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Abstract

The research employs 147 non- financial companies in India as a sample to examine how various corporate gover-
nance practices (such as board size, board diversity, board independence, frequency of board meetings, and CEO du-
ality) affect firm performance. The study period is 13 years starting from 2011-12 to 2023-24. Adopting the static panel
structure (Fixed Effect model), the findings reflect an affirmative association amidst a range of corporate governance
practices and firm performance. This research theoretically contributes by adding new evidence from an intriguing
market like India to the existing body of work. Practically speaking, the study's conclusions would assist the stock ex-
change regulators and other regulatory agencies in strengthening board management in improving firm performance.
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Introduction

Recently, corporate governance has received due attention both
in developed and developing economies. Several studies have
been conducted considering the influence of corporate gover-
nance on various firm-specific characteristics like firm size,
capital structure, firm performance and firm’s profitability [1-
4] However, there is a lack of studies to address the impact
on firm performance of corporate governance practices. Better
corporate governance practices generally can safeguard the in-
terest of stakeholders against the expropriation of insiders and
promote corporate transparency, monitoring and control thereby
triggering an improvement in firm performance. Consistent with
this, the bid-ask spread is modest in countries where sharehold-
er’s rights are well protected (Jain, 2003). Corporate governance
can influence firm performance by imposing strong surveillance
on managers, restricting them from suppressing information. In
this way, a strong and effective governance system can enhance
transparency in the stock market leading to enhanced perfor-
mance by depressing informational asymmetry.

The term ‘corporate governance’ has become one of the buzz-
words used in case of global business. Sound corporate gover-
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nance system in a company minimizes risk, provides access to
global financial markets, showing transparency and ultimately
intensifies firm performance.

On the contrary, sustainable value has become more and more
important in respect of all the companies throughout the globe.
Strategically, value creation is the ultimate goal of every firm.
So, value creation and sustainability of such value have become
the principal motto that every firm should try to attain. Sustain-
able value is closely connected with firm performance. If a com-
pany is able to attain sustainable value, then it should try to en-
hance firm performance by means of strong monitoring system,
reducing agency costs, providing access to financial markets and
showing transparency.

In this comprehensive framework, this study sheds light on the
influence of corporate governance practices on firm performance
in case of Indian companies. In doing so, this study adds several
novelties to the existing literature. First, the present study seeks
to examine the nexus among board size, board diversity, board
independence, frequency of board meetings, CEO duality and
firm performance in the Indian context. In doing so, the current
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study adds several novelties to the existing literature. First, this
is one of the few studies to investigate the link among board
size, board diversity, board independence, frequency of board
meetings, CEO duality and firm performance in India. Second,
prior research has focused on either time-varying attributes or a
cross-sectional approach. By investigating the panel structure,
the current study fills in the gap. Third, the present study has
been conducted considering a sample of top 147 NSE-listed
non-financial companies with the intent to capture the compre-
hensive view of best blue-chip companies along with the mid-
cap companies in India. Fourth, in practical terms, the findings
of this study would be beneficial for the stock market regula-
tors and corporate managers in devising plans and policies and
other future courses of action. Different regulatory bodies and
corporate managers should try their level best to perform good
corporate governance practices (CGP) so as to intensify firm
performance. Lastly, in today’s global competitive world, man-
aging sustainable value he come a challenging task for corporate
managers, stock market regulators and others. This study will
be helpful for different regulatory bodies and others in devising
appropriate plans and policies in managing sustainable value of
Indian firms so as to intensity firm performance.

The remaining portion of the paper is organized as follows: The
survey of available literature and hypothesis of the study are pre-
sented in Section 2. The data and sample, research variables,
and method are all defined in Section 3. Section 5 concludes the
study, with section 4 providing the results and comments.

Survey of Literature and Hypothesis Development

From a theoretical standpoint, various ideas have emerged to
investigate the connection between corporate governance prac-
tices and the performance of firms. Agency theory and Resource
Dependency theory are two of the most popular.

Managers are viewed as agents of the company's principal (the
owner) according to the agency theory proposed by Fama and
Jensen and Meckling [5, 6]. The principal's (owner's) ability to
keep tabs on the manager's (agent's) actions is compromised
when the company's size increases. The rational, self-interested,
and opportunistic nature of humans is assumed in agency theory.
Under these assumptions, the manager is more likely to act in his
or her own self-interest than the organization's. Due to informa-
tion asymmetry, a potential conflict of interest can exist between
a company's owner (principal) and manager (agent) when the
latter has access to more detailed knowledge about the former's
business dealings. Agency costs have a negative impact on firm
performance.

The American academics Jeffrey Pferrer and Gerald Salancik
created the resource dependency theory in 1978. The primary
premise of this approach is that a company's resources are its
greatest asset. Power of board of directors depends on the con-
trol and access over those resources. Board of directors should
develop proper strategies in order to maintain open access to
resources so as to intensify firm performance.

Board Size and Firm Performance

The agency theory states that a larger board of directors leads
to better company performance since more eyes are keeping a
close watch on things. A larger board, according to the resource
dependency hypothesis, also means more expertise and experi-
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ence in a wider range of fields. Companies with larger boards
have more connections to influential people in their field and
related fields. Since various directors have access to diverse re-
sources, company performance improves as the number of di-
rectors increases.

Kalsie and Shrivastav conducted research to establish a connec-
tion between the size of a company's board of directors and its
financial performance [7]. Findings from this study corroborate
the agency and resource dependency theory's prediction that a
larger board is associated with better company performance.

Based on the discussion above and the determined objective, the
following hypothesis is made:

HI1A: Board Size (BS) influences firm performance in an affir-
mative way.

Board Diversity (BD) and Firm Performance

Women's representation on corporate boards is essential for a
healthy corporate governance system. Female board members
are more likely to regularly attend meetings and pay close at-
tention to board meetings and supervising performance and oth-
ers [8-10]. Additionally, as compared to men, women tend to
be more cautious, self-assured, and risk- averse. Female board
members bring unique skills that can improve decision-making
and bolster oversight, both of which can boost a company's per-
formance.

The following hypothesis is formulated based on the above dis-
cussion and objective:

H2B: A more diverse board is associated with improved firm
performance.

Board Independence and Firm Performance

Directors who are not part of a company are considered indepen-
dent. They never allow bias to influence their governance deci-
sions. They are entrusted with the duty of safeguarding share-
holder interests via vigilant oversight. Appointing such directors
is beneficial for a company since they bring with them a higher
level of expertise and experience [11]. There is some evidence
that companies with independent directors do better [12-14]. By
keeping an eye on things, these outside directors can keep agen-
cy costs down and boost the company's performance [15].

The following hypothesis is made on the basis of the above dis-
cussion and objective settled:

H3C: Board Independence (BI) has a positive influence on firm
performance.

Frequency of Board Meetings and Firm Performance

An affirmative association exists in between corporate board
meeting frequency and company performance being identified
by Al-Daoud et al. in their analysis of companies trading on
the Amman Stock Exchange [16]. This is consistent with the
findings of Brick & Chidambaram, who found that when board
members meet regularly to discuss and engage one another on
operational issues, they improve both the decision-making pro-
cess and the firm's performance [17]. Similar to, Mangena and
Pike encountered a significant positive association across the
frequency of board meetings and the performance of companies
listed on the Zimbabwe stock exchange floor [18-22].
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There are a number of expenses associated with board meetings,
including managers' time, travel costs, and directors' meeting
fees. There may be further upsides, such as more time for board
meetings, strategy development, and managerial oversight. If
"firms have fewer board meetings than necessary, overempha-
sizing costs," then the frequency of board meetings will have a
positive linkage with "firm value." Evidence suggests that hold-
ing more frequent meetings is an inexpensive way to increase
productivity and the value of a business. If, on the other hand,
benefits are overemphasized, board meetings will have a nega-
tive impact on company value. A negative connection between
the number of board meetings held each month and company
performance was identified by Vafeas [23].

The following hypothesis is made based on the above discussion
and objective settled:

H4D: Frequency of Board Meeting (FBM) positively influences
firm performance.

CEO Duality and Firm Performance

Since a dual board leadership arrangement hinders the board's
ability to effectively regulate management, it is counterproduc-
tive and should be avoided [24]. In line with this, Duru et al.
revealed a significant negative link between CEO Duality and
business performance in their analysis of US firms [25].

A company's performance suffers when its chairman also acts as
its chief executive officer (a situation known as "CEO duality™).
To the contrary, if the CEO and chairman each had their own
distinct responsibilities, stakeholders could meet with the CEO
to tell about their grievances, the CEO would then inform the
chairman of these issues, and the chairman would do what he
could to solve them, leading to better decision making and ulti-
mately lead to better performance for the company.

CEO duality may aggravate the agency problem and increase
the information asymmetry between the firm's insiders and out-
siders, both of which are detrimental to the firm's performance
[26, 27]. Similarly, Hsu et al. discovered a robust inverse link
between CEO duality and company performance in the back-
drop of higher information costs in their analysis of Taiwan-list-
ed companies [28]. The results fit with the agency hypothesis as
well as the stewardship hypothesis. Pham et al. investigated the
influence of CEO duality on Vietnamese companies [29]. The
findings suggested that CEO duality could improve firm perfor-
mance throughout the owing to the unity of presented command,
as predicted by stewardship theory. However, agency theory ar-
gues that CEO duality is detrimental to company performance at
the maturing stage because it compromises the CEO's ability to
be monitored and controlled.

The following hypothesis is formulated based on the above dis-
cussion and objective settled:

HS5E: CEO duality (CEOD) has a positive influence on firm per-
formance.

Research Design
Data and Sample
The "Capitaline" database, a secondary source, has been em-
ployed as the basis for the database used in this investigation.
The study will focus on the top 150 non-financial companies
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listed on India's National Stock Exchanges (NSE). The goal in
making this choice is to obtain a representative cross- section of
Indian firms, both large and medium in size while minimizing
any potential sectoral biases in our sample. The study period is
from April 1, 2011, to March 31, 2024; however, three compa-
nies are left out due to differences in their fiscal years. Finally,
147 firms make up the total sample size. The sample will be
chosen no later than March 31, 2021.

Research Variable

Dependent Variable: Tobin's Q, a popular market-based indica-
tor that takes operational efficiency into account, has been used
to assess a company's performance. Tobin's Q is the ratio of mar-
ket value of equity + book value of all debt to book value of all
assets at a given moment [30-32].

Independent Variable: More specifically, five factors have
been considered, each of which reflects a different aspect of cor-
porate governance practices (Board size, Board diversity, Board
independence, Frequency of Board meetings, and CEO duality).

The determination of each independent variable is given below:

a) Board Size (BS) =Natural log of total number of directors on
the board at period t [33, 34]

Num\ber of women directors on the board at period t

b) Board Diversity( BD) [35, 36]

Total number of directors on the board at period t

Number of independent directors on the board during period t

c¢) Board Independence (BI) =
[14, 35]

Total number of directors on the board during period t

d) Frequency of Board Meetings (FBM) = Number of board
meetings held at period t
[14, 38]

e) CEO’s Duality (CEOD) = DUALITY = Coded ‘1’, ifBoard’s
Chairman acting as a CEO/Managing Director simultaneously
and Coded ‘0’, otherwise

[14, 39]

Control Variable: The study has taken firm size represented by
natural logarithm of annual sales figure as a control variable [40,
41].

Model Specification

The effect of board size (BS), board diversity (BD), board inde-
pendence (BI), board meeting frequency FBM), and CEO duali-
ty (CEOD) on company performance as measured by Tobin's Q
is investigated. The following empirical model is constructed to
test and validate the research's hypothesis:

Tobin'sQit = B1 + f2BSit +f3BDit +f4Blit +fsFBMit + B3CEODit +f7FSic + pit.... Model (1)

Where i (company) = 1, 2...147 and t (time) = 1, 2,3,4,..,12.
The above equation is written as per the pooled OLS model.
Accordingly, the regressors are assumed to be non-stochastic.
Furthermore, if the regressors are found to be stochastic, they are
uncorrelated with the error term ().
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The Breusch Pagan test and the F test have been run to compare
the pooled OLS model with two potential models for panel data:
the random-effect model and the fixed-effect model. Significant
(unreported) estimates for both the BP and F tests indicate the
need for panel data models, such as the random-effect model and
the fixed-effect model, respectively. The Hausman test has been
run to narrow down the options between the fixed-effect and ran-
dom-effect models. The fixed-effect model passes the Hausman
test and is therefore retained for further study.

Data Analysis

Summary Statistics

The descriptive statistics for all of the variables in this investi-
gation are presented in Table 1. There are a total of 1764 obser-

vations across all variables, representing full firm years. BS has
a statistically significant range (mean value = 2.343; Std. Dev. =
0.253) between 1.098 and 2.995. The distribution of BD values is
(mean value =.086; Std. Dev. = 0.078) and (range =0.002—.428).
The average value of a Bl is 0.515, with a range from -0.003 to
1.000. Data for FBM show a range of 3.000—19.000 (mean value
=5.416; Std. Dev. = 1.688). Statistics for CEOD indicate a range
from 0 to 1 (mean value = 0.513, Std. Dev. = 0.500). TQ values
can be found from 0.001 and 1573.211, with a mean of 6.564. FS
often falls in the range of 158.570 to 516681.600, with a mean
0f 22595.720.

Table 1:
TQ BS BD BI FBM CEOD FS
Mean 6.564 2.343 0.086 0.515 5.416 0.513 22595.720
Std. Dev. 62.598 0.253 0.078 0.152 1.688 0.500 60450.710
Minimum 0.001 1.098 0.002 0.003 3.000 0.002 158.570
Maximum 1573.211 2.995 0.428 1.000 19.000 1.000 516681.600
Observation 1764 1764 1764 1764 1764 1764 1764

Source: Authors’ tabulation

Notes: Table 1 shows the definition and measurement of variables.

Table 4.2 Panel-Unit Root Test

Table 2 displays the outcomes of Levin-Lin-Chu unit-root tests for model (1) variables

The null hypothesis of this test represents that the series contains a unit root, and the alternative states the series is stationary. Every
variable's Levin-Lin-Chu adjusted t-statistic is statistically significant at the 1% level. As a result, we can conclude that the chosen
variables are stationary at level, rejecting the null hypothesis in the process.

Table 2: Panel unit-root Test

Variable Adjusted t- statistic

TOBINS’Q -0.0001 *

BS -11.3071 *
BD -14.5391*

BI -14.9397*
FBM -14.7562*
CEOD -23.3879*
ES -0.0001*

Source: Authors’ own tabulation based on STATA output

Notes: This table presents the Levin-Lin-Chu unit-root test results of variables used in the model (1).

* indicates statistical significance at the 1% level

Testing the Multicollinearity

The outcomes of tests for multicollinearity for the model's ex-
planatory variables (1) are shown in Table 3. Board Size (BS),
Board Diversity (BD), Board Independence (BI), Frequency
of Board Meetings (FBM), and CEO Duality (CEOD) all have
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maximum VIF values below the threshold of 10 (Hair et al.,
1995), at 1.0400, 1.0600, 1.0600, 1.2900, and 1.2200, respec-
tively. This shows that there is no problem with multicollinearity
among the variables. The correlation matrix, displayed in Table
4.3, provides further confirmation of this finding.
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Table 3: Testing the Multicollinearity

Variable VIF I/VIF
BS 1.0400 0.9637
BS 1.0600 0.9419
BI 1.0600 0.9404

FBM 1.2900 0.7752
CEOD 1.2200 0.8190

Source: Authors’ own tabulation based on STATA output

Notes: This table presents the multicollinearity test results of explanatory variables used in the model (1).

Correlation Analysis

Table 4 displays the Pearson's correlation matrix showing the
strength of associations between the target variable, namely firm
performance (TQ), and the explanatory variables, namely Board
Size (BS), Board Diversity (BD), Board Independence (BI), Fre-
quency of Board Meetings (FBM), CEO Duality (CEOD), and
the control variable, namely total assets of a firm representing
Firm Size (FS). The data suggest a positive association in be-
tween Board Size (BS), Board Diversity (BD), Board Indepen-

Table 4 Correlation Matrix

dence (BI), Frequency of Board Meetings (FBM), CEO Duality
(CEOD) and Firm Performance (TQ). Tobin's Q, a measure of
the performance of a business, appears to be strongly associated
with firm size (FS), as calculated by the natural logarithm of
total assets. Importantly, the control and independent variables'
correlation coefficients should fall within the threshold of 0.80
(see Gujrati, 1995). This allows us to rule out the possibility of
multicollinearity between variables in the examined model.

Variables Tobin’s Q BS BD BI FBM CEOD FS
Tobin’s Q 1.000
BS 0.068%* 1.000
BD 0.052 0.036 1.000
BI 0.033* -0.70* -0.011 1.000
FBM 0.058 -0.009 -0.082* -0.085* 1.000
CEOD 0.050 0.052 -0.064* -0.093* 0.049 1.000
FS 0.037 0.168 0.049 -0.225% 0.041 0.65%* 1.000

Source: Authors’ tabulation

*1 % Level of Significance ** 5 % Level of Significance

Regression Results

Table 5 presents the estimates for our baseline model (Model 1).
Applying the fixed-effects regression model (as suggested by the
Hausman test given in Table 5), the results show that Board In-
dependence (BI) and frequency of board meetings (FBM) main-
tain a significant and positive relationship with firm performance
(coefficient = 400.03; p-value = 0.003 & coefficient = 541.00;
p-value =0.004), indicating that with the increase in the propor-
tion of independent directors to the total number of directors,
firm performance enhances. Further, board size (BS) and board

Table 5 Regression results

diversity (BD) also bear a significant and positive association
with firm performance (coefficient = 450.01; p value =0.001 &
coefficient = 560.02; p value =0.002) suggesting that increase in
corporate board size and conducting regular board meetings will
boost firm performance. Furthermore, board diversity (BD) and
CEO duality appear to have a significant and positive association
with firm performance. Concerning the control variable, firm
size (FS), as measured by natural logarithm of total assets has
a positive and significant influence on firm performance (TQ).

Variable FE
BS 450.01*
(0.001)
BD 560.02*
(0.002)
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BI 400.03*
(0.003)
FBM 541.0*
(0.004)
CEOD 67.767*
(0.003)
FS 08.235%*
(0.004)
Constant 100.105
(0.320)
R’ : Within 0.0234
Between 0.0058
Overall 0.0097
F-Statistic 24.810*
Wald chi2(8)
Hausman Test 21.540%*
chi2(7)
N 1764

Note: * denotes 1 % Level of Significance, ** denotes 5 % Level of Significance and p values are reported in the parenthesis

Robustness Check

To validate the estimates of the baseline model as reported in Ta-
ble 5, the said model has been re- estimated (Model 2) by using
return on assets (ROA) as calculated by the ratio of operating
profit to total assets [31]. Based on the above discussion, the
following empirical model is developed:

ROAi: = B1 + B2BSic +B3BDic +B4Blit +BsFBMic + B3CEODi: +B7FSit + ic.... Model (2)

Table 6 Regression results

Where i (Company) =1,2.....147. and t=1,2... 12. The above
equation has been written as per pooled OLS model.

Table 6 shows the estimates for model 2 (robustness check).
Applying the fixed effect model (as suggested by the Hausman
test), the results remain the same as derived in the baseline mod-
el. Nevertheless, most of the findings of the study are robust.

Variables FE

BS 521.01%*
(0.000)

BD 425.02*
(0.001)

BI 40.530*
(0.002)

FBM 80.364*
(0.003)

CEOD 68.777*
(0.002)
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FS 90.235%*
(0.005)
Constant 11.105
(0.320)
R’ : Within 0.0234
Between 0.0058
Overall 0.0097
F-Statistic
20.590*
Hausman Test
20.541*
Wald chi2(7)
N 1764

Note: * represents 1 % Level of Significance, ** represents 5 % Level of Significance and respective p values are given in paren-

thesis [42-50].

Discussion

The research findings provide evidence that in the context of
Indian companies’ larger boards and board independence are
key indicators to firm performance. As per agency theory, a
larger board of directors improves firm performance by allow-
ing for better monitoring and surveillance by a large group of
people thereby enhancing firm performance. In addition to this,
larger boards also provide access to precious resources for the
company. As a result, different directors have access to differ-
ent resources, and as the number of these directors grows, re-
source availability grows as well, improving firm performance.
Independent directors by means of effective supervision reduce
agency costs leading to superior firm performance.

Apart from this, regular meetings among board members will
improve decision making process of a firm, thereby leading to
better performance of a firm. In addition to this, CEO duality
also leads to better firm performance as separation of role be-
tween CEO and Chairman will alleviate autocratic leadership
thereby enhancing firm performance. Lastly, if there is board
diversity (BD), then corporate board can be managed in an effi-
cient way thereby leading to superior firm performance [51-60].

Conclusions and Recommendations

The goal of this study is to determine the nature of the rela-
tionship between corporate governance practices and firm per-
formance as measured by Tobin's Q (TQ), where the former is
proxied by the Board Size (BS), Board Diversity (BD), Board
Independence (BI), Frequency of Board Meetings (FBM), and
CEO Duality (CEOD).

The findings show an affirmative and strong relationship between
board size (BS) and firm performance (TQ), lending support to
agency and resource dependency theory in the Indian context.
In addition to this, board independence (BI) and frequency of
board meetings (FBM) also appear to have a strong and pos-
itive association with firm performance. Further, CEO duality
(CEOD) and board diversity (BD) bear a significant and positive
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association with firm performance. Regarding control variable,
firm size as measured by natural logarithm of total assets has a
positive and significance influence on firm performance [61-70].

This study adds to the existing literature on corporate gover-
nance practices and business performance by highlighting the
significant impact of corporate governance practices on firm
performance in India. The empirical evidence presented above
demonstrates the optimal board size for improved business suc-
cess. Furthermore, the study finds that board independence and
more frequent board meetings benefit firm performance. Fur-
thermore, the study shows that board diversity and CEO duality
might lead to poor firm performance. As a result, this study will
be useful for the Indian government and other policymakers in
developing effective government policies for Indian corpora-
tions, as controlling corporate boards has become a challenging
endeavor.

This study will be a valuable source of future research for aca-
demics, economists, company executives, and academics. The
current study should be expanded by integrating more corporate
governance components such as the Audit Committee, Remu-
neration Committee, and others, as well as increasing the sample
size, study period, and control variables. Furthermore, additional
research can be undertaken by including banking and financial
organizations in the sample. Lastly, it would be interesting to
see the impact of corporate governance practices on firm per-
formance in BRICS countries and also in a developed country
[71-75].
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