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Abstract

Purpose — The purpose of this paper is to explore the relationship between boards and board activity
and subsequent business performance, in the context of high-growth companies, through the lens of
decision making and business performance.

Design/methodology/approach — A critical realist approach was used to conduct a longitudinal
multiple-case study of two medium-sized, quasi-public high-growth companies. Data collection
included first-hand observations of boards in session, semi-structured interviews with key actors and
the inspection of board and company documentation. An iterative approach to analysis was used to
gain an in-depth understanding of how the boards worked and how they sought to exert influence.
Findings — The paper provides empirical insight about board involvement in strategic management.
A proactive involvement by boards in the strategy development process and assessment of strategic
options, and a collaborative form of board involvement in strategic management together with
management is indicated as being important if the board is to exert influence beyond the boardroom.
A conceptual model of a collaborative form of board-management interaction is developed.
Practical implications — The paper provides guidance for boards, suggesting that a more direct
level of involvement in strategic management by the board together with management may be material
to improved business performance.

Originality/value — The paper responds to calls for more research on the relationship between
boards and business performance. It contributes much-needed first-hand evidence from within the
boardroom.

Keywords Corporate governance, Strategic management, Agency theory, Critical realism, Black box
Paper type Research paper

1. Introduction

Boards of directors (henceforth, boards) provide an important link between company
owners and company managers (Fama and Jensen, 1983). They are often introduced by
owners to represent their interests following the separation of ownership from control
(Berle and Means, 1932) that occurs in companies as a result of owners (equity
providers) not working or no longer working within the business they own. Nowadays
separation between owners and managers occurs for multiple reasons, however, Berle
and Means’ interest was piqued by the scale of industrialisation encountered in
North America, a marked contrast to that being experienced in the UK and Europe at
the time. The publicly listed company, therefore, became the normal structure for
business. Consequently, boards have become the subject of research (Brown and
Caylor, 2006) often aimed at understanding the best configuration through which to
achieve the desired outcomes of company owners — in what is a re-emergence of
Chandler’s (1962) contingency approach.

A considerable body of literature about boards, corporate governance and related
topics has been published (Tricker, 2012b). The literature suggests that an important
relationship may exist between boards, the practices of corporate governance and
subsequent company performance (Huse, 2007; Nicholson and Kiel, 2007).



However, much of it conflates the concept and practices of corporate governance with
the structure of a board, implying that corporate governance is either a structure or
process to be followed. Or worse, that conflation extends to the point where boards and
corporate governance are viewed as being synonymous constructs. Numerous
correlations between various structural and composition (input) variables of boards
and performance (output) variables have been explored in the research literature —
equally many have been falsified — and, on occasion rich descriptions of boards have
been provided. The results of five comprehensive meta-analyses (Finegold et al.,, 2007;
Hermalin and Weisbach, 2003; Lawal, 2012; Petrovic, 2008; Pugliese ef al., 2009) attest
to the mixed results. Knowledge about boards has been informed by data from
secondary sources and performance proxies in most cases. Research informed by
primary data collected from within the boardroom itself remains extraordinarily rare,
which is surprising given the efforts to restore confidence to governance
administration in many jurisdictions. While the practitioner community may be
forgiven for such latitude it remains surprising that the research community, while
espousing rigour on the one hand continues to yield to the temptation of secondary
data sources on the other. For six decades, boards were largely ignored by the research
community until the repeated failures and highly publicised practitioner reviews finally
intruded on business researchers’ collective conscience. That most of these latter efforts
proceeded in the absence of research conducted using primary data ought to be a
significant concern to legislators, practitioners, researchers and those very
organisations that purport to represent directors, namely, Institutes of Directors and
the like across the Anglosphere. While research into the impact of boards on company
performance has proliferated (Moore and Reberioux, 2011), no conclusive explanations
of what boards actually do, or how boards influence the achievement of company
performance outcomes have been reported (Huse ef al, 2011). The nature and
characteristics of the supposed relationship are yet to be determined (Bozec and Bozec,
2012), although the active engagement of the board (Hilmer, 1994) — in the form of
leadership in the development of strategy (Wheelen and Hunger, 2006); the making of
strategic decisions in the context of approved strategy (Crow, 2012); and, the effective
monitoring of strategy implementation and subsequent performance outcomes
(Johanson, 2008) — appears to be significant.

The goal of most corporate governance research appears to have been the
identification of patterns and regularities, without any apparent interest in providing
an explanation (Elster, 2007) of how these patterns or regularities occur — or even why
they may be important! Researchers seem to have assumed that boards can be reduced
to separable attributes for objective study, and that the “truth” can be determined
through the near continuous analysis of empirical data mostly collected from
secondary data sources and the application of inductive techniques or formal logics
through which contributions to theory may occur.

However, the board is a complex, socially dynamic construction that cannot be
studied in isolation from the structure within which it exists, the company (Tricker,
2012b) and shareholder/owner constituency whom it supposedly serves. Further,
causality in socially dynamic phenomena is dependent on, and may only operate
under, certain contingent conditions (George and Bennett, 2005). Therefore, boards
and the board activity of corporate governance are unlikely to be adequately explained
through the reduction of the roles or the activities of individual directors or board
structural attributes. That researchers have experienced epistemological limitations
and methodological challenges (Mir and Watson, 2001) should not be surprising.
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Further, that the interpretation of such research outputs should be being cautioned
rather than embraced by the research community challenges the very principle of
intellectual honesty.

A research agenda exploring relationships between boards, corporate governance,
strategic management and subsequent performance has produced a range of outputs to
date (Crow and Lockhart, 2014). Much of the preceding research (Edlin, 2007; Martyn,
2006) demonstrated the value of primary data collected from direct observation in the
boardroom. However, like that published elsewhere (Brundin and Nordgvist, 2008;
Cornforth and Edwards, 1999) these limited forays into the boardroom were suspected
of being vulnerable to behaviour from being watched (Martin and Bateson, 2007) of
which directors are not thought to be an exception. This particular research sought to
explore the relationships between corporate governance, strategic management and
subsequent business performance through the use of multiple-case studies using
longitudinal (year-long) direct observations of corporate boards. The direct
observations were supplemented by unimpeded access to directors, chairs and the
CEOs of the companies through interviewing, plus access to multiple years of minutes,
company records and their histories.

This paper is organised as follows. A succinct critique of the agency and strategy
literature is presented. The importance of direct access to observe what actually
occurs in boardrooms — while the board is in session — is discussed, and the research
method employed in this particular study is described. The relationship between
board activities and performance that emerges from data collected from the
direct year-long observation of two corporate boardrooms is explored, and a
re-conceptualisation of governance is proposed. Finally, conclusions and
opportunities for future research are presented.

2. The separation of governance and management

Scholars have been interested in boards; the relationship between ownership, control
and managerial activity in companies; and, the relevance of boards to performance
outcomes since the early decades of the twentieth-century (Daily ef al, 2003).
The concept of corporate governance was discussed by Berle and Means (1932) in their
seminal treatise, although the term was only explicitly introduced (Eells, 1960) in the
literature much later.

Berle and Means discussed the separation of owner and control at length.
They suggested that the board — a collective of directors — provided a suitable proxy to
represent owners’ interests, and through which the activities of management could be
monitored and controls exerted on behalf of those owners (Fama, 1980). The separation
of ownership and control described by Berle and Means has become the basis for the
dominant theory of corporate governance and board interaction — subsequently
labelled agency theory (Jensen and Meckling, 1976). Regrettably, Berle and Means’
primary contribution to the discussion of business is all too often ignored, namely, that
the listed public company resulting in the separation of ownership from the daily
control of the company had by then become the normal structure in the USA. Further,
that that structure emerged in no small part to the scale of the continent, requiring
capital from multiple sources to build infrastructure and compete at a domestic level all
too often escapes the reader.

However, the seemingly straightforward agency theory reduces the corporate
governance interaction to just two separate parties, although this description has
been recently suggested as being naive (Swamy, 2011). Agency theory states



that the agent’s (controller’s/manager’s) actions depart through information
asymmetries, self-interest and other motivations (Simon, 1997) from those required
to maximise the principal’s (owner’s) shareholder returns. The establishment of
appropriate structures and explicit control mechanisms to continually align the
behaviour and activity of management with the expectations of owners can
supposedly mitigate the agency problem (Grossman and Hart, 1983) inherent in the
normal business structure of the listed or quasi-public company. Many structural,
composition, and to a lesser extent behavioural attributes of boards and directors
have been investigated (Boone ef al, 2007), mostly in an attempt to identify the best
configuration through which to minimise agency costs (Agrawal and Knoeber, 1996)
inherent between owners and managers and, therefore, optimise company
performance in accordance with owners’ wishes. However, the results of these
studies have been demonstrated to be far from consistent, as many of the results have
been falsified as quickly as they have been claimed to exist. Despite the
preponderance of normative solutions little is empirically known of the relationship
between boards, via corporate governance, strategic management and business
performance. Structural studies have revealed little.

Many agency theorists assert that independence in decision making and performance
are associated. If this were so, a clear separation between corporate governance activity
and management activity would be conducive to performance. However, this assertion
does not appear to be well-supported in the literature (Daily ef al, 2003), despite it being
widely accepted as good practice amongst practitioners and directors’ institutes. None of
the empirical results reported to date have demonstrated any consistent improvement in
company performance (Dalton et al, 2003) or value creation (Kraus and Britzelmaier,
2011) as a result of these various agency mechanisms being implemented.

The structures and controls proposed by agency theorists were observed to be
insufficient in averting the corporate collapses of the early 2000s (Soltani, 2014), the
global financial crisis of 2008-2009 (Conyon ef al., 2011); and, some of the more recent
failures of corporate governance in New Zealand[1]. The various defensive screens
erected by boards in response to such failures — including claims of information
asymmetry, poor implementation of strategy and management fraud — expose
shortcomings in both theory and practice. Statutory reforms and codes of practice,
introduced in response to corporate failures and the behaviours of recalcitrant
directors and boards, appear to have done little to improve the quality of corporate
governance or company performance either (Leblanc, 2010; Pozen, 2010). Indeed, the
agency-based corporate governance system suggests the sharp focus on monitoring
and control (Lockhart, 2014a) may have played a significant role (Weitzner and
Peridis, 2011) in some failures.

Despite it being identified as a limitation over a decade ago (Daily et al., 2003),
many researchers have continued to dogmatically pursue agency theory as the
theoretical basis for corporate governance research. These efforts — which have used
conventional statistical analysis of quantitative data and hypothetico-deductive
science in most cases — have largely failed to reach any robust conclusions to explain
the governance-performance relationship that reportedly exists, if it exists at all. This
should not be surprising because the prediction of future performance of social
phenomena (Quine, 1991) based on correlations between observable variables is
known to be very difficult to achieve.

The paucity of any conclusive explanation of the governance-performance
relationship confirms that the understanding of how boards influence the
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achievement of company performance outcomes is incomplete (Crow et al, 2014).
Researchers may need to move beyond the assumption that the processes of
governance and management are actually independent; that governance can be
reduced to a set of discrete structural and composition attributes that can be studied
in isolation; and, that the use of quantitative data, multivariate analyses and
hypothetico-deduction (Friedrichs and Kratochwil, 2009) is appropriate, if credible
explanations are to be discovered. The implication of the commonly utilised approach
to research, that a constant conjunction between variables constitutes a causal
explanation, may be misguided because all companies and their boards; the
relationships between their boards and their managers; and the division of labour
(Lockhart, 2012) agreed to, negotiated or wrestled with between boards and managers
are to some extent unique. Boards are social constructions, so explanations must
account for social interactions among the directors, and with owners, and with
managers. Therefore, a more holistic approach that explores the subject (board), the
activity (corporate governance) and context (company) is expected to be pivotal to the
production of more credible explanations of the relationship between corporate
governance and business performance.

3. Strategic decision making and performance

Company performance appears to be heavily dependent on the selection and
implementation of an appropriate strategy or strategies that enable the company to
exploit resources and compete effectively to maximise returns and company value
(Audretsch et al, 2009). While an association between corporate governance and
performance has been suggested in the literature, no categorical causal link to
increased performance or value creation has been established. However, the board
appears to be important to value creation; board effectiveness appears to be an
antecedent of company success; and some variables appear to be significant in some
circumstances and the board in session appears to be the very source of corporate
governance. When Anderson et al. (2007) described the board as being a “strategic
asset” (p. 787), for example, they qualified their conclusion by suggesting the further
research was needed to establish the efficacy of such a description.

Despite two or more decades of scholarly enquiry and debate, no agreement is apparent
in the literature as to the appropriate level, scope or nature of the board’s involvement in
strategy and the strategic management process, or how the board’s involvement should be
mitiated or fulfilled (Hendry and Kiel, 2004). Notwithstanding this, several researchers
have suggested that boards should be actively engaged in the strategy selection and
decision-making process with management (Andrews, 1980; Bukhvalov and Bukhvalova,
2011) — especially during periods of crisis or change (Weitzner and Peridis, 2011) — because
boards are ultimately responsible for company performance (Bainbridge, 2002) and
value creation (Pugliese et al, 2009), and they appear to do this by way of corporate
governance. Also, companies with active boards have long been claimed to perform better
than those with more passive boards (Wheelen and Hunger, 2006), particularly when
effective dynamics exist between the board and management (Barroso et al, 2009).
However, no explanations of how and why improved performance occurs as a result of
active boards have been provided to date. Strategic decision making, namely, the board’s
contribution to strategic management by way of corporate governance may be at the
nexus of this relationship.

The making of strategic decisions can be challenging (Lim, 2012) because
decision makers typically do not have access to all the information required to make



informed choices. Information asymmetries, information complexity, macro-
environmental forces and the decision preferences, cognitive biases and limitations
of directors abound — all of which appear to have an impact on decision quality
(Eisenhardt and Zbaracki, 1992; Hall, 2007; Sharpe, 2012). Also, in many cases the
chief executive controls the board’s agenda (Peebles, 2010) or has significant
influence over the agenda and, therefore, controls and/or influences what gets
discussed in the boardroom.

Notwithstanding these challenges, calls for boards to increase their involvement in
strategy and strategic decision making, and to become more forward-looking (Parsons
and Feigen, 2014) have become more common (Tricker, 2012a), although these calls are
far from being universal (Zattoni and Pugliese, 2012). The board’s role in strategy
formulation and implementation, therefore, remains “an empirically understudied
phenomenon” (Bordean et al, 2011, p. 987). While alternative models have been
proposed (Babic et al., 2011), more qualitative and theory-building research is required
to discover and explain how any contribution by the board to the strategy development
process may influence subsequent performance.

The literature provides some guidance to direct future research. It may be possible to
enhance company performance when the division of labour (Lockhart, 2012) between the
board and management is clearly defined and understood, efficiently implemented and
both groups are actively engaged together in seeking positive performance outcomes.
Therefore, corporate governance may be perhaps better understood as a mechanism to
be activated by the board, and through which activities occur and enhanced outcomes
are achieved. The development of strategy, making of strategic-decisions and monitoring
of strategy implementation may be important elements of this mechanism.

4. The apparent importance of access

Access appears to be crucial to the advancement of corporate governance research,
especially to the creation of credible knowledge about boards, what they actually do
and their contribution to business performance. The direct observation of boards, the
only credible source of primary data, within a reallife context should enable
researchers to learn more than what is possible with experiments and cross-sectional
methods, which typically extract the subject of interest from its natural context (George
and Bennett, 2005). Insights from first-hand observations often transcend those
available from interviews, surveys or statistical analyses (Bales and Flanders, 1954).
Boards are no exception. The identification of underlying mechanisms (Sayer, 2000)
that can be activated by boards — and are expected to be significant to explanation — is
unlikely to be possible if the research is limited to the analysis of secondary data;
deductive or inductive modes of inference (Danermark et al., 2002); or, worse, if such
representations of data (Stablein, 2006) are mistaken to be the data itself as appears to
be commonly the case in governance research especially with qualitative studies based
on director and/or CEO interviews.

The importance of gaining access, to make first-hand observations, was highlighted
in the literature decades ago (Gummesson, 1991). Gummesson (2000) subsequently
re-asserted that “traditional research methods used in business research do not provide
satisfactory access” (p. 14, Gummesson’s emphasis), and again that the gaining of
access 1s crucial to enable the researcher to get as close to reality as possible
(Gummesson, 2007). Sadly, his repeated calls are frequently ignored by business
researchers, and almost always avoided — on a sheer scale basis — by corporate
governance researchers in particular. The importance of access to “opening up the
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black box” (Johanson, 2008, p. 345), to obviate assumptions of congruence (Lawrence,
1997) and advance research beyond correlations (Crow and Lockhart, 2014), is made
plain in the literature.

Notwithstanding the apparent importance of access to the collection of reliable
primary data, many organisations and groups have been unwilling to grant access —
boards particularly so (Leblanc and Gillies, 2005). “Strong norms of privacy”
(Pettigrew, 1992, p. 164) appear to be the primary barrier to participation. As a result,
the gaining of access to boards to make first-hand observations of corporate board
meetings has been very difficult to achieve in most — but not all (Edlin, 2007; Machold
and Farquhar, 2013; Martyn, 2006) — cases. Consequently, much of the corporate
governance literature has been limited to the utilisation of data collected from outside
the boardroom and desktop research (Neill and Dulewicz, 2010). The results have been
correspondingly limited.

While single incursions into the boardroom appear to be beneficial to the collection
of primary data, they are beset with a significant difficulty: reliability. Knowledge of
whether the observed interactions are an authentic representation of the normative
interactions or not, cannot be determined with a single observation. As with
interviews and surveys, where respondents can — and sometimes do — provide
answers of expediency, directors can modify their behaviours and interactions
(Zerbe and Paulhus, 1987), to suit a plethora of obvious or hidden motivations. It may
be possible to mitigate the risk of not knowing whether the observed behaviours and
interactions are authentic by observing several meetings over time. Directors are
expected to revert to authentic behaviour over time, as they become familiar and
more comfortable with an observer in the boardroom. Therefore, a longitudinal study
is more likely to be beneficial to the acquisition of reliable data, and from which
reliable knowledge can be inferred.

Notwithstanding these difficulties, access appears to be crucial to the collection of
reliable — and sufficiently complete — data, from which a deep understanding of how
boards work can be gained, conceptual abstractions developed, underlying powers and
mechanisms identified, and credible postulations proposed. However, such
relationships are expected to be rare among a research community plagued by the
academic-practitioner divide (McNatt et al,, 2013).

5. Approach to research

Analysis techniques that move beyond the limitations of cross-sectional methods and
hypothetico-deductive science are likely to be required if a deep understanding (Dobson
et al.,, 2007) is to be gained. The literature indicates that methodologies founded upon
critical realism (Bhaskar, 1975) enable complex organisational phenomena to be
investigated (Wynn and Williams, 2012) and underlying mechanisms to be exposed
(Tsoukas et al., 2000). An iterative approach to analysis that combines qualitative and
quantitative data gathered from multiple sources; utilises abductive and retroductive
modes of inference; and, is based on critical realism, appears to provide an viable
pathway (Crow and Lockhart, 2014) along which to pursue the production of more
holistic, credible (Krupnik, 2012) and methodologically pluralistic theories (Kurki, 2009)
of how boards can influence company performance outcomes.

This research used an iterative approach (Dubois and Gadde, 2002) and both
quantitative and qualitative data collected from several organisations (King et al., 1994)
to gain a deep understanding and take tentative steps towards exposing the underlying
mechanisms that can cause outcomes. A multiple-case study and longitudinal approach



centred on actual boardroom observations over a year of the board in session in two
large-sized quasi-public companies, supplemented by data gathered from additional
secondary and tertiary sources, was employed. The sector(s) within which the two
companies operate is considered to be immaterial to the research. Suffice to say that
they are both “service” organisations with business-to-business operating models.
Both companies are regarded as high-growth companies (per the OECD definition of
25 per cent compound annual growth achieved over at least three years), and
predominantly operate in the Australasian market. Both companies have well-
established mixed-boards (Garratt, 1996) of directors with independent chairs. From a
structural sense both boards can be observed to be complying with the increased
expectation of independence, although one more so than the other. In each case
company ownership was sufficiently diffuse that only a relative minority of
shareholder/owner/managers sat on the respective boards.

Several different collection techniques (Johnson and Onwuegbuzie, 2004) were used
to collect primary, secondary and tertiary data from and about the two companies that
agreed to participate in this research. Data were collected from first-hand observations
of the board within the boardroom over a 12-month period; repeated semi-structured
interviews with the chairman and chief executive of each company were conducted;
three years of confidential board data were analysed, ten years of annual reports for
each company reviewed, and data from other published and informal sources collated.
The chief executives and board chairs also offered personal reflections during the
interviews — on otherwise private matters, relationships and challenges. Their
reflections provided further insights beyond those that could be discerned from the
responses to the semi-structured interview questions. At no stage was the relationship
between the researcher (as an observer) and the boards, either individual directors or
collective boards, challenged or compromised. Both boards, once committed to
participation in the research only ever courteously acknowledged the presence of the
researcher in the boardroom, and then only before the board was in session.

The greatest challenge to emerge from the research, having gained access to the
boardroom was compliance with confidentiality set out by both companies, agreed to at
the start of the research by the researcher and the host institution. That confidentiality,
essential to gain access, limits the exploration of context entirely acceptable in practice
but potentially problematic in research. Much is understood and acknowledged but far
greater can never be disclosed for fear of bringing the entire process into disrepute.

Relevant data were also collated onto a synthetic timeline framework to provide a
diagrammatic representation of the data collected for research, to expedite familiarity
with the overall context within which the research is conducted gain an understanding
of how the observed boards actually work; identify board involvement in strategic
management especially strategy development, strategic and other decisions, decision
sequences[2] and monitoring activities; and to identify performance inflections and
other factors that might be significant to the analysis.

Strategic and other decisions, decision sequences, performance inflections,
associations between seemingly disparate data, and other factors that appeared to
be significant were identified over a ten-year-period, with greater intensity over the
preceding three years by way of access to board minutes and company papers, and
even greater scrutiny during the year-long period of direct observation. This latter and
so-called “Camera One” view[3] provided an overall context for detailed analysis of
decision making that could then be triangulated against the semi-structured interviews
conducted with the CEOs and board chairs, contrasted with earlier minutes over
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preceding years, and mapped against performance and performance inflections in both
companies. At the time of writing, no similarly comprehensive longitudinal set of
primary data, from multiple private-sector companies, appears to have been collected
for corporate governance research exploring the relationship between corporate
governance, strategic management and business performance.

The framework developed by Taitoko (2002), and subsequently used by Lockhart
and Taitoko (2005) (henceforth, the LT framework[4]) in their detailed longitudinal
board and governance failure study, was used for this research. Once loaded with data
from primary and secondary sources, the LT framework is expected to provide a
holistic overview of board and management activity, director interaction, strategic
decisions and decision sequences. Also, associations between seemingly disparate
attribute, relationship, action and decision data (especially data that indicates a
possible relationship between board activity and consequential outcomes including
performance inflections) should also become apparent for more detailed analysis.

Data collated onto the LT framework included company financial performance data
(revenue and EBIT as proxies for company performance); board membership, structure
and composition data; the identity of the chief executive and chairman; strategic
decisions and decision sequence data; and other seemingly relevant and significant
data. Most of the data were objective in nature (or unambiguous, at least), meaning little
if any interpretation was required before the data were recorded onto the longitudinal
chart. An iterative process was used to inspect source data, code it and check it before it
was recorded on the LT framework. Two LT frameworks were assembled for each
participating company. The first provided an overview of the entire period for which
data were collected, and the second provided a more detailed perspective of relevant
events, activities and interactions during the three-year research period.

6. Findings and discussion

A proactive involvement by boards in the strategy development process and
assessment of strategic options is apparent from the analysis of data collected in the
boardroom. The two boards appear to improve the quality of environmental scanning,
minimise the chance of selecting poor strategies, and improve decision making.
Knowledge about the business appears to be important, even though the CEOs
interviewed during this research believed that their boards did not necessarily
understand the drivers of their respective company’s success. The interviewees also
reported that the making of strategic decisions can be challenging because decision
makers typically do not have access to all the information required to make suitably
informed choices. Management was observed to control the board’s agenda in many
cases, which was observed to limit the flow of relevant information between themselves
and their boards. Poor decisions — or decisions not made because items were not raised
by management or the board asked the wrong questions — were also observed.
Whether or not this can be construed as being an agency problem is moot, for
advantages to managers (at the expense of the company owners) were not identified
when such asymmetry was observed to occur. It simply occurred.

The data suggest that there is a fine but definite line between the board having an
active involvement in strategic matters (seen as being desirable by both boards), and
the board being seen to impinge on management’s delegated responsibility to
implement strategy and operate the business. Interestingly, both the CEOs interviewed
claimed to control the process of strategy development, whether the board was actively
mvolved or not. They also suggested that increased involvement and interaction



between the board and management was expected to lead to interference and loss of
objectivity in oversight (Anderson et al, 2007). Therefore, the division of labour
suggested as being an organising device for strategic decision-making activities was
observed as being in play, but not necessarily in the explicit manner promoted by
Lockhart (2014b).

A realist ontology — that a real world exists independent of our knowledge of it —
provides an opportunity to reconceptualise governance and construct a theory in the
middle range (Merton, 1957). The boards were observed to have the power to develop
strategy and make strategic decisions, whether they actually did so or not. The
analysis indicates that when strategy is developed, decided upon and implemented
effectively in the context of the sustainable purpose of the organisation; performance
is reported, monitored and verified; and the board and management are actively
engaged together in the practices of governance, beneficial performance outcomes
follow (Figure 1).

This restatement of board and management contributions appears to expose
underlying mechanisms that may help explain the impact boards actually have on
company performance. The underlying social mechanisms appear to be engagement,
empathy, purpose, competence and control. Effective contributions seem to be
dependent on the harmonious activation of these mechanisms. Conversely, when
any one or more not activated the board’s influence on performance appears to be
slight, at best. High performance may still occur, but not from any influence exerted
by the board. This restatement of governance is well-grounded in the strategic
management literature and organisational theory. It was informed by a deep
understanding of the data and organisational context, and was exposed via a critical
realist approach to research.

7. Conclusion

The value that boards can contribute to company performance appears to lie in their active
and ongoing involvement in the company’s strategic thinking and strategic management
processes — through the consideration of strategic options, the development of strategy,
the making of strategic decisions in the context of approved strategy, and the monitoring
of strategy implementation and subsequent performance. Company performance appears
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to be enhanced when the division of labour between the board and managers is clearly
defined and efficiently implemented, and underlying mechanisms are activated.

This conceptualisation of corporate governance should enable shareholders, boards
and managers to begin to understand the mechanisms and activities that enable
increases in business performance. Once boards understand and intentionally activate
the underlying mechanisms, increased performance is not only possible, but also
potentially sustainable. A more comprehensive analysis of the three-year longitudinal
multiple-case study data of two high-growth companies is underway — the results of
which will enable the proposals described in this paper to be further refined.

Notes

1. Examples include the collapse of Dominion Finance and several other finance companies;
Christchurch City Council losing the power to issue building consents; Solid Energy
becoming insolvent; and, the Fonterra botulism scare.

2. Some of the decisions made in the boardroom were “lead-up” decisions — precursors to a later
strategic decision. Strings of such decisions are described as decision sequences in this
research.

3. “Camera One”: the colloquial name given by camera operators and production staff to the
video camera used to record an overview of a sports match. Usually positioned high in the
spectator stands, Camera One provides panoramic views for context, not detailed close-ups of
specific players or specific details of the game.

4. So named here. Lockhart and Taitoko (2005) did not name the framework in their
original work.

References

Agrawal, A. and Knoeber, CR. (1996), “Firm performance and mechanisms to control agency
problems between managers and shareholders”, Journal of Financial & Quantitative
Analysis, Vol. 31 No. 3, pp. 377-397.

Anderson, D.W., Melanson, SJ. and Maly, J. (2007), “The evolution of corporate governance:
power redistribution brings boards to life”, Corporate Governance: An International
Review, Vol. 15 No. 5, pp. 780-797.

Andrews, K.R. (1980), “Directors’ responsibility for corporate strategy”, Harvard Business Review,
Vol. 58 No. 6, pp. 30-42.

Audretsch, D.B.,, Lehmann, E.E. and Plummer, L.A. (2009), “Agency and governance in strategic
entrepreneurship”, Entrepreneurship: Theory & Practice, Vol. 33 No. 1, pp. 149-166.
Babic, V.M, Nikolic, ].D. and Eric, J.M. (2011), “Rethinking board role performance: towards an
integrative model”, Economic Annals, Vol. 56 No. 190, pp. 140-162.

Bainbridge, SM. (2002), “Why a board? Group decision making in corporate governance”,
Vanderbilt Law Review, Vol. 55 No. 1, pp. 1-55.

Bales, RF. and Flanders, N.A. (1954), “Planning an observation room and group laboratory”,
American Sociological Review, Vol. 19 No. 6, pp. 771-781.

Barroso, C., Dominguez, M., Vecino, J. and Villegas, M.M. (2009), “Does the team leverage the
board’s decisions?”, Corporate Governance: An International Review, Vol. 17 No. 6,
pp. 744-761.

Berle, A.A. and Means, G.C. (1932), The Modern Corporation and Private Property, Macmillan,
New York, NY.

Bhaskar, R. (1975), A Realist Theory of Science, Harvester Press, Hassocks.



Boone, AL, Casares Field, L., Karpoff, JM. and Raheja, C.G. (2007), “The determinants of
corporate board size and composition: an empirical analysis”, Journal of Financial
Economics, Vol. 85 No. 1, pp. 66-101.

Bordean, O. Borza, A. and Maier, V. (2011), “The involvement of boards in strategy
implementation”, Review of International Comparative Management, Vol. 12 No. 5,
pp. 986-992.

Bozec, R. and Bozec, Y. (2012), “The use of governance indexes in the governance-performance
relationship literature: international evidence”, Canadian Jowrnal of Administrative
Sciences, Vol. 29 No. 1, pp. 79-98.

Brown, L.D. and Caylor, M.L. (2006), “Corporate governance and firm valuation”, Journal of
Accounting and Public Policy, Vol. 25 No. 4, pp. 409-434.

Brundin, E. and Nordqvist, M. (2008), “Beyond facts and figures: the role of emotions in
boardroom dynamics”, Corporate Governance: An International Review, Vol. 16 No. 4,
pp. 326-341.

Bukhvalov, A. and Bukhvalova, B. (2011), “The principal role of the board of directors: the duty to
say ‘no’”, Corporate Governance: The International Journal of Effective Board Performance,
Vol. 11 No. 5, pp. 629-640.

Chandler, A.D. (1962), Strategy and Structure: Chapters in the History of the Industrial Enterprise,
MIT Press, Cambridge, MA.

Conyon, M., Judge, W.Q. and Useem, M. (2011), “Corporate governance and the 2008-09 financial
crisis”, Corporate Governance: An International Review, Vol. 19 No. 5, pp. 399-404.

Cornforth, C. and Edwards, C. (1999), “Board roles in the strategic management of non-profit
organisations: theory and practice”, Corporate Governance: An International Review, Vol. 7
No. 4, pp. 346-362.

Crow, P.R. (2012), “An examination of the impact of governance on the performance of a high-
growth company in New Zealand: an exemplar case study ”, unpublished report, School of
Management, Massey University, Palmerston North.

Crow, PR. and Lockhart, J.C. (2014), “On the use of critical realism to advance governance
research beyond correlations”, Proceedings of the British Academy of Management
Conference 2014. British Academy of Management, London.

Crow, P.R,, Lockhart, J.C. and Lewis, K.V. (2014), “Towards a reconceptualisation of governance
via strategic decision making and performance”, in Dover, P., Hariharan, S. and
Cummings, M. (Eds), Proceedings of the 2nd International Conference on Management,
Leadership and Governance, Academic Conferences & Publishing International Limited,
Reading, MA, 9-11 September, pp. 52-58.

Daily, C.M.,, Dalton, D.R. and Cannella, A.A. (2003), “Corporate governance: decades of dialogue
and data”, Academy of Management Review, Vol. 28 No. 3, pp. 371-382.

Daily, CM.,, Dalton, D.R. and Rajagopalan, N. (2003), “Governance through ownership:
centuries of practice, decades of research”, Academy of Management Journal, Vol. 46
No. 2, pp. 151-158.

Dalton, D.R., Daily, CM.,, Certo, S.T. and Roengpitya, R. (2003), “Meta-analyses of financial
performance and equity: fusion or confusion?”, Academy of Management Journal, Vol. 46
No. 1, pp. 13-26.

Danermark, B., Ekstrom, M., Jakobsen, L. and Karlsson, ]J. (2002), Explaining Society: Critical
Realism in the Social Sciences, Routledge, New York, NY.

Dobson, PJ., Myles, J. and Jackson, P. (2007), “Making the case for critical realism: examining the
implementation of automated performance management systems”, Information Resources
Management Journal, Vol. 20 No. 2, pp. 138-152.

How boards
influence
business

performance

1033




LODJ
3738

1034

Dubois, A. and Gadde, L.-E. (2002), “Systematic combining: an abductive approach to case
research”, Journal of Business Research, Vol. 55, pp. 553-560.

Edlin, B. (2007), “Boardroom decision making: determinants of effectiveness”, DBA thesis,
Massey University, Palmerston North.

Eells, R.S.F. (1960), The Meaning of Modern Business: An Introduction to the Philosophy of Large
Corporate Enterprise, Columbia University Press, New York, NY.

Eisenhardt, KM. and Zbaracki, M.J. (1992), “Strategic decision making”, Strategic Management
Journal, Vol. 13, pp. 17-37.

Elster, J. (2007), Explaining Social Behavior: More Nuts and Bolts for the Social Sciences,
Cambridge University Press, New York, NY.

Fama, E.F. (1980), “Agency problems and the theory of the firm”, Journal of Political Economy,
Vol. 88 No. 2, pp. 288-307.

Fama, EF. and Jensen, M.C. (1983), “Separation of ownership and control”, Journal of Law &
Economics, Vol. 26 No. 2, pp. 301-326.

Finegold, D., Benson, G.S. and Hecht, D. (2007), “Corporate boards and company performance:
review of research in light of recent reforms”, Corporate Governance: An International
Review, Vol. 15 No. 5, pp. 865-878.

Friedrichs, ]. and Kratochwil, F. (2009), “On acting and knowing: how pragmatism can advance
international relations research and methodology”, International Organization, Vol. 63
No. 4, pp. 701-731.

Garratt, B. (1996), The Fish Rots from the Head, HarperCollins Business, London.

George, A.L. and Bennett, A. (2005), Case Studies and Theory Development in the Social Sciences,
MIT Press, Cambridge, MA.

Grossman, S.J. and Hart, O.D. (1983), “An analysis of the principal-agent problem”, Econometrica,
Vol. 51 No. 1, pp. 7-45.

Gummesson, E. (1991), Qualitative Methods in Management Research, Sage Publications,
Newbury Park, CA.

Gummesson, E. (2000), Qualitative Methods in Management Research, 2nd ed., Sage Publications,
Thousand Oaks, CA.

Gummesson, E. (2007), “Access to reality: observations on observational methods”, Qualitative
Market Research: An International Journal, Vol. 10 No. 2, pp. 130-134.

Hall, K. (2007), “Looking beneath the surface: the impact of psychology on corporate decision
making”, Managerial Law, Vol. 49 No. 3, pp. 93-105.

Hendry, K.P. and Kiel, G.C. (2004), “The role of the board in firm strategy: integrating agency and
organisational control perspectives”, Corporate Governance: An International Review,
Vol. 12 No. 4, pp. 500-520.

Hermalin, B.E. and Weisbach, M.S. (2003), “Boards of directors as an endogenously determined
institution: a survey of the economic literature”, Federal Reserve Bank of New York
Economic Policy Review, Vol. 9 No. 1, pp. 7-26.

Hilmer, F.G. (1994), “The functions of the board: a performance-based view”, Corporate
Governance: An International Review, Vol. 2 No. 3, pp. 170-179.

Huse, M. (2007), Boards, Governance and Value Creation, Cambridge University Press,
Cambridge.

Huse, M., Hoskisson, R., Zattoni, A. and Vigano, R. (2011), “New perspectives on hoard research:
changing the research agenda”, Journal of Management & Governance, Vol. 15 No. 1,
pp. 5-28.



Jensen, M.C. and Meckling, W.H. (1976), “Theory of the firm: managerial behavior, agency costs
and ownership structure”, Journal of Financial Economics, Vol. 3 No. 4, pp. 305-360.

Johanson, D. (2008), “Corporate governance and board accounts: exploring a neglected interface
between boards of directors and management”, Journal of Management & Governance,
Vol. 12 No. 4, pp. 343-380.

Johnson, RB. and Onwuegbuzie, AJ. (2004), “Mixed methods research: a research paradigm
whose time has come”, Educational Researcher, Vol. 33 No. 7, pp. 14-26.

King, G., Keohane, R. and Verba, S. (1994), Designing Social Inquiry: Scientific Inference in
Qualitative Research, Princeton University Press, Princeton, NJ.

Kraus, P. and Britzelmaier, B. (2011), “Corporate governance and corporate performance:
a German perspective”, International Journal of Management Cases, Vol. 13 No. 3,
pp. 327-340.

Krupnik, S. (2012), “Evaluating the social mechanism of investment subsidies using an abductive
approach”, Evaluation: The International Journal of Theory, Research and Practice, Vol. 18
No. 4, pp. 466-476.

Kurki, M. (2009), “Revitalising causality: realism about causality in philosophy and social
science”, Journal of Critical Realism, Vol. 8 No. 3, pp. 367-369.

Lawal, B. (2012), “Board dynamics and corporate performance: review of literature, and empirical
challenges”, International Journal of Economics & Finance, Vol. 4 No. 1, pp. 22-35.

Lawrence, B.S. (1997), “The black box of organizational demography”, Organization Science,
Vol. 8 No. 1, pp. 1-22.

Leblanc, R. (2010), “The walker review proposes ‘the toughest governance regime in the world’”,
International Journal of Disclosure & Governance, Vol. 7 No. 1, pp. 20-27.

Leblanc, R. and Gillies, ]J. (2005), Inside the Boardroom, John Wiley & Sons, Mississauga.

Lim, WM. (2012), “Challenges in strategic decision making and the corresponding solution
approaches”, Advances in Management, Vol. 5 No. 7, pp. 28-31.

Lockhart, J.C. (2012), “Strategy and the board: a division of labour”, in Mueller, ]. and Wells, P. (Eds),
Governance in Action Globally — Strategy, Process and Reality, Rossie Smith Academic
Publishing, Oxford, pp. 247-265.

Lockhart, J.C. (2014a), “At what cost corporate failure? An examination of the
enforcement of directors in New Zealand and Australia”, in Dover, P., Hariharan, S.
and Cummings, M. (Eds), Proceedings of the 2nd International Conference on
Management, Leadership & Governance, Academic Conferences & Publishing
International Limited, Reading, MA, pp. 142-148.

Lockhart, J.C. (2014b), “An exploration of the emergence of governance: a conceptual journey
from unification to separation”, in Grozdanic, V. (Ed.), Proceedings of the 10th European
Conference on Management, Leadership and Governance, Academic Conferences &
Publishing International Limited, Reading, MA, pp. 154-161.

Lockhart, J.C. and Taitoko, M. (2005), “An examination of shareholder-stakeholder governance
tension: a case study of the collapses of Ansett Holdings and Air New Zealand”, Advances
wn Public Interest Accounting, Vol. 11 No. 1, pp. 223-246.

McNatt, D.B., Glassman, M. and Glassman, A. (2013), “The great academic-practitioner divide:
a tale of two paradigms”, Global Education Journal, Vol. 2013 No. 3, pp. 101-119.

Machold, S. and Farquhar, S. (2013), “Board task evaluation: a longitudinal field study in the UK”,
Corporate Governance: An International Review, Vol. 21 No. 2, pp. 147-164.

Martin, P. and Bateson, P.P.G. (2007), Measuring Behaviour: An Introductory Guide, 3rd ed.,
Cambridge University Press, Cambridge.

How boards
influence
business

performance

1035




LODJ
3738

1036

Martyn, K. (2006), “Decision making in a corporate boardroom: inside the black box”, PhD thesis,
Massey University, Palmerston North.

Merton, RK. (1957), Social Theory and Social Structure, Free Press, Glencoe, IL.

Mir, R. and Watson, A. (2001), “Critical realism and constructivism in strategy research: towards
a synthesis”, Strategic Management Journal, Vol. 22 No. 12, pp. 1169-1173.

Moore, M.T. and Reberioux, A. (2011), “Revitalizing the institutional roots of Anglo-American
corporate governance”, Economy & Society, Vol. 40 No. 1, pp. 84-111.

Neill, D. and Dulewicz, V. (2010), “Inside the ‘black box’: the performance of boards of directors

of unlisted companies”, Corporate Governance: An International Review, Vol. 10 No. 3,
pp. 293-306.

Nicholson, GJ. and Kiel, G.C. (2007), “Can directors impact performance? A case-based test of
three theories of corporate governance”, Corporate Governance: An International Review,
Vol. 15 No. 4, pp. 585-608.

Parsons, R.D. and Feigen, M.A. (2014), “The boardroom’s quiet revolution”, Harvard Business
Review, Vol. 92 No. 3, pp. 99-104.

Peebles, J. (2010), “Power and influences on the board’s agenda: who determines what corporate
directors discuss?”, DBA, Massey University, Palmerston North.

Petrovic, J. (2008), “Unlocking the role of a board director: a review of the literature”, Management
Decision, Vol. 46 No. 9, pp. 1373-1392.

Pettigrew, A.M. (1992), “On studying managerial elites”, Strategic Management Journal, Vol. 13,
pp. 163-182.

Pozen, R.C. (2010), “The case for professional boards”, Harvard Business Review, Vol. 88 No. 12,
pp. 50-58.

Pugliese, A., Bezemer, P.-J., Zattoni, A., Huse, M., Van den Bosch, F.AJ. and Volberda, HW.
(2009), “Boards of directors’ contribution to strategy: a literature review and research
agenda”, Corporate Governance: An International Review, Vol. 17 No. 3, pp. 292-306.

Quine, W.V. (1991), “T'wo dogmas in retrospect”, Canadian Journal of Philosophy, Vol. 21 No. 3,
pD. 265-274.

Sayer, A. (2000), Realism and Social Science, Sage Publications, London.

Sharpe, N.F. (2012), “Questioning authority: the critical link between board power and process”,
Journal of Corporation Law, Vol. 38 No. 1, pp. 1-52.

Simon, H.A. (1997), Administrative Behavior: A Study of Decision-Making Processes in
Administrative Organizations, 4th ed., Free Press, New York, NY.

Soltani, B. (2014), “The anatomy of corporate fraud: a comparative analysis of high profile
American and European corporate scandals”, Journal of Business Ethics, Vol. 120 No. 2,
pp. 251-274.

Stablein, R. (2006), “Data in organisation studies”, in Clegg, S.R., Hardy, C., Lawrence, T.B. and
Nord, W.R. (Eds), The SAGE Handbook of Organization Studies, 2nd ed., Sage Publications,
Thousand Oaks, CA, pp. 347-369.

Swamy, V. (2011), “Corporate governance and firm performance in unlisted family owned firms”,
International Journal of Business Insights & Transformation, Vol. 4 No. 2, pp. 37-52.
Taitoko, M. (2002), “An exploration of corporate failure at Air New Zealand”, MBA research

project, Massey University, Palmerston North.

Tricker, R.I. (2012a), Corporate Governance: Principles, Policies, and Practices, 2nd ed., Oxford
University Press, Oxford.

Tricker, R I, (2012h), “The evolution of corporate governance”, in Clarke, T. and Branson, D. (Eds),
The Sage Handbook of Corporate Governance, Sage Publications, London, pp. 39-61.



Tsoukas, H., Ackroyd, S. and Fleetwood, S. (2000), “Part I. The character of contemporary
realism: chapter 2: what is management?”, Realist Perspectives on Management &
Organisations, Taylor & Francis Ltd/Books, Abingdon, pp. 26-44.

Weitzner, D. and Peridis, T. (2011), “Corporate governance as part of the strategic process:
rethinking the role of the board”, Journal of Business Ethics, Vol. 102, pp. 33-42.

Wheelen, T.L. and Hunger, J.D. (2006), Strategic Management and Business Policy, 10th ed.,
Pearson Education Inc, Upper Saddle River, NJ.

Wynn, D. and Williams, C.K. (2012), “Principles for conducting critical realist case study research
in information systems”, MIS Quarterly, Vol. 36 No. 3, pp. 787-810.

Zattoni, A. and Pugliese, A. (2012), “Boards’ contribution to strategy and innovation”, in Clarke, T.
and Branson, D. (Eds), The Sage Handbook of Corporate Governance, Sage Publications,
London, pp. 217-232.

Zerbe, W.]J. and Paulhus, D.L. (1987), “Socially desirable responding in organizational behavior:
a reconception”, Academy of Management Review, Vol. 12 No. 2, pp. 250-264.

About the authors
Peter R. Crow is a Corporate Governance Researcher at the Massey University, an Independent
Advisor and a Company Director. Peter R. Crow is the corresponding author and can be
contacted at: p.r.crow@massey.ac.nz

Dr James C. Lockhart is a Senior Lecturer in the College of Business at the Massey University
and a Company Director.

How boards
influence
business

performance

1037

For instructions on how to order reprints of this article, please visit our website:
www.emeraldgrouppublishing:com/licensing/reprints.htm
Or contact us for further details: permissions@emeraldinsight.com



Reproduced with permission of the copyright owner. Further reproduction prohibited without
permission.

www.manharaa.com




