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Abstract 

Nowadays, the focus on corporate governance has been renewed due to the increase in the number of 

international scandals and other corporate malpractices. This research investigates the relationship 

between corporate governance attributes and firm performance of Finnish listed companies from 2010 

to 2020. In addition, the corporate governance attributes are mainly related to the board of directors, 

and this is because it takes a major part in the corporate governance system.  

The sample used in this study includes 62 Finnish listed companies which mean 682 observations. 

These listed firms were collected from the Helsinki Stock Exchange. The data analysis started by 

reporting the results of the descriptive statistics, followed by revealing the correlation between the 

research variables, then the regression results, and finally the sensitivity test analysis. The independent 

variables include board size, board diversity, CEO duality and board meetings, while the dependent 

variables include return on assets (ROA) and return on equity (ROE). Moreover, some control 

variables were added to the original model, such as firm size, leverage, liquidity and asset growth, 

whereas the industry and annual dummy variables were added to examine the sensitivity of the data.   

The regression results suggest that both the board diversity and CEO duality have a positive impact 

on the performance, using ROA and ROE, of Finnish listed companies. These findings are consistent 

with prior research. However, there are no significant results for both board size and board meetings. 

In other words, board size and board meetings do not affect the firm performance of Finnish listed 

companies. 

This paper has both academic and practical contributions. For instance, it could serve as an updated 

version of investigating the impact of corporate governance mechanisms, board structure in particular, 

on the performance of Finnish listed companies since there is a lack of new academic papers 

addressing a similar topic in Finland. In addition, the findings of this study could be implemented by 

policymakers, regulators and management departments to understand better the factors affecting firm 

performance and thus, help them make better decisions regarding corporate governance. Finally, the 

results could be beneficial to other countries with similar environments, such as Nordic countries. 
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1. INTRODUCTION 

 

1.1 Background 

 

In the past few decades, financial scandals, corporate frauds and malpractices have 

renewed the focus on corporate governance. Corporate governance is a system that 

involves various rules and disciplines which help control, direct and manage a 

particular entity. It is a safeguard tool that helps the finance suppliers get a return on 

their financial investment and mitigate the agency problems that might arise from 

managers acting irresponsibly toward the shareholders’ capital, such as stealing or 

destroying the capital (Shleifer and Vishny 1997). Good corporate governance 

represents the core of a successful company. As the years passed, corporate 

governance became essential for firms to achieve their objectives, operate ethically 

and legally according to the laws and regulations, and maintain their improvement.  

 

In addition, the well-known international organization called Organization for 

Economic Cooperation and Development (OECD) works on improving the world’s 

well-being, both socially and economically, through continuously upgraded policies. 

It also explains how effective corporate governance helps reassure the company’s 

shareholders that the managers are trustworthy, transparent and act according to their 

interests. The OECD provides principles and guidelines regarding every aspect of 

corporate governance including statements about the shareholders’ rights, 

stakeholders’ legal obligations, and board of directors’ responsibilities (OECD, 2015).  

 

The agency or principal-agent problem emerges from agents being self-interested and 

acting in their total best interest of themselves rather than one of their principals. As a 

result, this issue usually occurs when there is a lack of good corporate governance. 

Generally, the companies grow more extensive, which leads to a change in their 

corporate structure and therefore, it requires a need for the separation of the ownership 

(stockholders) and control (managers), i.e., a need for corporate governance (Berle and 

Means, 1932). According to the authors, this separation might create a chance for the 

agents, specifically self-seeking managers, to make decisions and take actions that 

only benefit them at the owners’ cost.  
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For this reason, effective corporate governance practices are the most suitable solution 

to such an issue where the company’s resources are used properly, which assures the 

shareholders’ value and enhances the investors’ trust that their capital is in good hands 

(Denis and McConnell, 2003). Moreover, Rwegasira (2000) also agrees that proper 

implementation of the corporate governance practices hinders the managers’ 

exploitation of the company’s resources while protecting the owners’ capital and, 

consequently, increasing the firm’s performance and financial stability. 

 

There are numerous corporate governance attributes to study the relationship between 

corporate governance and firm performance. Nevertheless, this paper mainly includes 

the following corporate governance proxies: board size, CEO duality, board diversity, 

and board meetings. As it can be noticed, the corporate governance attributes are 

mainly related to the board of directors. This is because it plays a significant part in 

corporate governance. 

 

The purpose of the board of directors is to monitor the company’s performance while 

ensuring the prevention of any issues regarding the agency problem as well as 

consulting and directing the company’s management relating to strategic and 

operational matters. According to Fama and Jensen (1983), the board of directors plays 

a substantial role in minimizing agency costs. It separates control from management, 

where the control gets to ratify and monitor decisions while the management gets to 

initiate and implement decisions.  

 

1.2 Previous research  

 

Many empirical studies worldwide have investigated the relationship between 

different corporate governance attributes and firm performance. For instance, there has 

been Swedish research by Aaboen et al. (2006) where the authors discuss the main 

areas of the importance of corporate governance. In addition, the authors used 

variables related to the board and advice, experience in work, motivation, etc., to 

discover the effects of corporate governance practices on small high-tech companies 

in Sweden (Aaboen et al., 2006). Another study by Muravyev et al. (2010) examines 

how the chief executive officer turnover is associated with the performance of 

Ukrainian firms. In her article, Olayiwola (2010) studies the corporate governance 
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practice using the banking industry in Nigeria and analyzes its standard based on the 

OECD’s Corporate Governance Assessment Instrument. Moreover, research has been 

done using active markets such as the United States. For instance, Brown et al. (2009) 

examine the link between 51 corporate governance provisions and firm operating 

performance where the return on assets (ROA) and return on equity (ROE) are 

assigned as the latest proxies. 

 

According to Kiel and Nicholson (2003), the authors used data from 348 publicly listed 

Australian firms to investigate the relationship between the board demographics and 

firm value. Results show that the firm, board size, and performance are positively 

correlated. Moreover, the authors found that the number of inside directors (not 

independent) positively affects the market-based measurement of firm performance. 

(Kiel & Nicholson, 2003) 

 

Numerous papers about the association between board independence and firm 

performance reveal mixed results, whether explicitly or implicitly, with the help of the 

control variables. On the one hand, Liu et al. (2015) analyzed the effectiveness of the 

board of directors’ independency on the firm operating performance of listed firms on 

the Shanghai and Shenzhen Stock Exchanges from 1999 to 2012. The authors find that 

independent directors have a positive impact on the firm performance and play a 

significant role in the investment efficiency enhancement (Liu et al., 2015). 

 

On the other hand, the article of Bhagat and Black (2001) also serves as an example 

of the research discovering how board independence influences firm performance in 

large US firms. However, their results are as follows: 1) firms with low-profitability 

traits tend to solve their business struggles by adding independent directors to their 

boards; and 2) there is almost no empirical evidence stating that such a plan would 

work as the added proportion of independent directors might instead worsen the firm 

performance (Bhagat and Black, 2001). 

 

According to Yermack (1996), the author investigates the association between the 

board size and the firm value using 452 large American industrial firms from 1984 to 

1991. The results show a negative relationship between the board size and the firm 

value, as the author explains that firms with small boards tend to have more robust 
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financial ratios (Yermack, 1996). This evidence goes in line with the free-riding issue 

discussed by Jensen (1993). In his article “The Modern Industrial Revolution, Exit, 

and The Failure of Internal Control Systems”, Jensen (1993) suggest that due to the 

coordination and free-riding problems, larger boards tend to be less effective, 

monitoring wise, than smaller boards. Various authors recommend that the maximum 

number of board members is ten, while the ideal number of members should be eight 

or nine (Lipton and Lorsch, 1992; Jensen, 1993).  

 

Similar to other board composition attributes, various research has discussed CEO 

duality, and their results show mixed evidence. According to Baliga et al. (1996), their 

study examines the relationship between CEO duality and firm performance while 

considering the impact of the shifts in the duality position and the performance 

measurement for companies after changing their duality status. The findings provide 

intriguing insights such as regardless of the shift in the duality structure of the 

companies, the market remains the same; there is also little to no evidence concerning 

the impact of the CEO duality on the firm performance both on the operational 

efficiency and long-term goals (Baliga et al., 1996).   

 

Another unusual study under the title of “ Criminal Convictions and Risk Taking” by 

Amir et al. (2014) reveals exciting results. The authors discover the effects of the 

convicted directors, CEOs and CFOs on the profitability of Swedish firms as well as 

the goodwill write-offs. After using a sample that includes all the Swedish listed 

companies from the period of 1999 to 2007, the result outlines that the firms with either 

convicted or suspected directors, CEOs or CFOs tend to make less profit, are more 

likely characterized as small-sized firm, and show unsatisfying earnings in their 

financial reports. In addition, these directors and executives get often involved in the 

goodwill write-offs. (Amir et al., 2014) 

 

Although there have been good papers about this topic in Finland, there is still limited 

evidence regarding the effects that the corporate governance attributes, precisely the 

board composition, have on the firm performance of the Finnish listed companies. In 

their article, Eisenberg et al. (1998) examine the relationship between the board size 

and the firms’ financial performance using a sample of 879 Finnish firms, both 
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successful and bankrupt, between 1992 to 1994. The results reveal that the board size 

has a negative impact on the firm performance (Eisenberg et al., 1998).   

 

As discussed before, due to the small number of Finnish research regarding this topic 

and the mixed results, it is interesting to conduct such a study in Finland with different 

corporate governance attributes, two types of performance measures, and a sample 

containing the newest data based on its availability. Furthermore, this study examines 

the impact of the board of directors’ attributes, features and characteristics on the 

performance of Finnish listed companies using both the return on assets (ROA) and 

return on equity (ROE) for more accuracy. 

 

1.3 Research question and sub-questions  

 

There have been numerous studies regarding the relationship between corporate 

governance attributes and firm performance. However, papers on this topic are limited 

in Finland especially using the following factors: board size, board diversity, CEO 

duality and board meetings. In addition, the proxies used for the firm performance 

include the return on assets and return on equity. This way, this study is able to gather 

results for both firm performance proxies in order to reveal interesting insights and 

analyze whether these findings are in line with prior work. Therefore, this study aims 

to examine the effects that the corporate governance factors cited above have on the 

performance of the Finnish listed companies. 

 

This paper seeks to answer the following main research question:    

 

“What impact do the corporate governance attributes have on the Finnish 

listed companies’ performance?” 

 

In order to find an answer to the above main research question, this paper attempts to 

answer the following sub-questions:  

- What impact does the board size have on ROA and ROE of the Finnish listed 

companies?  

- What impact does the CEO duality have on ROA and ROE of the Finnish listed 

companies?  
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- What impact does the board diversity have on ROA and ROE of the Finnish 

listed companies? 

- What impact do the board meetings have on ROA and ROE of the Finnish 

listed companies?  

 

1.4 Structure of the paper  

 

As shown in Figure 1 below, this paper comprises six chapters. The first chapter 

introduces the topic of the thesis as it includes a brief background, previous studies on 

a similar research topic, the main research question along with the sub-questions, and 

the outline of this thesis. The second chapter presents the theoretical framework part. 

It discusses different definitions of corporate governance, agency theory, other 

corporate governance theories such as stewardship theory, stakeholder theory and 

resource dependence theory, and corporate governance in Finland. The third chapter 

focuses on the board of directors and its roles by answering the following question: 

“what does the board do?”. Then the firm performance measurements are discussed. 

 

The fourth chapter discusses the hypothesis development of the four explanatory 

variables. The fifth chapter provides the research design. This chapter explains the 

sample selection, data collection, different types of variables, including the dependent, 

independent and control, and the research methodology and tests conducted. The sixth 

chapter contains some analysis of the data and its interpretation. It provides results of 

different tests and regressions and compares the findings to the previous studies to 

determine whether these results are in line. The seventh chapter gives a summary of 

the overall study. This chapter displays an overview of the conclusions, limitations of 

this research, and suggestions for future research.    
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2. CORPORATE GOVERNANCE 

 

2.1 Introduction 

 

This chapter introduces the different definitions of corporate governance provided by 

numerous researchers. In addition, this section presents the main theory regarding 

corporate governance, which is agency theory, as well as other corporate governance 

theories, including stewardship theory, stakeholder theory, and resource dependency 

theory. These theories are used to deepen our understanding of the mechanism of 

corporate governance. Then, a detailed explanation of corporate governance in Finland 

will be provided later in this chapter.    

 

2.2 Meaning and Definitions 

 

It is important to start by stating that there is no universally accepted definition of 

corporate governance. However, there have been various research scholars that have 

tried to define and give an explanation of the concept of corporate governance. 

According to Gillan (2006) and Cadbury’s report (1992), corporate governance 

represents a set of rules, laws, and factors that help control and direct a firm’s business 

operations. It is a broad framework that combines two categories: internal governance 

and external governance. Internal governance is divided into five groups: the board of 

directors, managerial incentives, capital structure, Bylaw & Charter provisions, and 

internal control systems. Additionally, the external governance contains the following 

five categories: law and regulations, markets 1 (such as capital and labour markets), 

markets 2 (capital market analysis), markets 3 (such as accounting and legal services), 

and private sources of external oversight. (Gillan, 2006) Overall, it is interesting to see 

where the board of directors is located in this whole system as it is our topic of interest.     

 

As shown below, Figure 1 gives an overview of the system of corporate governance 

as a whole. At the top of the triangle, there is the presence of the first party, not 

necessarily in this order, which includes the chief executive officer (CEO) along with 

the management team, followed by the board of directors (second party) and then, the 

shareholders (third party). While the first party informs the second one of all the 

necessary business updates and provides directions regarding the strategies, the second 

party has several duties that should be achieved to keep everything fair and under 
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control. These duties will be later explained using different theories in the next sub-

chapter. In addition, the third party supplies the first party with enough capital while 

the latter provides transparent reports, including honest financial statements to the 

former. However, there is a weak relationship between the second and third parties as 

they barely communicate, inform, and influence each other. 

 

 

Figure 1. Corporate governance as a whole system. 

 

Furthermore, corporate governance is also explained thoroughly by Shleifer and 

Vishny (1997). It is how shareholders and owners of corporations ensure a return on 

their investment and protect their assets from any inefficient and dishonest use in case 

of hiring a management team that is supposed to take care of their business activities. 

Therefore, it is a code of practice by which firms try to secure their capital from any 

potential exploitation by the managers and assure that these agents always act in their 

(owners) interests. Moreover, corporate governance can be seen as a solution to reduce 

the costs emerging from the agency problems and protect the shareholders’ and 

stakeholders’ interests.  
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2.3 Agency Theory  

 

To begin with, the paradigm of the agency theory was initially generated from the 

study of Berle and Means (1932). The agency theory or so-called principal-agent 

model is the relationship between two parties. The first one represents the principal 

and the second one represents the agents who act on behalf of the first party within a 

firm. Due to the corporations becoming large in terms of structure, the authors explain 

that this creates a need for separating ownership and control. In other words, make the 

shareholders the owners and the managers in control of the firm (Berle and Means, 

1932).  

 

Based on different authors, the following represent the main assumptions of the agency 

theory: managers might want to maximize their own self-interest (Demsetz, 1983); the 

presence of information asymmetry between the agents and principals (Sappington, 

1991); focus on the contract (Fama and Jensen, 1983); and there is bounded rationality 

between the two parties. Figure 2 below describes perfectly the agency theory where 

the principal hires an agent to perform business activities. 

 

 

Figure 2. Agency theory 

 

Later on, Jensen and Meckling (1976) developed this theory and suggested that this 

separation produces conflicts of interest. The agents might not act in their principals’ 

favour but rather to their own benefits. Additionally, and as discussed previously, the 

managers tend to most likely be self-interested and take advantage of such a situation 

at the cost of their principals. This usually happens due to asymmetric information, 
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which means that one party possesses more or better information than the other one. 

Consequently, it leads to issues related to moral hazard and adverse selection. On the 

one hand, the first problem, “moral hazard”, usually occurs when the principal is 

unable to control the agent’s actions because the latter might provide misleading 

information or have bad intentions about, for instance, some financial or legal 

document that only benefits him/her (Jensen and Meckling, 1976). On the other hand, 

the problem of “adverse selection” can be defined if the agent possesses some private 

information before taking part in the contract. 

 

Based on the research of Dhumale (1998); Jensen (1986); and Shleifer and Vishny 

(1986), the authors indicate several factors that cause such problems, including the 

decisions made by the agents regarding bad investments, earning retentions as well as 

shirking, and accessibility to free cash flow. Furthermore, the problems generated from 

the relationship between the principal and agent come at different costs or so-called 

agency costs. These agency costs usually include monitoring costs divided into 

financial and non-financial costs. These bonding costs deal with tracking the 

managers’ actions and residual costs if the previous two costs fail (Jensen and 

Meckling, 1976). 

 

According to Jensen and Murphy (1990), the authors suggest that the agency problems 

might be fixed with the help of the two following solutions: 1) incentives: aligning the 

managers’ incentives with the shareholders’ objectives, for instance, stocks and 2) 

monitoring: introducing different mechanisms in order to supervise the managers' 

behaviour, for example, outside and inside monitors. While both solutions are efficient 

and essential, the second one, specifically the outside monitors, plays a crucial role 

because independent outside directors are viewed as an excellent option to monitor 

and control the management (Liu and Fong, 2010) and, therefore, increase the firm 

performance.  

 

To sum up, what has been discussed so far, the agency theory explains how the 

separation of control and ownership can cause the divergence of interests between the 

principal and agent. However, good corporate governance practice makes it possible 

to mitigate the agency costs and minimize or even avoid such conflict, which leads to 

improvements in the firm performance (Gursoy and Aydogan, 2002). 
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2.4 Other Theories 

 

Due to the lack of a unified definition of the corporate governance concept, numerous 

scholars from different research backgrounds draw attention to different theories 

(Lawal, 2012). For this reason, this chapter focuses on discussing the following four 

main corporate governance theories: agency theory, stewardship theory, stakeholder 

theory, and resource dependency theory. These four theories represent the theoretical 

models that explain the effects of the corporate governance attributes and, therefore, 

help us understand the association between corporate governance and firm 

performance.   

 

In this paper and most other studies on a similar topic, the agency theory is the primary 

model that explains the corporate governance mechanisms, such as the relationship 

between the principals and their agents. This theory is the most critical compared to 

the other theories. It plays a crucial role in the whole system because it shows evidence 

of the essence of corporate governance and figures out the ways to mitigate costs 

arising from agency problems. Consequently, it gives a fair reward to both the 

shareholders and managers, which leads to shareholders possessing the return they are 

supposed to have and thus better firm performance (Jensen and Meckling, 1976). In 

other words, according to the agency theory, it is necessary to ensure the alignment of 

the strategic goals and interests of both shareholders and management, which leaves 

space for the maximization of the owners’ value and consequently enhance the 

performance of the company.   

 

Similar to the agency theory, the stakeholder theory argues that the management 

should consider each stakeholder’s interest within the firm in the corporate governance 

process. It is also a model that comes in handy when explaining the link between 

corporate governance and firm performance. After the stakeholder theory, the 

discussion focuses the attention on the stewardship theory and the resource 

dependency theory. These two latest theories provide the theoretical evidence to 

explain how the board of directors operates, what kind of impact this board has on the 

company's performance, and how these two theories can contradict or not necessarily 

agree with what the agency theory tries to explain. 
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2.4.1 Stewardship Theory  

 

While the agency theory emphasizes on the economic side, the stewardship theory 

focuses more on psychological and sociological insights. According to Davis et al. 

(1997), the manager should be seen as a steward who helps protect and maximize the 

owners’ wealth and has no interest in satisfying his/her own economic benefits. In 

other words, stewardship theory suggests that the relationship between the manager 

and shareholder should be built based on trust and empowerment, which helps reduce 

different costs related to controlling and monitoring the managers’ actions and 

behaviours. Moreover, the steward is often characterized by trustworthiness, collective 

serving, self-motivation, growth and achievement, etc. (Davis et al., 1997).  

 

As it can be seen, the following figure shows the relationship between the owner and 

steward where the former is satisfied by financial gain and returns, and the latter gets 

the satisfaction based on the intrinsic and extrinsic motivation to achieve the planned 

goals. 

 
Figure 3. Stewardship theory 

 

Muth and Donaldson (1998) propose that the stewardship theory is a better substitute 

than the agency theory. They also add that managers’ main goal is not solely based on 

financial gain but rather some discretion to manage the shareholders’ business most 

effectively. According to Clarke (2004), the managers’ positive contribution to the 

firm performance comes from psychological and socio-cultural factors. In other words, 

managers can work better and achieve the best performance under specific conditions 
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such as independency, empowerment and freedom. Furthermore, when the company 

has a collectivist culture, this will influence the manager’s loyalty and relationship 

with the firm on a long-term basis (Clarke, 2004). Collectivistic behaviour is always 

more appreciated than individualistic one since the former helps with improving the 

collaborative decision-making process and focuses more on achieving the group’s 

collective objectives, leading to better firm performance. 

 

According to the stewardship theory, the insider-dominated board is viewed as more 

successful because of the firm's deep and extensive knowledge of daily business 

operations, for instance, data accessibility and technical proficiency (Muth and 

Donaldson, 1998). In addition, when the CEO is the same person as the chairman, the 

leadership and control are combined and more consistent. Therefore, it contributes to 

better firm performance and greater effectiveness (Donaldson and Davis, 1991). 

Researchers and other corporate governance theories have different opinions on 

whether boards with more insider or outsider directors positively influence the firm 

performance. However, the stewardship theory suggests that the boards with more 

inside members are more effective and more likely to perform better due to the reduced 

ability of directors to monitor and control their managers. 

 

2.4.2 Stakeholder Theory 

 

The stakeholder theory was originally introduced by the theorist Freeman in 1984. The 

stakeholder theory suggests that the firm’s leaders, for instance, managers and 

directors, should consider all stakeholders’ interests within the company. In other 

words, the firm should be directed and managed to benefit everyone related to the firm. 

Although Jones and Wicks (1999) highlight how the word “stakeholder” remains 

unclear in many studies, the term stakeholder covers a large group of individuals, 

including all the participants who have a stake in the company both directly and 

indirectly. In general, stakeholders are divided into two categories: internal 

stakeholders such as shareholders, managers, directors and employees; and external 

stakeholders such as investors, customers, creditors, suppliers, communities and 

governments.  
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According to Donaldson and Preston (1995), there are three approaches to the 

stakeholder theory descriptive/empirical, instrumental and normative. The first 

approach, descriptive or empirical, explains the corporation’s nature, how managers 

deal with managing, how the board of directors addresses the corporate constituencies’ 

interests, and how some firms are being managed. The second approach, instrumental, 

considers whether or not the stakeholder management is linked to achieving the 

traditional corporate targets like growth and making profits. Last but not least, the third 

approach is normative. It is concerned about anything related to the functionalities and 

purpose of the firm, for instance, identifying the moral/philosophical principles 

regarding the firm’s activities and management. (Donaldson and Preston, 1995) 

 

Contrary to the agency theory, which focuses mainly on the shareholders’ rights, the 

stakeholder theory takes into consideration the interests of all the different groups of 

stakeholders in the corporation, for example, environmental and social aspects (Letza 

et al., 2004). Moreover, this view goes in line with how OECD defines corporate 

governance, which includes the management team, shareholders, stakeholders, and the 

company's board members. According to Christopher (2010), the idea behind the 

stakeholder theory is to strengthen the connections between the company and its 

stakeholders, both external and internal, which enhances the process of good corporate 

governance and its mechanisms. Also, given the definition of the stakeholder theory, 

Pesqueux and Damak‐Ayadi (2005) outline that growth, stability, and higher 

profitability are considered the results of a good stakeholder management practice, 

which, therefore, positively influences the firm performance. 

 

2.4.3 Resource Dependency Theory 

 

The resource dependency theory was originally developed by Pfeffer and Salancik 

(1978). The perspective of this theory comes from a resource-based view and is less 

business-centred. This theory’s primary premise is for companies to have access to 

external resources, for instance, capital and expertise. According to Hessels and 

Terjesen (2010), the resource dependency theory is concerned with the relationship 

between a group of actors in the environment and the firm. Additionally, the authors 

claim that such theory focuses on the need for corporations to access resources from 

other stakeholders and helps explain that the insufficiency of adequate resources 



 20 

obliges the firms to follow innovations that use different other resources (Hessels and 

Terjesen, 2010). Furthermore, Baeten et al. (2011) suggest that the core assumption of 

the resource dependency theory is that firms rely mainly on individuals outside the 

company to supply them with the essential resources that help reduce the uncertainty 

in achieving the strategic objectives. In other words, the idea behind this theory is that 

numerous external factors hinder firms’ choices and that these entities’ sole concern is 

to build connections with external stakeholders (Hessels and Terjesen, 2010). 

 

Based on the resource dependency theory, the board of directors impacts the 

company’s accessibility to critical resources that are needed to enhance the firm 

performance (Pfeffer, 1973). This shows that one of the board of directors’ 

responsibilities, especially the independent members, is to provide the essential 

resources. Providing resources means a collection of external experience, networking, 

and other enhancements that the board members can supply to the firm to help improve 

its performance. Moreover, Kiel and Nicholson (2003) outline that independent 

directors enable easy access to resources by improving networking with external 

business individuals, including customers, employees, creditors, investors, suppliers, 

and governments. Consequently, this results in cheaper inputs that positively impact 

the performance of the firm.  

 

Regarding the board structure, there are two significant components in managing the 

firm’s demands for future capital and finances, including the diversity of the board 

members and the background of independent members in the board (Pfeffer and 

Salancik, 1978). Additionally, Pearce and Zahra (1992) reveal that having directors 

outside the company help with the provision of new viewpoints and perspectives, 

which will lead to the improvement of the business's efficient strategies and eventually 

enhance its financial performance. The authors also add that the diversification of the 

board plays a crucial role in the company's survival by benefiting from the exchange 

of the firm resources with the outer environment (Pearce and Zahra, 1992).  

 

Furthermore, the resource dependency theory discloses the different methods 

companies use to obtain access to financial resources. According to Mizruchi and 

Stearns (1988), it is highly recommended that firms should assign financial institution 

representatives to their boards. For instance, if the company is in debt, it is advisable 
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to assign a credit/loan officer in a bank to be a member of the board in order to make 

the process of taking loans easier (Thompson and McEwen, 1958). In addition, studies 

such as Stearns and Mizruchi (1993) also examined this area of research. They found 

out that there is a strong association between the borrowing strategies of the company 

and the identities of the financial institution representatives.  

 

To conclude what has been discussed so far, numerous researchers, including Boyd 

(1990); Hermalin and Weisbach (1988); Jackling and Johl (2009); and Pfeffer (1972), 

have all agreed on the fact that the resource dependency theory provides solid evidence 

on how the organization’s operational environment is reflected in the structure of the 

board. Thus, this theory suggests that the selections of the members of the board should 

be based on their ability to facilitate access to essential resources, which then helps 

boost the firm performance as well as its value. 

 

2.5 Corporate Governance in Finland 

 

2.5.1 One-tier versus two-tier board models  

 

Despite the fact that corporate governance systems have the same purpose and 

principles in all countries, some countries still differ regarding their board 

methodology compared to others. For this reason, the corporate governance models 

are divided into two dominant models (Millet‐Reyes and Zhao, 2010; Franks and 

Mayer, 2001; Jungmann, 2006). Firstly, there is the one-tier or Anglo-US model, and 

it includes the following countries: the US, Canada, New Zealand, Australia and UK. 

This model usually requires only one board consisting of both the management and 

supervisory boards. In other words, the one-tier model imposes that the executive and 

non-executive directors should work together in order to increase the company’s value. 

Secondly, the two-tier or continental model is used in countries such as Germany, 

Austria, Switzerland, the Netherlands, and France. This second model suggests that 

the management and supervisory boards should be separated, which means that the 

control and monitoring functions are kept separately. However, countries like Japan 

adopt the so-called hybrid system, which incorporates both the one-tier and two-tier 

systems.  
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Regarding Finland, almost all Finnish listed companies use the one-tier board system 

where the managing director and board of directors are included in administrating the 

firm. Furthermore, companies have the freedom to use the two-tier board system where 

the supervisory board is in control of the company’s governance vested in the 

managing director and the board of directors. The two-tier board system remains 

uncommon among the Finnish listed companies. (Finnish Corporate Governance 

Code, 2020) 

 

2.4.2 Finnish Corporate Governance Code 

 

In 2020, the newest Corporate Governance Code for Finnish listed companies replaced 

the previous 2015 Corporate Governance Code and was officially the main Finnish 

Corporate Governance Code. The Finnish Securities Market Association originally 

issued the Finnish Corporate Governance Code (Code). It was introduced as 

recommendations on good corporate governance aimed at Finnish companies listed on 

the Helsinki Stock Exchange (The Nasdaq Helsinki). Moreover, these 

recommendations serve as a supplement to the obligations defined by the legislation. 

According to the Finnish Corporate Governance Code (2020), the following are a 

couple of key points that this Code addresses: 

 

- Shareholders’ general meeting, proposals for resolutions and other issues, and 

their attendance. 

- Board of directors, including their elections, term of office, composition, 

diversity, independence, and rights. 

- Different committees such as the audit committee, remuneration committee, 

and nomination committee.  

- Terms and restrictions of managing director. 

- Decision-making concerning the remuneration and shareholdings of the 

members of the board.  

- Other issues related to internal control, risk management, and internal audit. 

 

On the one hand, this Code aims to maintain, support and encourage the high quality 

and international comparability of corporate governance practices implemented by the 

listed companies in Finland. Consequently, a good corporate governance practice 
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promotes the value creation of the firms and attracts interesting investors. On the other 

hand, the Finnish Corporate Governance Code helps harmonize the listed companies’ 

procedures and promotes openness with respect to corporate governance and 

remuneration. The goal is to enable the owners and investors to properly assess the use 

of corporate governance by the firms and increase its transparency. (Finnish Corporate 

Governance Code, 2020) 

 

The Finnish Corporate Governance Code is claimed to be flexible and efficient. For 

this reason, this Code should be applied based on the principle “comply or explain”. 

This usually implies that all the targeted companies must comply with the Corporate 

Governance Code’s recommendations or give good reasons for the company’s 

deviation. Notably, the company should report issues such as which of the 

recommendations it is not complying with, explain its justification, and how it decided 

such a thing. Using this “comply or explain” principle gives the companies more 

flexibility, especially in cases where, for instance, the company introduce procedures 

and rules that are stricter than the ones in the Code or if the company has special 

characteristics or ownership structure. (Finnish Corporate Governance Code, 2020) 

 

Overall, there are three key features that the Finnish Corporate Governance model 

combines, which include the principle of majority rule and equal treatment, substantial 

minority rights and transparency. The principle of majority rule suggests that the 

decision-making process should be made according to the majority vote. Additionally, 

this rule encourages an influential ownership role. The principle of equal treatment 

creates a balance between the minority and majority in order to achieve equal rights 

within the firm. Then, the substantial minority rights take care of the shareholders’ 

rights who own 10% or more of the company’s shares. It also proposes that each 

shareholder has the right to question and ask about any of the general meeting’s agenda 

components. Last but not least, transparency and openness are the main characteristics 

of the corporate governance of listed companies in Finland, e.g. disclosure of 

remuneration-related information. (Finnish Corporate Governance Code, 2020) 

 

Concerning the board of directors, the Finnish Corporate Governance Code states that 

the board’s primary responsibilities include the company’s administration and 

organization of its operations in a suitable manner. In addition, the boards of the 
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Finnish listed companies include mostly the non-executive directors, in other words, 

independent directors. However, in some other listed companies, the managing 

director may also be among the board members. The Code also suggests that the 

Finnish listed companies should assign between three to ten directors to the board. 

Usually, this board gets elected every year at the annual general meeting. Depending 

on the decision of the general meeting as well as the provisions of the firm’s articles 

of association, the total number of directors on the board is selected. (Finnish 

Corporate Governance Code, 2020) 

 

The board of directors is characterized by a considerable general competence lacking 

from either the general meeting’s powers or the managing director’s general 

competence. The board of directors has many obligations, such as making sure that the 

company is appropriately organized and well ordered, keeping up with the company’s 

updates depending on each circumstance and financial situation, and managing the 

control of the company’s accounts and monetary resources. Moreover, their usual tasks 

are to nominate and dismiss the managing director, make decisions regarding business 

matters like investing and contracting, approve the company's strategic goals, and 

monitor its implementation. (Finnish Corporate Governance Code, 2020) 

 

According to the Finnish Corporate Governance Code, the composition of the board 

of directors should represent the requirements arranged by the operations and 

development stage of the company. The elected director must possess the required 

competence for such a title and considerable time to fulfil their duties. Furthermore, 

the directors should have adequate and adaptable expertise as well as mutually 

complementary experience and considerable knowledge of the industry. The diversity 

of the board is appreciated because it supports the company’s operations and growth 

as well as promotes excellent corporate governance. This diversity represents the age, 

gender, educational, occupational and international background. 

 

Regarding the board's independence, the Code recommends that the board evaluate the 

directors' independence and announce the individuals independent of 1) the company 

and 2) the significant shareholders. It is also required that the majority of the board 

members are independent of the company. However, at least two directors should be 

independent of both the company and its significant shareholders. 
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3. CORPORATE GOVERNANCE AND FIRM PERFORMANCE  

 

This chapter discusses the fundamentals of the board of directors and its roles as well 

as the firm performance measures, including return on assets (ROA) and return on 

equity (ROE), based on previous studies. 

 

3.1 What does the board do? 

 

The board of directors is the prime and supreme part of the whole system of corporate 

governance. It is defined as a panel of individuals elected to represent the shareholders, 

and it is required to be installed in every public company. While the principals are the 

owners and agents are the managers, the board of directors represents the monitoring 

mechanism, which helps align the interests of the principals and agents. MacAvoy and 

Millstein (1999) outline that the board has become less passive until recent times. In 

other words, the board members went from merely rubber-stamping the managerial 

decisions to monitoring actively and independently. The board of directors is 

responsible for the diligence and care that brings financial control and, therefore, 

enhance the firm performance and ensure its profitability. The board members provide 

strategic regulations, approve the managers' proposals, identify potential issues 

regarding the company's governance, and suggest correction proposals.   

 

In case the interests of the agents diverge from the ones of the principals, agency 

problems arise. Due to the high chances that the agents might act in their own favour 

at the cost of their principals, the latter appoints individuals on the board of directors 

to protect their capital and ensure that the company is operating in their interests. 

According to Jensen and Meckling (1976), the authors outline that the misalignment 

of interests, as well as the need to supervise the actions of the agents, will lead to 

considerable agency costs such as monitoring, bonding costs, and residual losses. 

Eventually, the principals cover these expenses in order to mitigate the agency costs, 

which, therefore, help maximize the owners’ value. Furthermore, Liu and Fong (2010) 

suggest that the more control the board of directors have over the agents, the less likely 

for agents to act in a way that hinders the maximization of the shareholders’ value. In 

addition, it has been stated that an independent board is preferred in terms of good 

corporate governance practice since it enables one to function more effectively.  
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Fama and Jensen (1983) and Booth et al. (2002) agree that in order to ratify and 

monitor significant decisions in the company, the members of the board should possess 

the power to appoint, discharge and compensate top-level managers. The board of 

directors is considered a powerful device to examine the manager’s decisions and 

actions thoroughly (Fama, 1980). Moreover, the corporate governance theories have 

also explained the concept of the board of directors from their own perspectives. On 

the one hand, the agency theory assumes that the board’s role is to supply the firm with 

the most efficient and practical tools to achieve corporate governance and thus, ensure 

interests (Fama, 1980). On the other hand, the resource dependency theory opines that 

the board of directors is viewed as a co-optative system that helps calibrate the 

company with the external demands (Aguilera and Cuervo‐Cazurra, 2009).  

 

In order to construct an effective board of directors, numerous concerns should be 

taken into account, such as active attendance at the meetings, good communication 

between the shareholders and the board, rationality in solving financial matters, high-

level of integrity and honesty, openness to all individuals to make new suggestions, 

take actions and act in a way that helps enhance the company’s effectiveness 

(Solomon, 2020). In addition, Ingely and Walt (2002) and Walker (2005) add that the 

diversity of the board in terms of gender and experience, as well as the appropriate 

nomination and compensation of directors, have also an essential role in ensuring the 

best structure of the board.  

 

According to Fama and Jensen (1983), conflicts might arise between the board of 

directors and the CEO. For this reason, the authors propose that the majority of 

directors on the board should be independent. In case of any disagreements, the board 

can serve as a mediator and replace the managers if needed. Moreover, having 

directors from outside will encourage the directors from inside to oversee and monitor 

the activities of the CEO (Hermalin and Weisbach, 1988). Overall, it can be concluded 

that the board of directors can control the CEO and replace and select a suitable CEO 

(Hermalin, 2005). 
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3.2 Firm Performance  

 

In general, different measures can be used in order to examine the firm performance. 

However, the majority of the research measures the firm performance based on the 

following two groups: accounting-based measures and market-based measures 

(Gentry and Shen, 2010). On the one hand, the accounting-based measures consider 

the current financial performance of the firm. On the other hand, the market-based 

measures take into consideration the perceptions of the investors of the firm’s potential 

performance. According to Eccles et al. (2014), these performance measures are used 

as a monitoring device that helps the managers and shareholders. In other words, 

effective performance measurement evaluates the management work, which helps the 

performance improvement, especially in the long run. Although there is no empirical 

evidence about which measure is the best indicator of the financial performance, these 

measures can still serve as a proxy of the firm performance regardless of their flaws 

(Haniffa and Hudaib, 2006).  

 

To assess the financial aspect of the firm performance, prior research has utilized 

accounting-based measures such as return on assets (ROA) and return on equity 

(ROE). An excellent example of papers that have examined the impact of corporate 

governance on the firm performance using both ROA and ROE are the following: 

Yermack (1996); Zajac and Westphal (1996); Carter et al. (2003); and Kiel and 

Nicholson (2003). Other previous research has used market-based measures, including 

Tobin’s Q. For instance, Yermack (1996), Imam and Malik (2007), and Pandey et al. 

(2019) all these authors used Tobin’s Q as their performance measure in their studies. 

Additionally, there are other uncommonly used performance measures such as return 

on sales (ROS), return on investment (ROI), market return, share returns, net sales, 

and net profit margin.  

 

There has been some criticism about using the accounting-based measure from a 

different viewpoint. For instance, both ROA and ROE are considered historical 

measures, ignoring the risk (Ross et al., 2008). Additionally, Mangena and Tauringana 

(2007) reveal that the ROA and ROE or the accounting-based measures, in general, 

might be easily altered by accounting methods as well as policies. However, numerous 

researchers outline some of the benefits when utilizing the accounting-based measures 
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in order to examine the firm performance. Generally, the return on assets indicates 

how much the company makes a profit in relation to its total assets. 

 

In contrast, the return on equity evaluates the financial performance using the profit 

relative to shareholders’ equity. If the ROA and ROE increase, there is an increase in 

the firm value because of the managers' excellent use of both the assets and 

shareholders’ equity. Furthermore, Lev and Sunder (1979) suggest that these two 

accounting-based measures eliminate the issue of the firm size because they provide 

an easy but efficient solution to compare different companies. Another advantage of 

using ROA and ROE is that they consider year-to-year fluctuations rather than stock 

market returns (Demsetz and Lehn, 1985). 

 

Both ROA and ROE are directly related to whether or not the management can use the 

firm assets and equity in the most efficient way. This means that decreasing in both 

accounting-based measures will denote inefficiency by the management. Therefore, 

this paper uses both ROA and ROE as the proxies for firm performance. 
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4. HYPOTHESIS DEVELOPMENT  

 

In general, there is a variety of different corporate governance characteristics. 

However, this paper focuses on the attributes related to the board structure because it 

is seen as the most important part of the corporate governance system of the company. 

The following sub-sections review the rich literature on the board structure and firm 

performance. A detailed discussion about the impact of the board size, CEO duality, 

Board diversity, and board meetings on the firm performance.  

 

4.1 Board size and firm performance  

 

The board size is defined as the total number of directors on the board. Until today, 

there is still no unique formula or definition for the number of members that should be 

on the board (Cascio, 2004). Thus, the average size of the board depends on each 

country and its policies regarding such matters. For instance, Carter and Lorsch (2004) 

suggest that the board of directors, in most European countries, consists of roughly 

thirteen members. Based on different research, there is mixed evidence on whether a 

large or small board positively impacts the firm's performance. However, some 

studies, such as Mangena and Chamisa (2008), reveal that there is no association 

between board size and firm performance.  

 

According to Eisenberg et al. (1998), there is a negative association between the board 

size and profitability (ROA) of small Finnish firms, which is mainly due to 

communication and coordination problems. Furthermore, the agency theory proposes 

that the larger the board size, the more agency problems arise, such as free-riding. 

Therefore, the board loses its value in the management process and becomes more 

symbolic (Hermalin and Weisbach, 1998). The agency problem can also occur due to 

the conflicts of interests between the board and shareholders, which causes lower 

returns and, therefore, worse firm performance.  

 

Similarly, Yermack (1996) also agrees that large boards tend to be less coherent and 

lack communication which can consequently lead to a decline in the ability of the 

board of directors to monitor the management effectively. In fact, the author found 

that firms with small boards reveal better values for financial ratios. Additionally, 
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Ahmed et al. (2006) reveal that a large number of directors on the board might 

negatively affect the formulation of new thoughts and the agreement on different 

points of view and ideas. As a result, there is a lack of good ideas and practical 

contributions due to the poor performance of the board. Moreover, Anderson et al. 

(2004) show that the board size has a negative effect on the firm value, which is 

measured using Tobin’s Q. The authors explain that the financial markets react 

negatively to the news about the increase in the number of directors on board. In other 

words, the equity value decreases as the board size increases.   

 

However, other authors argue that large boards can be more favourable and improve 

firm performance. For instance, Kiel and Nicholson (2003) examine the association 

between the board size and firm performance (Tobin’s Q) using a sample of the largest 

Australian listed companies. The results show that the board size has a positive impact 

on the firm performance. The more members are added to the board, the better the 

assessment of the management behaviours from a more significant number of experts 

(Kiel and Nicholson, 2003). Chaganti et al. (1985) also supported the same argument 

because the authors believe that a large board can improve the process of decision-

making and avoid any corporate failure. 

 

Furthermore, Sanda et al. (2010) find that the board size and firm profitability, using 

ROE as a performance measure, of Nigerian listed companies are positively correlated. 

The authors explain that large boards have more access to the external environment in 

a way that they can provide better chances to raw materials and a comprehensive 

resource of finance than smaller boards. This conclusion is in accordance with the 

resource dependence theory viewpoint, which outlines that large boards offer easier 

and better access to the external environment, reducing uncertainties and securing 

essential resources (Pearce and Zahra, 1992). Moreover, Haniffa and Hudaib (2006) 

show the following interesting findings: 1) when the performance is measured using 

ROA, they found that the board size is positively associated with the firm performance; 

and 2) when Tobin’s Q measures the performance, the results show that there is a 

negative relationship between the board size and firm performance. Finally, in order 

to test the above argument in relation to the Finnish context, the following hypothesis 

is proposed: 
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Hypothesis 1: There is a significant relationship between the board size and firm 

performance of Finnish listed companies.  

 

4.2 CEO duality and firm performance 

 

The CEO duality represents the second corporate governance characteristic. It is 

defined as the CEO and board chairman positions are held by the same person in a 

company (Rechner and Dalton, 1991). On the one hand, the agency theory suggests 

that the CEO and chairman should be separated in order to increase the independence 

between the board and the management, which leads to better monitoring and 

overseeing and, therefore, increase the firm performance (Jensen, 1993). On the other 

hand, the stewardship theory disagrees with such separation because effective 

management can only be achieved by applying the principle of the unity of command.  

According to Davis et al. (1997), Finkelstein and D'aveni (1994), and Peng et al. 

(2010), great understanding of the firm’s operations and making better business 

decisions comes from responsibilities and decisions being limited to one individual. 

Consequently, this will result in mitigating the costs of agency problems and affecting 

the firm performance positively. 

 

From the agency theory viewpoint, the CEO and the chairman have different duties in 

the company. For instance, while the former is responsible for managing the company 

as well as implementing business strategies and new policies, the latter plays a 

significant role in monitoring the board, organizing the board meetings and their 

agendas, and replacing the CEO if he/she neglects their duties in serving the 

shareholders’ interests (Fama and Jensen, 1983). According to Mallette and Fowler 

(1992), merging the two positions of the CEO and the chairman into one individual 

will result in increasing the overall control and, therefore, decreasing the power of the 

board. Consequently, this will leave the chance for a conflict of interests between the 

principal and agent. Thus the CEO duality will have a negative influence on the firm 

performance. As a solution to such an issue, Lipton and Lorsch (1992) and Ehikioya 

(2009) recommend the separation of the two positions in order to ensure the 

independence of the board and avoid managers being self-interested by taking 

advantage of the shareholders.  
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From the stewardship theory viewpoint, Weir et al. (2002) suggest that the CEO 

duality is more beneficial to the firm's performance because the individual has specific 

knowledge and more understanding of the investment opportunities and strategic 

orientation, which can improve the process of decision-making. The CEO duality can 

be seen as an advantage to the directors since they will be provided with more 

knowledge by the CEO. This will help enhance the board's advisory role and, 

therefore, affect the firm performance in a positive way (Brickley et al.,1997; Adams 

et al., 2005). Furthermore, the CEO duality is an excellent method to mitigate the 

compensation and remunerations costs (Vafeas and Theodorou, 1998).  

 

In their research, Rechner and Dalton (1991) examine the effects of CEO duality on 

the firm performance using ROI, ROE, and Profit Margin measures. The authors reveal 

that companies that separate the CEO from the chairman perform more efficiently than 

those with CEO duality. Additionally, Haniffa and Hudaib (2006) also support the 

same argument after examining the relationship between CEO duality and firm 

performance (Tobin’s Q) of the Malaysian listed companies. In their UK study, Dahya 

et al. (1996) found that splitting the two positions leads to a more favourable stock 

market. As it can be viewed, all these studies are in line with the agency theory 

viewpoint.  

 

However, studies such as Boyd (1995) and Kiel and Nicholson (2003) oppose the 

above argument as they found that the CEO duality has a positive impact on the firm 

performance. According to Boyd (1995), the author examines firms from 12 different 

industries and finds that merging the CEO and chairman roles leads to better decisions 

without interfering with another individual. Moreover, Kiel and Nicholson (2003) 

studied the relationship between CEO duality and firm performance of the Australian 

listed companies and their results reveal a positive association. These findings, 

therefore, support the stewardship perspective that combining the two roles is more 

preferred regarding the firm objectives to improve its performance.  

 

So far, the discussion has been around whether the CEO duality has a negative or 

positive effect on the firm performance. However, a considerable number of studies 

show no relationship between the two variables. For example, Haniffa and Hudaib 

(2006); Mangena and Tauringana (2007); and Bozec (2005) state that there is no 
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significant association between the CEO duality and firm performance. Finally, the 

following hypothesis is formulated in order to test the above argument in the Finnish 

context: 

 

Hypothesis 2: There is a significant relationship between the CEO duality and firm 

performance of Finnish listed companies.  

 

4.3 Board Diversity and firm performance 

 

The board diversity includes different perspectives such as gender, age, culture, 

ethnicity, etc. However, in this section, the board diversity is taken from the 

perspective of gender, which has a significant effect on the board of directors and, 

therefore, the firm performance. According to the Finnish Corporate Governance Code 

(2020), gender diversity refers to having both genders represented on the board of 

directors. In addition, Finland is among the top countries where companies have a high 

record of females on the board of directors.   

 

Similar to previous characteristics, the empirical evidence on the relationship between 

gender diversity and firm performance is mixed, sometimes revealing contradictory 

results. For instance, Adams and Ferreira (2009) opine that women play an essential 

role on board because females are more dedicated to attending board meetings. Male 

directors are more motivated to enhance their presence than female members are. 

However, their results show that gender diversity has both negative and positive effects 

on the firm value.   

 

Based on Carter et al. (2003), there is a positive relationship between the proportion 

of women on board and the firm value. The authors explain that gender diversity 

improves the firm performance because it allows a better understanding of the market 

place which is also diverse regarding gender. Additionally, Miller and del Carmen 

Triana (2009) report that gender diversity has a positive impact on the firm 

performance because the former increases the creativity and innovation of the firm. 

Also, Erhardt et al. (2003) examine the link between demographic diversity and firm 

performance using both ROA and investment measures. Their results reveal a positive 

association between female board members and corporate performance. Furthermore, 
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Terjesen et al. (2016) outline that the presence of more female directors improves the 

firm performance, which is measured using Tobin’s Q and ROA.  

 

However, Ahern and Dittmar (2012) argue that imposing a mandated gender quota 

might significantly decline the economic value. Moreover, the results of both studies 

by Dezsö and Ross (2012) as well as Bøhren and Strøm (2010) reveal that there is a 

negative relationship between female board representation and firm financial 

performance. On the contrary, other researchers suggest that there is no significant 

connection between gender diversity and firm performance. In other words, the 

presence of females on board does not have any impact on the performance of the 

company (Marinova et al., 2010; Trond Randøy et al., 2006). In order to test the above 

inconsistent findings, the following hypothesis is proposed: 

 

Hypothesis 3: There is a significant relationship between the gender diversity and firm 

performance of Finnish listed companies.  

 

4.4 Board meetings and firm performance 

 

The board meetings represent the frequency of the formal meetings of a company’s 

board of directors. In Finland, the board of directors must attend at least six regularly 

scheduled meetings annually. The board meetings are considered the critical indicators 

of the board's effectiveness (Lipton and Lorsch, 1992) and an important channel 

through which the board members deliver their responsibilities and duties (Vafeas, 

1999). Moreover, the agency theory is the theoretical foundation for such obligations 

since the agency costs can be minimalized by increasing the monitoring activities of 

the board of directors through regular meetings (Conger et al., 1998) and, therefore, 

enhance the firm performance (Vafeas, 1999). Similar to other characteristics, 

empirical evidence reveals mixed results regarding the effects that board meetings 

have on firm performance. However, most prior research concludes that board 

meetings tend to improve how the firm performs.  

 

On the one hand, Ntim and Osei (2011) suggest that there is a positive relationship 

between board meetings and firm performance. The authors explain that the directors’ 

ability to direct, supervise and manage increases when the board members meet 
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regularly and therefore, it improves the firm performance. Additionally, Vafeas (1999) 

found that board meetings significantly connect with firm performance. The author 

opines that conducting meetings regularly allows the board to assess the managers’ 

activities better as well as to be aware of the company’s operations in order to address 

any emerging issues on time and effectively. The frequency of the board meetings is 

viewed as a measure of the effectiveness and monitoring capacity of the board 

members (Lipton and Lorsch, 1992; Jensen, 1993). For this reason, the more frequent 

the board meetings are, the better the firm's performance.  

 

On the other hand, Khanchel El Mehdi (2007) argues that the frequency of board 

meetings and board activities does not necessarily affect the firm performance 

positively. This could be explained by the different costs that are related to the board 

meetings, such as directors’ meeting fees, managerial time, and travelling expenses. 

Furthermore, Vafeas (1999) states that having board meetings regularly is not 

necessarily beneficial, and the considerable time that the board members spend with 

the company could be utilized to discuss important ideas with the management. 

Consequently, the firm performance might be negatively influenced due to resources 

being allocated to less productive plans (Evans et al., 2002). Based on the arguments 

from above, there have been inconclusive findings on the board meetings and their 

impact on the firm performance. For this reason, the following hypothesis is proposed: 

 

Hypothesis 4: There is a significant relationship between the board meetings and firm 

performance of Finnish listed companies.  
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5. METHODOLOGY 

 

This section discusses the methodology employed in this paper and how it complies 

with its objectives. It starts by providing a discussion about the sample selection and 

data collection, followed by a description of all the variables used in the model and 

finally, the methods used to examine the data. 

 

5.1 Sample Selection and Data Collection 

 

In order to examine the relationship between corporate governance and firm 

performance of Finnish listed companies, this study uses a sample of 62 companies for 

the period of eleven years from 2010 to 2020. The 62 Finnish companies are listed on 

Helsinki Stock Exchange. Overall, the sample data consists of 682 observations. Also, 

the choice of the time period used in this study is based on the data's availability, which 

is a maximum of eleven years. Furthermore, the data regarding corporate governance 

mechanisms and firm performance measures were extracted from the Oulu Business 

School Data Stream database provided by Thomson Reuters. 

 

5.2 Variables  

 

This sub-section describes three categories of variables, including dependent 

variables, independent variables, and control variables which are used in examining 

the impact of corporate governance characteristics on the firm performance of the 

Finnish listed companies. 

 

5.2.1 Dependent Variables 

 

Different studies have used different measurements in order to examine the firm 

performance (Cochran and Wood, 1984). However, this study uses two accounting-

based measures, including return on assets (ROA) and return on equity (ROE), as 

proxies for the firm performance. The two measurements are important to measure the 

performance from the shareholders’ perspective, and therefore, they were selected. 

While the return on assets is considered as an indicator of the company’s profitability 

related to its total assets, the return on equity measures the ability of the company to 
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generate profits from its equity. ROA and ROE are calculated using the following 

formulas: 

𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝐴𝑠𝑠𝑒𝑡𝑠 (𝑅𝑂𝐴) =  
𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒𝑡

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑡
 

 

Where, Net Incomet represents the firm’s net income in year t and Total Assett is the 

firm’s total assets in year t.  

 

𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝐸𝑞𝑢𝑖𝑡𝑦 (𝑅𝑂𝐸) =  
𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒𝑡

𝑇𝑜𝑡𝑎𝑙 𝐸𝑞𝑢𝑖𝑡𝑦𝑡
 

  

Where, Net Incomet represents the firm’s net income in year t and Total Equityt  is the 

firm’s total equity in year t.  

 

All the data regarding both ROA and ROE variables were collected from Oulu 

Business School Data Stream database provided by Thomson Reuters.  

 

5.2.2 Independent Variables 

 

Numerous studies have used different corporate governance mechanisms to discover 

their impact on firm performance. However, this paper uses four corporate governance 

attributes: board size, CEO duality, board diversity and board meetings. According to 

Oulu Business School Data Stream database, the following Table 1 provides the 

definition of each independent variable used in this research: 

 

Table 1. The definitions of the four independent variables 

Independent  

Variables 

Definitions 

Board Size The total number of board members at the end of fiscal 

year.  

CEO duality The CEO is also the chairman of the board. 

Board Diversity The percentage of female on the board. 

Board meetings The number of board meetings during the year.  
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5.2.3 Control Variables 

 

This section discusses the four control variables employed in this research, which 

include firm size, liquidity, asset growth and leverage. These control variables are used 

in order to ensure that the tests focus more precisely on the differences created by 

variations in corporate governance mechanisms. In addition, all the data for the four 

control variables were collected from Oulu Business School Data Stream database 

provided by Thomson Reuters.   

 

Firm Size  

 

Different researchers used firm size as a control variable when examining the 

relationship between corporate governance and firm performance, such as Campbell 

and Mínguez-Vera (2008), Carter et al. (2003), and Jensen (1986). According to Joh, 

S.W. (2003) and Short et al. (1999), larger firms have more opportunities to create and 

generate finances internally and access resources externally than smaller firms. 

Additionally, large-sized firms might have the advantage of gaining from the 

economies of scale, which consequently lead to a positive impact on the firm 

performance.  

 

Furthermore, Booth and Deli (1996) and Fama and Jensen (1983) suggest that the 

larger the firm size, the more diversified the firm becomes. This is beneficial to the 

company because more expertise and different knowledge can help solve the 

company's complexity and, therefore, increase the firm's performance (Serrasqueiro 

and Maçãs Nunes, 2008). Moreover, Black et al. (2006) also report that the firm size 

has a positive impact on the firm performance. Based on the above arguments, it can 

be predicted that there is a positive association between firm size and corporate 

performance. In addition, this paper measures the firm's size by the logarithm of the 

firm’s total assets. 

 

Asset Growth 

 

Asset growth is the second control variable that is used in this study. Pouraghajan et 

al. (2012) found that there is a positive relationship between asset growth and firm 
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performance (ROA and ROE). Moreover, a Swedish study by Yazdanfar (2013) shows 

that asset growth affects the firm performance positively. This could be explained in a 

way that the increase in assets means that the firm is growing. Therefore, this paper 

expects a positive relationship between asset growth and firm performance.  

 

Furthermore, the asset growth is calculated as the firm’s assets at year (t) divided by 

the firm’s assets at year (t – 1) minus 1. The formula is presented as follows: 

 

𝐴𝑠𝑠𝑒𝑡 𝑔𝑟𝑜𝑤𝑡ℎ =  
𝐹𝑖𝑟𝑚′𝑠 𝑎𝑠𝑠𝑒𝑡𝑠𝑡

𝐹𝑖𝑟𝑚′𝑠 𝑎𝑠𝑠𝑒𝑡𝑠𝑡−1
− 1 

 

Leverage  

 

Leverage represents the third control variable, and it is defined as the amount of debt 

a company uses in order to increase the potential return of an investment. Various 

studies report different results regarding the influence of leverage on the firm 

performance. On the one hand, Jensen and Meckling (1976) suggest that leverage 

plays a crucial role in reducing agency problems, especially free cash issues. Also, 

Stiglitz (1985) opines that an efficient control for the manager’s activities is mostly 

applied by the lenders instead of the shareholders. Therefore, it could be anticipated 

that there is a positive connection between leverage and firm performance (Modigliani 

and Miller, 1963). 

 

On the other hand, Andrade and Kaplan (1998) suggest that as the firm leverage 

decreases, the probability of financial distress decreases too. The authors explain that 

companies with higher financial leverage perform worse than those with lower 

financial leverage. Furthermore, Myers (1977) reveals that high amounts of leverage 

might have negative effects on the firm performance due to the underinvestment 

problem. Increased leverage makes it difficult for the firm to raise more debt, which 

leads to losing the possibility of obtaining new investment opportunities.  

 

Leverage is defined as total debt at year (t) divided by shareholder’s equity at year (t), 

which can be presented as follows:  
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𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 =  
𝑇𝑜𝑡𝑎𝑙 𝑑𝑒𝑏𝑡𝑡 

𝑆ℎ𝑎𝑟𝑒ℎ𝑜𝑙𝑑𝑒𝑟′𝑠 𝑒𝑞𝑢𝑖𝑡𝑦𝑡
 

 

Liquidity 

 

In this paper, liquidity is used as the fourth control variable. It is considered as an 

indicator of the company’s achievements and market position. Firms with higher 

liquidity are able to reduce any potential financial distress and absorb any external 

shocks. According to Fang et al. (2009), liquidity mitigates managerial opportunism 

and motivates trade by informing investors and enhancing investment decisions. 

Furthermore, Jose et al. (1996) suggest that liquidity plays a crucial role in the 

company’s survival because of its implications regarding shifts in sales dynamics, 

growth, and financial costs reduction as well as it affects the level of the company’s 

risk.  

 

Similar to prior studies, this research measures liquidity using current assets at year t 

divided by current liabilities at year t. 

 

𝐿𝑖𝑞𝑢𝑖𝑑𝑖𝑡𝑦 =  
𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑎𝑠𝑠𝑒𝑡𝑠𝑡

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠𝑡
 

 

5.3 Research Methodology 

 

To determine the effects of corporate governance mechanisms on the firm performance 

of Finnish listed companies and test the proposed hypotheses in Chapter 3, this study 

uses the following multiple linear regression models, which include Model (1) for 

ROA and model (2) for ROE: 

 

Model (1): 

 

𝑅𝑂𝐴𝑖𝑡 =  𝛽0 +  𝛽1𝐵𝑜𝑎𝑟𝑑𝑆𝑖𝑧𝑒𝑖𝑡 +  𝛽2 𝐶𝐸𝑂𝐷𝑢𝑎𝑙𝑖𝑡 +  𝛽3𝐵𝑜𝑎𝑟𝑑𝐷𝑖𝑣𝑒𝑟𝑠𝑖𝑡𝑦𝑖𝑡

+  𝛽4𝐵𝑜𝑎𝑟𝑑𝑀𝑒𝑒𝑡𝑖𝑛𝑔𝑠𝑖𝑡 +  𝛽5𝑄𝑢𝑖𝑐𝑘𝑅𝑎𝑡𝑖𝑜𝑖𝑡 +  𝛽6𝐿𝑜𝑔𝐹𝑖𝑟𝑚𝑆𝑖𝑧𝑒𝑖𝑡

+  𝛽7𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒𝑖𝑡 +  𝛽8𝐴𝑠𝑠𝑒𝑡𝐺𝑟𝑜𝑤𝑡ℎ𝑖𝑡 +  𝜀𝑖𝑡 
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Model (2): 

 

𝑅𝑂𝐸𝑖𝑡 =  𝛽0 + 𝛽1𝐵𝑜𝑎𝑟𝑑𝑆𝑖𝑧𝑒𝑖𝑡 +  𝛽2 𝐶𝐸𝑂𝐷𝑢𝑎𝑙𝑖𝑡 + 𝛽3𝐵𝑜𝑎𝑟𝑑𝐷𝑖𝑣𝑒𝑟𝑠𝑖𝑡𝑦𝑖𝑡

+  𝛽4𝐵𝑜𝑎𝑟𝑑𝑀𝑒𝑒𝑡𝑖𝑛𝑔𝑠𝑖𝑡 +  𝛽5𝑄𝑢𝑖𝑐𝑘𝑅𝑎𝑡𝑖𝑜𝑖𝑡 +  𝛽6𝐿𝑜𝑔𝐹𝑖𝑟𝑚𝑆𝑖𝑧𝑒𝑖𝑡

+  𝛽7𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒𝑖𝑡 +  𝛽8𝐴𝑠𝑠𝑒𝑡𝐺𝑟𝑜𝑤𝑡ℎ𝑖𝑡 +  𝜀𝑖𝑡   

 

Where, 

 

𝑅𝑂𝐴𝑖𝑡: Return on assets at t, first measure of the firm performance. 

𝑅𝑂𝐸𝑖𝑡: Return on equity at t, second measure of the firm performance.  

𝛽0: The intercept. 

𝛽𝑖: Regression coefficient of each independent variable.  

𝐵𝑜𝑎𝑟𝑑𝑆𝑖𝑧𝑒𝑖𝑡 : The size of the board. 

𝐶𝐸𝑂𝐷𝑢𝑎𝑙𝑖𝑡 : Whether the CEO and the chairman are the same person. It takes          

the value of 1 if it is the same person; otherwise it takes the value of 0. 

𝐵𝑜𝑎𝑟𝑑𝐷𝑖𝑣𝑒𝑟𝑠𝑖𝑡𝑦𝑖𝑡: The percentage of females on board at t. 

𝐵𝑜𝑎𝑟𝑑𝑀𝑒𝑒𝑡𝑖𝑛𝑔𝑠𝑖𝑡: The frequency of board meetings at t. 

𝑄𝑢𝑖𝑐𝑘𝑅𝑎𝑡𝑖𝑜𝑖𝑡: The liquidity of the firm at t. 

𝐿𝑜𝑔𝐹𝑖𝑟𝑚𝑆𝑖𝑧𝑒𝑖𝑡: The size of the firm at t. 

𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒𝑖𝑡: The firm leverage at t. 

𝐴𝑠𝑠𝑒𝑡𝐺𝑟𝑜𝑤𝑡ℎ𝑖𝑡: The annual change of total assets.  

𝜀𝑖𝑡: The error term. 

 

5.4 Sensitivity test  

 

The sensitivity test aims to analyze how the values of the independent variables and 

their effects on the dependent variables differ under specific assumptions. In our case, 

the industry variables and annual dummy variables are included in the sensitivity 

analysis to examine the industry and year fixed effects. According to Lim et al. (2007), 

corporate governance attributes differ among different industries. For this reason, the 

industry dummies in this research include two different sectors financial and non-

financial firms. The non-financial firms contain different industries such as 

engineering and manufacturing, telecommunications and electronics, industrial 

machinery, pharmaceutical, security service, etc. However, the financial firms include 
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banks, insurance, investment, and real estate companies. In the last model, the financial 

firms take a value of 1, whereas non-financial firms take a value of 0. 

 

Furthermore, the annual dummy variables were used in numerous studies, such as Tan 

et al. (2011), in order to examine whether the corporate governance mechanisms, as 

well as firm performance, vary over a different period of time. In our case, there is a 

period of eleven years, starting from 2010 to 2020. For instance, to include the year 

variables, the dummy variable for year 2010 takes a value of 1 for observations from 

that year (2010) and 0 otherwise. The same concept is applied to the rest of the years. 
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6. EMPIRICAL RESULTS 

 

This section focuses on presenting the descriptive statistics for our data used in this 

research, the correlation of the research variables, regression and sensitivity results in 

order to analyze the impact of the corporate governance attributes on the performance 

of the Finnish listed companies. The data was conducted using the powerful statistical 

package “EViews”.    

 

6.1 Descriptive statistics 

 

As it can be seen, Table 2 below reports the descriptive statistics of the four 

independent variables, including board diversity, board meetings, board size and CEO 

duality, as well as the two dependent variables, which are ROA and ROE. Table 2 

shows that there are 682 observations. The mean, median, minimum and maximum of 

board diversity report the values of 29.86%, 30%, 0% and 61.33%, respectively. In 

other words, the percentage of females on board ranges between 0% and 61.33%. The 

value of 0% is due to the fact that some firms include a board of only male directors. 

According to Prönö, 19 out of 176 Finnish listed companies on the Helsinki stock 

exchange consist of only men. However, the value of 61.33% shows that other firms 

are including more women on their board of directors compared to previous years. 

 

Moreover, the average frequency of board meetings is 17 in a year, and it ranges 

between 2 and 105 annual board meetings. For instance, the company 

“Keskisuomalainen” has the highest number of board meetings compared to other 

Finnish listed companies in our sample. Additionally, The mean, median, minimum 

and maximum board size report the values of 8, 7, 4 and 27, respectively. This shows 

that the number of board members ranges from 4 to 27 directors. Also, the average 

number of board directors is 8, which falls in the range of the requirements of the 

Finnish Corporate Governance Code (3 to 10 directors on board). Last but not least, 

the CEO duality represents a mean value of 0.27 which means that 27% of the CEOs 

in our sample firms also serve as a chairman.  
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Table 2. Descriptive statistics of the variables 

 
 Variables N Mean Median Min. Max.  Std. Dev. 

       

ROA 

  

682 5.46 4.77 -21.55 106.7 8.46 

ROE 

  

682 10.49 10.87 -128.39 246.14 21.42 

Board 

Diversity 

682 29.86 30 0 61.33 12.87 

Board 

Meetings 

682 17.60 13 2 105 18.87 

Board Size 

  

682 8.20 7 4 27 3.41 

CEO 

Duality 

682 0.27 0 0 1 0.44 

 

 

6.2 Correlation of research variables 

 

In order to detect if there is a high correlation between the research variables, Table 3 

below reports the correlation results between the independent, dependent and control 

variables. As it can be viewed from the table, the return on asset (ROA) is positively 

related to the board diversity, board meetings, CEO duality, liquidity, log of total assets 

(firm size) and asset growth, while negatively related to board size and leverage. 

 

Overall, the results show that there is a quite low correlation among the independent 

variables. For instance, there is a weak negative relationship between board diversity 

and CEO duality (-0.018), at a 10% significance level. In addition, board meetings and 

CEO duality tend to be slightly correlated (0.033), at a 5% significance level. 

However, some variables are not correlated and do not show significance at any 

significance level, such as board diversity with board meetings as well as board size, 

board size with CEO duality, and board meetings with board size. Regarding the 

control variables, there is a positive association between board diversity and three 

control variables, including leverage, firm size and asset growth. Furthermore, board 

size shows a positive correlation with both leverage and asset growth while a negative 

correlation with liquidity, at different significance levels. 

 

Regarding the return on equity, the overall results suggest similar findings to the return 

on asset in terms of correlation and significance. In general, there is a moderate to low 
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multicollinearity between the variables. Therefore, there are no issues that might 

disturb the relationship between our model's independent and dependent variables. 
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Table 3. Correlation analysis between independent and dependent variables 

 
*  = Significance at the 10% level, ** = Significance at the 5% level, and *** = Significance at the 1% level.

  ROA ROE BOARD 

DIVERSITY 

BOARD 

MEETINGS 

BOARD 

SIZE 

CEO 

DUALITY 

LEVERAGE LIQUIDITY LNFIRMSIZE ASSET 

GROWTH 

ROA 

  

1***                   

ROE 

  

0.910 1***                 

BOARD 

DIVERSITY 

0.011* 0.039** 1***               

BOARD 

MEETINGS 

0.022 -0.023 0.341 1***             

BOARD  

SIZE 

-0.116 -0.055 -0.069 -0.159 1***           

CEO  

DUALITY  

0.102** 0.126 -0.018* 0.033** 0.158 1***         

LEVERAGE 

  

-0.206 -0.150 0.131* -0.061 0.163*** 0.155* 1***       

LIQUIDITY 

  

0.328 0.222 -0.182 -0.038 -0.048* 0.106 -0.091 1***     

LNFIRMSIZE 

  

0.145 0.040 0.071** -0.313 0.527 0.133 0.531 0.059** 1***   

ASSET 

GROWTH 

0.295 0.003 0.093** -0.044 0.207* 0.160 0.601 0.032** 0.483** 1*** 
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6.3 Regression analysis 

 

This sub-section focuses on testing the hypothesis discussed in the earlier chapter. As 

it can be seen, Table 5 below documents the regression results of our first model in 

order to examine the relationship between corporate governance mechanisms and the 

firm performance of Finnish listed companies. The results reveal that the R-squared 

has a value of 16.9% and the adjusted R2 has a value of 15.9%. This implies that the 

hypotheses explain the subject of our interest in an effective and moderate manner. 

Also, the interpretation of the adjusted R2 suggests that 15.9% of the variation in firm 

performance (ROA) is due to the four explanatory variables. In addition, the results 

indicate that F-statistic has a value of 17.17 which means that the group of variables 

included in this model are jointly significant and are able to explain the variation in 

the dependent variable (ROA).   

 

Table 4. Regression results of corporate governance mechanisms on firm 

performance using ROA 

Variables Coefficient Std. Error t-Statistic Prob. 

          

INTERCEPT 3.970 2.239 1.773 0.076 

BOARD SIZE -0.100 0.106 -0.941 0.346 

CEO DUALITY 2.168 0.693 3.128* 0.001* 

BOARD DIVERSITY 0.076 0.025 2.950* 0.003* 

BOARD MEETINGS -0.026 0.018 -1.429 0.153 

LIQUIDITY 3.881 0.443 8.751* 0.000* 

LNFIRMSIZE 0.340 0.168 2.015* 0.044* 

LEVERAGE -0.007 0.002 -3.333* 0.000* 

ASSET GROWTH 3.75E-06 7.93E-06 0.473 0.636 

N 682    

R-squared 0.169    

Adjusted R2 0.159    

F-statistic 17.170    

 

The findings in Table 4 present the first model in our regression analysis where the 

dependent variable is ROA. Results regarding the relationship between board size and 

ROA are statistically insignificant. This is due to the p-value is larger than 0.05 (p-

value > 0.05). According to the first hypothesis, it was proposed that there is a 
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significant relationship between board size and firm performance. However, this 

hypothesis cannot be supported and is therefore rejected. This finding is not in line 

with prior research work. In other words, neither the ones who revealed that there is a 

negative association between the board size and firm performance, such as Eisenberg 

et al. (1998); Hermalin and Weisbach (1998); Yermack (1996); and Anderson et al. 

(2004), nor others who argued that the board size affects the firm performance 

positively, including Kiel and Nicholson (2003); Chaganti et al. (1985); Sanda et al. 

(2010); and Haniffa and Hudaib (2006). However, this result is consistent with the 

finding of Mangena and Chamisa (2008), where the authors found no connection 

between the board size and firm performance. In this study, it can be concluded that 

the board size does not have any effect on the firm performance of the Finnish listed 

companies, which is confirmed by the study of N Vaidya (2019). This could be due to 

board size showing impact only under certain circumstances such as financial 

struggles. Another reason could be that more costs would compensate for the benefits 

of a larger board, and therefore, there is no change in the firm performance. 

 

Concerning the CEO duality, results show that there is a positive relationship between 

the CEO duality and firm performance because the p-value presents a lower value than 

0.05 (p-value < 0.05). In addition, having a CEO that is also a chairman of the board 

increases ROA by 2.16 percentage points. Based on the second hypothesis, it was 

predicted that there is a significant association between the CEO duality and firm 

performance of Finnish listed companies. Therefore, this hypothesis is accepted. This 

finding is consistent with previous studies that found that CEO duality has a positive 

influence on the firm performance, such as Boyd (1995) and Kiel and Nicholson 

(2003). This result agrees with the stewardship theory argument regarding CEO 

duality, which states that CEO duality combines leadership and control and makes it 

more consistent, therefore contributing to better firm performance and greater 

effectiveness (Donaldson and Davis, 1991). 

 

Results also show that board diversity is positive and statistically significant. The p-

value is lower than 0.05 (p-value < 0.05). This means that the board diversity has a 

positive impact on the firm performance. Also, having women in the boardrooms 

increases ROA by 0.07 percentage points. According to the third hypothesis, it was 

expected that there would be a significant relationship between the board diversity and 
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firm performance of Finnish listed companies. Thus, this hypothesis is supported. For 

instance, Carter et al. (2003), Erhardt et al. (2003), and Terjesen et al. (2016) argued 

that there is a positive association between board diversity and firm performance 

(ROA). Therefore, the finding is in line and consistent with previous research. 

Including female representatives on board seems to bring a more collaborative 

approach to leadership, which helps improve the communication skills on board 

(Konrad and Kramer, 2006).  

 

The last explanatory variable results show no significance because the p-value is larger 

than 0.05 (p-value > 0.05). This means that board meetings do not have any influence 

on the firm performance, which supports the argument of Bhatt and Bhattacharya 

(2015). It is argued that the board meetings are considered to be an essential channel 

for directors to go through the meeting agenda and fulfil their monitoring role, which 

helps in the management of the company but not necessarily the financial performance 

of the firm. Therefore, the fourth hypothesis is rejected because it was predicted to 

have a significant association between the frequency of board meetings and firm 

performance.  

 

Table 5. Regression results of corporate governance mechanisms on firm 

performance using ROE 

Variables Coefficient Std. Error t-Statistic Prob. 

  
    

INTERCEPT 1.471 5.886 0.250 0.803 

BOARD SIZE -0.325 0.281 -1.158 0.248 

CEO DUALITY 6.575 1.822 3.609* 0.000* 

BOARD DIVERSITY 0.203 0.068 2.976* 0.003* 

BOARD MEETINGS -0.093 0.048 -1.938 0.053 

LIQUIDITY 6.082 1.166 5.216* 0.000* 

LNFIRMSIZE  0.074 0.444  0.168 0.867 

LEVERAGE -0.025 0.006 -4.434* 0.000* 

ASSET GROWTH 0.000 0.000  2.225* 0.026* 

N 682    

R-squared 0.104    

Adjusted R2 0.094    

F-statistic 9.826    

 

Similarly to ROA, findings in Table 5 reveal positive and significant results for both 

CEO duality and board diversity. The interpretation of this suggests that there is a 
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positive relationship between CEO duality and firm performance (ROE) as well as 

board diversity and firm performance (ROE). For this reason, hypotheses 2 and 3 are 

supported. However, there are no significant results for board size and board meetings. 

This means that both board size and board meetings have no effect on the firm 

performance (ROE), and therefore, hypotheses 1 and 4 are rejected. Thus, it can be 

concluded that ROE results are consistent with ROA results, which confirms the 

accuracy of the findings in this research.  

 

Control variables 

 

Concerning the first control variable, liquidity, the results show that there is a positive 

and significant association (p-value < 0.05) between liquidity and firm performance 

using ROA and ROE as the measurements. Such findings are in line with prior studies, 

such as Fang et al. (2009) and Jose et al. (1996). Higher liquidity is a positive sign that 

the company will survive any financial struggle as well as more chances to make 

suitable investments if needed.   

 

The second control variable is firm size, and the findings demonstrate different 

significance for both ROA and ROE. Regarding ROA, the results show that firm size 

affects firm performance positively (p-value < 0.05). This is consistent with what was 

predicted based on previous research, including Campbell and Mínguez-Vera (2008), 

Carter et al. (2003), and Jensen (1986). However, when using ROE, results show that 

there is no significant but positive relationship between firm size and firm performance 

(p-value > 0.05). The results confirm the fact that large-sized firms create more 

opportunities, contain different expertise and enable access to external resources, 

which, therefore, helps boost the firm performance compared to small-sized firms. 

 

Regarding leverage, the third control variable, both ROA and ROE display statistically 

significant but negative results (p-value > 0.05). Contrary to what was revealed by 

other researchers such as Jensen and Meckling (1976), leverage in this paper has a 

negative influence on the firm performance. However, our finding goes in line with 

the results of Andrade and Kaplan (1998) and Myers (1977). It shows that higher 

leverage ratio hinders the possibility of firms making new investment, which might 

decreases the firm performance.  
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Last but not least, the fourth control variable is asset growth. Results show that there 

is a significant and positive association between asset growth and firm performance. 

Although the results of ROA seem to be insignificant, they still reveal a positive 

impact. This finding confirms the argument of Pouraghajan et al. (2012) and 

Yazdanfar (2013), which simply implies that the growth of assets is projected on the 

growth of the company. 

 

The two tables below, Tables 6 and 7, summarize the predicted and actual impact of 

the explanatory variables, including ROA and ROE: 

 

Table 6. Predicted and actual effects of the independent variables on ROA 

Variables Predicted effect Actual effect 

Board size + or -  None 

CEO duality + or - + 

Board diversity + or - + 

Board meetings + or - None 

 

Table 7. Predicted and actual effects of the independent variables on ROE 

Variables Predicted effect Actual effect 

Board size + or -  None 

CEO duality + or - + 

Board diversity + or - + 

Board meetings + or - None 

 

6.4 Sensitivity analysis 

 

As discussed before, the industry and annual dummy variables are added to the model 

in order to perform a sensitivity test. As it can be seen below, Tables 8 and 9 report 

the regression results with the addition of both the industry and annual variables. The 

value of the adjusted R-squared is 16.08% and 13.99% for ROA and ROE, 

respectively. This means that the dummy variables, along with the independent 
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variables, are able to explain 16.08% of the ROA variations and 13.99% of the ROE 

variations.  

 

In Table 8, there are insignificant results regarding the relationship between the 

dummy variables (industry and year) and firm performance using ROA. This is due to 

their p-values are larger than 0.05 (p-value > 0.05). Therefore, the industry and year 

do not have any effect on the firm performance when the measurement is ROA. 

However, results in Table 9 reveal a significant and positive relationship between the 

industry dummy variable and firm performance using ROE as their p-value is lower 

than 0.05 (p-value < 0.05). This implies that financial firms have a positive influence 

on firm performance compared to non-financial firms. Furthermore, the annual 

dummy variables show no significance throughout the entire period. 

 

Overall, the results of the independent variables remain the same regardless of the 

addition of the dummy variables. In other words, both CEO duality and board diversity 

have positive effects on firm performance (ROA and ROE), while there is no 

significance for board size as well as board meetings.  
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Table 8. Regression results with dummy variables using ROA 

Variables Coefficient Std. 

Error 

t-

Statistic 

Prob.   

          

INDUSTRY 3.216 2.138 1.504 0.133 

BOARD SIZE -0.089 0.108 -0.830 0.407 

CEO DUALITY 2.313 0.711 3.255 0.001* 

BOARD DIVERSITY 0.074 0.027 2.772* 0.006* 

BOARD MEETINGS -0.024 0.018 -1.325 0.186 

LIQUIDITY 3.860 0.444 8.686* 0.000* 

LNFIRMSIZE 0.350 0.179 1.955 0.051 

LEVERAGE -0.009 0.003 -3.760* 0.000* 

ASSET GROWTH 0.000 0.000 -0.266 0.791 

Y2010 1.304 1.414 0.922 0.357 

Y2011 0.193 1.405 0.137 0.891 

Y2013 -0.998 1.398 -0.714 0.476 

Y2014 -0.853 1.399 -0.610 0.542 

Y2015 -0.238 1.398 -0.170 0.865 

Y2016 1.212 1.395 0.869 0.385 

Y2017 -1.334 1.389 -0.960 0.338 

Y2018 0.828 1.371 0.604 0.546 

Y2012 -0.409 1.402 -0.292 0.771 

Y2020 0.883 1.342 0.658 0.511 

R-squared 0.1847    

Adjusted R2 0.1608 
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Table 9. Regression results with dummy variables using ROE 

Variables Coefficient Std. 

Error 

t-

Statistic 

Prob.   

          

INDUSTRY 23.740 5.560 4.270* 0.000* 

BOARD SIZE -0.196 0.280 -0.700 0.484 

CEO DUALITY 6.989 1.848 3.782* 0.000* 

BOARD DIVERSITY 0.190 0.069 2.734* 0.006* 

BOARD MEETINGS -0.094 0.048 -1.958 0.051 

LIQUIDITY 5.916 1.156 5.119* 0.000* 

LNFIRMSIZE 0.484 0.466 1.039 0.299 

LEVERAGE -0.040 0.007 -6.102* 0.000* 

ASSET GROWTH 0.000 0.000 0.405 0.686 

Y2010 2.622 3.677 0.713 0.476 

Y2011 -0.163 3.654 -0.045 0.965 

Y2013 -2.026 3.635 -0.557 0.577 

Y2014 -3.370 3.639 -0.926 0.355 

Y2015 0.724 3.634 0.199 0.842 

Y2016 3.036 3.627 0.837 0.403 

Y2017 -3.001 3.613 -0.831 0.407 

Y2018 0.874 3.565 0.245 0.806 

Y2012 -0.527 3.646 -0.145 0.885 

Y2020 0.366 3.489 0.105 0.916 

R-squared 0.1399    

Adjusted R2 0.1148    
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7. CONCLUSION 

 

The aim of this paper was to analyze the relationship between corporate governance 

mechanisms and the firm performance of Finnish listed companies from 2010 to 2020. 

The corporate governance mechanisms, particularly board structure characteristics, are 

investigated through the following variables: board size, CEO duality, board diversity 

and board meetings, while the firm performance was measured using both ROA and 

ROE for more accuracy. In addition, four control variables were added to the model, 

including liquidity, firm size, leverage and assets growth. The empirical analysis 

started with the descriptive statistics, followed by the correlation of research variables 

to detect possible multicollinearity, then multiple regression analysis and finally, the 

sensitivity test. Regarding the sensitivity test, both the industry, which is divided into 

financial and non-financial firms, and annual dummy variables, were used as it is 

believed that corporate governance mechanisms might vary among different industries 

and different periods of time.  

 

In this research, the empirical results suggest that both CEO duality and board diversity 

positively influence the performance of Finnish listed companies using ROA and 

ROE. The first finding concerning CEO duality is consistent with previous research 

such as Boyd (1995) and Kiel and Nicholson (2003). The authors argued that there is 

a positive relationship between CEO duality and firm performance. The stewardship 

theory also confirms the argument stating that combining the CEO  and chairman in 

the same person leads to consistency in the process of decision-making as well as in 

leadership and control, which consequently enhances the performance of the firm 

(Donald & Davis, 1991). The second finding related to board diversity is also in line 

with prior empirical evidence, such as Carter et al. (2003), Terjesen et al. (2016), and 

Erhardt et al. (2003). The inclusion of female representatives on board ensures the 

needed mix in the boardrooms in terms of different perspectives and diversity in 

processing ideas, which is a considerable advantage to the performance of the 

company.  

 

However, findings regarding board meetings and board size show insignificant results. 

In other words, both the board size and board meetings cannot affect the firm 

performance using ROA and ROE. First, although the board meeting is an essential 
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channel for board directors to communicate and fulfil their duties, it does not 

necessarily boost the performance of the company (Bhatt & Bhattacharya, 2015). 

Second, the board size might benefit the profitability only under certain circumstances 

such as financial threads and economic struggles. This finding is consistent with the 

research of Mangena and Chamisa (2008), where the authors found no connection 

between the board size and firm performance. In addition, there are higher chances 

that the advantages of a large-sized board and frequent board meetings could be 

compensated by the extra expenses such as directors’ meetings fees, managerial time, 

travelling expenses, etc.   

 

Overall, this study has academic and practical contributions. First, this paper helps fill 

the gap in the literature regarding corporate governance in Finland and provides a 

general understanding of the Finnish Corporate Governance Code (2020). Second, this 

study serves as an updated version of investigating the impact of corporate governance 

attributes on the performance of Finnish listed companies since there is a lack of new 

academic papers addressing a similar topic in Finland and including the specific 

variables used in this research. As it is known, good corporate governance leads to 

better performance. Therefore, the results of this paper could be implemented by 

policymakers, regulators and management departments to understand better the factors 

affecting the firm performance and thus, help them make better decisions regarding 

corporate governance. Last but not least, the findings in this Finnish study can be 

beneficial to other countries with similar environments and economic backgrounds, 

such as Nordic countries. 

 

Furthermore, this study has limitations and opportunities for further research. First, the 

including only four independent variables related to board structure specifically leaves 

other corporate governance variables in question. Second, some companies’ lack of 

statistical data concerning the variables of choice made it challenging to include all the 

Finnish listed companies. Based on these limitations, future research might include 

more corporate-related factors such as ownership structure and more board-related 

factors such as expertise, cultural diversity, audit/nomination/compensation 

committee independence, etc.  
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