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Abstract: 

This research studies the moderating effect of ownership concentration and the strength of 

investor protection on the relationship between the level of board independence, as measured 

by the number of non-executive directors in relation to total number of directors and the firm 

performance. Using a sample of 9018 observations on all non-financial publicly listed firmsin 

27 OECD countries between the year 2012 and 2015. The findings show a positive correlation 

between board independence and firm performancein all regression models. Furthermore, I 

find the negative moderating effect on both shareholder concentration and investor protection 

on the main relationship. 
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1. Introduction 

 

This research investigates the impact of independent directors, ownership 

concentration and shareholder protection on firm performance in a cross-country analysis. 

The success of a company predominantly relies on how a firm is controlled and whocontrols it. 

While the executives handle day-to-day and other short-term operations, the board of directors, 

as a policy-making entity of a firm, is ultimately responsible for the selection and monitoring 

of the CEO and the approval of company’s strategy(Hermalin and Weisbach, 2003). The 

extent to which a board is effective is dependent on many factors, one of which is the board 

composition that- in turn, is often a consequence of specific corporate governance regulations 

or sometimesa result of CEO’s preferences. In the US, the corporate governance problems 

that arose from the fact that directors may personally be conflictedwith the company’s 

decisions, led to regulations that prescribed more autonomous boardswith the inclusion of 

independent directors.An independent board is primarily composed of directors without any 

significant associations with the firm or the top executives and with no relationship with the 

company except performing the role of a board member in an unbiased monitoring capacity. 

CEOs may support nominating independent directors in order to assure investors that the 

board is a good monitor. Independent board members may provide diverse experience and 

knowledge from different perspectives and as such, they may increase the efficiency of the 

boards. Among the large body of board literature, researchers have detailed many associations 

concerning firm performance and board independence.As implied by Fama and Jensen(1983), 

an independent board is associated with impeding any private benefit extraction by insiders 

and consequently related to increase in a firm’s performance.Baum(2013) presents that, over 

85% directors of the US public firms were independent whereas in 2001, only around 40 

percent of S&P 500 boards included independent directors. This increasing importance of 

board independence has become a point of interests for researchers from the finance and 

management fields.Theresearch on board independence and its effect oncorporate 

performance has resulted in publication of many articles on this topic, but these provide 

relatively mixed results. This thesis investigates, in an international sample, two moderating 

effects on the relationship between the presence of outside directors and firm performance. 

Two contrasting theoriesunderpin the research, namely the agency theory and the stewardship 

theory.These theories interpret the notion of “independent directors” differently.In this 

research,the relationship between board independence and firm performance is explored 
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through the moderating effect of two corporate governance mechanisms; at the country level, 

consistent with La Porta(1998), the strength of corporate governance regulations related to 

investor protection and at the firm level, the ownership concentration of the firm. These 

variablesmight have important implications for the effectiveness of the non-executive 

directors and we explore their effect in this study.Based on previous research, we posit that 

these two mechanisms that represent external and internal means of governance as substitutes 

and thus the interaction effect of one may be conditional on the other(Burkart, Panunzi, 2006).  

 

The obvious importance of independent boards and its large economic scopedeserves further 

research(Adams, 2017).This examination will differ from other papers studying the 

relationship between independence and performance by investigating the moderation by a 

ownership concentration at the firm-level and investor protection quality at the country level. 

As such, this entire examination will provide a cross-country analysis of independent boards 

and its effect on firm performance, measured by Tobin’s Q,to answer the following research 

question; 

 

Research question: Does board independence influence firm performance differently 

depending on the ownership concentration of the firm and the shareholder protection in the 

country where it is listed? 

 

 

2. Literature Review and Hypothesis Development 

2.1.2Agency Theory 

 

This theory is a widely established instrument in prior literature to understand the 

relationship between firm performance and various board structures.The agency problem 

“type 1”(Gaur, Bathula, Singh, 2015) suggests that the senior management is prone to engage 

in conflict of interest with shareholders involving various corporate decisions that have 

important implications for the firm performance. The agency problems “type 2” are related to 

conflict of interest between the majority and minority shareholders.In practice, the agency 

conflictsresult fromdifferent motives between managers and the owners.The country-level 

corporate governance rules and policiesprescribe solutions to reduce these problems; but in 

practice, these corporate regulations cannot cover all agency problems occurring in 
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acontemporary organization. Through the use of various corporate governance mechanisms, 

firms try to solve these conflicts. The presence of outside directors on the board of directors, 

which by definitiondo not have conflict of interest with the management, should subsequently 

mitigate the agency conflicts through higher monitoring incentives. This perspective assumes 

that the non-executive directors will not have means to engage in personal benefit extraction 

and consequently maximize the firm value as their reputation is their key concern. 

 

2.1.1 Stewardship Theory 

 

The stewardship theory(Davis, 1997) suggests that the monitoring incentives of the 

board of directors is not important, as the managers and executives are good “stewards” of the 

assets they control. In this interpretation, the owner managers or professional managers do not 

engage in private benefit extraction and focus on value-enhancing activities. Through the 

notion of identification with a firm, managers should intrinsically feel responsible for their 

actions. Accordingly, the main objective for these managers should be to meet the 

shareholders expectations and to increase firm value. Consistent with this theory, the 

monitoring capabilities of non-executive directors should be less effective in such firms. 

Davis also argues in his theory that the presence of outside directors is not relevant for 

corporate performance, as the independent directors usually do not have enough awareness 

about the company’s objectives and operations. This theory is contrasting with the agency 

theory, which encompasses the ideas of individual self-interest and opportunism.  

 

2.2 Literature Review 

 

The main argument supporting board independence is that thenon-executive (or 

independent) members actively engage in board meetings, provide relevant and independent 

views on many issues and challengeimportant decisions of the executive board members(Fuzo, 

Halim, Julizaerma, 2016).Many firms prefer to increase the proportion of outside directors 

rather than enlarging the board itself, reducing any costs related to the excessive number of 

directors and to avoid large dysfunctional boards since smaller boards are also related to faster 

decision making(Yermack, 1996). Moreover, the presence of independent directors supports 

the notion of equal treatment of shareholders, by curbing extraction of private benefits of 

control by affiliated directors and thus increasing firm value. Accordingly, it provides 

reputational advantages for the firm, as it becomes associated with more professionalism and 
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ethical conduct. Outside directors and their unbiased approach also effectively improve the 

monitoring abilities of the boards, decreasing any agency costs that might arise between 

shareholders and managers. By definition, the monitoring activities of the board must be 

improved in order to cover the disparity between management and various shareholders and 

can be achieved by the inclusion of independent directors(Fama and Jensen, 1983).As non-

executive directors usually come from different backgrounds, the external connectionsand 

access to resources might be beneficial to the company.What is more, independent directors 

can play a role of a mentor for other directors, especially for young firms, which need specific 

expertise in various areas in order to grow, like in case of adequate strategic planning 

processes.Therefore, the presence of independent directors is an internal corporate governance 

mechanism. 

 

On the other hand, the presence of non-executive directors may also bring potential 

disadvantages. In particular, the independent directors might lack sufficient information about 

organizational strategic developments or on-going firm operations, which may have a 

negative influence of their decision quality. Unlike affiliated directors, they often have 

difficulties in acquiring relevant reports, as the management is sometimes reluctant in 

providing information to them. In fact, the quality of materials and reports provided to outside 

directors is expected to have significant ramifications for their subsequent performance(Reiter 

and Rosenberg, 2003). The executive directors are associated with the information that is 

more comprehensive because they engage in more face-to-face conversations with the top 

executives and are usually more familiar with the firm. The geographical proximity also plays 

an important role, as independent directors often live and work in different locations than 

where the company is headquartered. The result is, outside directors are prone to the greater 

amount of absences and other similar problems than their colleagues and this may result in 

decreased board performance. Regarding the process CEO replacement, mostly independent 

boards might not have sufficient capabilities in evaluating potential candidates, allowing for 

the possibility that the newly appointed CEO may not be the best fit. The outside directors 

could also act in their own interest, because of personal non-affiliation with a firm. 

 

A number of studies have examined the relationship between board independence and firm 

performance, with varying results. Nevertheless, the majority of studies have covered only 

one particular country. The independence of the board is largely measured by a proportion of 

non-executives directors over the total number of board members, whereby the firm 
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performance is measured using market-based(Tobin’s Q) or accounting-based 

measures(Return on Assets, Return on Investments).In a pioneering paper,Hermalin and 

Weisbach(1991) concluded that there is no relation between firm performance and board 

independence. Later, Bhagat and Black(2001) – covered only US firms with inconclusive 

results, before major scandals outbreak and Sarbanes-Oxley was implemented. It was indeed 

the outbreak of corporate governance scandals that initiated the increased need of board 

independence. In order to enhance the monitoring capabilities, the section 301 of the Sarbanes 

Oxley Act of 2002 (SOX) mandated all publicly-listed companies to include a majority of 

independent directors on their respective boards, fundamentally changing the board structures 

in the process and creating a global trend that led many companies to increase their board 

independence.A cross-country study by Terjesen, Couto and Francisco(2016) concluded 

thatthe presence of outside directorsfosters firm performance on the condition that it is gender 

diversified.In a study on New Zealand Stock Exchange, Fauzi and Locke(2012) identified that 

non-executive directors had less impact on during board discussions, which might have 

resulted in negative relation between firm performance and board independence in their 

analysis.  

 

The effect of ownership concentration on performance and their effect on the role of non-

executive directors have also been studied by few articles and studies on countries where 

ownership is concentrated have provided insights into this effect.Laeven and Levine(2008) 

found out that over 35 percent of European firms do have multiple large shareholders. In their 

2007 article, Lefort and Urzua find that the presence of the outside directors is positively 

related to firms’ Tobin’s Q for the Chilean firms after correcting for endogeneity with high 

ownership concentration. They later discover that in case of excessive agency conflicts, 

boards are eager to employ outsidedirectors in order to enhance corporate governance 

capabilities that eliminate agency problems between minority and majority shareholders.From 

the Chinese perspective, Li, Lu, Mittoo and Zhang(2015) hypothesize that the independent 

board is more valuable when the ownership is becoming less concentrated because the 

majority shareholders are able to monitor the management that otherwise the independent 

board of directors would have taken care of.The results support this assumption, on the 

condition that these firms include large shareholders. Their results seem to contradict the 

conclusions of the Dahya, Dimitrov and McConnell(2008),who finda positive relationship 

between board independence and the corporate value for firms with concentrated ownership, 

yet they present that this relation is more pronounced for countries with weak shareholder 
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protection. In that cross-country analysis paper, the authors hypothesize that an independent 

board is able to compensate for weak protection of shareholder rights, and it is proven by 

subsequent increase in firms’ Tobin’s Q in the sample. The controlling shareholders are 

therefore able to employ outside directors in order to directly boost company’s value by 

showing minority shareholders that their interests will in fact be defended, as the agency 

problem type 2 (between large and small shareholders) would be mitigated. 

 

Overall, these articles seem to be inconclusive about the evidence, but their results appear to 

confirm the presence of this independence-ownership-performance relationship. The varying 

results from these articles might be explained by contextual factors and what personally 

stimulates CEO to employ additional number of independent directors.Therefore, using the 

agency theory and the results of prior research, we hypothesize that the percentage of the 

independent directors on a firm’s board is positively related to its firm performance. 

 

Hypothesis 1: Board independence is positively related with firm performance. 

 

2.3Corporate governance mechanisms 

 

The notion of corporate governance refers to the framework of rules, processes and 

mechanismsthat are developed and maintained at the board of directors’ level. The objectives 

of corporate governance mechanisms are oriented towards shareholdersthrough 

providingenhanced transparency, enabling increased control capabilities 

andproducingimproved security of savings. Moreover, the corporate governance 

mechanismsare associated with reducing conflicts between shareholders, as it enables greater 

“incentives for cooperation among the various groups associated with the firm”(Cule and 

Fulton, 2013). Thus, we expect that the use of corporate governance mechanisms will have an 

effect on the subsequent firm performance-board independence relationship.Regarding prior 

literature,Li and Zaiats(2017) found out thatfirms are gradually implement corporate 

governance mechanisms beyond their legal requirements. In 1997, Shleifer and 

Vishnypresented in their article that providers of investment money are likely to associate 

themselves with firms with sufficient corporate governance degree. 

 

2.3.1 Firm-level moderator: Ownership concentration 
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One of the internal corporate governance mechanisms to alleviate agency problemsis the 

ownership concentration. The concept of ownership concentration refers tothe extent to which 

large individual investors own stocks in an organization.In 1999,Rafael La Porta discovered 

thatin 27 most developed countries, over 64 percent of firms hadcontrolling shareholders in 

their ownership structures.In companies with high ownership concentration,the majority 

shareholders are associated with greater personal incentives to engage in the corporate 

management(Cule and Fulton, 2013).Moreover,top investors are often granted greater 

monitoring incentives anddecision-making capabilities.The large shareholders might have 

significant motivation for securing long-term corporate performance,by aligning their own 

objectives with company’s goals and engaging in value-enhancing incentives for the stake of 

all shareholders. In this case, the value-increasing decisions should effectin increased profits 

for both minority and majority investors, which is defined as the shared benefits of 

control.Bertrand and Mullainathan(2001)found out that the concentrated ownership is 

associated with more balanced salaries among managers, which is associated with reducing 

agency problems. Nevertheless, the large stockholders have more control rights and voting 

power over minority shareholders, which might have negative ramifications for the corporate 

governance quality. In particular, La Porta, Lopez-de-Silanes, Shleifer, &Vishny(1998) argue 

in their article thatthe large block holders are capable to enforce strategies that encompass 

their own personal tactics in order to obtain private benefits of control. This might be 

achieved in the form of excessive compensation, special dividends, resource diversification or 

insider trading.The potential reason behind such motives is that the interests of controlling 

shareholders are not always coherent with the firm objectives. Thus, these large 

shareholdersmight have sufficient means to harm minority investors(Lefort and Urzua, 2007). 

 

On the other hand, the idea of dispersed ownership refers to the situation when there are no 

majority owners. In this structure, none of the investors holds dominant control power over 

other shareholders in an organization. This arrangement is less vulnerable to the “horizontal” 

agency problem type 2, as the policy-making capabilities are often evenly balanced among the 

investors.On the contrary, thedispersed ownership is associated withreduced monitoring 

capabilities than the large shareholders would otherwise exert on the 

management.Donaldson(1995) argues that the managers are inclined to engage in unethical 

behaviorif their actions are not observed by their superiors. Small investors might not have 

sufficientknowledge or expertise to keep managers in check, which could result in enhanced 

risk of agency problem “type 1”.As Roe(2008) argues, small shareholders might not have the 
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intrinsic encouragement to makeimportant decisions for the company, which could result in 

decreased firm performance.Conversely, using the stewardship theory, we may hypothesize as 

well that the executives and managers will not engage in any of these personal activities and 

that the enhanced monitoring role of an independent board is relatively unnecessary, 

resultingin increased costs related to hiring non-executive directors. Following this idea, the 

higher level of board independence would decrease the firm performance. 

 

Moreover, we expect that in case of high ownership concentration, the role of independent 

directors and their monitoring capabilities are consequently less important, as the presence 

oflarge shareholders should offset agency conflicts in an organization.To the contrary, we 

expect that for the firms with low ownership concentration, the presence of outside directors 

should have a positive impact on the main relationship. For that reason, in firms with highly 

concentrated ownership, we expect the relation between board independence and firm 

performance to be less pronounced than in firms with more dispersed ownership structures. 

Overall, the ownership concentration is expected to negatively moderate the main relationship. 

In the light of the information above, we hypothesize the following: 

 

Hypothesis 2: The degree of ownership concentration negatively moderates the relationship 

between board independence and firm performance. 

 

 

2.3.2Country-level moderator: Shareholder protection rights 

 

For this research, we will focus on the moderating effect of the country-level 

shareholder protection on the main relationship between board independence and firm 

performance. The notion of minority shareholder refers to a situation in which a particular 

investor does not have the same authority to change managerial policies and act in their own 

interests as other shareholders. As La Porta(1999) argues, firms that operate in weaker 

investor protection states are prone to expropriation attemptsdone through top executives.In 

order to identify and alleviate these conflicts, countries have implemented various corporate 

governance policies in order to overcome the agency problems.As a result, the investor 

protection quality is widely adopted by companies as an external country-level corporate 

governance mechanism(Casado, Burkert, Davila and Oyon, 2016) The differences in investor 

protection among countries alsoreflect the district legal origins between them. The civil law 
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countriesare related to smaller investor protection, whereasthe common law countries such as 

the United Kingdom are associated with greater shareholder protection policies. Even if the 

high market development of the OECD countries might already be a strong indicator of 

enhanced investor protection, the differences in the corporate governance quality among these 

countriesaresubstantial and should be examined. Dharwadkar, George and Brandes(2000) 

postulate, that the agency conflict type 2(principal-principal) often happens in an environment 

with poor shareholder protection. 

 

On the contrary, the lack of sufficient corporate governance rules related to minority 

shareholdersmight effect in agency conflicts in an organization. For example, countries with 

weaker investor protection provide fewer means for minority shareholders to defend against 

exploitation attempts from majority shareholders(La Porta, 1999).Executives could 

consequently employ more outside directors tooffset for the weak investor protection to 

attract investors. Madhani(2016) argues that the ownership concentration of a firm is a 

relevant internal control mechanism, which is significantly important for countries with weak 

shareholder protection. The investor protection, as the external corporate governance 

mechanisms, could effectively be a substitute for the ownership concentration. 

 

We expect that the extent to which shareholder rights are protected should moderate the firm 

performance-board independence relationship. In particular, the strong investor protection at 

the country-level should decrease the role of non-executive directors. To the contrary, we 

expect that in case of low investor protection, the role of independent directors and their 

monitoring capabilities ismore importantin terms of increasing the corporate performance. 

Therefore, wepredict that the investor protection has a negative moderating effect on the 

relationship between board independence and firm performance.Thus, we hypothesize the 

following: 

 

Hypothesis 3: The degree of minority shareholder rights protection negatively moderates the 

relationship between board independence and firm performance. 

 

 

3. Data and Variables 

3.1 Description of measurements  
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This section provides the details on thevariables used in this study, including the board 

independence variable, two moderating variables and control variables. We used the Thomson 

Reuters DataStream service to obtain all financial variables and country-level variables used 

in this study. In order to obtain governance variables, the Thomson Reuters Asset4 service 

was used. 

Dependent variable: Firm performance 

The firm performance will be measured by the Tobin’s Q. It is calculated through dividing 

market value of a company by the total asset value.Tobin's Q usually takes the values between 

zero and one. The value above one signifies that the company is worth more than the cost of 

its assets, which implies overvaluation.The indicator TOBINQ will represent this ratio. The 

subsequent equation for calculating Tobin’s Q is as follows: 

 

𝑇𝑜𝑏𝑖𝑛′𝑠𝑄 =
(𝐸𝑞𝑢𝑖𝑡𝑦𝑀𝑎𝑟𝑘𝑒𝑡𝑉𝑎𝑙𝑢𝑒 + 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠𝐵𝑜𝑜𝑘𝑉𝑎𝑙𝑢𝑒)

(𝐸𝑞𝑢𝑖𝑡𝑦𝐵𝑜𝑜𝑘𝑉𝑎𝑙𝑢𝑒 + 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠𝐵𝑜𝑜𝑘𝑉𝑎𝑙𝑢𝑒)
 

 

Independent variable: Board independence 

In this research, one independent variable is used to explain the main relationship, namely the 

board independence. This variable will be created by collecting thetotal number of 

independent non-executive directors on boardand the total number of directors on the board. 

Through dividing number of independent directors by the number of directors, we 

subsequentlyobtain the firm-level board independence ratio that will be used for this research. 

The indicator INDEPENDENT will represent this ratio. 

Firm-level moderator variable: Ownership concentration 

Theratio of closely held shares relativeto the total outstanding shares will be used as the firm-

level ownership concentration variable. The shareholder concentration will be evaluated as a 

ratio of closely held shares in relation to total shares in a firm. This value will be presented by 

the indicator SOC(Shareholder Ownership Concentration). The SOC is a ownership variable 

of firm i at time t. 
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Country-level moderator variable: Shareholder/Investor protection 

The Djankov’s “Anti-Self-Dealing Index”(2008) will measure the minority shareholder rights 

in a particular country. It is calculated for 72 countries and aims its attention at private 

enforcement mechanisms, which results in index more appropriate to use than its predecessor. 

Thus, the indicator SPI represents the degree of investor protection by country and ranges 

from 0 to 1. The ratio closer to one implies superior investor protection. The table A.2 in the 

appendix presents the respective index scores for the selected OECD countries. 

Firm-level control variable:Firm size 

We expect the size of firms included in the sample to have an effect on the ownership 

concentration variable. Larger firms are associated with greater number of shareholders, 

therefore it implies more balanced ownership structure in which dominant shareholders have 

lesser means to acquire additionalcontrol over a company(Holderness, 2016). The firm size 

variable will be created by calculating natural logarithm out of firm’s total assets. 

Firm-level control variable: Firm age 

Holderness argues that the firm age also influences ownership concentration, asolder firms are 

associated with more dispersed ownership concentration. Moreover, the decisions made by 

top executives in older firms tend to be different from newly established firms because of 

distinct strategic planning developed over time. Thenatural logarithm of company’s total 

years will represent this variable. 

Firm-level control variable:Board size 

Larger boards are related to greater monitoring capabilities over the management because of 

additional number of directors that are responsible for the managerial conducts. On the other 

hand, smaller boards are more manageable and are associated with the greater balance of 

voting power, which have an influence on the decision-making during board meetings. 

Firm-level control variable: Board Structure type dummy 

The Anglo-Saxon framework of board structure, described as “one-tier” boards, refers to 

transferring of both monitoring and managerial obligations to theone board of directors. On 

the other hand, the “two-tier” board structureis divided into two separate bodies.In the “two-

tier” boards, the traditional board of directors acquires essential day-to-day managerial 
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responsibilities while the supervisory board is accountable for monitoring functions. In 

regards to “one-tier” boards, this one entity consists of executive directors, supervising 

directors, non-executive directors and all other directors. Thus, because all decisions have to 

pass through outside directors, the “one-tier” boards will subsequently increase 

theinvolvement of independent directors in the business operations. On the other hand, the 

independent directors might not have the sufficient information as the executive directors. The 

board structure type, represented by the value “1” in the case of “one-tier” boards and the 

value “2” in regards to the “two-tier” boards is expected to have an impact on the main 

relationship. This dummy will take the value of “0”, in case of “one-tier” board and “1” 

otherwise. 

Firm-level control variable: Firm leverage 

Outside directors usually have important and valuable contacts with lenders and other fund 

providers, which might increase the amount of debt acquired(Rashid, 2017). Furthermore, 

banks that support a particular company with funds might demand more monitoring 

incentives over managers by the use of non-executive directors. Following this logic, we 

expect that the debt ratio of a particular company might have a controlling effect on the board 

independence. 

Firm-level control variable: Foreign sales 

The firm-level ratio of foreign sales represents the degree of firm internationalization, which 

we expect to have an effect on the firm performance, as suggested by Chen and Hsu(2010). 

This particular measure is often used to evaluate the extent to which a particular firm is 

multinational. The positive impact on the company performance is usually a result of optimal 

and efficientallocation of resources among different countries. This variable is calculated by 

taking natural logarithm out of the amount of total foreign sales. 

Firm-level control variable: R&D to Sales ratio 

The Research and Development to sales ratio, or the R&D intensity, illustrates the company’s 

investment towards innovative products and services in order to enhance its productivity and 

output. This variable is calculated by dividing all Research and Development related expenses 

to the amount of total sales in a firm. We expect that firms with higher R&D intensity ratio 

will have higher firm performance. 
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Country-level control variable: GDP growth 

In order to control for an economic development in a country, we will use the GDP growth 

variable. This measure will be represented by a natural logarithm of the country-level GDP 

growth. We expect that the positive value of this determinant will have an impact on firm 

performance. Therefore, the implication is that the following increase in firm performance 

might be explained by the corresponding acceleration of the country-level economic growth. 

The Table A.1 in the appendix presents the definition of all variables used in this examination. 

 

3.2 Sample 

 

The sample consists of 9018 non-financial publicly listed companies located in 28 different 

countries that are part of the Organization for Economic Cooperation and Development. By 

including various countries in the sample, this study will be a cross-country study.The OECD 

is an economic association that fosters economic development and growth for its 

members.We found sufficient variation in shareholder protection quality among the countries 

that form the OECD. The list of countries and their exclusive characteristics are obtained from 

the data source available through the Asset4 ESG database. The financial firm data is 

converted to US$ where applicable and coversthe time period from 2012 to 2015.The selected 

OECD countries were omitted from this examination, namely Slovenia, Slovak Republic, 

Luxembourg, Lithuania, Latvia, Iceland, Hungary and Czech Republic. The reason behind 

this step is that these countries lack sufficient data on variables that are necessary in the 

regression analysis. 

 

We will cover publicly listed firms since these provide the greater amount of information 

provided by them than private firms do. The table A.3 in the appendix will present the sample 

distribution by all countries covered in this examination.In the Table 2, we included the 

descriptive statistics of the sample, containing the standard deviation, maximum, minimum, 

mean, median and the number of observations. 

 

 

Table 2: Summary statistics of variables 
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  Mean Median Minimum Maximum 

Std. 

Deviation Observations 

TOBINQ 0.471 0.397 -0.703 2.123 0.547 9018 

INDEPENDENT(%) 0.586 0.667 0.000 1.000 0.283 9018 

SOC 0.179 0.075 0.000 1.000 0.283 9018 

C_SOC(%) 0.001 -0.102 -0.178 0.817 0.217 9018 

SPI 3.703 4.000 2.000 5.000 0.761 9018 

SIZE 15.149 15.195 10.872 18.787 1.578 9018 

AGE 22.635 20.000 0.000 51.000 13.410 9018 

BSIZE 9.544 9.000 1.000 26.000 3.146 9018 

LEV(%) 0.365 0.339 -69.714 40.630 1.133 9018 

BTYPED 0.227 0.000 0.000 1.000 0.419 9018 

FXSALES(%) 0.386 0.347 0.000 1.000 0.347 9018 

RD(%) 0.018 0.000 0.000 0.193 0.038 9018 

GDP 10.763 10.848 9.255 11.352 0.324 9018 

        

 

The initial maximum and minimum values of the TOBINQ variable were unusual after 

completing the descriptive statistics in the Stata program. In order to correct this issue, the 

“Winsorization” function on Stata was used at the 1% level for the Tobin’s Q variable. The 

“Winsorization” function was also applied for the SIZE and GDP variables at the 1% 

level.The number of observations is 9018 and covers 28 OECD countries selected for this 

examination. The dependent variable Tobin’s Q has an average of 0.47, while the maximum 

and minimum valuesare 2.12 and -0.70, respectively. The mean value of ownership 

concentration is at 0.18 and this value ranges from 0% to 100%. 

In order to detect the potential multicollinearity, we included a correlation matrix in the Table 

3 below. The correlation matrix is used to inspect the independence between all variables in 

this examination, which could be detrimental for the regression analysis.The  asterisk * 

indicate significance at the 5% level. The results indicate that there is no significant 

correlation among the variables, with the exception of the RD and GDP variables. To 

furtherinvestigate for the possible multicollinearity, we build the shareholder concentration 

variable C_SOC, which is the mean centered value of the SOC variable and is later used in 

the regression analysis. Mean centering a variable is subtracting its mean from each particular 

value in order to decrease any multicollinearity between interaction variables and main 

variable. The new mean centralized variable should have a zero mean.Furthermore, an 

average firm in the sample has the board independence at the58% level,along with a board 

size of nine membersand is over 22 years old.The largest board has 26 managers, while the 
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smallest boards consist only of one person. Regarding shareholder protection quality, the 

average scores for the countries are 3.71 in case of La Porta’s index, implying enhanced 

corporate governance environment among the OECD countries covered in the sample.
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Table 3: Correlation matrix 

 

 

1 2 3 4 5 6 7 8 9 10 11 12 

             TOBINQ 1.0000  

           INDEPENDENT 0.1502* 1.0000 

          p-value 0.0000 

           SOC -0.1002* -0.4008* 1.0000  

         p-value 0.0000 0.0000 

          SPI -0.1606* -0.3374* 0.0817* 1.0000  

        p-value 0.0000 0.0000 0.0000 

         SIZE -0.1602* 0.0344* -0.0804* -0.1536* 1.0000  

       p-value 0.0000 0.0011 0.0000 0.0000 

        AGE -0.0965* -0.0525* -0.1930* 0.0904* 0.3260* 1.0000  

      p-value 0.0000 0.0000 0.0000 0.0000 0.0000 

       BSIZE -0.0427* -0.0968* 0.0198 -0.1374* 0.5812* 0.2590* 1.0000  

     p-value 0.0000 0.0000 0.0600 0.0000 0.0000 0.0000 

      LEV -0.0113 0.0232* -0.0154 -0.0568* 0.0760* -0.0073 0.0430* 1.0000 

    p-value 0.2833  0.0273 0.1444 0.0000 0.0000 0.4859 0.0000 

     BTYPED -0.1101* -0.5429* 0.1786* 0.1033* 0.1487* 0.1664* 0.1376* -0.0059 1.0000  

   p-value 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 0.5742 

    FXSALES 0.0071 -0.0305* -0.0237* 0.0167 0.1803* 0.1204* 0.1156* 0.0118 0.0910* 1.0000  

  p-value 0.5019 0.0038 0.0242 0.1127 0.0000 0.0000 0.0000 0.2639 0.0000 

   RD 0.3179* 0.0530* -0.1272* -0.1035* -0.0689* -0.0006 -0.0481* -0.0337* 0.0150 0.2117* 1.0000  

 p-value 0.0000 0.0000 0.0000 0.0000 0.0000 0.9525 0.0000 0.0014 0.1545 0.0000 

  GDP 0.1145* 0.3029* -0.3276* -0.1637* -0.1779* -0.0317* -0.2202* 0.0003 -0.2135* 0.0023 0.0865* 1.0000  

p-value 0.0000 0.0000 0.0000 0.0000 0.0000 0.0026 0.0000 0.9805 0.0000 0.8279 0.0000 
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4. Methodology 

To test the effect of board independence on firm performanceand the interaction effect 

of both ownership concentration(SOC) and strength of investor protection in a country(IP)on 

this relationship, the research will be conducted using OLS regression done in the Stata 15 

program. Model (1) will be used to test the hypothesis 1, 2 and 3. Analytically, the general 

regression model is composed as follows: 

 

(1)𝑇𝑂𝐵𝐼𝑁𝑄𝑖,𝑡 = 𝛼 + 𝛽1𝐼𝑁𝐷𝐸𝑃𝐸𝑁𝐷𝐸𝑁𝑇𝑖,𝑡 +  𝛽2𝑆𝑂𝐶𝑖,𝑡 +  𝛽3𝑆𝑃𝐼𝑐,𝑡 + 𝛽5𝑆𝐼𝑍𝐸𝑖,𝑡  

+ 𝛽6𝐴𝐺𝐸𝑖,𝑡  + 𝛽7𝐵𝑆𝐼𝑍𝐸𝑖,𝑡 +  𝛽8𝐿𝐸𝑉𝑖,𝑡  + 𝛽9𝐵𝑇𝑌𝑃𝐸𝐷𝑖,𝑡 +  𝛽10𝐹𝑋𝑆𝐴𝐿𝐸𝑆𝑖,𝑡

+ 𝛽11𝑅𝐷𝑖,𝑡 +  𝛽12𝐺𝐷𝑃𝑐,𝑡 + 𝜀𝑖,𝑐,𝑡 

Where: 

i,candt = firm, country and year 

𝑇𝑂𝐵𝐼𝑁𝑄𝑖,𝑡 = measure of firm i’s firm performance 

𝐼𝑁𝐷𝐸𝑃𝐸𝑁𝐷𝐸𝑁𝑇𝑖,𝑡 = measure of firm i’s board independence 

𝑆𝑂𝐶𝑖,𝑡 = measure of firm i’s ownership concentration 

𝑆𝑃𝐼𝑐,𝑡 = measure of country c’s shareholder protection 

𝑆𝐼𝑍𝐸𝑖,𝑡 = size of firm i 

𝐴𝐺𝐸𝑖,𝑡 = age of firm i 

𝐵𝑆𝐼𝑍𝐸𝑖,𝑡 = size of the board in the firm i 

𝐿𝐸𝑉𝑖,𝑡 = the amount of leverage of firm i 

𝐵𝑇𝑌𝑃𝐸𝐷𝑖,𝑡 = structure type of the board in the firm i 

𝐹𝑋𝑆𝐴𝐿𝐸𝑆𝑖,𝑡 = the foreign sales in the firm i 

𝑅𝐷𝑖,𝑡 = the R&D spending/total sales ratio in the firm i 

𝐺𝐷𝑃𝑐,𝑡 = the amount of GDP per capita in the country c 
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In this model, TOBINQ represents the financial performance of a firm, INDEPENDENT 

indicates the degree of board independence measured by the percentage of independent 

directors, SOC is a measure of ownership concentration and calculated by the closely held 

shares ratio, SPI demonstrates the country-level investor protection index of Djankov(2008). 

Also, 𝜀𝑖,𝑡 is included as the error term. 

 

5. Analysis 

5.1 Firm performance, board independence and shareholder concentration 

The table 5 illustrates the regression results of all variables on the dependent variable Tobin’s 

Q. The regression analysis was done in the Stata 15 program by using Ordinary Least Squares 

method. The interaction effect is included in order to test main hypotheses.The yearand 

industry fixed effects are included.Moreover, every modelemploysall control variables 

necessary for the evaluation and were presented in the earlier section of this thesis. 

Table 4: Firm performance, board independence and shareholder concentration 

This table illustrates the estimations of the impact of board independence on the firm performance 

along with the moderating effect of shareholder concentration on the main relationship. The standard 

errors ***, **, and * indicate significance at the 1%, 5%, and 10% level, respectively. The 

independent variable is TOBINQ, which is calculated as the sum of equity market value and total 

liabilities over the sum of equity book value and total liabilities. 

 

Model1 Model2 Model3 

    INDEPENDENT 0.198*** 0.186*** 0.290*** 

 

[0.022] [0.023] [0.025]    

    SOC 

 

-0.045 0.243*** 

  

[0.029] [0.050]    

    INDEPENDENT*SOC 

  

-0.596*** 

   

[0.086]    

    SIZE -0.077*** -0.077*** -0.078*** 

 

[0.005] [0.005] [0.005]    

    AGE -0.002*** -0.002*** -0.002*** 

 

[0.000] [0.000] [0.000]    
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BSIZE 0.015*** 0.015*** 0.014*** 

 

[0.002] [0.002] [0.002]    

    LEV -0.002 -0.002 -0.002    

 

[0.006] [0.006] [0.006]    

    BTYPED -0.065*** -0.065*** -0.061*** 

 

[0.014] [0.014] [0.014]    

    FXSALES 0.036** 0.036** 0.039**  

 

[0.017] [0.017] [0.017]    

    RD 3.394*** 3.380*** 3.375*** 

 

[0.188] [0.188] [0.189]    

    GDP 0.099*** 0.092*** 0.093*** 

 

[0.017] [0.018] [0.018]    

    Constant -0.063 0.046 -0.012 

 

[0.200] [0.217] [0.220] 

    Observations 

 

9018 

 

9018 

 

9018 

 

R-squared 

Adj. R-squared 

0.322 

0.316 

0.322 

0.316 

0.325 

0.320 

 

 

The dependent variable in this regression analysis is the firm performance, measured as the 

Tobin’s Q. Model 3 analyzes the interaction effect between board independence and 

shareholder concentration on the firm performance. Model 2 refers to the implementation of 

both board independence and ownership concentration variables. Model 1 utilizes only the 

board independence variable. 

Regarding the level of board independence, the results indicate that the board independence 

has a positive effect on the company performance in all relevant models. The 

INDEPENDENT coefficients arepositive and statistically significant at the 1% level in all 

models.Thepositive and statistically significant value in the model 1(0.198) implies that the 

board independence do affect the corporate performancefor all firms in the sample. This 

outcome does support the hypothesis 1, as the extent to which the board consists of non-

executive directors does affect firm performance. Therefore, the advantageous 
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featuresassociated with the presence of outside directors prove beneficial for the company. In 

particular, the relevant knowledge and expertise provided by the non-executive directors can 

effect in value-enhancing decisions. Another explanation might be that the monitoring 

capabilities of independent directors efficiently hamper any private benefit extraction attempts 

by the dominant shareholders. 

In regards to the shareholder concentration effect on the firm performance, the coefficients of 

the SOC variable have different signs. In the model 3, the positive coefficient indicates that 

there is positive relationship between shareholder concentration and firm performance, 

whereas in model 2, the negative value is present. It implies that the shareholder concentration 

has different impact on firm performance in relation to the board independence level. 

The interaction variable between board independence and shareholder concentration is 

negative and statistically significant at the 1% level(-0.596), meaning that the interaction 

effect occurs between two variables. In model 3, we interpret the INDEPENDENT 

coefficient(0.290) as theactual impact of theindependent directors on the firm performance in 

firms with dispersed ownership structures. On the other hand, after combining the 

INDEPENDENT variable and the interaction variable, we obtain the value of -0.306. This 

negative value signifies that in firms with highconcentrated ownership, the presence of 

outside directors is detrimental for the subsequent corporate performance, whereas in firms 

with low concentrated ownership structures, the presence of non-executive directors is 

positively related to firm performance.This suggests thatthe relationship between board 

independence and firm performance is more pronounced when the shareholder concentration 

is dispersed. Following this interpretation, we conclude that there is a supplementary effect of 

shareholder concentration on board independence on firm performance.There are some 

potential explanations. For instance, a firm with more dispersed ownership reduces the 

possibility of agency problem type 2, as the policy-making capabilities are further balanced 

among the investors. Following this logic, the roles of independent board become less 

important when the ownership becomes more concentrated. Nevertheless, the level of 

shareholder concentration has a negative moderating effect on the relationship between board 

independence and firm performance.In the lights of the results above, the hypothesis 2 is 

supported. 

We also determine that the firms with smaller total size are associated with theincreased 

company performance, as the coefficients are negative and all statistically significant at the 1% 
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level. Regarding other control variables, we conclude that the younger firms with larger board 

size, smaller leverage ratios, higher foreign sales ratios and the “type 1” board structures are 

related toenhanced firm performance. This relation is especially pronouncedfor the firms with 

high R&D expenditures, as the coefficients of this variable arelarge in all models. 

 

5.2 Firm performance, board independence and shareholder protection index 

The table 5illustrates the regression results of all variables on the dependent variable Tobin’s 

Q. This particular index is an updated version of La Porta’s 1998 index, which refers to the 

extent to which investor rights are being protected within a particular country. The year and 

industry fixed effects are included. Besides control variables and other variables used in the 

previous table, it includes interaction variables between board independence and investor 

protection. 

Table 5: Firm performance, board independence and investor protection 

This table illustrates the estimations of the impact of board independence on the firm performance 

along with the moderating effect of investor protection on the main relationship. The standard errors 

***, **, and * indicate significance at the 1%, 5%, and 10% level, respectively. The independent 

variable is TOBINQ, which is calculated as the sum of equity market value and total liabilities over 

the sum of equity book value and total liabilities. 

 

Model1 Model2 Model3 

    INDEPENDENT 0.198*** 0.144*** 0.654*** 

 

[0.022] [0.024] [0.096]    

    SPI 

 

-0.058*** 0.016    

  

[0.007] [0.015]    

    INDEPENDENT*SPI 

  

-0.142*** 

   

[0.027]   

    SIZE -0.077*** -0.080*** -0.082*** 

 

[0.005] [0.005] [0.005]    

    AGE -0.002*** -0.001*** -0.002*** 

 

[0.000] [0.000] [0.000]    

    BSIZE 0.015*** 0.013*** 0.012*** 

 

[0.002] [0.002] [0.002]    
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    LEV -0.002 -0.003 -0.004    

 

[0.006] [0.006] [0.006]    

    BTYPED -0.065*** -0.074*** -0.084*** 

 

[0.014] [0.014] [0.014]    

    FXSALES 0.036** 0.046*** 0.064*** 

 

[0.017] [0.017] [0.018]    

    RD 3.394*** 3.310*** 3.256*** 

 

[0.188] [0.187] [0.187]    

    GDP 0.099*** 0.080*** 0.071*** 

 

[0.017] [0.017] [0.017]    

    Constant -0.063 0.483** 0.338 

 

[0.200] [0.213] [0.212] 

    Observations 

 

9018 

 

9018 

 

9018 

 

R-squared 

Adj. R-squared 

0.322 

0.316 

0.327 

0.321 

0.329 

0.323 

 

The dependent variable in this regression analysis is the firm performance, measured as the 

Tobin’s Q. Model 3 includes the interaction effect between board independence, shareholder 

concentration and investor protection.Model 2 encompasses the investor protection variables 

along with the independent variable. Model 1 only includes the individual effect of 

shareholder protection of the subsequent firm performance. The board independence 

coefficient is strongly positive and statistically significant at the 1% level in all models. This 

implies that the board independence is positively related to firm performance, which proves 

the hypothesis 1. 

The shareholder protection coefficient SPI has different signs, while beingstatistically 

significantat the 1% in the models 2. In model 2, the coefficient is negative(-0.058), indicating 

that the shareholder protection is negatively related to firm performance. On the contrary, in 

the model 3, the coefficient is positive(0.016). It suggests that the importance of shareholder 

protection in a country differs in respect to the level of the board independence. 
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The interaction variable between board independence and shareholder protection is negative 

and statistically significant at the 1% level(-0.142), meaning that the interaction effect occurs 

between the two variables. In model 3, we interpret the INDEPENDENT coefficient(0.654) as 

the actual impact of the independent directors on the firm performance in countries with 

weaker investor protection quality. This outcome is consistent with the previous expectations, 

as the relationship between board independence and firm performance is more pronounced 

when the investor protection quality is poor.On the other hand, after combining the 

INDEPENDENT variable and the interaction variable, we obtain the value of 0.512. This 

outcome signifies that in countries with strong shareholder protection quality, the effect of 

outside directors is positively related to thefirm performance. Nevertheless, for countries with 

high investor protection quality, the positiveimpact is less evident than in case of firms 

located in countries with weak investor protection quality. Following this interpretation, we 

conclude that there is a supplementary effect of investor protection on board independence on 

firm performance. One of the possible reasons for this outcome could be that the monitoring 

capabilities of non-executive directors become less important in case of strong shareholder 

protection on the country-level, thus the negative interaction effect. Overall, the level of 

country-level investor protection negatively moderates the relationship between board 

independence and firm performance, which proves the hypothesis 3. 

 

6. Robustness check 

In order to test for the potential robustness, a different sample is used to do the robustness 

check. In particular, the sample is divided into two groups, namely the Anglo-Saxon countries 

and the non-Anglo-Saxon countries. This method is utilized in order to see the potential 

differences in corporate governance quality among these states.The Anglo-Saxon countries in 

the sample, such as New Zealand or Canada are associated with enhanced investor protection 

whereas the non-Anglo-Saxon countries like Germany are related to increased use of internal 

corporate governance mechanisms, which might indicate additional need for concentrated 

ownership structures to offset for weak shareholder protection.The regression model 1 contain 

only the individual effect of board independence of the subsequent firm performance, while 

the model 2 analyzes the interaction effect between ownership concentration and board 

independence on the main relationship. Tables 6 and 7 present the regression results of all 

variables on the firm performance measured as the Tobin’s Q and the interaction effect on the 
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shareholder concentration.For the Anglo-Saxon and the non-Anglo-Saxon countries, the board 

independence coefficients are positive and statistically significant in all models. For firms 

with dispersed ownership structures, the impact of independent directors on the firm 

performance is marginally greater in the non-Anglo-Saxon countries. Nevertheless, the 

negative interaction effect in the Anglo-Saxon countries is considerably higher in comparison 

to the same effect in the non-Anglo-Saxon countries. This suggests that in case of high 

ownership concentration, the role of independent directors in the Anglo-Saxon countries is 

less important than in the non-Anglo-Saxon countries. The potential explanations behind this 

result is that theAnglo-Saxon states are influenced by the common law;the stronger corporate 

governance frameworkin these countrieseffectively reduce the relevance of the presence of 

outside directors on the boards. Overall, the main relationship is still negatively moderated by 

the ownership concentration in both subsamples; therefore thisoutcomeis consistent with the 

previous findings. 

Table 6: Firm performance, board independence and shareholder concentration(Anglo-

Saxon countries) 

This table illustrates the estimations of the impact of board independence on the firm performance 

along with the moderating effect of shareholder concentration on the main relationship. In this 

regression, only the Anglo-Saxon countries were covered. The standard errors ***, **, and * indicate 

significance at the 1%, 5%, and 10% level, respectively. The independent variable is TOBINQ, which 

is calculated as the sum of equity market value and total liabilities over the sum of equity book value 

and total liabilities. 

 

Model1 Model2 

   INDEPENDENT 0.068* 0.108**  

 

[0.040] [0.048]    

   SOC 

 

0.202 

  

[0.146]    

   INDEPENDENT*SOC 

 

-0.591*** 

  

[0.223]    

   SIZE -0.072*** -0.075*** 

 

[0.006] [0.006]    

   AGE -0.001* -0.001**  

 

[0.000] [0.000]    

   BSIZE 0.028*** 0.028*** 
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[0.003] [0.003]    

   LEV 0.003 0.003 

 

[0.008] [0.008]    

   BTYPED 0.141*** 0.147*** 

 

[0.050] [0.050]    

   FXSALES -0.033 -0.031 

 

[0.022] [0.022]    

   RD 3.909*** 3.898*** 

 

[0.215] [0.215]    

   GDP 0 0.01 

 

[0.057] [0.057]    

   Constant 0.618 0.431 

 

[0.630] [0.630] 

   Observations 5947 5947 

R-squared 0.345 0.348 

Adj. R-squared 0.337 0.339 
 

Table 7: Firm performance, board independence and shareholder concentration(Non-

Anglo-Saxon countries) 

This table illustrates the estimations of the impact of board independence on the firm performance 

along with the moderating effect of shareholder concentration on the main relationship. In this 

regression, only the Non-Anglo-Saxon countries were covered. The standard errors ***, **, and * 

indicate significance at the 1%, 5%, and 10% level, respectively. The independent variable is 

TOBINQ, which is calculated as the sum of equity market value and total liabilities over the sum of 

equity book value and total liabilities. 

 

Model1 Model2 

   INDEPENDENT 0.066** 0.119*** 

 

[0.030] [0.040]    

   SOC 

 

0.170*** 

  

[0.054]    

   INDEPENDENT*SOC 

 

-0.134 

  

[0.118]    

   SIZE -0.102*** -0.102*** 
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[0.007] [0.007]    

   AGE -0.004*** -0.004*** 

 

[0.001] [0.001]    

   BSIZE 0.007*** 0.007*** 

 

[0.002] [0.002]    

   LEV -0.056** -0.056**  

 

[0.023] [0.024]    

   BTYPED -0.053*** -0.047*** 

 

[0.018] [0.018]    

   FXSALES 0.151*** 0.150*** 

 

[0.027] [0.027]    

   RD 1.865*** 1.921*** 

 

[0.410] [0.414]    

   GDP 0.091*** 0.103*** 

 

[0.020] [0.020]    

   Constant 0.476** 0.241 

 

[0.237] [0.251] 

   Observations 3071 3071 

R-squared 0.338 0.341 

Adj. R-squared 0.324 0.326 
 

Tables 8 and 9 present the regression results of all variables on the firm performance 

measured as the Tobin’s Q and the interaction effect on the shareholder concentration. The 

regression model 1 contain only the individual effect of board independence of the subsequent 

firm performance, while the model 2 analyzes the interaction effect between investor 

protection quality and board independence on the main relationship.For the non-Anglo-Saxon 

countries, the coefficients are statistically insignificant, which indicates that the interaction 

effect of investor protection is not important forthe main relationship. However, for the 

Anglo-Saxon countries, theboard independence coefficient in the model 2 is positive and 

statistically significant. The interaction effect between board independence and firm 

performance is negative, but the combined interaction effect with the board independence 
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variable is positive and statistically significant.It implies that the positive effect of board 

independence on firm performance is present for firms located in all countries with differing 

levels of investor protection quality.Overall, the investor protection quality still negatively 

moderates the main relationship in both subsamples; therefore this outcome is consistent with 

the previous findings. 

Table 8: Firm performance, board independence and investor protection(Anglo-Saxon 

countries) 

This table illustrates the estimations of the impact of board independence on the firm performance 

along with the moderating effect of investor protection on the main relationship. In this regression, 

only the Anglo-Saxon countries were covered. The standard errors ***, **, and * indicate significance 

at the 1%, 5%, and 10% level, respectively. The independent variable is TOBINQ, which is calculated 

as the sum of equity market value and total liabilities over the sum of equity book value and total 

liabilities. 

 

Model1 Model2 

   INDEPENDENT 0.068* 0.889*** 

 

[0.040] [0.235]    

   SPI 

 

0.061 

  

[0.045]    

   INDEPENDENT*SPI 

 

-0.246*** 

  

[0.060]    

   SIZE -0.072*** -0.083*** 

 

[0.006] [0.006]    

   AGE -0.001* -0.001 

 

[0.000] [0.000]    

   BSIZE 0.028*** 0.023*** 

 

[0.003] [0.003]    

   LEV 0.003 0.001 

 

[0.008] [0.008]    

   BTYPED 0.141*** 0.136*** 

 

[0.050] [0.049]    

   FXSALES -0.033 0.009 

 

[0.022] [0.023]    
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RD 3.909*** 3.683*** 

 

[0.215] [0.215]    

   GDP 0 -0.236*** 

 

[0.057] [0.066]    

   Constant 0.618 3.129*** 

 

[0.630] [0.811]    

   Observations 5947 5947 

R-squared 0.345 0.355 

Adj. R-squared 0.337 0.347 
 

Table 9: Firm performance, board independence and investor protection(Non-Anglo-

Saxon countries) 

This table illustrates the estimations of the impact of board independence on the firm performance 

along with the moderating effect of investor protection on the main relationship. In this regression, 

only the Non-Anglo-Saxon countries were covered. The standard errors ***, **, and * indicate 

significance at the 1%, 5%, and 10% level, respectively. The independent variable is TOBINQ, which 

is calculated as the sum of equity market value and total liabilities over the sum of equity book value 

and total liabilities. 

 

Model1 Model2 

   INDEPENDENT 0.066** 0.11 

 

[0.030] [0.137]    

   SPI 

 

-0.004 

  

[0.017] 

   INDEPENDENT*SPI 

 

-0.013 

  

[0.039] 

   SIZE -0.102*** -0.102*** 

 

[0.007] [0.007]    

   AGE -0.004*** -0.004*** 

 

[0.001] [0.001]    

   BSIZE 0.007*** 0.007*** 

 

[0.002] [0.002]    

   LEV -0.056** -0.056**  

 

[0.023] [0.023]    
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BTYPED -0.053*** -0.056*** 

 

[0.018] [0.020]    

   FXSALES 0.151*** 0.146*** 

 

[0.027] [0.028]    

   RD 1.865*** 1.870*** 

 

[0.410] [0.410]    

   GDP 0.091*** 0.091*** 

 

[0.020] [0.020]    

   Constant 0.476** 0.496**  

 

[0.237] [0.246]    

   Observations 3071 3071 

R-squared 0.338 0.339 

Adj. R-squared 0.324 0.323 

 

 

7. Discussion and Conclusions 

In this thesis, we examine the relationship between the board independence as measured by 

the extent to which the boards consist of non-executive directors on the subsequent firm 

performance. To account for the interaction effects, the level of ownership concentration and 

the strength of investor protection, as determined by two different measurements are used, 

along withall control variables. The board independence level is positively related to firm 

performance in all regression models. The possible explanations behind this outcome suggest 

that the non-executive directors provide relevant knowledge and expertise to the board, thus 

producing value-creating decisions that result in enhanced company performance. Another 

reason is that the presence of outside directors tends to eliminate all types of agency problems. 

The non-alignment between independent directors and the firm itself makes the outside 

directors being intrinsically motivated in company’s prosperity, rather than to engage in 

personal benefit extraction. Moreover, we found the supplementary effects of both 

shareholder concentration and investor protection on board independence on firm 

performance.In the Table 4, the combined interactioneffect between board independence and 

shareholder concentration isnegative, which indicates the negative effect of ownership 
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concentration on the main relationship. For firms with dispersed ownership structures, the 

positive effect of board independence on firm performance is more pronounced. For 

companies with high ownership structures, the impact becomes negative.This outcome is in 

accordancewith Li, Lu, Mittoo and Zhang(2015) suggestion that in case of high ownership 

concentration, the presence of non-executive directors becomes less valuable and their role in 

increasing the corporate performance is subsequently declined. The logic behind this result 

might be because the top shareholders are capable to monitor the management that otherwise 

the independent board of directors would have taken care of. In such case, employingan 

excessive number of outside directors for firms with concentrated ownership could be harmful 

for the firm.In regards to investor protection qualityas measured by Djankov’s 2008 “Anti-

Director Right Index”, wewere able to detect the moderating effect of shareholder 

protectionquality on the main relationship.The positive effect of outside directors on firm 

performance is evident for firms located in all countries in the sample, regardless of different 

levels of investor protection quality. Nevertheless, the combined interaction effect between 

the board independence variable and shareholder protection is negative. In countries with high 

investor protection, the positive relationship is less pronounced than in countries with weak 

shareholder protection quality.Following this interpretation, we prove that the quality of 

investor protection negatively moderates the main relationship. The possible reason is that in 

countries with high SPI index, the strong corporate governance mechanisms decrease the 

value-enhancing role of non-executive directors, thus diminishing the importance of outside 

directors in terms of increasing the corporate performance. On the other hand, the weak 

country-level corporate governance mechanisms are associated with increased emphasis to 

put more independent directors onto the boards.Following this interpretation, the corporate 

governance role of top owners in a firm could be more important in countries with weak 

shareholder protection. On the contrary, in case of dispersed ownership, the investor 

protection strength could be used as the external corporate governance mechanisms to offset 

any disadvantages related to more evenly distributed ownership structures.Regarding possible 

limitations to this thesis, the sample only covers years between 2012 and 2015, which may 

have important implications for the results. The dependent variable Tobin’s Q is a market-

based measure, while the another relevant accounting-based measures on firm performance, 

namely Return on Assets(ROA) or Return on Equity(ROE) were excluded from this 

examination. Furthermore, several OECD countries were excluded from the sample, which 

could create some implications for the regression results.In addition, several important 

variablessuch as CEO duality or total company sales were omitted. 
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9. Appendix 

 

Table A.1: Definition of variables 

Variables Description 

TOBINQ Tobin’s Q which is the proxy for the firm 

performance. It will be calculated as the sum 

of equity market value and total liabilities 

over the sum of equity book value and total 

liabilities. 

INDEPENDENT Board independence level. It is the ratio of 

non-executive independent directors over 

total number of directors in a firm. 

SOC Shareholder concentration of a firm. 

Measured as the ratio of closely held shares 

over total outstanding shares. 

SPI Investor protection in a country.It is 

measured using the Djankov’s “Anti-Self-

Dealing Index”. 

SIZE Firm size. Calculated as the natural logarithm 

of firm’s total assets. 

AGE 

 

BSIZE 

 

LEV 

 

Firm age. Measured as the difference in the 

fund year and the current year. 

Board Size. Measured as the total number of 

directors appointed on the boards. 

Firm’s leverage level. It is calculated as the 

ratio of the long-term debt over the book 

value of assets. 
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BTYPED 

 

 

FXSALES 

 

 

RD 

 

 

GDP 

 

𝜀 

The board structure type dummy variable. 

Takes the value of 0 in case of “one-tier” 

boards and 1 in case of “two-tier” boards. 

The level of firm’s internationalization. 

Measured as the ratio ofthe foreign sales over 

the total sales in a firm. 

Research and Development intensity. 

Calculated as the ratio of R&D expenses 

over the total sales in a firm. 

The GDP growth. Measured as the natural 

logarithm of Gross Domestic Product. 

Error term. 
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Table A.2: Anti-Director Rights Index(Djankov, 2008) 

This table presents the respective “Anti-Director Rights Index” scores for the selected OECD countries, 

including the legal origin and the original 1998 La Porta’s scores. 

 

Country Legal origin Original ADRI Adjusted ADRI 

Australia Common law 4 4 

Austria Civil law 2 2.5 

Belgium Civil law 0 3 

Canada Common law 5 4 

Chile Civil law 5 4 

Denmark Civil law 2 4 

Estonia Civil law ? 5 

Finland Civil law 3 3.5 

France Civil law 3 3.5 

Germany Civil law 1 3.5 

Greece Civil law 2 2 

Ireland Common law 4 5 

Israel Common law 3 4 

Italy Civil law 1 2 

Japan Civil law 4 4.5 

Korea Civil law ? 4.5 

Mexico Civil law 1 3 

Netherlands 

New Zealand 

Civil law 

Common law 

2 

4 

2.5 

4 

Norway Civil law 4 3.5 

Poland Civil law ? 2 

Portugal Civil law 3 2.5 

Spain Civil law 4 5 

Sweden Civil law 3 3.5 

Switzerland Civil law 2 3 

Turkey Civil law 2 3 

United Kingdom Common law 5 5 

United States Common law 5 3 
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Table A.3: Sample distribution by countries 

This table presents the sample distribution by 28 OECD countries covered in this examination. 

Country Frequency Percentage 

Austria 30 0.33 

Australia 1,122 12.45 

Belgium 54 0.61 

Canada 788 8.75 

Chile 48 0.54 

Denmark 58 0.65 

Finland 83 0.93 

France 264 2.94 

Germany 202 2.25 

Greece 37 0.42 

Ireland 46 0.52 

Israel 35 0.38 

Italy 77 0.86 

Japan 1,050 11.65 

Korea 343 3.81 

Luxembourg 11 0.12 

Mexico 77 0.86 

Netherlands 88 0.98 

New Zealand 53 0.60 

Norway 65 0.73 

Poland 50 0.56 

Portugal 25 0.28 

Spain 95 1.06 

Sweden 119 1.14 

Switzerland 159 1.77 

Turkey 55 0.61 

United Kingdom 872 9.68 

United States 3112 34.52 

Total 9,018 100 

 


