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ABSTRACT  

This study examines the nexus between board composition and firm performance among 

companies listed under the FTSE4Good Bursa Malaysia (F4GBM) Index. A total of 116 

F4GBM-listed companies were analyzed over a five-year period from 2019 to 2023 using panel 

data regression. Board composition was proxied by board size, board independence, and board 

gender diversity, while firm performance was measured by return on assets (ROA) and return 

on equity (ROE). The empirical results indicate that none of the board composition variables 

have a statistically significant impact on firm performance. However, the control variables 

show significant effects—debt ratio negatively influences performance, while firm size 

exhibits a positive relationship. The insignificant findings suggest that, among Malaysian ESG-

compliant firms, the influence of board structure on financial performance may be limited due 

to standardized governance practices and regulatory requirements under Bursa Malaysia’s 

corporate governance framework. 

 

Keywords:  Board size, board independence, board gender diversity, firm performance, 
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INTRODUCTION 

 

The relationship between board composition and firm performance has attracted growing 

attention in both academic and professional circles, as corporate governance continues to play 

a critical role in shaping firm success and sustainability. Within this context, the FTSE4Good 

Bursa Malaysia (F4GBM) Index provides a relevant platform for examining this nexus, as it 

comprises companies recognized for their strong commitment to environmental, social, and 

governance (ESG) practices. Board composition—comprising board size, gender diversity, and 

independence—serves as a vital mechanism of corporate governance, facilitating effective 

communication between directors, shareholders, and managers to ensure that corporate 

decisions align with stakeholder interests. 

In Malaysia, research investigating the interplay between board composition and firm 

performance remains limited, particularly among firms with advanced ESG commitments. The 

adoption of corporate governance practices in Malaysia has gained significant momentum in 

recent years, aiming to enhance transparency, attract international investors, and reinforce 

accountability. At the same time, Malaysian corporations are under increasing pressure to 

balance financial performance with sustainability objectives, in line with global trends toward 

responsible corporate behavior. According to Bursa Malaysia (2024), the F4GBM Index seeks 

to raise the profile of companies with exemplary ESG performance and to promote greater 

disclosure of governance and sustainability best practices. 
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The board of directors plays a central role in guiding corporate strategy, overseeing 

management, and ensuring accountability to shareholders. Empirical evidence has shown that 

attributes such as board size, gender diversity, and independence can influence the 

effectiveness of board oversight and, consequently, firm performance. For instance, Gatehi 

(2022) notes that effective board composition helps mitigate agency problems and align 

managerial behavior with shareholder goals. However, persistent conflicts of interest and 

agency costs may still lead to suboptimal outcomes, as highlighted by Kabir et al. (2023), who 

found that inadequate board supervision can contribute to corporate underperformance and 

even failure. 

Despite the strong governance orientation of F4GBM Index firms, the extent to which 

board composition influences both financial and ESG outcomes remains insufficiently 

explored. Previous findings have also been mixed—Li and Chen (2018) caution that gender 

quotas may inadvertently affect firm profitability, Almashhadani et al. (2022) report that larger 

boards may hinder decision-making efficiency, while Kijkasiwat and Mumtaz (2022) 

emphasize the positive influence of board independence on investor confidence and firm 

reputation. These inconsistencies underscore the need for further empirical research to clarify 

how different board characteristics shape firm performance within the context of sustainability-

oriented firms in Malaysia. 

Hence, this study aims to examine the nexus between board composition and firm 

performance among companies listed on the F4GBM Index from 2019 to 2023. Firm 

performance is measured using return on assets (ROA) and return on equity (ROE), while board 

composition is assessed through indicators of board size, gender diversity, and independence. 

By providing empirical evidence from the Malaysian market, this study seeks to enhance 

understanding of how governance structures contribute to both financial success and 

sustainable corporate practices. The findings are expected to offer valuable implications for 

policymakers, regulators, investors, and corporate leaders seeking to strengthen governance 

mechanisms and promote sustainable performance among listed companies. 

 

 

LITERATURE REVIEW 

 

Agency Theory 

 

Agency theory explains the relationship between shareholders (principals) and management 

(agents), highlighting potential conflicts that arise when their interests diverge. According to 

Pepper and Gore (2012), the theory provides a comprehensive framework for understanding 

how shareholder interests, managerial performance, and executive compensation interact in 

influencing business success. The theory assumes that managers act in the best interests of 

shareholders; however, in practice, this alignment is often imperfect. Hendrastuti and Harahap 

(2023) noted that inefficiencies and increased operational costs—known as agency costs—can 

emerge when agents pursue their own interests over those of the principals. Similarly, Aziz et 

al. (2023) argued that conflicts of interest arise when managerial objectives deviate from 

shareholder goals, leading to rising agency costs. Asymmetric information further compounds 

this issue, as shareholders are unable to monitor managerial actions continuously, creating 

ethical and governance challenges.  

Within the context of this study, agency theory provides a theoretical foundation for 

examining how board composition affects firm performance among companies listed on the 

F4GBM Index. Effective board structures—through the inclusion of independent directors, 

balanced gender representation, and optimal board size—can mitigate agency problems by 

enhancing oversight and accountability. The presence of independent directors, in particular, 
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is expected to strengthen monitoring functions and improve managerial decision-making 

aligned with ESG and financial objectives. Thus, agency theory supports the notion that well-

structured boards contribute to better governance and superior firm performance. 

 

Board Size and Firm Performance 

 

The relationship between board size and firm performance has been widely debated, with 

mixed empirical results. Larger boards are often associated with a broader range of expertise, 

experience, and perspectives, which can enhance decision-making quality and strengthen 

oversight (Jaafar et al., 2021). From the perspective of resource dependence theory, a larger 

board provides access to critical external resources and strategic linkages that can improve firm 

performance. 

However, agency theory cautions that an excessively large board may create 

coordination difficulties, communication barriers, and slower decision-making processes 

(Jenter et al., 2023). Merendino and Melville (2019) further argued that large boards may limit 

the exchange of ideas and reduce the effectiveness of governance mechanisms. Similarly, 

Almashhadani et al. (2022) found that larger boards can negatively affect financial performance 

due to inefficiencies and reduced accountability. 

Contrarily, some studies emphasize that larger boards may mitigate the dominance of 

powerful individuals and strengthen collective oversight. Kour et al. (2025) suggested that 

board size can positively contribute to firm performance when it fosters diversity of opinions 

and balanced discussions. Muazaroh et al. (2025) also highlighted that larger boards are 

associated with lower liquidity risk and greater financial stability, while smaller boards may 

exert excessive pressure on CEOs, leading to higher investment risks. These findings indicate 

that the optimal board size may depend on firm-specific and industry-related factors. Given 

these conflicting perspectives, this study posits that board size plays a significant role in 

influencing firm performance among companies listed on the F4GBM Index. 

 

Hypothesis 1: There is a significant relationship between board size and firm performance. 

 

Board Gender Diversity and Firm Performance 

 

Gender diversity on corporate boards has become a central theme in the discourse on inclusive 

governance and sustainable business practices. According to stakeholder and legitimacy 

theories, gender-diverse boards enhance firm reputation, stakeholder trust, and the quality of 

decision-making. Empirical evidence supports the view that female directors contribute 

positively to firm performance through ethical leadership, long-term orientation, and risk-

averse decision-making (Nguyen et al., 2023; Anas et al., 2023). These studies demonstrate 

that women tend to emphasize sustainability and social responsibility, thereby aligning 

corporate strategies with broader stakeholder expectations.  

Oyegoke et al. (2024) observed that female directors improve board monitoring and 

financial reporting transparency, while Kabir et al. (2023) found that gender-diverse boards 

enhance oversight quality and reduce agency costs. However, other studies have reported 

insignificant or mixed results. Reddy et al. (2019) discovered no significant link between 

gender diversity and firm performance in North America, suggesting that contextual 

governance factors and cultural dynamics may mediate the relationship. Likewise, Firew 

(2024) and Al-Matari and Mohammed (2024) revealed that the impact of gender diversity 

varies across industries and markets. As the evidence remains inconclusive, this study expects 

that gender diversity exerts a meaningful influence on firm performance. 
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Hypothesis 2: There is a significant relationship between board gender diversity and firm 

performance. 

 

Board Independence and Firm Performance 

 

Board independence is widely recognized as a cornerstone of sound corporate governance. 

Independent directors are expected to provide unbiased oversight, minimize agency conflicts, 

and safeguard shareholders’ interests. Empirical evidence generally supports the positive 

influence of board independence on firm performance. Mokhtar et al. (2023) reported that 

independent boards enhance monitoring effectiveness and governance quality, while Wu 

(2021) found that independent directors contribute to long-term value creation through 

improved accountability. Ramdani and Witteloostuijn (2010) also asserted that independent 

directors mitigate managerial self-interest and strengthen strategic control.  

Nevertheless, not all studies have found significant effects. Guluma (2021) and Bamel 

et al. (2025) observed an insignificant relationship between board independence and firm 

performance, attributing it to limited operational knowledge among independent directors or 

their passive involvement. Chaabouni et al. (2025) emphasized that the effectiveness of 

independence varies with firm size, industry, and regulatory conditions. Similarly, Mishra 

(2020) argued that independence without sufficient expertise or engagement may not translate 

into improved performance outcomes. Given these mixed findings, hence, this study 

hypothesizes that board independence significantly affects firm performance among companies 

listed on the F4GBM Index. 

 

Hypothesis 3: There is a significant relationship between board independence and firm 

performance. 

 

 

METHODOLOGY 

 

Data and Sample  

 

This study adopts a quantitative research design to empirically examine the relationship 

between board composition and firm performance among companies listed on the FTSE4Good 

Bursa Malaysia (F4GBM) Index. The analysis utilizes panel data, allowing for both cross-

sectional and time-series variations to enhance the robustness of the findings. The sample 

comprises 116 public listed companies out of a total of 147 firms under the F4GBM Index as 

of December 2024, selected based on data availability and consistency throughout the study 

period. The study covers a five-year period from 2019 to 2023, which captures recent corporate 

governance developments and ESG-related initiatives in Malaysia. Data for board 

characteristics and financial performance were obtained from annual reports, Bursa Malaysia 

disclosures, and financial databases. 

This study employs several quantitative analytical techniques to examine the 

relationship between board composition and firm performance. Descriptive statistics are first 

used to summarize the key characteristics of the variables, followed by Pearson correlation 

analysis to assess the strength and direction of relationships among variables and to detect 

potential multicollinearity issues. Panel regression analysis is then conducted using both Fixed 

Effects (FE) and Random Effects (RE) models to capture firm-specific and time-invariant 

effects, with the Hausman test applied to determine the most appropriate model. To ensure the 

robustness and reliability of the results, diagnostic tests for multicollinearity, 

heteroskedasticity, and serial correlation are performed. 
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Empirical Model of the Study 

 

The general form of the panel regression model is expressed as follows: 

 
FP𝑖𝑡 =  𝛽0 + 𝛽1 𝐵𝑆𝐼𝑍𝐸𝑖𝑡 + 𝛽2 𝐵𝐺𝐷𝑉𝑖𝑡 + 𝛽3 𝐵𝐼𝑁𝐷𝑖𝑡+ 𝛽4 𝐹𝑅𝑀𝑆𝐼𝑍𝐸𝑖𝑡 + 𝛽5𝐹𝑅𝑀𝐴𝐺𝐸𝑖𝑡 + 𝛽6𝐷𝐸𝐵𝑇𝑅𝑖𝑡

+ 𝜖𝑖𝑡 

 

Where:  

𝐹𝑃𝑖𝑡   = Firm performance 

𝐵𝑆𝐼𝑍𝐸𝑖𝑡  = Board size 

𝐵𝐺𝐷𝑉𝑖𝑡  = Board gender diversity 

𝐵𝐼𝑁𝐷𝑖𝑡  = Board independence 

𝐹𝑅𝑀𝑆𝐼𝑍𝐸𝑖𝑡  = Firm size   

𝐹𝑅𝑀𝐴𝐺𝐸𝑖𝑡 = Firm age 

𝐷𝐸𝐵𝑇𝑅𝑖𝑡  = Debt ratio 

𝛽   = Intercept 

𝜀𝑖𝑡  = Error term 

 

The dependent variable, firm performance (FP), is measured using two accounting-based 

indicators: return on assets (ROA) and return on equity (ROE). ROA is calculated as the ratio 

of net income to average total assets, whereas ROE is computed as the ratio of net income to 

average total equity. 

The independent variables consist of key board characteristics, namely board size 

(BSIZE), board gender diversity (BGDV), and board independence (BIND). Board size 

(BSIZE) refers to the total number of directors serving on a firm’s board, reflecting the extent 

of managerial and advisory resources available to the firm. Board gender diversity (BGDV) 

represents the proportion of female directors on the board, which captures the influence of 

gender representation on decision-making processes. Board independence (BIND) is measured 

as the percentage of independent directors relative to the total number of directors on the board, 

indicating the degree of monitoring effectiveness and governance quality. 

Several control variables are incorporated to account for firm-specific characteristics 

that may affect firm performance. Firm size (FRMSIZE) captures the operational scale of the 

firm and is measured by natural logarithm of total assets. Firm age (FRMAGE) represents the 

number of years a firm has been in existence since incorporation, serving as a proxy for firm 

maturity and market experience. Debt ratio (DEBTR) measures the firm’s financial leverage 

and is calculated as total debt divided by total assets. 

 

 

RESULTS AND DISCUSSIONS 

 

Descriptive Analysis   

 
Table 1: Descriptive Statistics 

Variable Mean 

Standard 

Deviation (SD) Minimum Maximum Observations 

ROA 5.386598 8.110131 -17.36 56.176 580 

ROE 9.135102 14.02302 -41.366 84.517 580 

BSIZE 8.712069 2.16301 5 16 580 

BGDV 0.1226535 0.0328978 0.0625 0.4 580 
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BIND 0.9721203 0.2526926 0.2727273 1.6 580 

FRMSIZE 15.05219 1.656572 11.06531 19.89273 580 

FRMAGE 41.3431 28.2089 1 224 580 

DEBTR 0.2547891 0.16826 0.0011048 0.8524185 580 

 

Table 1 presents the descriptive statistics for the variables used in this study, based on 580 firm-

year observations. The results indicate that firms, on average, recorded a ROA of 5.39% and a 

ROE of 9.14%. Both performance indicators display substantial variability (SD = 8.11% for 

ROA; SD = 14.02% for ROE), with values ranging from –17.36% to 56.18% for ROA and –

41.37% to 84.52% for ROE. This dispersion reflects notable heterogeneity in profitability 

among firms, where some experienced losses while others achieved exceptionally high returns. 

Regarding board characteristics, the average board size (BSIZE) is about 8.71 

members, consistent with governance guidelines promoting moderately sized boards to balance 

expertise and coordination. The mean board gender diversity (BGDV) stands at 12.3%, with 

limited variation (SD = 3.29%), indicating that female representation on Malaysian boards 

remains relatively low. Meanwhile, board independence (BIND) averages 97.2%, suggesting 

that most boards are dominated by independent directors, reflecting strong compliance with 

corporate governance requirements. 

In terms of firm-specific attributes, the mean firm size (FRMSIZE), measured as the 

natural logarithm of total assets, is 15.05, with modest variation, implying that most firms are 

medium to large in scale. Firm age (FRMAGE) averages 41 years, ranging from newly 

established to highly mature firms (maximum = 224 years), demonstrating a broad spectrum 

of corporate lifespans. The average debt ratio (DEBTR) is 25.5%, indicating moderate leverage 

levels among the sampled firms. However, the range from 0.1% to 85.2% reveals significant 

diversity in financing strategies. 

Overall, these descriptive statistics highlight considerable variation across firms in 

terms of financial performance, governance structure, and firm demographics. Such 

heterogeneity underscores the appropriateness of using a fixed effects model to control for 

unobserved firm-level characteristics in subsequent regression analyses. 

 

Correlation Analysis 

   
Table 2: Pearson Correlation Coefficient 

Variables ROA ROE BSIZE BGDV BIND FRMSIZE FRMAGE DEBTR 

ROA 1.0000        

ROE 0.8996 1.0000       

BSIZE -0.1337 -0.0806 1.0000      

BGDV 0.1500 0.0925 -0.8792 1.0000     

BIND 0.1714 0.1048 -0.9389 0.8678 1.0000    

FRMSIZE -0.2552 -0.1714 0.4068 -0.3795 -0.4054 1.0000   

FRMAGE -0.1984 -0.2281 0.0497 -0.0613 -0.0610 0.1267 1.0000  

DEBTR -0.2490 -0.0957 0.1358 -0.1250 -0.1531 0.3734 -0.0092 1.0000 

 

Table 2 presents the Pearson correlation coefficients among all study variables. The results 

show a strong positive correlation between return on assets (ROA) and return on equity (ROE) 



UNIMAS REVIEW OF ACCOUNTING AND FINANCE 

VOL. 9(1), 2025 

 

160 | P a g e  

 

(r = 0.8996), indicating that firms with higher asset efficiency also tend to generate superior 

shareholder returns. 

 

In relation to firm performance, board size (BSIZE), firm size (FRMSIZE), firm age 

(FRMAGE), and debt ratio (DEBTR) display weak negative correlations with ROA and ROE. 

This suggests that larger, older, and more leveraged firms may experience slightly lower 

profitability, possibly due to higher operating complexity and financial burden. Conversely, 

board gender diversity (BGDV) and board independence (BIND) exhibit weak positive 

associations with both performance indicators, implying that firms with more independent and 

gender-diverse boards may achieve marginally better financial outcomes, consistent with the 

agency theory perspective that diverse and independent boards enhance oversight and decision-

making quality. 

The correlation matrix also reveals strong interrelationships among governance 

variables. Board size (BSIZE) is highly negatively correlated with both board independence 

(BIND) (r = –0.939) and board gender diversity (BGDV) (r = –0.879), suggesting that larger 

boards tend to have fewer independent and female directors. Meanwhile, BIND and BGDV are 

strongly positively correlated (r = 0.868), indicating that firms emphasizing board 

independence often also promote gender diversity, reflecting alignment with best governance 

practices. Furthermore, firm size (FRMSIZE) is positively associated with both board size 

(BSIZE) and debt ratio (DEBTR), implying that larger firms typically have bigger boards and 

greater reliance on debt financing. 

Overall, the correlation results indicate that while governance and firm characteristics 

exhibit various interlinkages, most correlations with firm performance are modest in 

magnitude. The high correlations among certain board variables warrant careful attention to 

multicollinearity, which was subsequently addressed in the regression analysis.  

 

Regression Analysis 

 

Diagnostic tests confirmed that the fixed effects model was the most appropriate for this study. 

To address the issues of heteroskedasticity and serial correlation, robust standard errors were 

applied.  Table 3 presents the fixed effect regression results examining the impact of board 

characteristics on firm performance, measured by ROA and ROE. Model 1 uses ROA as the 

dependent variable, while Model 2 employs ROE. The analysis also includes firm size, firm 

age, and debt ratio as control variables to capture firm-specific effects. 

 
Table 3: Regression Results 

  Model 1 Model 2 

  ROA ROE 

BSIZE 0.8816 1.4309 

 (0.112) (0.138) 

BGDV 1.9569 6.0255 

 (0.513) (0.247) 

BIND 6.3811 8.7255 

 (0.214) (0.359) 

FRMSIZE 2.9589* 7.5790*** 

 (0.083) (0.006) 

FRMAGE -0.0781 -0.2510 

 (0.658) (0.461) 
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DEBTR -9.6859*** -16.1516** 

 (0.005) (0.014) 

   

Number of Observations  580 580 

R-squared 0.0059 0.0004 
Robust Standard errors are in parentheses. *, Statistically significant at 10% level.  

**, Statistically significant at 5% level. ***, Statistically significant at 1% level. 

 

The findings indicate that board size (BSIZE) exhibits a positive but statistically 

insignificant relationship with firm performance in both models. This suggests that while a 

larger board may provide access to diverse expertise and advice, the marginal benefits may not 

be substantial enough to significantly enhance firm profitability. Hence, Hypothesis 1 is not 

supported. This outcome aligns with prior studies that argue excessively large boards can lead 

to coordination inefficiencies and slower decision-making processes, thereby offsetting 

potential governance benefits. 

Similarly, board gender diversity (BGDV) is positively associated with both ROA and 

ROE, yet the relationships are statistically insignificant. Although the positive coefficients 

imply that greater female representation on boards could contribute to improved strategic 

oversight and decision-making quality, the lack of significance suggests that gender diversity 

effects remain limited among Malaysian listed firms. Thus, Hypothesis 2 is also not supported. 

This finding is consistent with mixed empirical evidence in emerging markets, where cultural 

and structural factors may constrain the influence of gender-diverse boards on firm outcomes. 

The results for board independence (BIND) show positive but insignificant effects on 

ROA and ROE. This indicates that a higher proportion of independent directors does not 

necessarily translate into improved financial performance. One possible explanation is that 

independent directors in Malaysian firms may play a more symbolic role in fulfilling regulatory 

requirements rather than actively influencing operational and strategic decisions. 

Consequently, Hypothesis 3 is not supported. 

Among the control variables, firm size (FRMSIZE) shows a positive and significant 

effect on both ROA and ROE. This implies that larger firms tend to achieve higher profitability, 

likely due to economies of scale, greater resource access, and enhanced market power. 

Conversely, firm age (FRMAGE) is negatively associated with firm performance but remains 

statistically insignificant, suggesting that older firms do not necessarily outperform younger 

ones. In contrast, debt ratio (DEBTR) displays a strong and negative relationship with both 

ROA and ROE. This finding implies that higher leverage adversely affects profitability, 

possibly due to increased financial risk and interest obligations that constrain managerial 

flexibility and resource allocation. 

The R-squared values for Model 1 (0.0059) and Model 2 (0.0004) indicate that the 

explanatory power of the models is relatively low, suggesting that other unobserved factors 

may play a more substantial role in determining firm performance beyond the examined board 

attributes. 

Overall, the regression results reveal that board characteristics—size, gender diversity, 

and independence—do not significantly influence firm performance among F4GBM 

companies. The findings highlight that firm-specific factors, particularly firm size and financial 

leverage, have stronger impacts on profitability. These results provide evidence that corporate 

governance mechanisms alone may not guarantee superior performance unless supported by 

sound financial management and efficient operational practices. 
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The insignificance of board-related variables can be explained by several factors. First, 

companies listed in the F4GBM Index are required to adhere to sustainability and governance 

benchmarks, resulting in a high degree of homogeneity in governance practices that limits 

variability in board characteristics. Second, some firms may engage in symbolic compliance, 

adopting diversity and independence measures mainly to meet regulatory requirements rather 

than as a genuine performance-enhancing strategy. Third, the study period from 2019 to 2023 

coincided with the COVID-19 pandemic, during which macroeconomic disruptions may have 

overshadowed the influence of corporate governance factors. Lastly, board diversity and 

independence might exert a greater impact on non-financial outcomes—such as sustainability 

performance, corporate reputation, or ESG scores—rather than on short-term financial 

indicators like ROA and ROE. 

 

CONCLUSION 

 

In conclusion, this study examined the impact of board composition—specifically board gender 

diversity, board size, and board independence—on firm performance among companies listed 

on the F4GBM Index of Bursa Malaysia over the five-year period from 2019 to 2023. Firm 

performance was assessed using ROA and ROE, guided by agency theory, which posits that 

well-structured boards reduce agency costs by improving oversight and aligning management 

decisions with shareholder interests. This study provides evidence that board composition 

variables—board size, board independence, and board gender diversity—do not significantly 

influence firm performance among Malaysian firms listed on the F4GBM Index. Instead, firm-

specific characteristics such as size and leverage play a more substantial role in explaining 

variations in profitability. 

The findings imply that within the F4GBM context, where governance standards are 

already high and relatively uniform, differences in board structure may not create performance 

advantages. For policymakers and regulators, this suggests that enhancing board diversity and 

independence alone may not guarantee superior financial performance unless accompanied by 

active governance engagement and strategic oversight. Future research may consider 

incorporating non-financial performance indicators like ESG scores or innovation outcomes 

and longer time horizons to better capture the broader impact of board composition on firm 

success. 
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