Journal of Governance and Regulation / Volume 11, Issue 4, 2022

BOARD OF DIRECTORS’ ATTRIBUTES AND
FIRM FINANCIAL PERFORMANCE IN THE
ENERGY INDUSTRY: EVIDENCE FROM
THE DEVELOPING COUNTRY

Hussein H. Sharaf-Addin *, Ahmed Abdullah Saad Al-Dhubaibi =~

* Corresponding author, Accounting Department, College of Business, University of Bisha, Bisha, Saudi Arabia;
Accounting Department, Faculty of Administrative Sciences, Thamar University, Dhamar, Yemen
Contact details: College of Business, University of Bisha, 255, Al Nakhil, Bisha 67714, Saudi Arabia
** College of Business Administration, Prince Sattam Bin Abdulaziz University, Al-Kharj, Saudi Arabia

OPEN (', ) ACCESS

How to cite this paper: Sharaf-Addin, H. H., &
Al-Dhubaibi, A. A S. (2022). Board of directors’
attributes and firm financial performance in
the energy industry: Evidence from the
developing country. Journal of Governance &
Regulation, 11(4), 103-111.
https://doi.org/10.22495/jgrv11i4art10

Copyright © 2022 The Authors

This work is licensed under a Creative
Commons Attribution 4.0 International
License (CC BY 4.0).
https://creativecommons.org/licenses/by/
4.0/

ISSN Print: 2220-9352
ISSN Online: 2306-6784

Received: 21.03.2022
Accepted: 20.09.2022

JEL Classification: G32, G38, O16
DOI: 10.22495/jgrv1li4artl0

Abstract

Previous studies have examined the effect of the chief executive
officer’'s (CEO) share-ownership and compensation on firm
performance (Elsayed & Elbardan, 2018; Hill, Lopez, & Reitenga,
2016; Vemala, Nguyen, Nguyen, & Kommasani, 2014), however, the
interaction effect of board of directors (BOD) share-ownership and
compensation on firm performance are still unclear. Further,
the incentive of higher financial performance to attract members
of the BOD to hold shares in the company is still not adequately
investigated by the literature. This study, therefore, aims to fill
these gaps. Based on an investigation of 56 company-year
observations of the Saudi energy industry for the period 2005-2019,
we found that BOD share-ownership has a significant direct and
positive effect on BOD compensation as well as on the return on
equity (ROE). Moreover, the results indicate that BOD
compensation affects the ROE significantly, and partially mediates
the relationship between BOD share-ownership and ROE. Finally,
the study revealed that the ROE positively and significantly affects
BOD share-ownership, indicating that the higher the ROE, the more
incentive for BOD members to hold shares in the company.
The study provides new insights into the extant literature related
to the joint effect of BOD share-ownership and compensation on
firm performance, as well as the reverse relationship between BOD
share-ownership and firm performance.
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1. INTRODUCTION

The board of directors (BOD) is considered to be the

powerful relative to top management (Reed,
Donoher, & Barnes, 2004). The most disputable point
here is whether the BOD members’ remuneration is

heart of corporate governance to control and
monitor the decisions made by management (Dorata
& Petra, 2008), especially when the BOD is active and
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commensurate with their performance in the firm.
Questions about compensation, shareholding, and
firm performance of chief executive officers (CEOs)
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have been reported in the literature, but arguments
on the relationship between BOD compensation,
share-ownership, and firm performance are still
ambiguous. As documented by Lemma, Mlilo, and

Gwatidzo (2020), studies that examine BOD
compensation are limited, while a relatively
extensive body of literature dwells on CEO

remuneration. Most previous studies in this area
have focused on CEO’s share-ownership and
compensation (Boyd, 1994; Core, Holthausen, &
Larcker, 1999; Dorata & Petra, 2008; Elsayed
& Elbardan, 2018; Hill, Lopez, & Reitenga, 2016; Lee
& Chen, 2011; Matolcsy & Wright, 2011; Vemala,
Nguyen, Nguyen, & Kommasani, 2014). Meanwhile,
studies examining BOD ownership and remuneration
are less common and rather inconclusive (Lemma
etal., 2020; Magnan, St-Onge, & Gélinas, 2010;
Menozzi, Erbetta, Fraquelli, & Vannoni, 2014).

Our study investigates the above relationship in
the energy industry in Saudi Arabia. To date, most
research on Saudi Arabia has focused on corporate
governance mechanisms and firm performance
(Al-Matari, Al-Swidi, & Bt Fadzil, 2012; Aljaaidi &
Hassan, 2020; Buallay, Hamdan, & Zureigat, 2017;
Fallatah & Dickins, 2012; Habbash, 2016; Hamdan,
Buallay, & Alareeni, 2017; Pillai & Al-Malkawi, 2018).
A few studies have focused on corporate governance
and corporate disclosure (Al-Ghamdi & Rhodes,
2015; Al-Janadi, Abdul Rahman, & Alazzani, 2016;
Al-Maghzom, Hussainey, & Aly, 2016), but none have
investigated the relationship between BOD
ownership, BOD remuneration, and firm
performance. This study fills this void by providing
empirical evidence to answer the following question:

RQI1: What is the joint effect of BOD ownership
and compensation on firm performance?

The study provides a theoretical framework
and empirical analysis of the effect of BOD share-
ownership on BOD compensation, the effect of BOD
share-ownership on firm performance, and
the interaction between BOD share-ownership and
compensation’s effect on firm performance. Based
on the data obtained from the 56 company-year
observations of the Saudi energy industry for
the period 2005-2019, this study sheds light on
the vital role of BOD in enhancing firm financial
performance through the interaction effect of share-
ownership and compensation plans.

The remainder of this study is structured as
follows: Section 2 briefly summarizes the relevant
literature and develops the research framework,
the research model, and the research hypotheses.
Section 3 describes the data collection and
the research methodology used in the study.
In Sections 4 and 5, the study’s results are reported
and discussed, while Section 6 concludes the study.

2.LITERATURE REVIEW AND HYPOTHESES
DEVELOPMENT

Corporate governance practices and their effect on
firms’ performance continue to be noteworthy and
researchable topics among corporate governance
scholars worldwide. Some specific studies have
addressed the significance of selected corporate
governance mechanisms on firm performance
measured by either accounting measures or
economic measures. For instance, it has been found
that executives’ compensation could lead to better
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financial performance (Raithatha & Komera, 2016),
and the relationship between employee equity-based
compensation and firm performance should be
aligned (Frye, 2004). Ideally, an effective CEO
compensation arrangement could certainly have
a positive effect on firm performance (Akter, Ali,
Abedin, & Hossain, 2020). Some empirical studies
found a negative association between CEO share-
ownership and compensation (Core et al, 1999;
Lambert & Larcker, 1993). The findings of the study
conducted by Bin, Chen, and Xuan Ngo (2020)
revealed a positive association between Chinese CEO
pay and firm performance in measures such as
return on assets and stock price return. They also
found that CEO pay is positively affected by BOD
independence, but not by state ownership. In
contrast, Kyere and Ausloos (2021) found that
insider shareholding has an insignificant effect on
return on assets (ROA). In their study, Cornett,
Marcus, and Tehranian (2008) found that CEO
compensation led to an increase in earnings
management practices. On the other hand, in Core
et al.’s (1999) study, higher compensation for CEOs
was found to be a result of less effective corporate
governance.

However, most of the previous studies have
extensively addressed the effect of CEO ownership
and compensation on firm performance, while those
that have addressed the relationship between BOD
share-ownership, BOD compensation, and firm
performance are limited. The BOD is supposed to
play a value-added role by monitoring and
supervising firms’ management, providing strategic
guidelines, and identifying problems and challenges
(Brennan, 2006; Jonsson, 2005). While BOD
ownership has been reported as one of the corporate
governance mechanisms that could influence a firm
performance (Queiri, Madbouly, Reyad, & Dwaikat,
2021), excessive BOD compensation has been a new
issue for researchers and policymakers in recent
years (Lemma et al., 2020; Steenkamp, Dippenaar,
Fourie, & Franken, 2019; Steenkamp & Wesson,
2018). Some studies have reported noteworthy
findings on the effect of BOD compensation on
firms’ performance. For instance, Lemma et al.,
(2020) found that the BOD compensation is directly
associated with the financial performance of South
African companies. However, firms’ economic
growth not only affects BOD productivity (Smith &
Watts, 1992) but also could make firms more
attractive  for takeovers and then affect
compensation (Cyert, Kang, & Kumar, 2002).

To address the potential conflicts between BOD
interests and corporate performance, two
underpinning theories are proposed that may
describe the relationship between BOD interests and
their subsequent effect on corporate performance:
these are 1)agency theory and 2) stewardship
theory. Agency theory addresses the relationship
between a principal(s), an agent(s), and the contract
that binds them (Jenson & Mechling, 1976). It is
argued that agency problems emerge from
the conflicts between the principal as self-interested
and opportunistic rather than altruistic, and
the agents (Rashid, 2018). Based on this view,
and the argument earlier raised by Core et al. (1999)
that CEOs at firms with agency problems collect
more compensation, while firms with agency
problems perform worse, we assume a linkage
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between BOD share-ownership and BOD
compensation  with  corporate  performance.
On the other hand, stewardship theory takes
a broader view of human behavior, proposing that
individuals are motivated not only by self-interest,
but also by service to others, altruism, and
generosity.

Unlike the agency theory which argues that
the role of the CEO and chairperson should be

separated, the stewardship theory suggests that both
roles should be combined (Kyere & Ausloos, 2021).

Our extensive review of relevant studies on
both agency and stewardship theories has led to
the development of the theoretical framework
illustrated in Figure 1. The framework suggests that
the effect of BOD share-ownership on firm
performance varies based on BOD compensation,
which in turn could be inversely affected by firm
performance.

Figure 1. The linkage between share-ownership, compensation, and firm performance

Compensation

Firm performance

Share-ownership

In the Saudi context, specifically in the energy
industry, global competitiveness has been attracting
energy firms to maintain their global business
leadership. This could include changes in corporate
governance features such as BOD structure and
incentives. Related studies have addressed the
aggressive role of corporate governance mechanisms
on firm performance among Saudi firms. For
instance, Bajaher (2019) revealed a significant
positive effect of managerial ownership on the
financial performance of listed cement companies in
the Saudi market. On the contrary, other studies
found no relationship between the corporate
governance of the firms studied and their financial

performance in the listed companies on the Saudi
stock exchange (Al-Ghamdi & Rhodes, 2015; Aljaaidi
& Hassan, 2020; Buallay et al.,, 2017; Fallatah &
Dickins, 2012). These findings suggest a need to
conduct this study to investigate the new insights of
corporate governance variables including BOD share-
ownership and compensation and their joint
relationship with form performance.

Using insights drawn from the theoretical
framework proposed above, the research model was
developed which links the BOD share-ownership and
compensation with corporate performance.

Figure 2. Empirical research model

BOD compensation

H4 S~
H3
BOD shares ROE
H5
Previous researchers have demonstrated Perdomo, & Rocco, 2020; Pillai & Al-Malkawi, 2018).

a significant association between BOD ownership
and the level of board pay. Barontini and Bozzi
(2011) found that the level of board cash
compensation is significantly influenced by
the nature of ownership: Italian state-owned firms
pay more while Italian family firms pay less.
Moreover, the association of BOD size with firm size,
and subsequently with firm performance has been
highlighted in the literature. Darmadi (2012)
demonstrated that firm size and number of BOD
members are positively associated with
compensation level. Furthermore, Dorata and Petra
(2008) revealed that firm size is a stronger
determinant of BOD size and then on firm
performance. Typically, firm performance-based
compensation when the CEO does not hold a dual
position depends on the size of the BOD. From
the perspective of agency theory, a small BOD is
more effective for firms that need the BOD for
monitoring and controlling roles (Guney, Hernandez-
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Cornett et al. (2008) argue that BOD size could be
inversely related to firm performance, and Guney
et al. (2020) also found a negative effect of BOD size
on firm performance. In contrast, Kyere and Ausloos
(2021) found a positive and significant effect of BOD
size on the two financial performance ratios (ROA
and Tobin’s Q). Kanakriyah (2021) also affirms
the significant effect of BOD size on form
performance among Jordanian listed companies.
Meanwhile, Barontini and Bozzi (2011) found that
high board compensation was significantly
associated with smaller board size. In essence, social
network theory may have the potential to explain
cross-sectional variation in the level of BOD
compensation through BOD size (Barontini & Bozzi,
2011). According to social network theory, BOD size
and the level of BOD compensation should be higher
in companies that co-operate with other
organizations in some outside resource. Thus,
the impact of firm and BOD size, in the study
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assumption, may be particularly significant in
the effect of BOD share-ownership on firm
performance. Therefore, these variables were
included. The first hypothesis was proposed:

HI1: Companies with BOD share-ownership pay
less BOD compensation.

In addition, outside BOD members could have
the power to control and manage corporate
performance. Outside board members are likely to
be more independent and arguably in a better
position to control managers (Cornett et al., 2008),
and in this way perform a more efficient monitoring
function (Celentano, Lepore, Pisano, D’Amore, &
Alvino, 2020). In particular, Cornett et al. (2008)
reported that independent board members are likely
to more effectively manage and control firm
activities to achieve better financial performance.
Meanwhile, Kyere and Ausloos (2021) demonstrated
that BOD independence has a positive statistical
significant effect on both financial performance
indicators (ROA and Robin’s Q). Hence,
the independence of the BOD should not be ignored
when investigating the effect of BOD share-
ownership on return on equity (ROE). The following
hypothesis was proposed:

H2: Companies with BOD share-ownership
achieve better ROE.

Earlier, Coughlan and Schmidt (1985) found
that CEO compensation was significantly related to
abnormal stock price performance. They pointed out
that the BOD set discretionary remuneration plans
to induce the CEO to increase ROE. In more
concentration, Linn and Park (2005) argued that
the relationship between BOD compensation and
firm performance is positive. Unexpectedly,
Barontini and Bozzi (2011) detected a non-
significant effect of the excess BOD compensation
associated with ownership concentration on Italian
firm performance. The following hypothesis is
proposed:

H3: Companies with higher BOD compensation
achieve better ROE.

In pursuing the effect of both BOD share-
ownership and compensation, Barontini and Bozzi
(2011) discovered that BOD compensation is lower
among Italian firms where the ownership is highly
concentrated, but its relationship with firm

performance had never been addressed. Hence,
the present study assumes that both BOD share-
ownership and compensation are jointly associated
with firm performance through the following
proposed hypothesis:

H4: Companies with higher BOD share-ownership
and BOD compensation achieve better ROE.

As reviewed earlier, many studies have focused
on the corporate governance mechanisms that may
affect firm performance. Whether the outcome is
positive or negative, previous studies have provided
evidence of the effect of BOD share-ownership and
compensation on firm performance. However, none
of these studies have demonstrated the obverse
effect, of firm performance on share-ownership by
BOD members. Our study uniquely examines this
relationship through the following proposed
hypothesis:

Hb5: Better ROE encourages BOD members to
hold shares in the company.

3. DATA AND METHODOLOGY

3.1. Data sources

This study used the Tadawul database in which all
the Saudi listed companies are committed to
disclosing their annual reports. Data of studied
variables jointly with detailed information on board
ownership and compensation have been manually
collected from end-of-year reports published by all
the companies listed under the energy category in
Tadawul for the period 2005 to 2019. Therefore,
total observations of 56 corresponding to 5 sample
companies have been obtained.

3.2. Description of variables

Table 1 presents the description of the variables
used in the study. The dependent variable was
defined as corporate financial performance
measured by the ROE following, among others, Mun,
Paek, Woo, and Park (2019). It was calculated by
dividing the net profit after tax over the book value
of equity.

Table 1. Description of variables used in the study

Variables

Description

BOD_IND (board independence)

The ratio of independent members of the board of directors to the total members

BOD_SZ (board size)

Natural logarithm of the number of members of the board of directors

FIRM_SZ (firm size)

Natural logarithm of the book value of assets

BOD_SH (board share-ownership)

The ratio of shares held by members of the board of directors to total shares

BOD_COMP (board compensation)

Natural logarithm of total compensation

ROE (return on equity)

The ratio of net profit after tax to book value of equity

For BOD compensation, we used a “refined
version”, following Barontini and Bozzi (2011),
of total compensations that are credited to BOD
members, and alternatively, we included the accrued

compensations of the current vyear, accrued
compensations of the previous year, and
compensations received from any consulting

services provided. After the total compensations
have been accounted for, the natural logarithm of
the total compensations figure has been calculated.
The board share-ownership, following Mun
etal. (2019), refers to the total shares owned by
board members and their relatives in the respective
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companies compared to the total outstanding
shares. Other control variables used in the study
include the natural log of BOD size
(log (BOD members)), the natural log of firm size
(log (book value of total assets)), and BOD
independence (ratio of BOD independent members
to total members).

3.3. Estimation methods
The following pooled ordinary least squares (POLS)

regression models were used to consistently
examine the hypotheses developed:
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Model 1
BOD_COMP; = j3, + B,BOD_SH; + 3,BOD_SZ; + &; 1)

Model 2
ROE; = B, + B,BOD_COMP; + B,BOD_SZ; + &; )

Model 3
ROE; = B, + B,BOD_SH; + ,BOD_SZ; + 3,BOD_IND; + & (3)

Model 4
ROE; = B, + B,BOD_SH x BOD_COMP; + j3,FIRM_SZ; + B,BOD_IND; + &; (4)

Model 5
BOD_SH; = B, + B,ROE; + B,FIRM_SZ; + &; (5)

Following Baron and Kenny (1986), the study
used four criteria to examine the empirical model
developed from the study’s theoretical framework.
Since the dependent variable was the ROE:
1) the direct effect of BOD share-ownership on BOD
compensation was examined first. Following this;
2) the direct effect of BOD compensation on ROE
was examined; then 3)the direct effect of BOD
share-ownership on ROE was examined; and finally
4) the joint effect of BOD share-ownership with BOD
compensation on ROE was examined. In Model 1,
the BOD share-ownership variable was examined as
an independent variable that could affect BOD
compensation. However, Gabaix, Landier, and
Sauvagnat (2014) and Cyert et al. (2002), among
others, argue that a firm’s BOD size could have
an impact on the level of BOD compensation. Hence,
this variable was included as a control variable. This
model can provide initial findings that might be
beneficial when testing the mediating role of BOD
compensation on the relationship between BOD
share-ownership and firm performance.

In Model 2, the BOD compensation variable was
examined as an independent variable that could
affect the ROE. However, Guney et al. (2020) in their
study reported that BOD size negatively affected
companies’ performance in selected East African
countries. Hence, the effect of such a variable was
controlled in this model.

In Model 3, the proposed direct effect of BOD
share-ownership as an independent variable on ROE,
a dependent variable was examined. Since the BOD
size affects firm performance as reported by Guney
et al. (2020), some previous studies revealed
a significant effect of firm size on firm performance
(Al-khasawneh, Endut, & Nik Mohd Rashid, 2020;

Engku Ali, & Numan, 2019). Hence, the effect of both
the BOD size and firm size was controlled in this
model. In Model 4, the joint effect of BOD share-
ownership (as an independent variable) and BOD
compensation (as a mediating variable) on ROE as
a dependent variable was examined. However, since
the BOD size and firm size have a significant effect
on firm performance as reported in the literature
(Al-khasawneh, 2020; Guney et al., 2020; Nawaz
Khan et al., 2019), their effect in this model was
controlled. Finally, in Model 5, the significance of
the study to find out the reverse effect of ROE as
an independent variable on BOD share-ownership as
a dependent variable was examined

4. RESULTS

4.1. Descriptive statistics

Table 2 presents the descriptive statistics of all
the variables used thorough the analysis. The board
size average is 8 members, with a minimum of
6 members and a maximum of 10 members.
The mean data for the board independence is 0.526
with a range of zero to a maximum of 1. This
indicates that, on average, the proportion of
independent board members is nearly 53%. The firm
size average is approximately 6.595, with a standard
deviation of 0.854. The results in the table also show
that the average of BOD shares is 5.774 with
a standard deviation of 0.645, and the average of
BOD compensation is 3.204 with a standard
deviation of 0.774. The average ROE is 0.05 with
a standard deviation of 0.07 indicating that
the average firm performance in terms of ROE is 5%.

Nawaz Khan, Hussain, Ur-Rehman, Magbool,
Table 2. Descriptive analysis
BOD_IND BOD_SZ FIRM_SZ BOD_SH BOD_COMP ROE
Mean 0.526 8.321 6.595 5.774 3.204 0.053
Minimum 0 6 5.36 4.78 0.04 -0.03
Maximum 1 10 7.87 6.9 4.3 0.48
Std. deviation 0.22721 1.01098 0.85374 0.64549 0.77435 0.07036

4.2. Correlation

Table 3 presents the correlation analysis results,
using Pearson correlation coefficient, among all
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the variables. As for the relationship between
the dependent and independent variables, the ROE
has a significant positive relationship with board
independence and BOD share-ownership, has
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a significant negative relationship with firm size, as
well as a negative but not significant relationship
with BOD size and compensation. This means that
higher BOD independence and share-ownership can
achieve higher ROE and, conversely, when the firm is
bigger, the ROE could be lower.

According to Table 3, the ROE is significantly
correlated with BOD share-ownership at a 1%
significance level, and with BOD independence at

a 5% significance level with Pearson coefficients of
0.438 and 0.318 repetitively. This indicates that
the larger the proportion of BOD independence and
share-ownership is, the higher ROE is. A negative
relationship was found between ROE and firm size
at a 1% significant level with a Pearson coefficient of
0.386 indicating that the larger the size of the firm
size, the lower the ROE.

Table 3. Correlation between variables

Variables BOD_IND BOD_SZ FIRM_SZ BOD_COMP BOD_SH ROE
BOD_IND 1.000
FIRM_SZ -0.526%* 1.000
BOD_SZ -0.067 0.453** 1.000
BOD_COM 0.222 -0.430%* -0.154 1.000
BOD_SH 0.293* -0.698** -0.288* 0.602** 1.000
ROE 0.318* -0.386** -0.093 0.346** 0.438** 1.000

Note: ** Correlation is significant at the 0.01 level (2-tailed); * Correlation is significant at the 0.05 level (2-tailed).

4.3. Models estimations

We estimate all models using the POLS estimator to
access the joint effect of BOD share-ownership and

BOD compensation on firm performance. Table 4
presents the results for the four models developed
above.

Table 4. Models results

Results of Model 1 | Results of Model 2 | Results of Model 3 | Results of Model 4 | Results of Model 5
Variables for BOD_COMP for ROE for ROE for ROE for BOD_SH
Coefficient| T-sta. |Coefficient| T-sta. |Coefficient| T-sta. |Coefficient| T-sta. |Coefficient| T-sta.
0.221 0.384 0.168
BOD_SH 0183 | 1:3>0 ©0.003)+| 3984 | (0.043)
BOD_COMP 0.264 3.471
- (0.01)** )
0.018 -0.035 -0.018
BOD_SZ (0.865) 0.171 (0.294) -0.212 (0.882) -0.149
0.231 0.160
BOD_IND ©0.068) | 1865 | (g7 | 1075
-0.310 -0.306
FIRM_SZ (0.042)~ | 2983 | (g o1gye | 2411
. 0.273
BOD_SH * BOD_COMP 0025y | 0-579
0.319 -
ROE 0015y | 2513
R-squared 0.243 0.493 0.033 0.173 0.272
Adj. R-squared 0.199 0.162 -0.003 0.125 0.244
Durbin_Waston stat. 2.119 2.094 1.969 2.101 2.020
F-statistic 5.565%** 6.310*** 0.912** 3.614** 9.878%***
Number of observ. 56 56 56 56 56

Note: *P < 0.1; ** P < 0.05; *** P < 0.005.

The first step before examining the joint effect
of BOD share-ownership and BOD compensation on
firm performance is to estimate the effect of BOD
share-ownership on BOD compensation (Model 1).
Taking into consideration the effect of BOD size,
the results show a non-significantly positive effect of
BOD share-ownership on BOD compensation. Hence,
HI is rejected. The second step is to test the direct
effect of BOD compensation (the mediating variable)
on ROE. Considering the control effect of BOD size,
the results indicate a significant positive effect of
BOD compensation on ROE. Hence, H2 is accepted.
In the third step, the direct effect of BOD share-
ownership on ROE was tested and the results reveal
a significantly positive effect; thus H3 is accepted.
In the fourth step, the mediating effect of BOD
compensation on the relationship between BOD
share-ownership and ROE was tested. The results
reveal a significantly positive effect, indicating that
BOD compensation mediates the relationship
between BOD share-ownership and ROE. However,
the standardized coefficient of BOD share-ownership
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is changed from 0.384 to 0.273 and remains
significant, indicating the effect of BOD share-
ownership on ROE is partially mediated by BOD
compensation.

5. DISCUSSION

The results of the study provide some interesting
incites. The most striking result appears to reveal no
inverse (backwards) relation between BOD share-
ownership and BOD compensation. Unlike the study
assumes that the BOD members with higher
shareholding levels are careless about their
compensation since they will get higher dividends,
the study reveals that the BOD members with share-
ownership also had higher compensation.
Admittedly, this may be because BOD members who
own shares in the company are less concerned about
the level of their monetary compensation.
On the other hand, the study results do suggest that
higher BOD compensation achieves better corporate
performance, as well as combined BOD share-
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ownership with compensation, achieves better
corporate performance. However, unlike Hermalin
and Weisbach’s (2013) conclusion, we believe that
based on these results, BOD compensation should be
considered when the evidence provided confirms
the effect of BOD compensation on corporate
performance but does not seem to be inversely
affected by BOD share-ownership. Moreover, we
observed a significant positive and direct effect of
BOD share-ownership on corporate performance.
This evidence is in line with some previous studies
(Barontini & Bozzi, 2011) but contradicts others
(Lemma et al., 2020; Ghazali, 2010). Although a less
positive and partially mediating effect is found,
the results suggest that it is important to consider
the joint impact of BOD share-ownership and
compensation on corporate performance. This
evidence suggests that high levels of BOD
shareholding through their compensation could
alleviate agency conflicts and contribute to superior
BOD performance. Finally, we found evidence that
higher corporate performance leads to higher BOD

share-ownership. This suggests that the BOD
shareholding levels are reliant on corporate
performance.

In previous relative studies, except the study
conducted by Lemma et al. (2020), less attention has
been paid to the study of BOD compensation;
instead, much concern has been given to CEO
compensation and its effect on firm performance. In
one of the relatively few extant studies, and
inconsistent with our results, Lemma et al. (2020)
found a significant positive relationship between
BOD remuneration and firm performance, implying
that the companies that pay higher compensation to
their directors tend to report higher financial
performance. This evidence is consistent with
related evidence found in other studies indicating
that incentives provided to directors result in fewer
agency conflicts and boost companies’ performance
(Akter et al., 2020; Barontini & Bozzi, 2011; Lemma
et al.,, 2020; Magnan et al., 2010; Steenkamp et al.,
2019). Unlike CEOs’ compensation and shareholding,
which has been broadly studied, there is limited
literature on the relationship between BOD
share-ownership, BOD compensation, and firm
performance, as well as the inverse (backwards)
effect of firm performance on BOD share-ownership.

6. CONCLUSION

Drawing insights from agency and stewardship
theories, this study aimed to empirically verify
the theoretical framework developed and then fill
the gaps apparent in the literature. The study
examined the effect of BOD share-ownership on BOD
compensation, the effect of BOD share-ownership on
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