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Board of Directors: Research Questions
 Does the structure of the board determine the quality of the board?

 Does "one size fits all"?

 Who “monitors the monitor”? Do boards collude with (or are they 
dominated by) the CEO? Are board members overcompensated?

 Can regulation improve board quality? Should we impose "good 
governance practices" on all firms?

 Effect of certain practices:
 Staggered Boards: Is it good that the board can be replaced easily?
 Board Independence: Is it bad to have many insiders on the board?
 CEO Duality: Is it bad if the CEO is also the chairman of the board?



Structural Attribute of the Board Findings from Research

Independent chairman No evidence

Independent directors No evidence

Lead independent director Modest evidence

Board size Mixed evidence

Diversity / female directors Mixed evidence

“Busy” boards Negative impact

Boards “appointed by” the CEO Negative impact

Adapted from David F. Larcker and Brian Tayan, Corporate Governance Matters.

Board Structural Characteristics: 
Effect on Performance



Is the current Corporate Governance System
in the best interest of shareholders?

Element of the CG System YES NO

Congress La Porta et al. (2006) Leuz and Wysocki (2016) ; Zhang (2007); 
Larcker, Ormazabal, and Taylor (2011) 

SEC Larcker, Ormazabal, Taylor (2011)

Proxy advisors Alexander, Chen, Seppi, and Spatt
(2010) 

Malenko and Shen (2016) 
Larcker, Ormazabal, McCall (2013; 2015)

Rating agencies Anderson, Mansi, and Reeb (2004) Griffin, Nickerson, and Tang, 2013; Barth, 
Ormazabal, and Taylor, 2012 

Mixed evidence…



Element of the CG System YES NO

Stock exchanges Miller, 1999 ; De Carvalho and 
Pennacchi (2012 

DeMarzo, Fishman, and Hagerty (2005); 
Aggarwal, 2002

Stock indexes Chattopadhyay, Shaffer, and Wang 
(2020)

Harris and Guriel, 1986; Chen et al., 
2004; 

Media Dyck and Zingales, 2002; Miller, 2006; 
Dyck. Morse, Zingales, 2010; Dai, 
Parwada, and Zhang, 2015

Core, Guay, and Larcker, 2008; Miller, 
2006; Dyck, Volchkova, and Zingales, 
2008

Politics Faccio, 2006; Goldman, Rocholl, and So, 
2009; Cooper, Gulen, and Ovtchinnikov, 
2010

Yu and Yu, 2011; Correia, 2014; 
Bourveau, Coulomb and Sangnier 
(2016); Jagolinzer et al., (2020)

Mixed evidence…

Is the current Corporate Governance System
in the best interest of shareholders?



Average markups 
(Adams, 2017)

More independent directors
How are things evolving?



(Ormazabal, 2018)

Directors assume more risk
How are things evolving?

Annual average total limits of D&O insurance (in US$ millions). 
Source: Towers Watson’s Directors and Officers Liability annual surveys.



(Doidge, Karoly, Stulz, 2017)

Fewer listed firms (in the US)
How are things evolving?



(Source: Cain, McKeon, Solomon, 2014)

Probability of Hostile Takeover
How are things evolving?



(Bebchuck and Hirst, 2019)

Rise of index investing and 
large asset management firms

How are things evolving?



(Jochem, Ormazabal, Rajamani, 2021)

More similar compensation contracts
How are things evolving?



Average markups
(De Loecker, Eeckhout, Unger, QJE 2020)

Increasing market power
How are things evolving?



Active

Pasive

Less union membership

(Stansbury and Summers, 2021)

Declining workers’ power
How are things evolving?



(Nordhaus, 2021)

Environmental efforts are not enough
How are things evolving?



ESG Investing is on the Rise

How are things evolving?

PRI signatories



ESG Investing is on the Rise

How are things evolving?

ESG funds



Increasing success of ESG activism, 
despite negative effects on stock prices!

WSJ, May 26, 2021

How are things evolving?
ESG Shareholder Activism is on the Rise



But…are ESG efforts just “window-dressing”?

How are things evolving?
ESG Shareholder Activism is on the Rise



(Azar, Duro, Kadach, Ormazabal, JFE 2021)

The Big Three are effectively pushing firms to decrease emisssions 

How are things evolving?
ESG Shareholder Activism is on the Rise



How are things evolving?
Firms including ESG metrics in Executive Compensation
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(Cohen, Kadach, Ormazabal, 2022)



Take-Away

 While important, the (external) corporate governance 
system has limitations (in particular, the structural attributes 
of the board)

 The internal functioning of the board is crucial, and the job 
of directors is becoming increasingly challenging 
 Crucial role of the organizational culture

 But how can we learn about it?
 Data limitations (there is no public information about it)
 We need field research (experiments, surveys)



Survey research
on the internal functioning of the board

 Survey questions & interviews to reliably capture internal 
board dynamics (e.g., behavioral integration; Hambrick, 2007; Boivie et al., 2021)

 Focus on board relationships to variety of stakeholders
to understand outcomes (Raes et al., 2011; Simsek et al., 2018)

 More ´teamness´ in top teams correlates with a more
positive climate, less teamness with a more corrosive
climate (Ou et al., 2014; Raes et al., 2013; Raes et al., 2022)

 Director personality characteristics and cognitive biases
may shape strategic decisions and organizational outcomes
(Chatterjee & Hambrick, 2007; Hambrick & Mason, 1984; Boivie et al., 2021)



Board Effectiveness

Source: Cheng , Groysberg , Healy , Vijayaraghavan (2021)



Internal Board Operations

Source: Cheng , Groysberg , Healy , Vijayaraghavan (2021)



Findings

Source: Cheng , Groysberg , Healy , Vijayaraghavan (2021)

1. Internal board operations are associated with board 
effectiveness

2. Board effectiveness is associated with firm outcomes:
 Financial performance (?)
 Reporting quality and transparency
 Compensation practices
 Investment (M&A activity)



1. Define or review the firm’s purpose and make sure shareholders and 
major stakeholders are in alignment

2. Debate and approve the firm’s strategy, in cooperation with the CEO

3. CEO and senior leadership development, including their succession 
plans

4. Make the board an effective team of individuals 

5. Engage pro-actively with shareholders and other key stakeholders

6. Regularly monitor performance and risk and in a holistic way 
(financial and non-financial)

Framework
Functions of the board (Canals, 2022)



In Summary

 The economic context and the corporate governance
system are evolving fast and in a complex way

 Analyzing board structures is not enough; we need more 
research on the internal functioning of the board

 It is particularly important to integrate the findings from
different research fields

 Recommendations for practice should be made based
on consistent/validated findings
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