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Abstract: The purpose of this study to examine the relationship between the internal corporate governance mechanism
related to the board of directors’ characteristics namely (board independence and frequency of board meetings) and firm
performance in Jordanian listed firms. The study used Cross-sectional data for the year 2013, with a sample of 64 industrial
firms listed in the Amman Stock Exchange. Firm performance was measured by return on assets (ROA) as an accounting-
based performance measure. The current study utilized multiple linear regression analysis to test the hypotheses and examine
the relationship between the board of directors’ characteristics namely (board independence and frequency of board meetings)
and firm performance. The findings showed that board independence is significantly and positively related to ROA. The
current study found an insignificant relationship between the frequency of board meetings and firm performance measured by
ROA. These results indicate that the monitoring role of the more independent board could have a significant influence on firm
performance. Contradictory to expectation, the result of this study reveals that the frequency of board meetings do not
determine the performance of industrial Jordanian firms. Further, Current study findings provide the idea to future researchers
for further empirically explore the importance of the board of director's characteristics in Jordan. This study provides several

important implications for the theory, regulatory authorities and policy makers and academia and researchers.
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1. Introduction

In the current global business environment, business
organizations increase their continued struggle to achieve a
high record of growth to attract investors who will be willing
to finance the future investment projects of their firms. In
today’s competitive business environment stability and
profitability are key factors influencing the decision to invest
in firms [1]. This justifies the inability of deteriorating
businesses to raise funds for their investment projects. This
situation can affect not only the specific business
organisations but also the overall economic performance. To
safeguard and protect the firm business environment,
governments throughout the world have been enhancing
effort for the implementation of corporate governance
mechanisms. Moreover, “good corporate governance is
essential for the economic growth led by the private sector
and for the promotion of the social welfare” [2].

Similarly, Li, Bruton and Filatotchev reviewed the relevant

literature in the field of corporate governance and identified
two ways through which the corporate governance
mechanisms can affect firm’s financial performance [3]. First,
it can broaden the access to financial resources that enhance
company’s profitability and growth through new project
investments. Second, it can help the company to minimize
the cost of capital and enhance the overall company value.
This study purposes to look at the effect of BOD
independence and board meeting frequency on the
performance of listed firms in Amman Stock Exchange. Prior
empirical studies in developed and developing countries have
been considered for the current study research framework.
The prior literature also used to develop hypotheses for
objective attainment. According to preceding studies, there
are many ways to measure corporate governance, however,
this study will consider only: (i) board of director’s
independence; and (ii) board meeting frequency. Similarly,
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prior studies also suggested return on asset (ROA) as a
measurement of firm financial performance.

Further, the remaining part of this paper consists of
literature review, research methodology, analysis, and
discussion. Furthermore, this paper provides some
recommendations for future studies.

2. Literature Review and Hypotheses

Evidence from previous empirical studies from academic
literature has sought to confirm the effect of corporate
governance on a firm’s financial performance. A literature
review from relevant academic studies have indicated the
following characteristics applied to corporate governance
such as: (i) board of director’s independence; and (ii) board
meetings frequency. Each of these characteristics are
discussed in detail below.

There are many empirical prior studies regarding the
relationship between corporate governance and firm financial
performance. Previous studies indicated that there are some
characteristics of corporate governance. Most of the studies
empirically proved that the board of director independence
and board meeting frequency are the significant
characteristics of corporate governance. This section will
briefly describe the literature on both of these characteristics
in below.

2.1. Board of Director’s Independence

Board independence relies on the firm which is considered
as a primary incentive for board monitoring. Bosse and
Phillips suggests that independent of the board of directors is
an added value to a firm as it increase the responsibility,
provide judgment of self-governance, increase business
network connections between the board and executive, and
moderating the power of the CEO and chairman of the board
which in many companies is an adequately powerful [4].
Thus, when the non-executive or outside directors are
independent from the management, there could be the
possibility of providing superior benefits to the firm financial
performance.

On the other side, a negative effect of high board of
director's independence on firm financial performance was
found by [5]. Primarily, their work were conducted on the
influence of board composition of firm financial performance
with the integration of significant ownership concentration
among listed Canadian firms covering the period of 1993 to
1997. It was revealed by their study that firms that increase
the proportion of outside in the following year’s director
performed poorly compared to others. Thus, the suggestion
has been made that inclusion of outside directors will boost
the firms’ financial performance.

Board of director's independence exhibits that board
members do not depend on the CEO and management due to
its composition issues. External board members are not

involved in the daily firm operations, but they are more likely
to cogitate more independent when it comes to the financial
performance of the firm. Moreover, their experiences support
in generating novel perspectives and ideas regarding earning
performance [6]. Similarly, the main role of non-executive
directors is to provide protection to shareholders’ interests
while making firms decisions [7].

The agency theory stated that an essential conflict among
the interests of the owner and manager in firm [8, 9]. For
corporate governance, the agency theory shows that
inadequate monitoring approaches should be secured
shareholders from mean attitude of management. Thus, the
majority of external directors on the board are considered to
have a positive effect on firm financial performance 8, 10].

Few researches do not show effect of non-executive
directors on the board and firm financial performance [11-
14]. However, there are also number of researches that do not
show any improvement in the firm financial performance due
to outside directors of the board; for instance, Armstrong,
Core and Guay described that there is a significant
relationship between the board composition and firm
financial performance, also stated that firms with less-profit
must have to face business issue through great wisdom and
high rate of independent board directors [15]. Hence, the first
hypothesis is as follows:

H;: There is a positive relationship between independence
board of director's and firm financial performance.

2.2. Frequency of Board Meetings

Owing to the board effectiveness importance on firm
financial performance, numerous studies were conducted in
various developed and developing countries. Finding from
developed countries assured the positive relationship between
BOD meetings and firm financial performance [16-20].
Likewise, in the developing countries studies confirmed such
positive relationship such as [21-26]. Contrarily, some
studies revealed the negative influence of the board meeting
on firm financial performance in developed countries such as
[27-29]. Such negative influence was also discovered in
developing countries [26, 30-32]. Nevertheless, some studies
document the insignificant relationship between board
meetings and performance of firms [16, 32, 33]. Hence, the
second hypothesis is as follows:

H2: There is a positive relationship between board
meetings frequency and firm financial performance.

3. Measurement of Variables

This study used variables for empirical test which are: (1)
firm financial performance as dependent variable; (2) Board
independence and board meeting frequency as independent
variables. The table below exhibits the variables
measurement with prior employed studies references.
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Table 1. Measurements of Variables in the Study.

Variables Definition Measurement

Dependent variable ROA Return on asset Earnings (before tax) divided by total assets of the firm
Independent variables IND Board of director’s independence the percentage of independent directors on the board (% indep)
FBMET Board meetings frequency number of meetings held by BOD’s during a year

4. Sample of Data

The population for this study is the industrial firms listed at
Amman Stock Exchange (ASE) Jordan, which are divided into 10
sub-sectors and comprised of 64 firms. Secondary data using
annual report was utilized for the purpose of the study for the
industrial firms listed on ASE for the year 2013.

The selection of 64 firms as a sample in this study is expected
to give the clear and comprehensive result. Furthermore, these
listed companies would provide information about compliance
with the code of corporate governance (CCG). It is anticipated
those companies have good practices of corporate governance as
they are required to disclose compliance with CCG in their
financial reporting.

Table 2. Descriptive Statistics of Variables.

Variables N Minimum Maximum Mean Std. Dev.
IND 64 0.40 1.00 0.92 0.19
FBMET 64 6.00 12.00 7.33 1.46
ROA 64 -0.29 0.29 0.02 0.09

5. Results and Discussions

Table 3 shows the correlations between the independent
variables and dependent variable. From the output, it is clear that
independent variables including independence of the BOD’s (IND)
and Frequency of Board Meeting (BMEET) are positively
correlated with (ROA).

The value for correlation between independence of the BOD’s
(IND) and ROA is a positive 0.38. The positive sign means that
ROA increases as the number of independent directors’ increases,
and vice versa. To see the strength of the relationship between
ROA and independence of the BOD’s (IND), the value of
correlation is assessed using the 2-tailed test. Based on the value
of 0.38, it can be determined that there is a weak effect of
independence of the BOD’s (IND) on ROA at 0.05 by using the
2-tailed test. Other studies also showed positive effects of the
number of independent BOD’s on ROA such as [34, 35].

Furthermore, frequency of board meeting (FBMET) shows an
insignificant positive 0.04 correlations with ROA at 0.05 using the
2-tailed test. Thus, this implies due to non-existence of significant
correlation between the board meeting frequency and financial
performance of firm as measured by ROA. Past studies also
revealed board meeting and the firm financial performance
positive relationship [28, 30].

Table 3. Correlation Matrix among Variables.

Variables ROA IND FBMET
ROA 1

IND 0.38 1

FBMET 0.04 -0.09 1

Table 4 demonstrated the result for the multiple regression
models with firm financial performance. This table showed
the value of R Square and adjusted R Square for the
regression model.

ROA=a0 +B1IND+B2FBMET+¢

Table 4. Multiple Regressions.

Model R R Square

Adjusted R Square

Std. Error of Estimates

384 148 120

086

Table 4 displays multiple regression model results for the
dependent variable; ROA. From the table, it showed the value for
adjusted R Square is 0.12 indicating 12% strength of the
independence of the BOD’s and Frequency of Board Meeting
with firm financial performance. R square statistically measure
coefficient of multiple determination for multiple regression.

Table 5. Anova.

Model Sum of quares  df. Mean Square  F Sig.
Regression 077 2 039 5.278 .008
Residual 447 61 007

Total 524 63

Another measure to see if the model is good in predicting
firm financial performance is the significance of the value of
F. Based on Table 5, the value is 0.008. Since the value is less
than 0.05, the whole regression is said to have a good fit.

Table 6. Coefficients.

Unstandardized Coefficients

Model B Std. Error T Sig.
Constant -284 105 -2.713 009
IND 296 092 3.230 002
FBMET 005 007 630 531

Regarding the independence of the BOD’s, the result
shows that it is significantly related to ROA. This study
provides the support to prior studies argued that in
developing nations, some directors may not prospective for
the reduction in agency conflicts which related to possible
excess resources mismanagement, because of the fact that
they were not elected based on their skills and experience,
rather it is mostly due to political causes, for legitimating
business operations, for associations and agreements [36, 37].
Also, few studies do not represent that there is no
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relationship between independence of the BOD’s and ROA
such as [11-13].
Furthermore, Table 6 also illustrates that frequency of

board meeting have no effect on ROA this is in agreement
with past studies findings [16, 32].

Table 7. Summary of the Hypothesis Testing.

Number Hypothesis Result
H1 There is a positive relationship between independence board of director's and firm financial performance. Supported
H2 There is a positive relationship between board meetings frequency and firm financial performance. Not Supported

6. Conclusions

The first objective was to determine the influence of
independence of the BOD’s on firm financial performance. In
order to accomplish this objective, hypothesis was affirmed
as “there is a positive relationship between independence of
the BOD’s and firm financial performance”. Accordingly, the
regression analysis result showed that independence of the
BOD’s had a positive effect on firm financial performance
(ROA). Consequently, this finding supported the hypothesis.
This study is aligned with [38-40] findings. The findings of
current study followed the agency theory which discuss the
independent director’s effect on the firm board that minimize
agency difficulties. Therefore, it can be concluded that a high
level of BOD independence enhances firms’ financial
performance.

The second objective was to determine the influence of
board meeting frequency on firm financial performance. In
order to accomplish this objective, hypothesis was affirmed as
“there is a positive relationship between frequency of board
meetings and firm financial performance”. Accordingly, the
regression analysis result showed that frequency of board
meeting had no significant effect on firm financial
performance (ROA). Consequently, this finding does not
support the hypothesis. This result followed the findings of
[16, 32]. Therefore, it can be concluded that a lower number of
board meeting will enhance firms’ financial performance.

This finding can be justified based on many reasons such
as differences in corporate law, capital markets, internal
capital structure of the firm, and structure of company
ownership. The aforementioned factors are different as
applied in Amman Stock Exchange compared to developed
countries, which may have had a hand in influencing the
relationship. Moreover, the present study has been conducted
in 2015 relying on 2013 data for industrial listed firms in
Amman Stock Exchange. Owing to the early stage of
implementation of corporate governance in Jordan, the rules
for governance and control mechanisms have still not been
effectively enforced, which may affect the board meeting
frequency and firm financial performance relationship.

Current study findings provide the idea to future
researchers for further empirically explore the importance of
board of director's characteristics in Jordan. As long as the
implementation of the Corporate Governance Code is at its
initial stage in Jordan, the gap leads to vague explanations
and requires further studies. Therefore, this study can
encourage and highlights some recommendations for future
studies to be conducted in the area of interest, and to

overcome the limitation encountered by this study. The
recommendations are highlighted as follows:

Include other listed firms either the industrial firms by
making use of a different method such as financial and
services firms.

Consider other financial performance measurement such as
EPS, ROE, Tobin's Q and ROI.

Extend the period of using data for more than one year,
through time-series or panel data analyses.

Consider other aspects of BOD’s characteristics variables
that are not included in the current study to further examine
firm financial performance. Such variables may include
remuneration and nominating committees, the board of
director's frequency and experience of the board of directors.
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