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Abstract: This study aims to investigate the moderating effect of the board chair’s role on the relationship
between board human capital and firm performance. Board human capital has been regarded as a valuable
asset that enhances firm performance. Especially, the board chair plays a crucial role in developing this
high-echelon human capital. This study utilises a set of longitudinal data to examine 275 firms in Taiwan.
The result indicates that board human capital is positively related to firm performance, and the individual
human capital of the board chair represents a moderating effect on the relationship between board human
capital and performance.
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1 Introduction
Corporate governance has become a more and more important issue among academics and business
practitioners. There has been much empirical research on the influence of corporate governance variables,
such as board structure, on firm performance (Abdullah, 2004; Bonn, 2004; Hillman et al., 2001; van Ees et
al., 2003). From a resource-based view, the board is a very important resource to lead companies in
creating competitive advantages because the board plays a valuable role and the members should be
knowledgeable about the corporation’s business; engaged in the high-level activities of the board, such as
strategic planning and CEO accountability; and aware of the activities of senior management in pursuit of
the corporation’s goals and enhancement of shareholder value (Hall et al., 2005). That means, the board has
to establish a system of healthy checks and balances on management power, which ensures the CEO can
meet the obligations to the shareholders.
Despite the increased interest in the topic of governance, our understanding of how boards impact on firm
performance from the human capital perspective is relatively undeveloped. According to the resource-based
view of the firm, performance differences across firms can be attributed to the variance in the firms’
resources and capabilities. The role of the board in today’s business environment is getting more and more
important because the collective intelligence and experience of its members could provide executives
helpful advances in a rapidly changing world.
Intangible assets, e.g., knowledge and experience, could improve operational quality, are valuable, unique,
and difficult to imitate and thus can provide the basis for firms’ competitive advantages (Barney, 1991).
These human capital attributes, including education, experience and skills, have been examined to affect
firm performance (Finkelstein and Hambrick, 1996; Huselid, 1995; Pennings et al., 1998; Wright et al.,
1995). In many previous researches, human capital has been regarded as a critical resource in most firms
(Pfeffer, 1994).
Hence, an investigation of the influence of board human capital on firm performance will help to gain a
better understanding of the importance of a better understanding of the importance of board members. In
addition, such investigation will help the authorities and shareholders who take care of operations to
understand the critical role that the board chair plays in the development of firms. The purpose of this
article is to propose and test a model that examines the relationships among board human capital, individual
board chair human capital and firm performance.
This study proceeds as follows: Section 1 reviews the relevant literature and theory to develop our
hypotheses. Then, Section 2 provides the details of the operational measures, data and research method.
The last section presents the results of the data analysis, a discussion of the findings and the conclusion.

2 Theory background and hypotheses
In a rapidly changing era, people are acknowledged as the most important asset and the key determinant of
competitive advantage in firms. A large number of scholars have examined the relationship of human
capital and firm performance (Hitt et al., 2001; Pennings et al., 1998; Sáenz, 2005). We argue that the
board of directors is an important resource of the firm’s human capital. Board human capital refers to the
knowledge, skills and experience present on the board (Nicholson and Kiel, 2004). According to the
resource-based view, intangible assets with rare, valuable, and unique characteristics can provide the bases
for firms’ competitive advantages (Barney, 1991).
Boards of directors play important roles in the corporate governance system of large organisations (Fama
and Jensen, 1983). For example, the board should create or approve a cogent and deliverable people
strategy. Finn (2003), however, criticises that boards usually create a business strategy without considering
how their people can support it. Moreover, one of most important tasks of boards is they have the
responsibility and authority to decide who the succeeding Chief Executive Officers (CEOs) would be and
when he or she would be replaced. According to the agency theory, the main task of the board is to monitor
and control management on behalf of the organisational shareholders.

Having the right people in the right place at the right time is not very easy. The board has to know which
candidate is qualified to be the CEO and can contribute to the firm. Therefore, the board has to understand
the competence and capability requirements of the business now and in the future. In short, the competence
of the board is very likely related to the board effectiveness.

3 Human capital of board committees
The strategic role of board committees has been discussed with a focus on maintaining corporate legitimacy
and contributing to the development of corporate strategy (Harrison, 1987). Although the CEOs are in the
main position of operation and management, they often involve the board of directors in their strategic
planning and important decision-making. In other words, the board is an important source of firms’ human
capital, thus its strategic position should not be ignored. However, prior research rarely manifested the
effect of board commitment on performance. In the next section, we will demonstrate the relationship
between board human capital and firm performance from capability-oriented and commitment-oriented
perspectives.
According to the human capital theory, the experience, competence and size of the board will have an
impact on firm performance. In this study, we include board rewards, board size, and outsider board size as
components of board capability-oriented human capital. The amount of payment represents the appropriate
value of the board’s knowledge and experience that could transfer advantages to the company. Numerous
studies indicated that there is a positive relationship between CEO pay and firm performance (Buchholtz et
al., 1998), yet few studies have been seen on board pay.
Goodstein et al. (1994) indicated that larger boards may provide an increased pool of expertise and a better
ability to form external links. A very small board lacks the advantage of the pool of experience, counsel
and advice of a larger board. These benefits emerge when the board becomes larger, irrespective to the
potential lack of cohesiveness, coordination difficulties and fractionalisation, a very small board also lacks
the advantage of the pool of expertise, counsel and advice of a larger board; these benefits emerge when the
board becomes larger. Therefore, expanding board size is very likely to have a positive effect on firm
performance. We also argue that the number of external board members is also an important component of
board’s human capital. A large number of studies found that there is a positive relation between external
board ratio and organisational performance (e.g., Bonn, 2004; Kosnik, 1987; Pearce and Zahra, 1992).
External board members are more likely to care about the interests of shareholders. In addition, they will
more certainly implement monitor and control functions, including replacing the poor-performing CEO and
reviewing managerial decisions and organisational effectiveness (Daily et al., 1999). Consequently, this
study claims that outside directors can have a positive impact on firm performance.
Organisational commitment has been given considerable attention in management research over the past
few decades and has been conceptualised in terms of behaviour and attitudes (Goulet and Frank, 2002).
Commitment was defined as “the relative strength of an individual’s identification with and involvement in
a particular organization” (Mowday et al., 1979). Therefore, we argue that when the board of directors has
higher shareholding, it will pay more attention to the managerial behaviours of the CEO and other
executives, and it will more likely be involved in the monitoring task. Based on the above arguments, we
hypothesise that:
Hypothesis 1 Board human capital is positively related to firm performance.

4 The role of the board chair
Although human capital appears to be an important resource of the board chair, there is relatively little
direct empirical investigation on the effect of board chair human capital on firm performance. Using the
same argument with prior description about board human capital, we claim the payment to the board chair
could exhibit the value of his or her competence. According to the resource-based view, the intangible
resource will have a positive impact on firm performance. In addition, we consider that educational

background and age are also important components of board chair human capital. People gain knowledge
through formal education and through learning on the job. Individuals who receive their education from
formal education are assumed to have more and better knowledge and to have high intellectual potential to
learn and accumulate tacit knowledge.
The age of the board chair is also an important characteristic of board chair human capital. Older board
chair has an advantage in terms of accumulated experiences, and the directors possess valuable
industry-specific and firm-specific knowledge, which is often tacit. Therefore, the experience could
contribute to competitive advantage.
From commitment perspectives, a bigger share of ownership affects board chair’s concern over managerial
effectiveness and decision involvement. Hence, combining organisational behaviour theory and Ulrich’s
(1998) argument, we consider that the board chair’s shareholding will be positively related to firm
performance. Thus, we hypothesise:
Hypothesis 2 Board chair human capital is positively related to firm performance.
The board chair is the leader of the board. Within the leadership literature, there is generally a clear
recognition of the linkage between leadership and followers’ behaviours, particular in a small group, much
like the board organisation. In the past few years, interest in the topic of team leadership has been
increasing. The literatures claimed that the team can influence each member just as the individual leader
can influence his or her followers. Leadership, viewed as a social influence process, goes beyond a single
leader when observed at multiple levels and can be vested in an individual or a group (Avolio and Bass,
1995). Consequently, we argue that the board chair will enhance the influence of board human capital on
firm performance. Thus:
Hypothesis 3

The interaction of board and board chair human capital has a positive effect on firm
performance.

5 Method
5.1 Sampling and data collection
The data for this study were drawn from firms incorporated in Taiwan and traded on the Taiwan Stock
Exchange during the period 2002–2004. All measures were drawn from the Taiwan Economic Journal (TEJ)
Data Bank, which conducts evaluation of companies by a credible and renowned institution in Taiwan. The
total sample consisted of 275 manufacturing and service firms, which were selected because complete data
were available from published sources. We used the 2002 data for the independent variables and the 2004
data for the dependent variables, and there was a two-year time lag between them.

5.2 Measurement
5.2.1 Dependent variables
In this study, productivity and average net value per stock were used to measure firm performance.
Productivity was calculated with the total sales divided by the number of employees. Average net value per
stock is also a popular index to evaluate performance of a firm.

5.2.2 Independent variables
The first set of independent variables is board human capital. We used three indicators to measure
capability-oriented board human capital, which was the first subconstruct of board human capital. The
indicators were rewards of board, board size, and external board size. Owing to the different units, we
calculated the standardised score and summed them up to a score. Then, we used the ratio of board
ownership holding to be another subconstruct of board human capital, named commitment-oriented board
human capital. This study also used four indicators to collect data for board chair human capital. The

capability-oriented human capital for board chair includes rewards, age, and educational background. We
also calculated the standardised score and summed them up to a score. And the board chair’s ownership
was collected to be the commitment-oriented human capital.

5.2.3 Control variables
Several measures were used as control variables in this study. These included firm size, age and industry.
Two measures of firm size are total assets and number of employees in 2002. There are two competing
theories regarding the effect of firm size and age on organisational firm. Given the contradictory arguments
regarding whether the relationship is positive or negative, we made no attempt to hypothesise their main
effect but consider firm size and firm age as control variables. A common control variable, industry, was
also collected. In addition, we included two other variables to control for their potential effects on firm
performance, our dependent variable. These were board chair’s network and board duality (board chair in
the CEO position). According to the social capital theory and agency theory, they are likely related to firm
performance (Abdullah, 2004; Bonn et al., 2004; Desai et al., 2003; Rechner and Dalton, 1989), thus
we involve them for controlling.

6 Result
Table 1 shows the means, standard deviations, and zero-order correlations for all independent variables and
firm performance variables. We first examined the correlations among the variables (see Table 1) to test the
main effects of the board human capital and board chair individual human capital on firm performance. In
general, these results were consistent with previous findings. The capability-oriented and
commitment-oriented types of human capital of board were related to net value per stock (r = .24 and .32,
p < .001). The commitment-oriented board chair human capital was also related to net value per stock (r
= .29, p < .001).
We used hierarchical regression analysis to test all our hypotheses. In our study, Hypothesis 1 suggests a
positive relationship between board human capital and firm performance. As shown in Table 2 Models 1
and 4, there is a positively significant relationship between board human capital and performance. Thus,
these results support Hypothesis 1. Hypothesis 2, which stated that the board chair with higher human
capital will enhance higher levels of firm performance, was not supported.
For testing Hypothesis 3, the moderating effect of board chair human capital on the relation between board
human capital and performance, we conducted a hierarchical regression analysis. In Step 1, the main effects
of board human capital and control variables were entered in the model. Following Aiken and West (1991),
these variables were centred, and the interaction term was based on these centred scores. The hypothesis is
tested by examining the incremental gain predicted in Step 2, when the interaction term between board
human capital and board chair human capital is entered in each regression.
As reported in Table 2 Models 3 and 6, the results revealed a significant interaction between board human
capital and board chair individual human capital in predicting firm performance: capability-oriented human
capital of board chair (Model 3, ΔR2 = .03, p < .05). In Model 6 of Table 2, we found that the interactive
effect of board human capital and board chair human capital on firm performance is statistically significant
at the 10% level (ΔR2 = .023, p < .1). These results provided partial support for Hypothesis 3. A graphical
representation of the interaction between board human capital and board chair human capital is provided in
Figure 1. The graph shows that the board chair human capital significantly and positively moderates the
relationship between capability-oriented board human capital and firm performance (see Figure 1(A) and
(C)). On the contrary, capability-oriented human capital of board chair significantly moderates the
relationship between board commitment-oriented human capital and performance, however, the moderating
effect is negative (see Figure 1(B) and (D)). We will discuss these results in the following section.

7 Discussion and conclusion
7.1 Board human capital
This study aimed to examine the effects of board and board chair human capital on firm performance. We
found that board human capital, particular in commitment-oriented human capital, is positively related to
firm performance. In the prior research of human capital, very few scholars discussed the effect of human
capital on organizational effectiveness from the angle of commitment (Stephens et al., 2004). However, a
large number of organisational behaviour studies pointed out that commitment would have a positive
impact on individual work attitude and job performance (Cohen, 1991; Randall, 1990; Siders et al., 2001).
Ulrich (1998) claimed that commitment of workers is a critical part of intellectual capital (in fact, it means
human capital in his description). Hence, this result obtains the similar argument with Ulrich.

7.2 The role of board chair
Contrary to our argument, we could not find an immediately significant relation between two kinds of
board chair human capital and firm performance. However, the result also pointed that the board chair role
would be heightened when considering the operation effectiveness of the whole board of directors. It is
possible because the education and age of the board chair could not directly influence organisational
performance, but would influence other board members’ decisions. In managerial procedures, some
strategic planning and vital decisions should be agreed and approved by the board of directors. The board
chair or CEO could get the board’s approval and support if he or she is older or has higher seniority, or
with higher educational background. Those characteristics will convince other board members towards his
or her preferred operational direction and his or her behaviours will attract the board members to become
followers. Our research verifies the special and essential role of the board chair in the governance and
organisational performance.
Surprisingly, our predictions for the positive effects from board chair human capital were not totally
supported by the data. However, the unexpected result is consistent with Bonn et al.’s (2004) findings.
They found that board size and age of directors were negatively associated with organisational performance.
Their explanation is that a younger board chair is more likely to have innovative ideas and is easier to adopt

to change. Regarding the board size, they indicated that the smaller board could make flexible and fast
decisions. Hence, we encourage the future studies to further investigate such relationship in a different
context.

7.3 CEO and board chair roles held jointly
The different forms of board governance are based on different perceptions of whether a firm is best served
by strong leadership or effective monitoring (Daily and Dalton, 1997). According to the organisational
theory, CEOs with the role of board chair, could build up a strong leadership and make the operation
consistent and fast. However, the agency theory argues that the joint role of CEO and board chair will
reduce the monitoring effect. It will even cause an operational risk if CEOs are highly self-interested. In the
past numerous researches, there was no consistent conclusion about the relationship between board chair
duality and firm performance. In our research, we found that the board chair duality is significantly related
to firm performance. Although it is only a control variable in our study, the result also provides readers
extra understanding.
From a practical standpoint, this research suggests that if the board has higher capability-oriented human
capital, they need a board chair with higher human capital to lead. That means higher capability-oriented
board human capital and higher board chair human capital will get better firm performance. On the other
hand, when the board has higher commitment-oriented human capital, the board members will have
spontaneous involvement in operational monitoring task and managerial decisions. Thus, the board chair’s
role will be reduced.
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