Demonstra pouca preocupagao com 0s 1 2 3 4 5 6 7 8 9

"stakeholders"
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3. O Conselho de Administracao

Por favor classifiqgue o Conselho de Administragdo quanto aos seguintes aspectos (desde 1=n&o corresponde até
9=corresponde totalmente)

Nao Corresponde

O Conselho de Administragao......
corresponde totalmente

1. Beneficia das contribuicdes do presidente do
Conselho de Administracao

2. E diligente na aplicagéo das regras da

= 1 2 3 4 5 6 7 8 9
gowvernacéo
3. Esté atento a reputagdo da organizagdo 1 2 3 4 5 6 7 8 9
4. Esté atento a gestdo do risco 1 2 8 4 5) 6 7 8 9
5. Executa eficazmente 1 2 3 4 5 6 7 8 9
6. EstaAequlllbrado erp tgrmos de 1 2 3 4 5 6 7 8 9
competéncias/experiéncia
7. Esté dividido 1 2 3 4 5 6 7 8 9

8. Beneficia das contribuicbes do Administrador
Independente

9. Desafia o Presidente do Conselho de

o . - 1 2 3 4 5 6 7 8 9
Administracéo, quando necessario
10. Possui critérios claros para a substituicdo de 1 2 3 4 5 6 7 3 9
membros do conselho
11. Enfatiza o reforco das relagdes com os 1 2 3 4 5 6 7 3 9

accionistas

4. O Administrador Independente

Por favor classifique o Administrador Independente quanto aos seguintes aspectos (desde 1=ndo corresponde até
9=corresponde totalmente). Caso esta fung¢é@o néo exista no Conselho a que preside e/ou pertence por favor
passe para a questéo 5.

N&o Corresponde
O Administrador Independente...... P
corresponde totalmente
1. Esté atento aos interesses dos accionistas 1 2 3 4 5 6 7 8 9
2. Traba.lh.a allnpado com o Presidente do Conselho 1 2 3 4 5 6 7 3 9
de Administragéo
3. Tem a confianga do Conselho de Administragéo 1 2 3 4 5 6 7 8 9
4. Act igaca
_c _ua cor~no o elo de_ ligacéo entre o conselho de 1 2 3 4 5 6 7 8 9
administra¢&o e o presidente
5. Da o seu pare(?e.r quarlto a actuagao do 1 2 3 4 5 6 7 8 9
conselho de administracdo ao presidente
6. Tt i0
em reunides geparadfls com os membros do 1 2 3 4 5 6 7 8 9
conselho de administracéo
7. Identlflcgy com clareza as te}refas e 1 2 3 4 5 6 7 8 9
responsabilidades da sua funcéo
8. Act
ctua com clareza quanto ao papel a 1 2 3 4 5 6 7 8 9
desempenhar
9. E indicad It do d
apessoa in |§§ a a consultar aquando do 1 2 3 4 5 6 7 8 9
aparecimento de dificuldades
10. E ionist
a pessoa qug 0s accmnls. as procuram 1 2 3 4 5 6 7 8 9
aquando do aparecimento de dificuldades
11. Lidera o processo de seleccdo para 0 hovo
Presidente do Conselho de Administrag&o ! 2 3 4 5 6 ! 8 9
12. P Ihoria d. lacd
. rgmove a melhoria das relag6es com os 1 2 3 4 5 6 7 8 9
accionistas
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5.0 CEO

Por favor classifique o0 CEO quanto aos seguintes aspectos (desde 1=n&o corresponde até 9=corresponde

totalmente)

1. O CEO e o Presidente do Conselho de
Administracdo sdo mentes gémeas?

2. Impulsiona a viséo

3. Estabelece a estratégia organizacional

4. Respeita o Presidente do Conselho de
Administracdo

5. Tem um relacionamento aberto com o
Presidente do Conselho de Administragéo

6. Beneficia Visivelmente do relacionamento com o
Presidente do Conselho de Administragéo

7. E prejudicado pelo Presidente do Conselho de
Administragéo

8. Comunica adequadamente com o conselho de
administracao

9. Destringa os seus deveres dos do Presidente do
Conselho de Administragao

10. Adopta um estilo diferente para o Conselho
daquele adoptado para a equipa de gestao

11. Interage adequadamente com o Administrador
Independente

NA

12. Demonstra pouca preocupacao pelos
accionistas

Nao

corresponde
1 2
1 2
1
1 2
1 2
1 2
1 2
1 2
1 2
1 2
1 2
1 2

Corresponde

totalmente
8 9
8 9
8 9
8 9
8 9
8 9
8 9
8 9
8 9
8 9

Obrigada pela sua colaboracéo
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Questionario sobre os Presidentes dos Conselhos de Administracao

Estudo em Portugal

Por favor devolva o seu questionario no envelope anexo, ja enderecado e selado. No caso de pretender
gue as suas respostas sejam anénimas, queira por favor devolver esta folha separadamente.

No caso de pretender uma cOpia dos resultados deste estudo, por favor assinale no local respectivo e
forneca os seus dados nos campos dedicados a esse propdsito.

Sim, gostaria de receber uma copia dos resultados deste estudo |:|1

Contactos:

0] 0 = PP
U007 S
e T =T

e o L= o o

Por favor devolva esta folha para:

Ana Cristina Simoes

DBA - Escola de Gestéo do ISCTE-IUL
INDEG/ISCTE

Av. Prof. Anibal de Bettencourt
1600-189 Lisboa

ou

acmss@iscte.pt
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ANNEX C
Chairman scores
Dimension Iltems Minimum |Maximum | Mean S_td'_
Deviation
ovACe L e |3 9. e s
governance Chairman promotes best pract within company 1 9 8.08 1.148
‘govenance [Chairman follows on governance iniatitves R il of s04] 1427
‘govemance  |Chairman promotes companyas bestpractcompliant R il 9o 796 1387
‘govemance |Chairman promotes best practwithin supplychain R A of 784] 1467
‘govemnance [Chairman clearly delineates role fom CEO R il 9| 725 2590
performance |Chairman respects the interventionof SO R il o 763 1656
performance  |Chairman effectively evaluates CEO performance 1 il 9o  732] 1515
‘performance |Chairman calls upon the SID to intervene when necessary R il 9o 719 2075
‘performance |Chairman utilises well the skills/experience of board members R il 9 691 1859
performance |Chairman effectively evaluates SID performance R il 9| 685 1987
Pperformance |Chairman determines the spread the skills/experience required onboard | il 9 682 1862
performance |Chairman evaluates board performance as awhole | il 9| 659 2528
‘performance |Chairman asks board members to determine items for the board agenda | il 9o 619 3099
Pperformance |Chairman is professional in the search for board member replacement | il 9o  617| 2288
performance |Chairman effectively evaluates board members performance | il o 616 2212
performance |Chairman displays litle concern for stakeholders R il 8 601 2070a)
performance |Chairman displays litle concern for shareholders R il 8| 586 2658a)
performance |Chairman discusses sensitive issues with the SID R il 9| 582 2860
performance |Chairman encourages feed-back on his performance R il of 571 2923
‘performance |Chairman is professional in the search for CEO replacement B il 9 559 3152
performance |Chairman clarifies the skills/experience required of board members | il 9| 528 2762
‘performance |Chairman jointly determines board agenda with the SID R il of 445 3202
qualites ~ |chaiman displays integray R s| 9| s46| 0938
qualies ~ |chaimanis tusworty R s| o 839 1053
qualites ~ |chaiman acts as role model forothers B s| 9 829 1057
qualites ~ |chaiman encourages challenge R a0 9o 825 1011
qualites ~ |chaimanis persistent R A 9o 811 0994
qualites ~|chaimanisrobust R s| 9| 809 1302
qualites * |chaiman takes along term view R il o 788] 1275
sk ~ |chairman enhances awareness of corporate reputation R il 9  809| 1259
sk ~ |chaiman emphasises shareholder refations R 2| of 745 2201
sk * |chairman promotes risk management thinking 1 il 9o  730] 1537
sk ~ |chairman identifies corporate reputation wulnerabilities B il 9 691 1803
sk * |chairman drives through risk manag protocols R il 9| 589 2749
‘strategic decisions [Chairman works together w/ CEO for targets R il 9o 819 1120
strategic decisions |Chairman drives the vision R il o 759 2074
‘strategic decisions [Chairman enables understanding strategy R il of 717| 1555
‘strategic decisions [Chairman works together w/ manag team for targets R il o 712] 2445
strategic decisions [Chaimman determines organizationstrategy R il 9| s8] 2170
syle Chairman encourages consensus R s| o 833 1131
syle ~ |chaiman is disciplines R af 9| 825 1270
syle ~ |chaiman summariseswet B 3l 9 sos| 1498
syle ~ |chaiman encourages open debae R A 9 807 0940
syle ~ |chaiman captures the essence ofthe argument R 3l 9o sos| 1487
syle ~ |chaiman works welltheceo R il 9o s0s| 1113
syle ~ |chairmanis easytotalkto N s| 9|  805| 1057
syle ~ |chaiman handles tensions/sensitvites well R a0 9o 775 1042
syle ~ |chaiman promotes eamwork R o o 771 1249
syle ~ |chaiman raises sensitive issues R A of 757] 1467
syle ~ |chaiman uses teamwork to stifle debate R af o 753 1316
syle ~ |chaiman operationallybecomes oo involved B il o 452 2452a)

a) the original scale w as inverted
The n=68 for the questions related to SID
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ANNEX D

Fusion coefficients, Ward method

1600 -

600 -

Coeficcients distance

400 -

200 -

1 2 3 4 5 6 7 8 9 10 11 1213 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29

# of clusters
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ANNEX E
Cluster means
Views Clusters
1 2 3

Chairman clearly delineates role fomCEO .. 835 863 286
CEO delineates duties from that of the Chairman .~~~ |.._.856| 877/ 519
Chairman effectively evaluates CEO performance = .. 681 830 748
CEO and the Chairman are of a lke mind? .. 467 617 9.00
CEO is undermined by the Chairman . |.._.570| 587 576
Chairmandrives thevision . .. 672 817/ 895
CEO determines the strategy .. 798 863 505
Chairman works together w/ CEQ fortargets ... 770 857/ 890
Chairman works together w/ management team for targets |.._.583] 860/ 814
Chairman operationally becomes too involved .~ .. 635 243 290
Chairman works wellthe CEO . 1. 783 807 895
'CEO adopts a different style to the Board compared to the managementteam | _ 4.17| ~ 7.67|  6.95
CEO communicates well withtheBoard .. 794 833 743
CEO has an open relationship with the Chairman |.._.843 887/ 890
CEO visibly benefits from the relationship with the Chairman 7.57 8.47 9.00

Note: respondents rate on a nine-point scale, ranging from 1=Not at all true to 9=Very true
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