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ABSTRACT 

The purpose of this paper is to examine the impact of board characteristics- board size, 

board composition and CEO duality on financial performance of Indian companies. In India, 

governance structures are improving. The study analyzes the board structure and corporate 

performance of CNX Nifty companies for a period of three years i.e. 2012-13 to 2014-15 

using multiple regression analysis. The findings of the study show a negative relationship of 

board composition with profitability and negative association of CEO duality with corporate 

performance. The study shows mixed results regarding relationship between board size and 

profitability. The study suggests that Board independence leads to better corporate 

performance and placing dual role of CEO and chairmanship of the board on the same 

person has negative impact on profitability. This study establishes the importance of 

independent directors. It is not advisable to place dual role of CEO and Chairman on the 

same person. 

Keywords: Corporate Governance, Board Structure, Board Size, Board Composition, CEO 

Duality, Corporate Financial Performance, Boards of Directors. 

1. Introduction 

There has been much interest among scholars, researchers, governments including 

international agencies towards corporate governance due to financial scandals of late 1990s 

and global financial crisis of 2008. Corporate governance has gained significant importance 

over the last two decades after the corporate scandals and scams like Enron (US), WorldCom 

(US), Satyam (India) etc. These scandals are related to weak corporate governance (Berkman 

et al., 2009). Corporate governance is looked upon as a measure to enhance investor 

confidence and attract investments. Corporate governance is the set of processes, customs, 

policies, laws and institutions, affecting the way a company is directed, administered or 

controlled. The Cadbury Committee of U.K. in January, 2000 defined corporate governance 

as the system by which companies are directed and controlled (Cadbury, 2000).More 

specifically it is the framework by which the interests of various stakeholders are balanced 

i.e. management, board of directors, controlling shareholders, minority shareholders and 

other stakeholders. Corporate governance describes the structure of rights and responsibilities 

among the parties that have a stake in a firm (Aguilera and Jackson, 2003). A key objective 

of a corporate governance system should be the enhancement of shareholder wealth. An 

effective corporate governance system can help to ensure an appropriate division of power 

among shareholders (Mcconomy et al., 2000). Ensuring better corporate governance practices 

in the corporations will result in boosting investors’ confidence as investors have the belief 

that a company with good corporate governance can reduce the risk and attract further 

investment (Agrawal and Knoeber, 1996). It is now well recognized that corporate 

governance plays an important role in enhancing firm value (Erickson et al., 2005; Cho and 

Kim, 2007). The firms having high governance score have a high market value (Black et al., 

2006). Firms having weak governance structures face more agency problems and managers 

of those firms get more private benefits due to weak governance structures (Core et al., 

1999). Evidence suggests that firms in emerging economies are discounted in financial 

markets because of weak governance (Shleifer and Vishny, 1999). Improvements in 
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corporate governance can enhance investor confidence and increase these firms’ access to 

capital (Rajagopalam and Zhang, 2009). 

Indian Context 

There is much interest in corporate governance in India due to opening up of economy and 

increasing trend in listing of companies on international stock exchanges. The impetus is on 

increasing the foreign direct investment as a means of promoting long-term economic 

development. As such the focus on foreign investment development in India has necessitated 

a more transparent approach to corporate operations (Jackling and Johl, 2009). Corporate 

governance acquired a mandatory status in India in early 2000 through the introduction of 

clause 49 of the Listing Agreement as all listed companies on stock exchange were required 

to comply with these norms.  The Companies Act, 2013 includes a number of new provisions 

aimed at improving the governance of public companies. There has been a clear move in 

India to develop the corporate market to attract foreign investment. The new Companies Act, 

2013 proposes structural and fundamental changes in the way companies are governed in 

India and incorporates various lessons from the corporate scams of the recent years. 

Appointment of independent directors is made compulsory to improve the board oversight 

processes. The focus of the new act is on making the existing legislations more meaningful in 

the context of investor protection and customer interest and making it globally compliant.  

 

2. Background Literature 

In modern corporations, ownership and management are separate from each other which 

initiates agency problem. The management takes decisions on behalf of shareholders. 

Managers seek personal interests as the real owners- shareholders are absent. This leads to 

agency problem. Researchers see corporate governance problem as a conflict between 

shareholders and management. A firm’s board of directors is expected to perform the pivotal 

tasks of monitoring and advising top management (Drobetz et al., 2013).The role performed 

by the board of directors towards monitoring the management and thus improving the 

corporate performance has been the crux of corporate governance literature. Rose (2005) 

argues that the corporate board plays a key role in supervising management and aligning their 

interests with the interests of the shareholders. A board enhances the firm performance and 

enact legally vested responsibilities and fiduciary duties (Zahra and Pearce II, 1989). 

Hermalin and Weisbach (2003) claim that smaller, outsider-dominated boards are more 

effective in monitoring management and thus serve shareholders’ interests best. This paper 

provides an insight into the aspects of the board size, board composition, CEO Duality as the 

important drivers in improving profitability. The paper contributes to examine the board 

structure issues and their impact on firm profitability in India. Aspects of board composition 

and board size are very relevant in the Indian context considering the recent changes brought 

about by new companies Act, 2013. As there is limited research in India on the role of board 

of directors as a major feature of corporate governance, it brings insights into improvements 

in profitability in the global financial markets. The various scholars study the relationship of 

board of directors and profitability as: 

 Board Size and Profitability 

The researchers have been largely interested in the study of the influence of size of board of 

directors on financial performance of the company. The findings of previous studies have 

shown mixed results with regard to relationship between board size and performance. 

According to Hermalin and Weisbach (1991), the membership of board is a case of corporate 

governance that has an impact on agency theory. Some authors seem to favour a large 

council. Board's capacity for monitoring increases as more directors are added. Klein (2002) 
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also argued that a large board size should be preferred to small size because of the possibility 

of specialization for effective monitoring and advising functions. The author asserted that 

Board size has positive impact on firm performance i.e. bigger the board size, better the 

corporate performance. Arslan (2010) found a positive impact of board size on stock market 

performance of the firms. In the same direction, Zahra & Pearce (1989), Adams & Mehran 

(2003) and Abidin (2009) found that firms with large board of directors ensure a better 

performance. However, another strand of literature showed that, the large boards are less 

effective and have a negative impact on company's performance. Forbes and Milliken (1999) 

state that larger boards may hamper consensus building and projects may be a victim of board 

indecisiveness. Fama and Jensen (1983), Lipton and Lorsch (1992) and Yermack (1999) also 

favour small boards. Jensen, for instance has questioned the effectiveness of boards with 

more than 7 to 8 members, arguing that such boards are not likely to be effective. Large 

boards result in less effective coordination, communication, flexibility and decision making. 

Board of directors have a significant influence on the corporate performance as they help in 

fostering the link with external environment. A well constituted board with optimum number 

of directors helps in value enhancement for shareholders. The number of directors on board 

(board size), therefore, is a critical factor that influences the performance of a company 

(Kumar and Singh, 2013) Chaganthi et al. (1985) argue that board size is a significant board 

attribute and affects board functions and eventually corporate performance. There does not 

seem to be a consensus among financial economists as to what size of board is optimum for 

the companies. Bigger boards have advantage of wider pool of expertise and greater links 

with the outside world. Research in the area suggests that as groups increase in size, they 

become less effective because of coordination and process problems outweighing the 

advantages gained from having people of diverse background (Jensen, 1993). Yermack 

(1996) also finds that smaller boards lead to higher market values. He finds an inverse 

relationship between firm value and board size by using a sample of large US corporations; 

the empirical findings by Kumar & Singh (2013) show a negative relationship of board size 

with firm value.   

 Board Composition and Profitability 

Board composition is another board characteristic that needs consideration. The instances of 

corporate scandals, for example, Enron, Satyam and WorldCom lead to the issue as to what 

composition of board is best able to monitor management. Board consists of two different 

types of directors, executive and non-executive. Executive directors are responsible for the 

day-to-day affairs of the company. They have direct responsibility for business functions 

such as finance and marketing (Weir and Laing, 2001). A non executive independent director 

is defined as an independent director who has no affiliation with firm except for his/her 

directorship (Clifford & Evans, 1997). Board Composition is determined by the ratio of non 

executive independent directors relative to total number of directors. There is an apparent 

presumption that boards with significant outside directors will make different and perhaps 

better decisions than boards dominated by insiders. The independence of board is a 

mechanism to reduce manager’s discretion and opportunism. Much research has shown that a 

high proportion of independent directors on the board improve the quality of financial 

disclosure and subsequent financial performance of companies (Chen et al., 2000). Fama& 

Jensen (1983) suggested that non executive directors can play an important role in effective 

resolution of agency problem & their presence on the board can lead to more effective 

decision making.Bhagat found surprising significant positive relation between board 

independence and operating performance for the period 2003-2007.However the results of 

empirical studies are varied on this also. Chugh et al. (2011) said that an excessively 

autonomous board with a higher proportion of independent directors lowers the profitability. 
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Rosenstein & Wyatt (1990) reported a positive stock price reaction at the announcement of 

the appointment of independent director, implying that the proportion of outside directors 

affects shareholders' wealth. Uadiale's (2010) study also revealed a positive association 

between directors sitting on the board & corporate financial performance. She suggested that 

the composition of outside directors as members of the board should be sustained and 

improved upon. Weir & Laing (2002) also indicated that the proportion of non executive 

directors on board has positive effect on the Tobin's Q in UK. Jackling & Johl (2009) found a 

positive and significant relationship between board composition and financial performance as 

measured by Tobin's Q. Estes (1980) indicated that it is hard for outside directors to 

understand the complexities of business. Hsu (2010) employed UK data of failed firms and 

matched against non failed firms and concluded that over emphasizing on independence of 

board is not favourable to firm's survival. It is argued that outside directors often lack the 

time and information to meaningfully contribute to the complex management process 

(Mintzberg, 1983).Yermack, 1996 and Bhagat and Black, 1999 also found a negative 

relationship between the proportion of outside directors and corporate performance. On the 

other hand, Hermalin and Weisbach (1991) found no relationship between board composition 

and performance (using Tobin’s Q as the performance measure). 

 CEO Duality and Profitability 

According to Brickley et al. (1997), duality is the allocation of the same person as CEO and 

Chairman of the board for the same period. CEO duality has been blamed for governance 

failures in Enron, WorldCom and HIH and hence firms are under pressure to split the 

chairman and CEO roles. One of the main tasks of the board is to evaluate top management 

including CEO. In firms, where CEO is a part of the board of directors, it is questionable 

whether the board will evaluate the CEO genuinely. A CEO who is the sole manager on the 

board is argued to be more powerful than boards consisting of other managers and thus 

influence decision-making, which in turn can have negative impact on performance (Adams 

et al., 2005). Fama and Jensen (1983) and Jensen (1976) suggest that CEO duality may hinder 

board’s ability to monitor management and thereby increase the agency cost. As a result, 

splitting the titles of CEO and Chairman of the Board will improve firm performance. 

Agency theory believes that the separation of the chairman and CEO roles leads to greater 

scrutiny of managerial behavior and thus leads to better performance (Lorsch and Maciver, 

1989; Millstein, 1992). Because CEO duality signals the absence of separation of decision 

management and control, the board will be unable to effectively monitor and evaluate the 

CEO (Fama, F., Jensen, M., 1983).  

Contrary to agency theory, stewardship theory outlines that holding both positions by one 

person would enhance firm performance with that holding two positions by one person can 

monitor the firm unambiguously and can have a unique command throughout the firm 

(Adams, R., Almeida, H., Ferreira, D., 2005; Davis, JH, Schoorman, D, Donaldson, L, 1997; 

Finkelstein, S, D'Aveni, RA., 1994). Stewardship theory maintains that CEO duality creates a 

unity at the top of the organization (Donaldson and Davis, 1991). Interestingly is the fact that 

dual CEO firms also have higher CEO ownership, which might be required to more strongly, 

align the interests of CEO and shareholders. CEO duality, therefore, helps to avoid confusion 

among managers, employees and other stakeholders as to who is the boss and facilitates more 

timely and more effective decision-making (Finkelstein, S, D'Aveni, RA., 1994). Otherwise, 

the firm may experience conflicts at the top, reduced speed and effectiveness indecision-

making and, finally, poor performance (Brickley, J., et al., 1997; Donaldson, L., Davis, J., 

1991). 

Given the different approaches of Agency theory and Stewardship theory, evidence on the 

impact of duality is mixed. Rechner, P. L., Dalton, D. R., (1999) report that in periods with 
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high financial returns (1978-1980) the non-duality firms out-performed the duality firms. 

Splitting the role of the chairman and the CEO has led to greater financial performance 

(Coles et al., 2001). Sarkar et al. (2009) consider duality as an obstacle to the board's role 

since it allows weakening the control making by directors. Westphal (1999) also emphasizes 

that CEO's intervention on the board, or even taking up the chairman's position, may end up 

in diminished involvement and effectiveness of board members. Nevertheless, through 

studying both accounting and stock market data, Bhagat and Black (1999), do not obtain 

evidence that greater independence results into higher performance. Arslan (2010), on the 

basis of sample of companies for the period between 1995 and 2006 concluded that 

separation is not found to have any impact on the stock market performance of the firms. 

 

3. Research Methodology 

The objective of the study is to examine the impact of board size, board composition and 

CEO duality on profitability. A series of statistical tools have been applied, such as 

descriptive statistics, correlation, multiple regression and tests of significance (t-test and F-

test) on pooled data to study the relationship between corporate governance and corporate 

profitability using secondary data. The data of India’s top companies as represented by Nifty, 

an indicator of the 50 top major companies on the National Stock Exchange (NSE) over a 

period of three years from FY 2012-13 to FY 2014-15 has been used to study the impact of 

various board characteristics over profitability. Out of these 50 companies, Banks and Public 

Sector Companies were excluded as they have governance structures different from 

companies registered under Companies Act, 2013. The final sample consisted of 33 

companies with data for three consecutive years till 2014-15 thereby leading the total number 

of observations to 99(33*3). The financial data of the companies has been obtained from the 

database – Ace Equity and data on some governance variables was collected from ‘Corporate 

Governance’ Reports and companies’ websites. 

Variables used in the model 

The different variables used in the empirical model are: 

Dependent Variables: The dependent variable here is profitability / corporate financial 

performance. Firm’s performance is measured here by using 2 parameters.  Return on Assets 

(ROA) and Return on Capital Employed (ROCE). The data for both the variables has been 

gathered from the Financial Statements of the companies. 

Independent Variables / Predictor Variables: Board structure as represented by Board Size, 

Board Composition and CEO duality are the variables of interest. Board Size is represented 

by the total number of directors sitting on the board. Board composition is the ratio of 

Independent directors to total directors.CEO duality is a dummy variable. It takes value 1 if 

duality is there otherwise 0. 

Control Variables: The size of the firm and leverage have been included as control variables. 

The size of the firm has direct relationship with the profitability. It is represented here by log 

of sales and leverage also has the important impact on the profitability. It is here represented 

by debt-equity ratio of the companies.  

Empirical Model 

In order to examine the relationship between board characteristics and firm performance, the 

following models are developed keeping Return on Assets & Return on Capital Employed 

as proxies for profitability: 

MODEL 1 :     ROAit =α+β1BDSIZEit + β2BDCOMPit+β3CEODit +β4 SIZEit+β5 LEVERAGEit +εit 

MODEL 2:     ROCEit =α+β1BDSIZEit + β2BDCOMPit+β3CEODit +β4 SIZEit +β5 LEVERAGEit +εit 
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Where 

 ROAit is Return on Assets for ith firmat time t, 

 ROCEit is Return on Capital Employed for ith firmat time t, 

 BDSIZEit is the board size for ith firmat time t 

 BDCOMPit is the ratio of independent directors to total board size for ith firmat time t 

 CEODit is the CEO duality for ith firmat time t. It takes value 1 if duality exists, 

otherwise 0 

 SIZEit is the size of the company as represented by log of sales for ith firmat time t 

 LEVERAGEit is the debt-equity ratio for ith firmat time t 

 αistheintercept, 

 βiistheregressioncoefficientofithvariableand 

 εit is the composite error term 

 

4. Results and Findings 

The descriptive statistics of all the variables are shown in Table 1. 

Table 1 

Descriptive Statistics 

 N Mean Minimum Maximum Std. Deviation 

ROA 99 11.8871 -23.97 36.94 10.22705 

ROCE 99 28.7793 -31.53 170.24 27.63122 

Board Size 99 12.677 7.0 19.0 2.6335 

Board Composition 99 .4787 .00 .73 .11676 

CEO Duality 99 .24 0 1 .431 

Size 99 4.2249 .94 5.60 .55244 

Leverage 99 .2308 .00 1.24 .28269 

The results suggest that average board size in the Nifty 50 companies is about 13 with 

minimum of 7 and maximum 19 members on the board. The average percentage of 

independent directors on the board is found to be 48% ranging from 0% to 73%. As per the 

table, Profitability, as measured by Return on capital employed is 29% ranging from negative 

32% to 170% and 12% under Return on Assets performance measure, with minimum 

negative 23.97% to maximum 36.94%. On an average there is 24% incidence of CEO duality 

in the sample. Average debt equity is 23% with minimum of 0% and maximum 124%. 

Table 2 

Correlation Matrix 

 ROCE ROA Board Size Board 

Composition 

CEO 

Duality 

Size Leverage 

ROCE 1       

ROA .772
**

 1      

Board Size .033 .175 1     

Board 

Composition 

-.017 .039 -.046 1    

CEO Duality -.110 -.014 .133 .096 1   

Size .136 .190 .535
**

 .060 .224
*
 1  

Leverage -.454
**

 -.538
**

 .077 .081 .136 .242
*
 1 

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

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

Table 2 presents correlation between ROA and independent variables as well as ROCE and 

independent variables. The basic requirement for multiple regression is absence of multi 

collinearity between the independent variables. As none of the variables have r=0.8 or more, 

it implies the correlation between different independent variables is low or moderate, hence 
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the problem of multi collinearity is not there. Results show that apart from, CEO duality, and 

leverage, other variables show a positive correlation with ROA. On the other hand, variables 

- Board size and Size of the Company show positive correlation with ROCE and Board 

Composition, CEO duality and leverage show negative correlation with profitability. The 

negative correlation between Board Composition and profitability demonstrates that increase 

in proportion of independent directors decreases profitability. One possible explanation 

would be that inside members are more familiar with the activities of the company and they 

can better monitor operations of the company compared to independent directors. Company 

size and board size have positive and significant correlation which we can infer that bigger 

companies tend to have larger board size. CEO duality is found to have significant positive 

correlation with company size which shows that bigger companies place dual role on the 

same person. CEO duality shows negative correlation with both the performance measures 

i.e.  ROA & ROCE, it supports the agency theory which shows that when a same person 

plays dual function, profitability declines. 

 

Table 3 

Regression Results-Dependent Variable- ROA 

Intercept -13.002 

Board Size 
.066  

(.489) 

Board Composition 
.075  

(.353) 

CEO Duality 
-.013  

(.871) 

Size 
.303  

(.003)* 

Leverage 
-.620  

 (.000)* 

Adjusted R
2
 .374 

F-Statistic 12.710* 

Durbin Watson Statistic 1.153 

* significant at the 0.05 level (2-tailed). 

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

 

Table 3 gives output of Regression Analysis (R
2
, F value and beta values) taking ROA as 

dependent variable. Durbin Watson test was applied to check autocorrelation, the value of 

which is found to be 1.153, which is closer to 2. It affirms the absence of self correlation of 

errors i.e. auto correlation. The value of adjusted R
2
 is found to be significant and it is .374 

which shows that 37.4% of the variation in the dependent variable is explained by the 

independent variables. It can be seen that although board size has positive coefficient but it is 

not significant. This exhibits that bigger board size has positive impact on profitability as 

measured by ROA. It supports findings of Kathuria and Dash (1999) who argue that firm’s 

performance increases if the board size increased. Same is the case with Board Composition 

which shows positive coefficient thus supports the finding by Bhagat (2008) who found 

positive relation between board independence and operating performance for the period 

2003-2007. CEO duality has a negative coefficient, though it is not significant. It may be so 

because CEO duality signals the absence of separation of decision management and control, 

the board will be unable to effectively monitor and evaluate the CEO (Fama, F., Jensen, M., 

1983). The positive and significant coefficients of size indicate that bigger firms have better 

profitability as measured by ROA. Leverage also has positive impact on profitability. 
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Table 4 

Regression Results-Dependent Variable- ROCE 

Intercept -17.161 

Board Size 
.091 

(.388) 

Board Composition 
.011  

(.900) 

CEO Duality 
-.103  

(.257) 

Size 
.331  

(.003)* 

Leverage 
-.514 

(.000)* 

Adjusted R
2
 .248 

F-Statistic 7.460 

Durbin Watson Statistic 1.773 

* significant at the 0.05 level (2-tailed). 

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

 

Table 4 presents output of Regression Analysis taking Return on Capital Employed as 

dependent variable. Durbin Watson test was applied to check autocorrelation, the value of 

which is found to be 1.773, a value closer to 2 shows absence of autocorrelation. The overall 

model is found to be significant and Adjusted R
2 

is .248, from which we can infer that the 

model explains about 25% of the variation in the profitability due to independent variables. 

Coefficient of the Board Size is found to be negative which indicates smaller boards tend to 

perform better. Yermack (1996) also found that smaller boards lead to higher market values 

Board composition is found to have positive but insignificant impact on profitability. Weir & 

Lang’s (2002) study also revealed a positive association between proportion of non executive 

directors and profitability. The coefficient of CEO duality is negative. It supports the findings 

of Jensen (1976) that CEO duality may hinder the board’s ability to monitor management and 

thereby increase the agency cost. Again, size is found to have positive and significant impact 

on profitability as measured by ROCE. Leverage shows negative impact on profitability. 

5. Conclusion 

The present study is based on top Indian companies’ board structure and its impact on 

corporate performance. The present study found positive impact of board size when ROA is 

taken as performance measure while taking ROCE as performance measure, it’s found 

negative. The role of non executive& independent directors was emphasized through the 

implementation of Clause 49 in 2005 and The Companies Act,2013 also provides for 

appointment of minimum proportion of independent directors on the board.The present study 

reveals positive but insignificant relationship between the ratio of independent directors 

(represented by board composition) and profitability. It supports the role of independent 

directors as advocated in the literature. CEO duality in both the models is found to have 

negative impact on the profitability. The present study contributes to the existing literature by 

supporting the agency theory that CEO duality, combining the positions of CEO and chair in 

one person, creates additional agency costs, and impairs performance. CEO duality does not 

create any synergies and there is no support for the stewardship theory.  

The present study supports the existing literature relating to Board Composition and CEO 

duality. More research needs to be done on as to what size of board would lead to better 

corporate performance as the present study showed mixed about impact of Board Size on 

profitability. In summary, the board structure has considerable impact on the firm’s financial 

performance. 
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Limitations of the study  

Like any other research, the present study suffers from some short comings. Some important 

board characteristics which might have significant impact on corporate performance have 

been ignored e.g. directors’ ownership, frequency of meetings and promoters’ ownership etc. 

Secondly, the sample size is small i.e.33 companies for 3 years leading to 99 observations in 

total. Some results are not statistically significant. Results for impact of board size are self 

contradictory. Also, absence of identifying role of institutional owners can also be considered 

a main shortcoming. 

Scope for further research  

Further studies can be carried out by increasing the sample size, including other board 

parameters like equity holding by independent directors, frequency of meetings, board 

activity, ethnic diversity, promoter’s ownership, presence of institutional owners etc. Industry 

specific analysis can also be done provided number of firms in a given sector is sufficiently 

representative. 
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