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Toxic boardroom dynamics threaten the integrity of corporate 
governance, leading to financial losses, regulatory scrutiny, and 
stakeholder mistrust. This article proposes a decision-tree 
framework designed to systematically identify, document, and 
mitigate toxic behaviors before it escalates. Using international case 
studies, we demonstrate how unchecked board toxicity leads to 
governance failures, reputational damage, and ESG misalignment. 
The framework integrates legal principles, behavioral psychology, 
and corporate governance best practices, equipping boards with 
a structured intervention process, including director dismissal 
when necessary. By adopting this proactive strategy, organizations 
can strengthen ethical leadership, reinforce investor confidence, 
and prevent exponential governance costs. 
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1. INTRODUCTION 
 
Corporate governance failures have been at 
the center of numerous high-profile scandals, 
exposing the dangers of unchecked toxic boardroom 
dynamics. When toxic behaviors go unaddressed, 
they can lead to severe financial losses, regulatory 
penalties, reputational harm, and stakeholder 
distrust. Traditional governance frameworks focus 
on board independence, diversity, and fiduciary 
responsibilities, but they often fail to account for 
the subtle but corrosive effects of toxic behaviors 
such as intimidation, factionalism, and ethical 
misconduct (Tihanyi et al., 2014). The growing 
emphasis on environmental, social, and governance 
(ESG) standards has highlighted the need for 
proactive governance mechanisms that shift the role 
of boards from crisis response to early detection 
and mitigation of toxic behavior. 

Toxic boardroom behaviors can be difficult to 
detect because they often emerge gradually — 
through manipulation, secrecy, and coercion — until 
they culminate in full-blown governance failures. 
These governance failures compromise decision-
making, accountability, and transparency, ultimately 
leading to weakened corporate oversight and 
diminished stakeholder confidence (Ferraro et al., 
2015). However, despite growing awareness of 
corporate misconduct, relatively few studies provide 
structured methodologies for identifying toxic board 
behaviors before they cause irreparable harm. 

Despite extensive research on corporate 
governance, there remains a gap in the literature on 
structured identification and management of toxic 
board behaviors. Most governance models prioritize 
external governance metrics such as board structure, 
independence, and regulatory compliance, but 
overlook the internal board dynamics that can 
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undermine governance integrity. Addressing this 
gap, this paper seeks to answer the central research 
question: 

RQ: How can boards systematically identify and 
manage toxic behaviors to protect governance integrity 
and mitigate financial and reputational risks? 

To explore this question, we analyse 
international case studies that highlight the costly 
consequences of unaddressed board toxicity, 
including its impact on financial stability, regulatory 
compliance, and shareholder trust. These cases 
reveal how toxic behaviors — if left unchecked — 
gradually escalate, weakening board oversight and 
undermining governance integrity. 

Building on these findings, we present 
a decision-tree framework that provides boards with 
a structured process for recognizing and mitigating 
toxic behavior. The framework guides boards 
to identify warning signs early, systematically 
document misconduct, and implement corrective 
actions, including the dismissal of a director when 
warranted. By integrating insights from legal advice, 
behavioral psychology, and ESG best practices, 
the framework enables boards to respond decisively, 
strengthening ethical leadership and ensuring long-
term corporate resilience. 

The remainder of this article is structured 
as follows. Section 2 provides a literature review 
on toxic board environments and their impact 
on governance failures. Section 3 outlines 
the qualitative methodology used in analysing 
governance breakdowns. Section 4 presents case 
studies demonstrating the escalating risks and costs 
of board toxicity. Section 5 introduces the decision-
tree framework, detailing its implementation. 
Section 6 discusses the role of proactive governance 
in aligning with ESG commitments. Section 7 
synthesizes key findings and outlines future research 
directions, emphasizing the critical importance 
of early intervention in maintaining governance 
integrity. Finally, Section 8 concludes the study. 

 
2. LITERATURE REVIEW 
 
Corporate governance effectiveness is closely linked 
to boardroom dynamics, where independent 
directors should serve as impartial monitors, 
ensuring checks and balances in corporate decision-
making. However, when board environments become 
toxic, characterized by dysfunction, power struggles, 
and suppression of dissent, governance failures 
become increasingly likely (Huse, 2007). Despite 
the severity of these risks, academic research on 
toxic board dynamics has historically lagged behind 
studies on board composition, independence, and 
fiduciary responsibilities. As shown in Figures A.1 
and A.2 (see Appendix A), academic interest in 
boardroom toxicity has increased dramatically over 
the past two decades, reflecting growing recognition 
of its impact on corporate governance. This upward 
trend highlights the urgent need for structured 
frameworks to detect and mitigate toxic behaviors 
before it leads to reputational and financial crises. 
While much of the existing research on corporate 
governance focuses on structural factors such as 
board composition and independence, fewer studies 
have explored the subtle but destructive impact of 
toxic behaviors on boards. This section reviews 
the literature on toxic board dynamics, their impact 
on governance failures, the challenges faced by 

independent directors, and the challenges associated 
with removing directors in toxic environments. 
It also highlights the increasing relevance of ESG 
standards in mitigating toxic leadership risks. 

 
2.1. Toxic board environments and governance 
failures 
 
A toxic board environment is typically characterized 
by concentrated power, poor transparency, and 
dysfunctional communication, all of which 
undermine board effectiveness and corporate 
oversight. When decision-making authority is 
disproportionately controlled by a small faction, 
the board’s ability to provide independent oversight 
is compromised. Pfeffer and Salancik (2003) argue 
that power imbalances in organizations often 
perpetuate toxic behaviors by making them difficult 
to disrupt. Similarly, Jensen (1993) contends that 
excessive control by dominant board members 
weakens governance by preventing the board from 
acting in the best interests of shareholders. 

Without independent oversight, governance 
quality deteriorates, leading to suboptimal decision-
making, financial misreporting, and unethical 
practices (Bebchuk & Weisbach, 2010). Lipton and 
Lorsch (1992) further emphasize that a lack of board 
accountability and oversight mechanisms can fuel 
toxic dynamics, ultimately resulting in financial 
misconduct and reputational damage. Ineffective 
board-level leadership is directly linked to corporate 
scandals and governance failures (Johnson et al., 
2013), as toxic behavior fosters a culture of silence, 
retaliation against dissenters, and the suppression 
of independent oversight. 

Beyond internal governance failures, toxic 
board environments expose companies to significant 
external risks. Governance failures often lead to 
regulatory scrutiny, shareholder lawsuits, and loss 
of investor confidence, which can have long-term 
financial consequences (Tihanyi et al., 2014). Research 
on governance breakdowns highlights how board 
composition, social capital, and human capital 
dynamics influence governance effectiveness. Failure 
to identify and address toxicity early on often leads 
to escalating crises, legal liability, and financial 
instability (Ferraro et al., 2015). 

 
2.2. Challenges faced by independent directors in 
toxic environments 
 
Independent directors play an important role in 
maintaining governance integrity, but their 
effectiveness is often undermined in toxic 
boardroom environments. The fundamental 
expectation that independent directors provide 
objective oversight is compromised when they 
operate in environments dominated by entrenched 
power structures, factionalism, or unethical 
leadership (Goh & Gupta, 2016). 

Fama and Jensen (1983) suggest that increasing 
the proportion of independent directors enhances 
board oversight by reducing the influence of self-
interested insiders. However, in toxic environments, 
independent directors are often marginalized, 
silenced, or excluded from key decision-making 
processes. Research by Bar-Hava et al. (2021) shows 
that independent directors frequently resign in 
response to governance deterioration, signalling 
deeper systemic issues.  
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Kang and Zardkoohi (2005) highlight the paradox 
of independent directors in toxic boards: although 
they are expected to challenge governance failures, 
their ability to do so is often limited by intimidation, 
coercion, and the risk of reputational damage. When 
directors face significant opposition for speaking 
out against misconduct, they may choose to exit 
rather than confront toxic leadership, further 
weakening board independence and oversight. This 
dynamic creates a self-reinforcing cycle in which 
governance failures are perpetuated due to a lack of 
internal checks and balances. 

 
2.3. Director dismissal in toxic environments 
 
One of the most contentious aspects of addressing 
toxic boardroom dynamics is the removal of 
directors who enable or facilitate such behavior. 
Removing a director in a volatile board environment 
can destabilize already fragile governance 
structures, creating unintended consequences for 
both the company and its stakeholders. 

Johnson et al. (2013) argue that board 
dismissals in toxic environments can send negative 
market signals, potentially reducing investor 
confidence and increasing stock volatility. Moreover, 
when independent directors resign or are dismissed 
in response to governance concerns, it often raises 
red flags to institutional investors and regulators 
(Bar-Hava et al., 2020). Research by Eckstein and 
Garnov (2024) highlights how the removal of 
whistleblower directors — those who actively 
challenge governance failures — can perpetuate 
toxic practices rather than resolve them. In many 
cases, boards protect entrenched directors at 
the expense of governance integrity, leading to 
deepening governance breakdowns and diminishing 
stakeholder trust. 

Given these challenges, boards should establish 
transparent, structured processes for dismissing 
directors, ensuring that dismissals are driven by 
governance best practices rather than political 
manoeuvring. Clear dismissal protocols and early 
intervention mechanisms can help prevent 
governance failures from escalating into full-blown 
corporate crises. 

 
2.4. ESG considerations and toxic leadership 
 
As ESG factors become increasingly critical to 
corporate success, toxic boardroom dynamics 
represent a growing liability for organizations. 
Strong governance structures aligned with ESG 
principles are essential for ensuring corporate 
sustainability and ethical leadership (Eccles et al., 
2014). However, toxic leadership directly undermines 
ESG commitments, particularly in areas related to 
transparency, accountability, and ethical decision-
making. 

Secrecy, power imbalances, and intimidation 
within boards contradict the governance principles 
embedded in ESG frameworks (Benn et al., 2014). 
Research has shown that companies with persistent 
boardroom toxicity are more likely to suffer 
from regulatory scrutiny, investor scepticism, and 
declining ESG ratings. This misalignment between 
governance quality and ESG standards has led 
institutional investors to actively push for 
boardroom reforms (Gillan et al., 2021). 

ESG-focused funds and activist shareholders 
are increasingly demanding more accountability, 
transparency, and ethical leadership from boards. 
Firms that fail to address toxic board dynamics 
risk diminished investor confidence, reputational 
damage, and exclusion from sustainability-driven 
investment portfolios. By integrating strong 
governance mechanisms and ethical leadership 
models, organizations can not only enhance ESG 
compliance but also fortify their long-term financial 
and reputational standing. 
 
3. METHODOLOGY 
 
Understanding and addressing toxic board behavior 
presents a significant research challenge due to its 
covert nature and directors’ reluctance to publicly 
disclose internal conflicts. Many incidents remain 
hidden from regulators, shareholders, and 
the public, limiting the availability of comprehensive 
datasets. Given these limitations, this study adopts 
a qualitative exploratory approach using interpretive 
case analysis to examine how toxic board dynamics 
emerge, escalate, and impact governance integrity. 
This method enables a contextual examination of 
board dysfunction, uncovering patterns, risk factors, 
and intervention points that may not be evident 
through traditional quantitative analysis. 

To construct a comprehensive and verifiable 
analysis, this study draws on multiple sources of 
publicly available data, including media reports, 
form 8-K filings, and directors’ resignation letters. 
Media reports provide insights into governance 
failures, board disputes, and whistleblower reports, 
offering a broad perspective on how these incidents 
unfold and how stakeholders respond. In contrast, 
form 8-K filings serve as official records, documenting 
governance changes such as director departures, 
legal disputes, and regulatory interventions. 
Resignation letters offer a more intimate 
perspective, revealing the underlying tensions and 
ethical dilemmas that directors face in dysfunctional 
board environments. 

Publicly traded companies were prioritized in 
case selection, ensuring that the cases reviewed had 
sufficient documentation and transparency. These 
cases were selected based on the presence of well-
documented allegations of toxic board behavior, 
including harassment, factionalism, bullying, or 
unethical decision-making. Media sources provided 
external narratives, while regulatory filings and 
resignation letters illuminated internal governance 
responses to these crises. By cross-referencing 
multiple sources, this study ensures that the selected 
cases represent substantive and verifiable 
governance failures, rather than unsubstantiated 
allegations. 

Given the limited number of publicly disclosed 
toxic boardroom incidents, a narrative analysis 
approach was used rather than conventional 
content-coding or statistical methods. This approach 
allowed for a detailed reconstruction of governance 
failures by tracing the sequence of events that led to 
boardroom crises. Examining how board members 
responded or failed to intervene provided critical 
insights into governance weaknesses. Identifying key 
escalation points helped reveal patterns that, 
if addressed earlier, could have mitigated the legal, 
financial, and reputational damage. Through this 
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comparative analysis, common governance failure 
patterns emerged, shedding light on the underlying 
risk factors that perpetuate toxic leadership dynamics. 

The insights drawn from these case narratives 
informed the development of a structured decision-
tree framework, designed to provide boards with 
a systematic approach to recognizing and mitigating 
toxic behaviors. This framework was shaped by 
corporate governance research, legal advisories, 
and behavioral psychology principles, ensuring 
its relevance across diverse corporate settings. 
The structured model highlights critical intervention 
points such as issuing formal warnings, initiating 
external investigations, and, if necessary, considering 
director dismissal. While primarily a reactive 
governance tool, the framework also underscores 
the importance of preventative measures, including 
ethical board policies and early detection mechanisms, 
to reduce the likelihood of toxic behavior escalating 
into a full-scale governance crisis. 

Despite the depth of its analysis, this study is 
limited by the paucity of publicly disclosed cases of 
board toxicity. Many governance failures remain 
undocumented due to legal confidentiality 
agreements, reputational risks, and regulatory 
restrictions. As a result, this study does not capture 
the full extent of toxic governance behaviors, 
particularly in private corporations where disclosure 
is minimal. However, the cases analysed here offer 
valuable real-world insights into how toxic 
leadership disrupts governance structures, erodes 
shareholder confidence, and invites regulatory 
scrutiny. By synthesizing these experiences, this 
study provides a practical decision-making toolkit 
that boards can use to reinforce governance 
integrity, align with ESG principles, and maintain 
stakeholder trust. Furthermore, these findings 
highlight the pressing need for greater transparency 
and reporting mechanisms to ensure that 
governance failures are addressed proactively rather 
than reactively. 

 
4. CASE STUDIES: THE EXPONENTIAL COSTS OF 
TOXIC BOARDROOM DYNAMICS 
 
Corporate scandals that arise from toxic boardroom 
environments highlight the consequences of high-
stakes governance failures. As documented in 
Appendix B, cases such as the Olympus accounting 
scandal (in Japan, 2011) and the Wells Fargo sales 
fraud scandal (in the USA, 2016) demonstrate how 
unchecked toxicity can lead to financial losses, 
regulatory penalties, and reputational damage. 

Corporate boards are often perceived as 
bastions of ethical leadership, transparency, and 
accountability. Yet, behind closed doors, many 
boards struggle with power imbalances, entrenched 
leadership, and stifling dissent, all of which 
contribute to governance failures that remain largely 
hidden from public scrutiny. While governance 
regulations are designed to promote oversight and 
accountability, they often fail to prevent toxic 
behavior that weakens board effectiveness and 
contributes to financial misconduct. This behavior 
persists not because it goes unnoticed, but because 
directors rarely challenge it openly for fear of 
professional retaliation and reputational damage. 

Although relatively few cases of boardroom 
toxicity are publicly documented, those that have 
surfaced demonstrate the immense risks of inaction. 

At first glance, these cases may appear disparate —
differing in industry, corporate structure, or cultural 
context — but a closer analysis reveals common 
patterns of dysfunction. Power consolidation, ethical 
breaches, and a culture of silence undermine 
the board’s ability to function as an independent 
oversight body, leaving companies vulnerable 
to financial misreporting, regulatory scrutiny, and 
reputational harm. 

 
4.1. Governance failures: Patterns of suppressed 
oversight 
 
Toxic board environments tend to follow 
a predictable trajectory, where ethical concerns 
are raised, ignored, or suppressed, ultimately 
culminating in larger governance breakdowns. 
In some cases, independent directors who attempt 
to address misconduct face immediate resistance. 
Reports of financial irregularities, conflicts of 
interest, or harassment may be dismissed outright, 
or worse, met with retaliation. As directors find their 
concerns disregarded, they often resign to avoid 
remaining complicit in a dysfunctional system. While 
resignations can serve as an implicit protest, 
they also weaken board oversight by eliminating 
independent voices, further entrenching toxic behavior. 

Despite the specificity of each governance 
scandal, from financial fraud to ethical misconduct, 
these cases share one fundamental flaw: a lack of 
internal mechanisms to detect, address, and prevent 
toxicity on the board before it escalates. The result 
is a culture of silence in which directors avoid 
confrontation, misconduct goes unpunished, and 
boards fail to fulfil their fundamental responsibility 
to protect shareholders. 

 
4.2. Financial and market consequences of toxic 
boardrooms 
 
When board dysfunction becomes public, the financial 
consequences can be swift and severe. Companies 
entangled in governance scandals often experience: 

 Increased insurance costs. Firms with a history 
of governance failures face higher director insurance 
premiums, reflecting the increased legal risks 
associated with management instability. 

 Regulatory investigations and compliance 
expenses. Government agencies intensify oversight, 
leading to costly litigation, compliance restructuring, 
and reputational restoration efforts. 

 Stock price decline and shareholder lawsuits. 
Governance failures undermine investor confidence, 
often causing significant declines in share prices and 
increasing the likelihood of shareholder litigation. 

Beyond financial losses, a prolonged distraction 
from managing governance crises weakens 
operational effectiveness, corporate morale, and 
long-term strategic focus. Firms caught in these 
scandals must not only restore market confidence 
but also restructure leadership, a process that can 
take years and cause further disruptions. 

 
4.3. The paradox of the statement 
 
Despite the high stakes, directors rarely speak out 
about toxic governance. The risks of whistleblowing 
within the boardroom can be professionally and 
personally devastating. Directors who challenge 
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entrenched leadership or expose governance failures 
often face career repercussions, exclusion from 
corporate networks, or legal retaliation. This creates 
a paradox: while whistleblowing may be the only way 
to force accountability, the consequences for 
individual directors often far outweigh the perceived 
benefits. 

Many governance failures are only discovered 
after external pressure from regulators, activist 
investors, or investigative journalists. Internal 
governance mechanisms often fail to act proactively, 
leaving outside forces free to uncover and address 
board misconduct. Research by Eckstein and Garnov 
(2024) warns that dismissing directors who 
challenge governance failures not only discourages 
others from speaking out but also reinforces 
the very toxicity they seek to expose. The reality is 
that boards protect entrenched power at the expense 
of ethical oversight. 

 
4.4. Silence as a systemic behavior 
 
The scarcity of documented cases of boardroom 
toxicity does not mean the problem is rare, but 
rather that the corporate world is unwilling to 
acknowledge and address it. Governance failures 
tend to be discussed only when they escalate into 
full-blown crises, at which point the damage is often 
irreversible. This reluctance to confront internal 
misconduct creates an environment where toxicity 
thrives, unchecked and unreported. 

Boardrooms often present an outward image of 
stability and ethical leadership, but the absence 
of whistleblower protections, external audits, and 
independent governance reviews allows toxic 
behaviors to persist. Many directors, especially those 
in independent roles, face an unspoken expectation 
that they will prioritize board cohesion over 
accountability, further fuelling misconduct. 
As a result, toxic board environments can operate 
under a veneer of legitimacy, concealing dysfunction 
until legal action or financial collapse forces public 
exposure. 
 
4.5. The true cost of inaction 
 
Boards that fail to address toxicity may avoid 
short-term confrontation, but they inevitably face far 
greater long-term consequences. While confronting 
misconduct can lead to leadership instability, 
reputational fallout, and shareholder pressure, 
the alternative — allowing toxic behaviors to fester — 
is an existential threat to corporate governance. 
Companies that take proactive steps to enforce 
ethical leadership and independent oversight not 
only safeguard their reputation but also strengthen 
their long-term resilience. 

For organizations that are publicly committed to 
ESG values, tolerating board toxicity is a direct 
contradiction to their stated principles. Institutional 
investors and stakeholders are increasingly 
scrutinizing boardroom culture, demanding greater 

transparency and stronger governance practices. 
Firms that fail to align their internal structures with 
ESG expectations risk losing investor confidence, 
damaging their market position and ultimately 
jeopardizing their sustainability. 

 
4.6. Moving toward boardroom accountability 
 
The cases examined in this study highlight an urgent 
governance gap: corporate boards, despite their 
fiduciary responsibilities, often fail to regulate 
themselves effectively. To prevent governance 
failures, companies must implement: 

 Independent oversight mechanisms. 
Whistleblower protections, external governance 
reviews, and independent audits should be 
mandatory for board evaluations. 

 Enhanced transparency and reporting 
standards. Public disclosures on board disputes, 
director concerns, and governance investigations 
should be integrated into corporate filings. 

 Investor-led accountability initiatives. 
Institutional investors should play a more active role 
in governance reforms, ensuring that toxic 
leadership is addressed before it escalates into 
a financial or legal crisis. 

Embedding these reforms will help 
corporations reduce the risks associated with board 
toxicity while fostering a culture of ethical leadership 
and accountability. Without such measures, 
companies will continue to operate under a false 
sense of security, allowing governance failures to 
escalate unchecked, until they ultimately result in 
shareholder lawsuits, regulatory crackdowns, and 
reputational collapse. 
 
5. DECISION TREE STRUCTURE FOR ADDRESSING 
THE PROBLEM OF TOXIC BOARD BEHAVIOR 
 
Toxic boardroom behaviors often manifest in subtle 
yet destructive ways. As Figure 1 shows, common 
indicators include unreasonable demands, prearranged 
decision-making, disruption of dialogue, personal 
attacks, and factionalism. A well-functioning board 
should immediately address such behaviors through 
peer intervention before they escalate into full-scale 
governance failures. 

Toxic board behavior threatens governance 
effectiveness by compromising transparency, strategic 
decision-making, and the overall integrity of 
the board. Addressing these behaviors requires 
a structured, objective, and transparent approach to 
ensure that interventions are timely, proportionate, 
and legally sound. The decision-tree framework 
presented in this article provides boards with 
a systematic method for identifying, assessing, 
and managing toxic behaviors among directors. 
By implementing this framework, boards can 
proactively mitigate governance risks while 
reinforcing their commitment to ethical leadership, 
accountability, and long-term sustainability. 
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Figure 1. Indicators of toxic board member 
 

 
Note: It is important to emphasize that if the environment is not toxic, the behavior mentioned should not occur, and if one director is 
behaving inappropriately, the other will stop doing so and will not escalate the situation. 
 
5.1. Identifying indicators of toxic behavior 
 
Toxic boardroom behaviors can take many forms, 
often manifesting in subtle yet corrosive actions that 
gradually erode board cohesion and governance 
effectiveness. As depicted in Figure 1, these behaviors 
typically include: 

 Unreasonable demands. Excessive, 
disproportionate, or unnecessary requests that 
divert attention from key governance matters and 
undermine the board’s effectiveness. 

 Prearranged decision-making. Coordinating 
decisions outside of official board meetings, 
thereby bypassing formal governance procedures 
and undermining collective decision-making. 

 Disrupting constructive dialogue. Intentionally 
derailing discussions, blocking debate, and preventing 
well-informed decisions. 

 Holding unapproved meetings. Conducting 
informal or unsanctioned discussions without 
involving all board members, leading to hidden 
agendas and reduced transparency. 

 Engaging in personal attacks. Using hostility, 
verbal aggression, or personal criticism instead of 
engaging in substantive governance discussions. 

 Fostering factionalism. Encouraging division 
within the board, creating conflicts that undermine 
governance cohesion and strategic focus. 

 Intimidating fellow directors or management. 
Applying coercion, threats, or undue influence to 
suppress independent voices, preventing effective 
oversight and accountability. 

In a well-functioning board, such behaviors 
should be promptly addressed through peer 
intervention before they escalate. However, when 
toxic behaviors persist, a structured and enforceable 
framework is necessary to ensure that governance 
integrity is not compromised. 

 
5.2. Implementing the decision tree framework 
 
The decision tree framework, illustrated in Figure 2, 
outlines a structured process for identifying and 
addressing toxic board behavior in a transparent, 
evidence-based, and legally defensible manner. 

Step 1: Identifying toxic behavior 
 
The process begins with determining whether 
the observed behavior qualifies as toxic based 
on established criteria. This assessment must be 
objective, evidence-based, and well-documented 
to maintain fairness and legal validity. Proper 
documentation is crucial, as it creates a verifiable 
record that ensures procedural integrity and 
protects the board from potential legal challenges. 
 
Step 2: Issuing a formal warning 
 
Once toxic behavior has been confirmed, the board 
chair must issue a formal, documented warning to 
the director within two weeks of identification. This 
serves as a formal intervention that acknowledges 
the behavior and provides the director with 
an opportunity to self-correct. Timely intervention is 
critical; delay can exacerbate toxicity, normalize 
misconduct, and expose the organization to greater 
governance risks. 
 
Step 3: Monitoring and evaluating behavior 
 
After the warning, the board should closely monitor 
the director’s response. If the toxic behavior ceases, 
no further action is required. However, if 
the misconduct persists, the board must escalate 
the matter by convening a special board meeting 
to assess whether an external investigation 
is necessary. 

 
Step 4: External investigation and findings 
 
If the board decides to initiate an external 
investigation, the results of this investigation will 
determine the next steps: 

 If the investigation finds no evidence of toxic 
behavior, the director may choose to resign voluntarily, 
or the board may close the case without further action; 

 If the investigation confirms toxic behavior, 
the board must reconvene within two weeks to 
determine appropriate corrective measures. 

 

Indicator of 
toxic behavior

Intimidation 
of directors 

and\or 
management

Fostering
a factional 
atmosphere

Personal 
attack over 
substance

Secret 
meetings

Disruption 
of 

constructive 
discussion

Prearranged 
position

Unreasonable 
requests



Corporate Board: Role, Duties and Composition / Volume 21, Issue 1, 2025 

 
43 

Step 5: Addressing investigation findings 
 
At this stage, the director may decide to resign 
voluntarily, which will resolve the immediate issue. 

However, resignation does not eliminate the need for 
an internal review — the board must conduct 
a thorough assessment of governance weaknesses to 
prevent similar issues in the future. 

 
Figure 2. The decision tree of toxic behavior 

 

 
Source: Author’s elaboration. 
 

If a director refuses to resign and 
an investigation confirms their detrimental impact 
on governance integrity, the board should consider 
dismissal. Removing a director is a significant legal 
and governance decision, but failure to act decisively 
may entrench toxic behavior, erode board credibility, 
and damage investor confidence. 

 
5.3. The importance of timely and transparent 
decision-making 
 
The decision tree framework ensures that toxic 
behaviors are identified, documented, investigated, 
and addressed systematically. Adhering to a structured 
two-week timeline for key interventions is essential 
to maintaining governance efficiency, minimizing 
reputational risks and ensuring procedural integrity. 

Even in cases where a director resigns voluntarily, 
the board must conduct an internal governance 
review to identify systemic weaknesses and implement 
preventative safeguards. Resignation should not be 
regarded as a resolution, but as an opportunity to 
strengthen the board’s oversight mechanisms. 

By adopting this decision tree framework, 
boards can ensure that their responses to toxic 
behavior are ethical, transparent, and aligned with 
best governance practices. This structured approach 
enhances board stability, reinforces corporate 
accountability, and maintains long-term stakeholder 
trust. 

6. ADDRESSING TOXICITY AND IMPROVING 
GOVERNANCE 
 
A structured, proactive approach is needed to 
manage a toxic board environment and ensure 
governance integrity. The decision tree framework 
presented in this article provides a systematic, 
actionable process for addressing toxic behavior 
while minimizing legal, financial, and reputational 
risks. However, addressing board toxicity requires 
more than reactive interventions, boards must also 
establish preventative governance structures, 
including codes of ethics, transparent accountability 
measures, and ESG-compliant policies. By integrating 
these elements into board governance, organizations 
can create a resilient framework that detects, 
manages, and prevents toxic behaviors before they 
escalate into crises. 
 
6.1. Implementation of codes of ethics as 
a governance safeguard 
 
A strong code of ethics is the foundation of effective 
board governance. It should clearly define:  

1) core governance values such as integrity, 
transparency and accountability; 

2) expected behavioral standards for all 
directors; 
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3) strict enforcement mechanisms to ensure 
compliance. 

However, codes of ethics are meaningless 
without enforcement. Regular board training is 
essential to embed ethical standards into daily 
governance. This training should focus on 
conflict resolution, ethical decision-making, and 
accountability measures, ensuring that all directors 
understand the consequences of toxic behaviors and 
their role in upholding governance integrity. 

Failure to uphold clear ethical standards 
increases the risk of unchecked toxicity, creating 
board dysfunction that compromises corporate 
oversight and decision-making effectiveness. Therefore, 
ethical codes must be living governance documents, 
subject to regular updates and enforcement actions, 
not passive statements of values. 
 
6.2. Developing a culture of transparency and 
accountability 
 
A board culture that encourages transparency is 
essential to prevent toxic behavior from escalating. 
Directors must be able to raise concerns without 
fear of retaliation, ensuring that misconduct 
is addressed before it undermines governance 
effectiveness. Establishing clear mechanisms for 
internal whistleblowing and peer accountability 
is critical. 

In many cases, directors remain silent about 
toxic behavior due to fear of repercussions. 
As highlighted in governance research, boards that 
suppress dissent and silence independent directors 
ultimately weaken their own oversight capacity, 
increasing exposure to financial and reputational 
risks. 

By integrating confidential reporting channels 
and regular culture assessments, boards can identify 
early signs of dysfunction and intervene before 
toxicity develops into full-blown governance failure. 
 
6.3. Aligning governance policies with ESG 
standards 
 
Toxic board dynamics are fundamentally 
incompatible with ESG principles. Organizations that 
claim to uphold ethical governance and social 
responsibility but tolerate harassment, intimidation, 
or power imbalances at the board level face severe 
credibility risks. Investors, regulators, and stakeholders 
are increasingly scrutinizing governance practices to 
ensure compliance with ESG principles. 

Failure to align governance with ESG values has 
significant consequences, including: 1) regulatory 
scrutiny, 2) increased shareholder activism, and 
3) erosion of investor confidence, particularly among 
ESG-focused funds. 

Boards must ensure that governance policies 
reflect genuine ESG commitments by prioritising: 

1) diversity, equity, and inclusion within board 
structures; 

2) stakeholder engagement and ethical 
leadership; 

3) clear accountability measures to address 
governance failures. 

Aligning ESG principles with governance 
practices strengthens corporate credibility, improves 
long-term sustainability, and reduces the likelihood 
of boardroom toxicity that undermines governance 
integrity. 
 

6.4. Continuous monitoring: Evaluations and 
external audits 
 
A reactive approach to board toxicity is insufficient; 
boards must integrate ongoing monitoring mechanisms 
to ensure long-term governance resilience. 

Regular board evaluations serve as an early 
warning system, allowing companies to identify 
dysfunctional dynamics before they escalate. These 
evaluations should include: 

1) internal peer reviews to ensure that all 
directors adhere to governance standards; 

2) external governance audits to provide 
an independent assessment of board effectiveness. 

By implementing objective, data-driven board 
assessments, companies can ensure that governance 
failures are addressed proactively rather than in 
response to crises. 
 
6.5. Director dismissal policy 
 
If toxic behavior persists despite corrective action, 
dismissing the director may be the only viable 
option to protect the integrity of the board. 
However, dismissals must be conducted with 
transparency and due process to avoid legal 
repercussions, investor scepticism, and disruptions 
to board stability. 

Establishing clear, enforceable director 
dismissal policies ensures that removals are 
justified, ethically sound, and strategically executed. 
A well-defined process gives boards the confidence 
to take decisive action while protecting the company 
from the governance risks of inaction. 
 
6.6. The decision tree: A proactive and reactive tool 
 
The decision-tree framework serves two key 
governance functions:  

1) a reactive tool to address toxic behavior as 
soon as it is detected;  

2) a proactive safeguard that strengthens 
governance before dysfunction occurs. 

Boards that integrate clear ethical standards, 
continuous monitoring, and enforceable accountability 
measures into their governance structures significantly 
reduce their exposure to toxic leadership risks. 

Key takeaways for strengthening governance: 
 Toxic board dynamics pose a direct threat to 

governance effectiveness and corporate sustainability. 
 Codes of ethics must be actively enforced 

through training, monitoring, and accountability 
mechanisms. 

 Transparency and ESG compliance are critical 
to maintaining stakeholder trust. 

 Regular board evaluations and external audits 
serve as pre-emptive safeguards. 

 Dismissal processes must be transparent, fair, 
and legally sound. 

By implementing structured accountability 
measures and ethical leadership principles, 
organizations can prevent governance failures while 
enhancing board effectiveness and long-term 
sustainability. 

 
7. DISCUSSION 
 
Toxic boardroom dynamics, while not a new 
phenomenon, have gained increased relevance due 
to the increased focus on governance transparency 



Corporate Board: Role, Duties and Composition / Volume 21, Issue 1, 2025 

 
45 

and ESG principles. Traditional corporate governance 
literature emphasizes board composition, independence, 
and fiduciary responsibilities, but often overlooks 
the damaging effects of toxic behavior in board 
structures. This study addresses this gap by 
introducing a structured decision-tree framework, 
offering boards a practical method to systematically 
identify, address, and prevent toxic behavior. 
 
7.1. Key governance insights from case studies 
 
The case studies analysed in this research reveal 
a pattern of boardroom dysfunction where 
unchecked toxicity leads to governance breakdowns, 
regulatory scrutiny, and financial losses. These cases 
demonstrate that when boards fail to intervene 
early, toxic behavior escalates, eroding shareholder 
trust and corporate integrity. 

Several key governance insights emerged: 
 Toxicity thrives in a culture of silence. 

Directors are often hesitant to challenge entrenched 
power structures for fear of retaliation or 
reputational damage. This lack of accountability 
perpetuates governance failures. 

 Whistleblowing is rare, but essential. 
Governance reforms must include clear protections 
for independent directors who expose misconduct. 
Without structural safeguards, whistleblowers often 
resign rather than confront toxic leadership. 

 ESG commitments remain vulnerable to toxic 
boardroom behaviors. Organizations that fail to 
address governance risks undermine their ESG 
credibility, leading to regulatory penalties and 
exclusion from sustainability-driven investment 
portfolios. 

 External intervention is often the only trigger 
for action. Many governance failures remain hidden 
until exposed by regulators, activist investors, 
or investigative journalists. Proactive governance 
mechanisms are needed to mitigate risks before they 
escalate. 

 
7.2. Challenges in addressing boardroom toxicity 
 
Despite growing awareness of corporate misconduct, 
intervening in toxic board environments remains 
difficult due to several challenges: 

 Lack of formalized intervention mechanisms. 
Most governance structures focus on the structural 
composition of the board rather than on internal 
behavioral risks. 

 Legal and reputational risks. Removing toxic 
directors can lead to lawsuits or market instability, 
discouraging boards from taking decisive action. 

 Resistance to external oversight. Some 
organizations resist external audits or regulatory 
scrutiny, making it difficult to identify and correct 
governance failures. 

 
7.3. Future research directions 

 
This study highlights the need for further research 
on boardroom toxicity, particularly in private 
corporations and non-publicized cases. Many instances 
of governance failures remain undocumented due to 
legal confidentiality agreements and reputational 
risks. Future research should: 

 Expand the dataset of case studies. A broader 
analysis of governance breakdowns across industries 
and jurisdictions would provide a deeper 
understanding of patterns of board toxicity. 

 Investigate the long-term impact of 
governance interventions. More research is needed 
to evaluate whether structured interventions, such 
as the decision-tree framework, lead to sustained 
improvements in governance effectiveness. 

 Explore whistleblower protections and 
governance resilience. Examining how different 
governance models support (or fail to support) 
whistleblowers can inform policy reforms. 

By addressing these gaps, future research can 
contribute to the creation of stronger corporate 
governance structures that enhance board 
accountability, ethical leadership, and long-term 
financial sustainability. 
 
8. CONCLUSION 
 
Toxic boardroom behavior poses a significant 
and often under-recognized threat to corporate 
governance, financial stability, and organizational 
integrity. Left unchecked, intimidation, factionalism, 
and unethical leadership compromise board 
effectiveness, leading to legal, financial, and 
reputational damage. 

This article presents a decision tree framework 
that provides boards with a structured method for 
identifying, documenting, and mitigating toxic 
behavior before it escalates into governance crises. 
Using real-world case studies, we demonstrated that 
failure to intervene early leads to regulatory 
scrutiny, shareholder lawsuits, and loss of investor 
confidence. 

Key takeaways from this research include: 
 Boards should proactively identify and 

address toxic behavior rather than react to crises 
after they occur. 

 Ethical leadership and structured oversight 
mechanisms are essential for mitigating risks. 

 Transparency, whistleblower protections, and 
ESG alignment are critical governance priorities. 

 Governance failures are costly and can be 
prevented, but only with decisive and structured 
intervention. 

This study has several limitations that should 
be acknowledged: 

 Limited availability of documented cases: 
Many toxic boardroom incidents remain undisclosed, 
as directors often prefer silence to confrontation. 

 Need for additional case studies: A larger data 
set covering different industries and regulatory 
environments would strengthen the findings. 

Future research should expand on these 
findings by exploring the longitudinal impacts 
of governance interventions and examining 
the confidential boardroom dynamics that remain 
hidden from public scrutiny. 

Finally, boards that fail to confront toxic 
leadership may avoid short-term conflict, but they 
inevitably face far more serious long-term 
consequences: from financial collapse to regulatory 
intervention. By adopting structured governance 
measures, organizations can reinforce board 
integrity, investor confidence, and long-term 
sustainability. 

In today’s corporate landscape, proactive 
governance is no longer optional, it is a necessity. 
The sooner boards take action, the better prepared 
they will be to prevent governance failures and 
protect corporate resilience. 
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APPENDIX A 
 

Figure A.1. Dynamics of the number of scientific papers on toxic boards of directors in 2004–2024 
 

 
Source: Data obtained by the author from Google Scholar. 
 

Figure A.2. Dynamics of the number of scientific papers on toxic boards of directors in 2010–2024 
 

 
Source: Data obtained by the author from Google Scholar. 
 
 

APPENDIX B. CASE STUDIES OF TOXIC DIRECTORS 
 
Case 1: Corporate governance collapse at Olympus (Japan, 2011) 
 
In 2011, the Olympus Corporation faced a major scandal involving the concealment of $1.7 billion in losses. 
Chairman Tsuyoshi Kikukawa exhibited toxic behavior, suppressing dissent and silencing directors who 
questioned the company’s financial practices. This created an atmosphere of fear on the board, preventing 
transparent discussions and effective oversight. The lack of accountability led to one of the largest corporate 
frauds in Japanese history. 
 
Case 2: Cultural failures at Wells Fargo (USA, 2016) 
 
During the Wells Fargo scandal, board meetings were characterized by a culture of intimidation under former 
chief executive officer (CEO) John Stumpf. The toxic dynamic discouraged board members from addressing 
unethical sales practices, such as the unauthorized opening of millions of customer accounts. The inability of 
directors to challenge management decisions effectively allowed systemic misconduct to persist, resulting in 
significant financial and reputational damage. 
 
Case 3: Systemic dysfunction at Enron (USA, 2001) 
 
Although primarily known for financial fraud at the executive level, Enron’s board also exhibited toxic 
behavior. Several directors, despite their independent status, enabled the CEO and chief financial officer 
(CFO) to bypass governance checks. Internal reports indicated instances where directors discouraged open 
dialogue and suppressed whistleblower concerns. This led to a complete collapse of governance, resulting in 
one of the largest corporate bankruptcies in history. 
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Case 4: Governance failure at Migdal Insurance (Israel, 2024) 
 
In Israel, a toxic board environment emerged at Migdal Insurance following allegations against the Chair of 
the Audit Committee, Merav Ben Knaan-Heller. The chairman’s refusal to convene essential meetings 
obstructed the board’s ability to exercise proper oversight. Despite calls for her dismissal by certain 
directors, the Chairman of the Board, Amir Barnea, protected her position. This toxic dynamic escalated, 
leading to public resignations and regulatory intervention. 
 
Case 5: Allegations of harassment at Ayalon Group (Israel, 2024) 
 
At Ayalon Group, a director accused controlling shareholder Levi Rahmani of sexual harassment. The toxic 
environment created by Rahmani’s behavior disrupted the board’s operations and decision-making 
processes. Regulatory authorities intervened, mandating immediate actions by the board to address 
the allegations. Despite these measures, the atmosphere of mistrust and factionalism undermined 
the board’s oversight capabilities. 
 
 


