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ABSTRACT 
 

This study integrates upper echelons and contingency perspectives 

in examining the effects of boards of directors on firm reputation.  First, using upper 

echelons theory, I derive hypotheses about how the human and social capital, and the 

demographic characteristics of the board affect corporate reputation.  Second, I  examine 

how fit with an ideal profile of board characteristics -- including board expertise, board 

social capital, and board demographic diversity -- impacts firm reputation.  Finally, using 

a contingency perspective, I look at how the importance of fit with the ideal profile varies 

across different environmental characteristics.  My results indicate that board-level 

expertise, social capital, and gender diversity have positive effects on firm reputation. 

Moreover, misalignment from the ideal board profile based on these three characteristics 

has a negative effect on firm reputation, and this effect is stronger for firms operating in 

industries with high need for legitimacy.  This study seeks to contribute to strategy 

research and practice by proposing that corporate governance research and managerial 

practice can benefit from a perspective that considers a more nuanced picture of the board 

of directors. 
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INTRODUCTION 

 
In the past decade, boards of directors have become “the center of gravity for corporate 

authority and oversight” (Steingraber and Kane 2010). Although board composition differs 

widely in terms of the individual directors’ demographic characteristics and career paths (Fich 

2005; Norburn and Birley 1988; Useem and Karabel 1986), corporate governance scholars have 

focused their attention on the study of team-level structure variables (such as board size, 

proportion of outsiders, number of interlocks) on corporate strategy and performance, while 

neglecting the study of the individual members of these boards and the context within which they 

operate (Hillman, Nicholson, and Shropshire 2008; Huse 2005; Jensen and Zajac 2004; Petrovic 

2008). This focus on board structure variables originates in the preponderance of agency theory 

and resource-dependence theory as theoretical frameworks for the study of corporate governance 

(Hillman and Dalziel 2003; Nicholson and Kiel 2007; Petrovic 2008; Rindova 1999).  Although 

these theories have provided good theoretical explanations and led to corporate governance 

reforms, they have proved to be of limited usefulness in explaining the link between board 

structure and firm performance (Dalton et al. 1998; Dalton et al. 1999).  Thus, in order to 

understand how board governance impacts important firm-level outcomes, it may be valuable to 

look to other strategy lenses that have helped researchers to better understand the role of 

directors in strategy formulation, problem-solving, and firm growth (Jensen and Zajac 2004; 

Lynall, Golden, and Hillman 2003; Petrovic 2008).  

Upper echelons (UE) theory and contingency theory can illuminate the relationship 

between board composition, the firm’s external environment, and the company’s reputation. I 
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use these theories to discuss how the strategic fit of board characteristics with the firm’s 

environment would impact the firm’s reputation. 

The aim of this paper is to integrate upper echelons and contingency perspectives in the 

study of the impact of the board of directors on firm reputation. First, using upper echelons 

theory, I derive hypotheses about how the human and social capital, and the demographic 

characteristics of the board affect corporate reputation.  Second, I examine how fit with an ideal 

profile of board characteristics -- including board expertise, board social capital, and board 

demographic diversity -- has an impact on firm reputation.  Finally, using a contingency 

perspective, I look at how the importance of fit with the ideal profile varies across different 

environmental characteristics.  This study seeks to contribute to strategy research and practice by 

proposing that corporate governance research and managerial practice can benefit from a 

perspective that considers a more nuanced picture of the board of directors. 

Several reasons differentiate my theoretical model from previous management research. 

First, although my study is rooted in upper echelons theory, I center on the board of directors.  

Although in the last decade a number of researchers have begun to use the UE perspective to 

study directors (Golden and Zajac 2001; Goodstein, Gautam, and Boeker 1994; Rindova 1999), 

the CEO and the executive team remain the focus of most upper echelons research. Second, I 

consider the issue of fit between board composition and the firm’s environment as a key element 

of a company’s strategy. I examine fit along a number of dimensions including board expertise, 

board social capital, and board demographic diversity.  As a result, this board composition-

environment fit goes beyond current governance prescriptions --which, for instance, indicate that 

a board with a majority of independent directors is always best-- to determine what is the optimal 

board composition given a company’s current environment.  Finally, I study the effect of the 
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board of directors on corporate reputation. There is very little research on the antecedents and 

outcomes of corporate reputation (Lange, Lee, and Dai 2011), an increasingly important asset 

that has received scant attention in corporate governance research (Bernasek 2010; Miller and 

Triana 2009).  Corporate reputation impacts a variety of strategic outcomes, including 

organizational performance (Dawar and Parker 1994; Haynes and Hillman 2010; Roberts and 

Dowling 2002; Tonello 2007).  Although directors’ characteristics have been linked to firm 

performance, we still have little understanding of their effect on corporate reputation -- one of 

the drivers of performance.  Companies can use the characteristics of the members of the boards 

as signal of their own characteristics.  Thus, through their association with desirable directors, 

firms may bolster their own reputation (Certo 2003; Withers, Hillman, and Cannella 2012).  

The specific research questions I seek to answer in this study are: How do the human and 

social capital and the demographic characteristics of the board affect a firm’s reputation? Is 

there an “optimal” board composition given a company’s environmental conditions (dynamism, 

complexity, and need for legitimacy)? Does the fit between board characteristics and 

environment affect firm reputation? To answer these questions, I build on insights from 

Hambrick and Mason’s (1984) upper echelons theory of strategy, and contingency theory (Hofer 

1975; Venkatraman 1989). As part of the organizational upper echelons, the current roles of the 

members of the board of directors increasingly go beyond monitoring and controlling the power 

of managerial agents. The board of directors must also participate in strategy formulation and the 

provision of resources, and are increasingly responsible for the organization’s reputation and 

performance (Baysinger and Hoskisson 1990; Golden and Zajac 2001; Goodstein, Gautam, and 

Boeker 1994; Hillman and Dalziel 2003). However, we need to determine the conditions that 

affect the board’s ability to successfully fulfill these roles. As Donald Hambrick aptly puts it: 
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“Boards matter immensely, especially under certain circumstances.” (Hambrick, Cannella, and 

Pettigrew 2001:39) 

I seek to contribute to the strategic management field in multiple ways. First, I study the 

effect of boards on firm reputation, a dependent variable that has rarely been explored in 

corporate governance research. Although there has been some recent interest on how boards can 

safeguard a firm’s reputation (Tonello 2007), there has been a lack of attention on the issue of 

how board members by virtue of their own reputation, personal and professional capital, and 

social standing are building blocks of the reputation of the firms in which they serve. Directors 

may enhance the status and credibility of their firms (Daily and Schwenk 1996; Hambrick and 

D'Aveni 1992)  and thus, I see the directors as both drivers and guardians of the firm’s 

reputation.  According to a popular newsletter for corporate directors:  

Directors are in a unique position. They’re not as visible as CEOs, but they are the 
embodiment of how well a company is governed, over and above its day-to-day 
operations. What will go a long way to restore public confidence in business is the 
perception that those who govern corporate America are doing their best and taking their 
responsibilities seriously, willing to take action quickly when warranted, and intensely 
focused on business decisions that will have an impact on shareholders, employees, or 
society (Dilenschneider and Ettorre 2009).  
 

Second, I aim to answer calls for research about what constitutes a good board (Muth and 

Donaldson 1998; Van den Berghe and Levrau 2004) by establishing the characteristics of an 

‘ideal’ board.  Specifically, I want to identify what is the best configuration of a board of 

directors in terms of its individual constituents, going beyond the insider/outsider labels. 

However, I contend the characteristics of these ‘ideal’ boards are contingent on the environment 

in which the firm operates (Zahra and Pearce 1989). Finally, I seek to understand how a board’s 

fit with this ‘ideal’ board profile affects firm reputation – a position also rooted in contingency 

theory (Venkatraman 1989).   
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In the sections that follow, I start by reviewing the literature on upper echelons and board 

of directors. I also present a brief review of the literature on firm reputation as a strategic asset. I 

then present my conceptual model and hypotheses. Finally, I delineate the next steps in testing 

my models, and offer discussion, and implications for theory and practice.



THEORETICAL BACKGROUND 

 

Upper Echelons and Board of Directors 

The characteristics of top management teams (TMTs) and their influence in strategic 

decisions have been at the front of strategic management research since Donald Hambrick and 

Phyllis Mason formulated the Upper Echelons (UE) theory in 1984 (Hambrick and Mason 1984). 

A widely cited theory (Carpenter, Geletkanycz, and Sanders 2004), UE emphasizes the effect of 

top managers in organizational outcomes, through their influence in the firm’s strategic choices 

(Hambrick and Mason 1984). This perspective has motivated research in several specific areas, 

like the study of boards and directors, chief executive succession, selection and compensation, 

and the relationships between the composition of TMTs (e.g. functional or demographic) and 

different aspects of the organization (Pettigrew 1992).  

Upper echelons theory focuses on the study of TMTs according to the observable 

characteristics of its members. Demographic characteristics are the variables of choice in studies of 

the managerial elites for reasons best summarized by Pfeffer (1983:352) as: “parsimony, 

comprehensibility, logical coherence, predictive power, and testability”. These observable 

characteristics are thought to influence the behaviors, preferences and values of the individuals.  

Demographic characteristics are used as proxies, because direct cognitive and psychological 

measures are more difficult to operationalize and measure (Carpenter, Geletkanycz, and Sanders 

2004; Hambrick and Mason 1984). In their initial formulation of UE theory, Hambrick and Mason 

(1984) proposed that both psychological and observable characteristics of the upper echelons 

determine organizational performance through their influence on strategic choices. The observable 

variables initially proposed by Hambrick & Mason (1984) included age, functional tracks, other 
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career experiences, education, socioeconomic roots, and financial position. These variables, 

however, were not meant to be exhaustive and demographic characteristics like race and gender 

have been included in recent studies of upper echelons (Carpenter, Geletkanycz, and Sanders 2004; 

Richard et al. 2004; Westphal and Milton 2000).  Moreover, study of the TMT involves an 

understanding of both the central characteristics of the entire team, and the intra-team variance, or 

group heterogeneity (Hambrick and Mason 1984).  

In addition to focusing on demographic characteristics, upper echelons theory also 

emphasizes the study of an entire group, the TMT (Hambrick and Mason 1984). Different 

definitions of this group have been used, and there is still controversy about the boundaries for 

inclusion of individuals as members of the top management team (Carpenter, Geletkanycz, and 

Sanders 2004). More traditional definitions of TMT include only a company’s executives, whereas 

a more broad definition known as supra-TMT incorporates the board of directors as well as the 

executives (Finkelstein and Hambrick 1996; Jensen and Zajac 2004).  Using the traditional 

definition of TMT as encompassing only a company’s executives, studies consistently support the 

upper echelons propositions (Carpenter, Geletkanycz, and Sanders 2004; Hambrick 2005). For 

instance, the cognitive characteristics of top executives have been associated with the strategies 

chosen by companies, the international experience of the TMT has been related to the 

internationalization of a firm’s strategies, and the executives’ educational level has been related to 

innovation in a variety of industries (for a review see Hambrick 2005).  

A second line of research extends the definition of the TMT to study the effects not only of 

the firm’s executives but also the board’s influence on company strategy (Rindova 1999). This 

research can be divided into three different streams. First, a stream of research that specifically uses 

an upper echelons perspective to examine the role of board of directors in a variety of strategic 
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choices but uses board structural variables - like board size, proportion of outsiders, and CEO 

duality among others – rather than the demographic variables traditionally used in upper echelons 

research. For instance,  Chaganti, Mahajan, and Sharma (1985) studied the differences in board size, 

composition (outsider proportion), and number of positions held by the chairman between bankrupt 

and nonbankrupt firms in the retail industry, and found that non-failed firms tend to have larger 

boards. Mueller and Barker (1997) compared board size, board composition, and other TMT 

characteristics (size, CEO duality, change in composition pre-decline) between turnaround and 

non-turnaround declining firms and found that turnaround firms are more likely to have dual 

CEOs, medium-size boards, and more independent boards than non-turnaround firms. Combining 

institutional and upper echelons theory to study the role of board involvement in strategic decision 

making, Judge and Zeithaml (1992) found that both the proportion of insiders in the board of 

directors and board size are negatively related to board involvement in strategic decision making.  

In Upper Echelons theory “primary emphasis is placed on observable managerial 

characteristics as indicators of the givens that a manager brings to an administrative situation.” 

(Hambrick and Mason 1984: 196).  Following this approach a second stream of research, which also 

extends the definition of TMT to include the board, uses demographic variables proposed by upper 

echelons theory but does not use the theory itself to hypothesize relationships or explain its findings.  

This group of papers uses measures such as gender, functional background, or age as proxies for the 

cognitive and emotional frameworks of top managers, but do not refer to upper echelons theory.  In 

this line of research, Goodstein, Gautam and Boeker (1994) found that board diversity, as measured 

by the heterogeneity of occupational or professional backgrounds, reduces the initiation of strategic 

changes; and also that when board diversity is taken into account, the proportion of outsiders on the 

board has no effect on strategic change.  Golden and Zajac (2001) also found that a number of 
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demographic characteristics of the board of directors – namely board age, tenure, occupational 

heterogeneity, the proportion of members from business occupations – affect strategic change.  

Finally a third and much smaller stream of research uses an upper echelons lens both as 

starting point for theorizing about the effects of the supra TMT on board strategy, and as a source 

for the operationalization of the variables of interest. Based on resource dependence theory (RDT) 

and upper echelons theory, Hillman, Cannella, and Paetzold (2000) developed a typology of the 

resource-dependence roles of board of directors and found significant changes in board 

composition, as measured by the professional and occupational background of the directors, before 

and after deregulation in the US airline industry.  Jensen and Zajac (2004) studied the effect of the 

board of directors’ financial background on organizational levels of diversification. These authors 

first studied the full board of directors and then disaggregated into executive and non-executive 

directors, and found that “rather than focusing on the corporate elites as an aggregate whole, one 

should distinguish between all the different subgroups of corporate elites that occupy similar 

governance position” (Jensen and Zajac 2004:521). An interesting application of the separation 

of TMT into executives and directors to further our understanding of strategic phenomena, is 

Yasemin Kor’s (2006) study of R&D investment strategy in high-tech firms, in which she studies 

the effects of managers’ tenure, shared team-specific experience, and functional background 

heterogeneity on R&D intensity and additionally evaluates how board independence and CEO 

duality moderate this relationship. This study belongs to a new line of research in 

entrepreneurship which has broadened the application of upper echelons theory to include the 

board of directors, because in entrepreneurial firms the actions of executives and directors are 

more intertwined. For example, Boeker and Wiltbank (2005) found that a board composition 

variable – proportion of outsiders – had no effect on changes in the top management team, whereas 
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a demographic variable – proportion of venture capitalists – was positively related to change in top 

management.  Carpenter, Pollock & Leary (2003), studied the international strategy of high-

technology IPO firms and found that the global experience of the board of directors strengthened the 

positive relationship between insider ownership and global risk-seeking. Also studying technology 

intensive firms, Kor and Misangyi (2008), found that the managerial industry experience of 

outsiders in the board of directors supplements the lack of experience of the executives in young 

entrepreneurial companies.  

I position my study under this third line of inquiry: an upper echelons perspective for both 

theory development and empirical testing of the effects of board of directors. I posit that the 

extension of upper echelons theory beyond the TMT to the study of the board of directors is 

pertinent for several reasons: First, upper echelons theory’s focus on the characteristics of top 

managers and their effects on firm-level outcomes can serve as basis to establishing effective 

procedures for director selection, education, and compensation which have become increasingly 

important as directors are ever more involved in strategy formulation and implementation.  

Second, as baby boomers move into the board room, the role of director will become increasingly 

professionalized and the characteristics and qualifications of directors will be more carefully 

scrutinized by governance activists, investors, and authorities (McLean 2006).  For example in 

December of 2009, the U.S. Securities and Exchange Commission (SEC) amended its rules 

regarding proxy solicitation and information statements to enhance the information companies 

provide shareholders and the public regarding the background and qualifications of directors and 

how the board considers diversity in the nomination and selection of board members (SEC Release 

No.. 33-9089);. Additionally, creating the right board “is no longer about finding the perfect CPA 

for the audit committee, a savvy CEO from a peer industry or a sharp academic who’s a tennis 
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whiz at the club” (Warner et al. 2010). According to Peter R. Gleason, managing director and 

CFO of the National Association of Corporate Directors (NACD), creating boards, replacing 

directors, and board succession planning require multiple approaches such as “recruiting skill 

sets versus recruiting names. You have to constantly look at what you need and what you have”. 

The evolution of the board of directors should help the company to reduce experiential overlaps 

and close professional gaps, according to both current and possible future challenges faced by 

the firm (Peter R. Gleason cited by Warner et al. 2010).   

This idea of creating the right board, with the skills and experience necessary for the 

company to successfully face the challenges presented by the environment (Nadler 2004; Zahra 

and Pearce 1989), poses two questions: What is “the right board”? And what environmental 

factors should companies take into account when thinking about creating this “right board”? 

Using the concept of fit can help to answer these two questions. 

 

The Contingent Effect of the Board of Directors  

Although early strategy scholars were interested in understanding how environmental 

variables such as the product life cycle and organizational variables like diversification affect the 

relationship between different corporate strategies and firm performance, contingency theory gained 

prominence in strategy research when in 1975 Hofer noted that:  

Unless one is willing to admit the possibility that there exists some strategy or set of 
strategies which are optimal for all businesses (corporations) no matter what their resources 
and no matter what environmental circumstances they face - an  assumption that is 
inconsistent with all research studies on business (corporate) strategy conducted to date - 
any theory of business (corporate) strategy must be a contingency theory (Hofer 1975: 785-
786).  
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According to contingency theory "the best way to organize depends on the nature of the 

environment to which the organization relates” (Scott 1992: 89). Thus, no strategy is considered 

“universally superior” (Venkatraman 1989: 424), and the effects of each strategy are dependent – 

or contingent – on factors like the organization’s environment, size, and strategy among others 

(Donaldson 2001; Hofer 1975). Although some researchers have criticized contingency theory 

for its lack of clarity (Schoonhoven 1981), for ignoring the role of culture in organizations (Child 

1981), and for problems in the conceptualization of the environment and its lack of universal 

prescriptions (Tosi and Slocum 1984),  this perspective has been widely used in strategy research 

(see Donaldson 2001 for a review).  

Although corporate governance scholars have rarely considered the context in which 

boards of directors need to operate (Carpenter 2002; Petrovic 2008; Zahra and Pearce 1989) the 

application of contingency theory to the study of TMTs and boards of directors is appropriate for 

at least two reasons. First, managers – and directors—‘create the organization’s relevant 

environment’ because ‘those environmental conditions that go unnoticed or are deliberately 

ignored have little effect on management's decisions and actions’ (Miles and Snow 1978: 20). 

Second, managers and directors are responsible for the alignment between the organization and 

its environment. They can both adjust the organization to environmental demands and attempt to 

change the environment to fit better with what the organization does (Miles and Snow 1978). 

Because the organization cannot be successfully aligned with the environment unless it has 

adequately assessed said environment, companies need to retain managers and directors that are 

capable of adequately scanning the environment and identifying the elements that are crucial to 

achieve superior performance. As Zahra and Pearce (1989:299) aptly put it ‘boards do not just 

exist or match environments; rather, boards are designed and developed to achieve this fit’.  
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Firm Reputation as a Strategic Asset 

According to Fombrun and Rindova (cited by Fombrun and van Riel 1997: 10), a 

corporate reputation is “a collective representation of a firm's past actions and results that 

describes the firm's ability to deliver valued outcomes to multiple stakeholders. It gauges a firm's 

relative standing both internally with employees and externally with its stakeholders, in both its 

competitive and institutional environments”.  

This definition highlights three important aspects of reputation. First, because it is an 

external perception companies may try to change their reputation; however, corporate reputations 

are largely outside the control of managers (Fombrun and Shanley 1990). Second, it results from 

the combined perceptions of disparate stakeholders, and thus affects a broad range of outcomes, 

such as purchase intentions, decisions to invest in the company, likelihood of recommending the 

company and/or its products, and intentions to work for the company (Fombrun and Shanley 

1990; Rao 1994). Finally, a firm’s reputation has meaning when compared to the reputation of its 

competitors. That is, the full benefits of reputation accrue to the most reputable firms vis-à-vis 

their rivals. These benefits include a variety of important organizational level-outcomes such as 

the quality of job applicants, access to capital markets, attractiveness to investors, and ability to 

charge premium prices, and long-term financial performance (Dawar and Parker 1994; Lange, 

Lee, and Dai 2011; Roberts and Dowling 2002; Tonello 2007).  

Lange, Lee, and Dai (2011) identify three conceptualizations of corporate reputation in 

the business literature: ‘being known’, ‘being known for something’, and ‘generalized 

favorability’. ‘Being known’ refers to the firm’s prominence and the stakeholder’s awareness – 

without judgment - of the firm (Barnett, Jermier, and Lafferty 2006). Conversely, ‘being known 

for something’ involves the stakeholder’s evaluation of specific attributes of the company, such 
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as quality, social responsibility, service, among others (Love and Kraatz 2009). Finally, 

‘generalized favorability’ represents an overall positive assessment of the firm – rather than the 

evaluation of a single attribute.  

I focus on the strategic view of corporate reputations. In this view, reputations derive 

from signals that originate in the firm and develop over time through repeated interactions 

between the organization and its stakeholders (Weigelt and Camerer 1988). In strategy, 

reputations are considered intangible assets that develop over long periods of time, are difficult 

for competitors to imitate and thus can be considered a barrier to entry into an industry for new 

firms (Caves and Porter 1977; Roberts and Dowling 2002). More importantly, a good reputation 

seems to create a virtuous cycle in which the market signals of good financial performance 

improve reputation and this in turns further improves financial performance (Roberts and 

Dowling 2002). 

 

Summary of the Literature and Assumptions 

My approach to the study of board of directors is rooted in upper echelons, resource 

dependence, and contingency theory. Hambrick and Mason (1984), Rindova (1999), and 

Carpenter, Geletkanycz, and Sanders (2004), represent the evolution of upper echelons theory. 

My extension of UE theory to the study of board of directors follows the studies of Finkelstein 

and Hambrick (1996), Mueller and Barker (1997), and Jensen and Zajac (2004), who have 

argued for the inclusion of directors on research about the effects of top management teams on 

organizational strategy.  In the extension I propose, I use upper echelons to define the 

characteristics of the ideal board of directors. Additionally, I use contingency theory to test how 

the deviation from this ideal profile affects firm reputation. My assumptions, constructs, and 
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model are generally supported by existing management research. First, the role of the boards has 

evolved from monitoring and provision of advice and resources to strategic decision making and 

strategy implementation (Baysinger and Hoskisson 1990; Forbes and Milliken 1999) and 

therefore it is important to look closely at characteristics of the boards of directors that have not 

been thoroughly explored by previous research. Second, the concept of ‘fit’ has been extensively 

used in strategy research, yet the perspective of ‘fit as profile deviation’ has not been applied to 

the study of the board of directors. Third, my theoretical conceptualization and underexplored 

empirical determination of the “right board of directors” has support in the literature and holds 

potential to contribute to research about the structure of the board of directors and also to 

management practice by providing a framework for the selection of board members. Fourth, firm 

reputation – my dependent variable – has been overlooked in board research despite the positive 

effect of corporate reputation on several important firm-level outcomes. And fifth, the contingent 

nature of the effects of board of directors has usually been tested using firm performance as the 

relevant outcome. I propose that we also need to determine the relevant environmental conditions 

to understand the effect of boards of directors on organizational reputation. 



HYPOTHESES DEVELOPMENT 

 

The question of what is the “right board” can be approached using different theoretical 

lenses. In corporate governance research, this question has traditionally been answered using agency 

and resource dependence theories. For instance, using agency theory many scholars have tested the 

effects of the proportion of outside directors, chairman/CEO duality, and other board composition 

variables on CEO compensation, firm performance, the use of greenmail, and many other outcomes 

(e.g. Baliga, Moyer, and Rao 1996; Conyon and Peck 1998; Kosnik 1987; Van den Berghe and 

Levrau 2004).  Yet, the results of these studies have been contradictory and in a 1998 meta-analysis 

of 54 studies of board composition and 31 studies of board leadership structure, Dalton et al (1998) 

found little evidence of a relationship between these variables and firm performance.  

Using resource dependence theory (RDT), management researchers have tried to find out 

what is the right board by investigating the role of board size, and the background of directors like 

bankers, attorneys, former government officials, etc. on corporate strategy and performance (e.g. 

Agrawal and Knoeber 2001; Hillman, Cannella, and Paetzold 2000; Mizruchi and Stearns 1994; 

Pfeffer 1972). A meta-analysis of 131 samples found a positive relationship between board size and 

performance (Dalton et al. 1999), a finding consistent with RDT’s proposition that a larger board 

provides more linkages to the environment and enhances the firm’s access to important resources.  I 

propose that in addition to these agency and RDT perspectives, upper echelons theory can also help 

to establish some of the characteristics that define “the right board”. 
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Demographic characteristics of the board and firm reputation 

The demographic characteristics of the board of directors of the most successful companies 

can serve as a starting point in determining an ideal board profile.  Although upper echelons 

research has mostly studied the characteristics of executives – mainly CEOs – other members of 

the board should also be considered in studies of TMTs, particularly in light of their increasing 

involvement in corporate strategy (Bezemer et al. 2007; Jensen and Zajac 2004; Pugliese et al. 

2009).  

I have developed the characteristics of the ideal board theoretically, based on numerous 

studies on the relationship between the demographic characteristics of executives and firm 

reputation. Based on upper echelons theory, I put forward that expertise, social capital, and 

demographic characteristics are relevant dimensions in determining the ideal board profile.  

The resources provided by directors are derived from their human and social capital (Kor 

and Sundaramurthy 2009; Lester et al. 2008).  According to Kor and Misangyi (2009: 982) human 

capital “refers to an individual’s set of knowledge and skills” or what Amabile (1999: 5) has called 

expertise, a concept that “encompasses everything that a person knows and can do in the broad 

domain of his or her work”. Social capital on the other hand, “refers to an individual’s ability to 

access resources through relationships” (Kor and Sundaramurthy 2009: 982).  The human and social 

capital of directors are related to their ability to provide strategic advice and information, and 

exercise control over top managers’ decision making – the two main roles of directors (Hillman and 

Dalziel 2003; Mizruchi 2004). However, despite the importance of the link between directors’ 

expertise and social capital and their ability to contribute to strategy and monitoring, this area of 

research has been rarely explored (Kor and Sundaramurthy 2009). More research effort has been 

dedicated to a third, more observable characteristic of boards, namely their demographic diversity 
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(Erhardt, Werbel, and Shrader 2003; Walt and Ingley 2003). Demographic diversity refers to the 

representation of gender, race, and age differences on board of directors. This diversity has been 

posited to create a larger pool of knowledge and foster creativity, thus promoting innovation and 

better performance (Watson, Kumar, and Michaelsen 1993). Thus, I consider three factors that give 

boards the capacity to effectively influence firm reputation: their human capital, social capital, and 

demographic diversity of directors.  

In order to be able to furnish a high level of advice and information, directors need to draw 

from a large pool of knowledge, experience, and skills (Forbes and Milliken 1999; Rindova 1999).  

What people know and can do, depends on factors like their formal education, practical experience, 

or interaction with other professionals (Amabile 1999). Thus, expertise is acquired through a long 

process in which people not only gain new knowledge and skills, but also increase their social 

capital, get to know the nitty-gritty of business, and also the effects of external constituencies.  As a 

result, in the process of building their expertise, people develop better information processing and 

decision making skills (Rindova 1999). Directors as a group come to the board with a variety of 

career backgrounds, education, professional affiliations, and other sources of expertise (Rindova 

1999). Individually, factors like education, previous jobs, and managerial career paths have been 

shown to explain access to boardroom positions (Useem and Karabel 1986). Collectively, board 

expertise has been positively related to differential firm performance in a variety of industries and 

countries (Jensen and Zajac 2004; Norburn 1986; Norburn and Birley 1988). Although some 

researchers have posited that outside directors are limited in their capacity to contribute to 

strategic decision making by their lack of information (Baysinger and Hoskisson 1990; Lorsch 

and MacIver 1989), empirical studies have shown that board expertise is related to improved 

corporate governance (DeFond, Hann, and Hu 2005), more relative power of the board in 
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relation to the CEO (Pearce and Zahra 1991), and the type of strategies – like acquisitions, 

diversification (Anderson et al. 2000; Subrahmanyam, Rangan, and Rosenstein 1997) – that 

companies pursue. Moreover, the managerial experience of outside directors has been shown to 

supplement the lack of top management experience in young entrepreneurial firms (Kor and 

Misangyi 2008). Even for more established firms, it is very likely that the expertise of inside 

directors is complemented by that of outside directors. Therefore, it can be proposed that: 

Hypothesis 1a: Board expertise is positively related to firm 
reputation.  

 
I need to consider not only the level of expertise, but also the different types of 

knowledge and skills that exist within the board of directors, what I call ‘heterogeneity of 

background’.  The board of directors may be composed of an homogenous group of individuals 

with similar life experiences and career paths, or it may be formed by directors with different 

types of education such as engineers, lawyers, or accountants; degrees of specialization in 

functional areas like marketing, R&D, or finance; and/or experience in different industries or 

markets. Even though senior executives and directors may be concerned with general 

management functions, their skills, abilities, and knowledge are shaped by their career paths 

(Miles and Watkins 2007).  In a board with different types of expertise, directors may share a 

basic understanding of the company and the industry, but the depth of each individual’s 

knowledge about a particular strategic issue would vary significantly (Jackson 1992).  For 

instance, in a study of microprocessor companies Eisenhardt and Schoonhoven (1990) showed 

that the heterogeneity of industry experience of founding teams had a positive effect on sales, 

while Keck (1997) found that TMT functional heterogeneity leads to better financial 

performance in turbulent contexts. The effects of board heterogeneity of background on 

organizational outcomes may not always be direct. Golden and Zajac (2001) found a non-linear 
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effect of the board’s occupational heterogeneity: firms with low and high – but not medium -  

levels of occupational heterogeneity among the members of the board of directors had lower 

levels of strategic change.  

The discussion of strategic questions among people with varied levels of expertise on the 

topic under consideration allows a more elaborate understanding of the issue, because non-expert 

members “encourage the more expert members to unbundle the assumptions and rules they 

automatically use when dealing with issues and problems in which they are experts”(Jackson 

1992: 358).  Moreover, the different types of expertise facilitate the consideration of multiple 

perspectives, making the board better able to deal with the claims of diverse stakeholders, an 

important step in creating and maintaining the generalized favorability necessary to have a good 

reputation (Lange, Lee, and Dai 2011).  Therefore, I put forward that  

Hypothesis 1b: Heterogeneity of background is positively related 
to firm reputation. 
 

Social – or relational - capital refers to the linkages that directors have to other 

stakeholders inside and outside the organization (Hillman and Dalziel 2003; Kim and Cannella Jr 

2008; Kor and Sundaramurthy 2009). These linkages can be developed through multiple board 

appointments, previous jobs, and informal connections among corporate elites (Mizruchi 1996; 

Pettigrew 1992). Additionally, social capital derives from the status and reputation gained from 

prestigious appointments or from belonging to networks with restricted membership (D'Aveni 

and Kesner 1993; Nahapiet and Ghoshal 1998). 

Corporate governance scholars have focused on how connections develop through 

multiple board appointments and interlocking directorates (Fich 2005; Mizruchi 1996). However, 

linkages can also result from previous jobs or the educational institutions attended (Useem 1982; 

Useem and Karabel 1986). According to Resource Dependence Theory, all these types of 
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interlocks are important insofar as they allow the firm to scan the environment, access critical 

resources, and identify new business opportunities (Hillman and Dalziel 2003; Pfeffer and 

Salancik 1978; Rindova 1999). These linkages can affect the transmission of signals about the 

firm reputation, because informal networks facilitate the diffusion of market, institutional, and 

strategy signals (Fombrun and Shanley 1990; Shrum and Wuthnow 1988). The firm’s network 

can also enhance the visibility of the firm, and the increased exposure may influence the public’s 

perception of the firm.  For instance, Shrum and Wuthnow (1988), found that an organization’s 

number and type of linkages with other companies in its industry are positively related to the 

organization’s visibility and status among other actors in its field. Also, Mizruchi and Schwartz 

(1987) proposed that networks of interpersonal relationships and firm interlocks help to 

disseminate information about strategic attempts to influence stakeholders.  

The second source of social capital, namely a director’s reputation, has not been as 

widely studied as interlocks. The directors’ prestige serves as a certification of the organization, 

particularly when this prestige comes from previous success as CEO (Fich 2005). For 

stakeholders – who have less information than executives about the state of the company – the 

status of directors serves as a screening mechanism in which the high reputation of a director is 

considered a proxy for trustworthiness and competence (Weigelt and Camerer 1988). A 

director’s reputation is important not only to the individual as a precursor to more appointments, 

but also to all the organizations in which the director is a member of the board as reputational 

effects spillover across companies and affect firm performance (Yermack 2004).  

Thus, the collective social capital of the board of directors improves reputation through 

three main mechanisms: it facilitates the diffusion of the company’s market, institutional, and 

strategy signals (Fombrun and Shanley 1990); it increases the firm’s visibility through the 
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linkages to other parties (Kor and Sundaramurthy 2009; Shrum and Wuthnow 1988); and it 

serves as a proxy for the firm’s reputation and goodwill (Fich 2005; Nahapiet and Ghoshal 

1998). Thus,   

Hypothesis 2: Board social capital is positively related to firm 
reputation.  
 

The effects of different levels of demographic diversity in TMTs have been studied in a 

variety of contexts, with mixed results (Carpenter, Geletkanycz, and Sanders 2004; Finkelstein 

and Hambrick 1996; Pettigrew 1992). Several researchers have suggested that in order to better 

understand the effects of diversity we need to distinguish between diversity based on readily 

observable traits like race, age, and gender and diversity based on less visible characteristics such 

as educational attainment, occupation, industry experience, etc. (Jackson, May, and Whitney 

1995; Milliken and Martins 1996; Tsui, Egan, and O'Reilly 1992). However, readily observable 

personal characteristics can be more easily used as signals of a company’s corporate social 

responsibility practices, compliance with equal opportunity legislation, and commitment to 

satisfying societal expectations about opportunities for the advancement of minorities (Miller 

and Triana 2009). Because these signals can serve to enhance a firm’s reputation, I focus on the 

impact of diversity based on visible demographic traits on organizational reputation.  

In line with Hambrick and Mason’s (1984) theory of Upper Echelons, diversity widens the 

lenses through which TMTs look at the organization and its environment. Demographic diversity 

has direct effects on firm performance, but it also exerts its positive influence through effects in 

organizational processes (Smith et al. 1994). From a strategic point of view, diversity enhances 

the understanding of market niches, makes the decision-making process more rational (Bantel 

and Jackson 1989; Goll and Rasheed 2005) and facilitates the emergence of more creative and 

innovative ideas (Robinson and Dechant 1997). Diversity also increases board independence and 
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monitoring of management (Carter, Simkins, and Simpson 2003).  Higher heterogeneity may 

lead to higher adaptability and hence higher long-term performance (Murray 1989).  

Although there are diverging results regarding the effect of board diversity on firm 

performance, I think the link between board diversity and corporate reputation may be more 

straightforward.  First, it serves as an indicator of the company’s commitment to the advancement of 

minorities. Second, board diversity signals to people inside and outside the company that it is 

interested in having directors who are representative of the stakeholders with which the firm 

interacts. Finally, board diversity can be seen as an indicator of the good functioning of corporate 

governance practices within the firm.  

Although gender diversity has been more widely studied than racial and age diversity in 

management research (Walt and Ingley 2003) and some researchers conceptualize and 

operationalize diversity by aggregating race, gender, age, and other demographic characteristics into 

a single measure of diversity (e.g.  Carter, Simkins, and Simpson 2003; Erhardt, Werbel, and 

Shrader 2003) it is important to think about the differential impact that each one of these 

characteristics may have on corporate reputation (Miller and Triana 2009; Tsui, Egan, and O'Reilly 

1992).  

Gender diversity in the board of directors has been linked to firm financial and social 

performance (Siciliano 1996; Singh, Vinnicombe, and Johnson 2001) and the effect may be stronger 

in firms with governance problems because female directors seem be tougher monitors of the CEO 

(Adams and Ferreira 2009; Pearce and Zahra 1991). Thus, gender diversity in the boardroom may 

enhance organizational-level outcomes, and also strengthen the firm’s corporate governance 

practices by improving the board’s monitoring of the CEO. Also, having female directors may serve 

as a signal of the organizations’ compliance with equal opportunity legislation and with community 
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expectations For example, companies with higher percentages of women in their board of directors 

use more pictures of their directors in annual reports, perhaps to make investors and other 

constituencies aware of their commitment to diversity (Bernardi, Bean, and Weippert 2002). 

Billimoria (2000) has suggested that the number of women serving on the board may influence the 

media and public perceptions of corporate effectiveness.  Thus, gender diversity affects corporate 

reputation not only through its effects on firm performance but also through its effects on how the 

firm is perceived by its stakeholders. Accordingly,  

Hypothesis 3a: Board gender diversity is positively related to 
firm reputation. 
 

Similarly, because racial diversity is more easily perceived than other types of diversity 

(Bernardi, Bean, and Weippert 2002) – companies can also use racial diversity to signal their 

commitment to best corporate governance practices and to the advancement of minorities. Some 

studies have found similar effects of gender and racial diversity on organizational-level outcomes. 

For example the percentage of women and minorities in board of directors was found to have a 

positive effect on financial indicators like Return on Assets (ROA) and Return on Investments 

(ROE) (Erhardt, Werbel, and Shrader 2003). Yet the effects of gender diversity are not always the 

same as the effects of racial diversity. Miller and Triana (2009) found that racial –but not gender-- 

diversity had a positive effect on both firm reputation and firm performance. Furthermore, they 

found that firm reputation partially mediated the positive relationship between racial diversity 

and firm performance. 

There is a growing literature supporting the positive effects of racial diversity on firm-

level outcomes. A study of firms in the FTSE 100 index, indicated that companies with ethnic 

minorities in their boards of directors had higher market capitalization (Singh 2007). Richard 

(2000) used racial diversity as a proxy for cultural diversity and found that it had a positive effect 
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on three different measures of firm performance: productivity, return on equity, and a perceptual 

measure of market performance. Roberson and Park (2006) found that leadership racial diversity, 

measured as racial heterogeneity among the top paid officers of an organization has a curvilinear 

(U-shaped) relationship with financial performance; specifically, net income decreases with 

increases in minority representation on top management teams up to about 27%, beyond which 

greater balance in the racial composition of the TMT leads to increase in performance. Although 

Miller and Triana (2009) found a positive correlation between racial diversity and firm 

reputation, there are few studies examining this link. Racial diversity may enhance firm 

reputation because it enhances firm performance and also because it signals the company’s 

identification with the diversity of its stakeholders. Also, similar to the effects of gender 

diversity, it signals to the public the company’s compliance with employment legislation and 

good corporate governance practices. Therefore,  

Hypothesis 3b: Board racial diversity is positively related to firm 
reputation. 
 

Although less studied by management scholars than both gender and racial diversity, 

there is an increasing interest in understanding the value of age diversity in organizations (Smith 

2001). Tsui, Egan, and O’Reilly (1992) suggested that the effects of age heterogeneity may be 

different than those of both gender and racial diversity because negative stereotypes based on 

both gender and race may be stronger than prejudices based on age.  Age diversity is supposed to 

generate variation in values and perspectives, because individuals from different age cohorts 

have different life experiences (Ireland et al. 1987; Pfeffer 1983). Also, it has been posited that 

younger people are more risk-seeking and open to change than older people (Golden and Zajac 

2001; Hambrick and Mason 1984).  Few studies have analyzed the effects of age heterogeneity 

in business settings. Wiersema and Bantel (1992) and Golden and Zajac (2001) hypothesized that 
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age diversity had a curvilinear (inverted-U) relationship with strategic change, but neither study 

supported this hypothesis. Moreover, Golden and Zajac (2001) found a positive relationship 

between age and strategic change, which according to them indicates that older executives seem 

to have the confidence, experience, and ability to actually carry out strategic change. In a study 

of high-technology firms in the US and Ireland, Knight et al. (1999) found that age was not 

significantly related to strategic consensus and that age diversity had a negative impact on 

agreement-seeking  (Knight et al. 1999). Using a simulation Kilduff, Angelmar and Mehra 

(2000) found that age diversity was positively related to market share. Richard and Shelor  

(2002) found mixed support for the effects of age heterogeneity on organizational performance: 

age diversity had a minimal negative effect on return on assets (ROA) but a strong positive effect 

on sales growth, particularly from low to moderate levels of age diversity. In a study of YMCA 

organizations, Siciliano (1996) found that age diversity was positively related to the level of 

donations the organization received. Perhaps this increased level of donations is a signal of the 

organizations better reputation among donors. Therefore, I submit that  

Hypothesis 3c: Board age heterogeneity is positively related to 
firm reputation. 
 



FIGURE 1.  
 

The Effects of Board Human Capital, Social Capital, and Diversity on Firm Reputation 
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Figure 1 summarizes hypotheses 1 to 3, which are an extension from previous upper 

echelons research focused on executives to the board of directors. However, we also need to 

consider how expertise, social capital, and demographic characteristics relate to each other and 

may form ‘bundles’ (Kor and Sundaramurthy 2009). These ‘bundles’ can be the result of a 

person’s life history or of societal traditions. Pursuing an education or working on different jobs, 

for example, builds an individual’s expertise, but it also facilitates interaction with other people 

and the formation of linkages, thus increasing the person’s social capital. Moreover, from a 

historical perspective, educational and job opportunities have not been equally available to all 

demographic groups, hindering the development of expertise and social networks for minorities 

(Pettigrew 1992; Useem 1982). Companies sometimes argue that there are not enough qualified 

minorities to sit on corporate boards (Burke 1997; Floyd 2003). If this were the case, companies 

should identify promising individuals with minority backgrounds and help them to start and 

navigate their careers in boards of directors. For example, it may be possible that minority 

directors derive more benefits from social connections, since they can open doors that would 

otherwise be closed to them. 

 

Fit as profile deviation 

‘Bundles’ of human and social capital, and demographic characteristics occur not only at the 

individual but also at the board level.  Studying the optimal configuration of a board of directors, 

requires understanding: (a) the levels of board human and social capital, (b) the board’s diversity, 

and (c) how these characteristics that reside are the individual level are assembled at the board level. 

Taking the perspective of fit as profile deviation, I see fit as “the degree of adherence to an 

externally specified profile” (Venkatraman 1989: 433). In this perspective, a multidimensional ideal 
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profile is specified and different weights are assigned to each dimension. Using these weights, 

researchers can calculate how much each observation in their sample deviates from this ideal 

profile. Deviations from this profile are posited to have a negative effect on the dependent variable 

of interest.  For example, Pffefer (1972) empirically estimated the optimal proportion of insiders and 

outsiders and found that deviation from this optimal proportion negatively affected firm 

performance.  

In my study, fit is seen as the congruence between the ideal board profile and the 

characteristics of the focal firm’s board.  Rather than a binary choice – fit or no fit – fit is a 

continuous variable, and thus I am interested in analyzing the effects of different degrees of 

deviation from the ideal board profile (Venkatraman 1989; Venkatraman and Prescott 1990). Firms 

with boards that closely resemble the “right board” are combining their directors’ human and social 

capital and demographic characteristics in ways that maximize the effect of these factors on firm 

reputation. The boards of firms that deviate from this ideal profile are less capable of providing the 

expertise, connections, and diversity necessary to create a superior reputation. Thus,  

Hypothesis 4: Fit between ideal board profile and focal firm 
board profile is positively related to firm reputation.  
 

Fit as Contingent on the Environment  

Companies operate in a variety of environments, and thus characteristics that help a board 

excel in certain industries may not be as effective for success in other industries. Moreover, as 

Lynall, Golden, and Hillman (2003) have posited, the life cycle stage of the company also affects 

the organization’s needs; therefore, a board that is effective at the time of founding may not be 

ideal as the company’s circumstances evolve and mature.  
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From a contingency perspective, understanding the effects of the board of directors 

requires defining the different conditions under which firms operate (Huse 2005; Muth and 

Donaldson 1998; Van den Berghe and Levrau 2004). The effects of deviation from the ideal 

board profile should vary across companies operating in different environments. Thus, beyond 

the identification of the optimal board profile we need to identify relevant environmental 

dimensions that moderate the relationship between board characteristics and firm reputation.   

As figure 2 shows, we need to consider how the effects of board composition on 

reputation may be contingent on the fit between the board of directors and the firm’s external 

environment (Boeker and Goodstein 1991; Hillman, Cannella, and Paetzold 2000). 

The external environment currently faced by companies is one of turbulence and 

uncertainty.  More and more organizations have to respond to the conflicting demands of 

different stakeholders (Donaldson and Preston 1995), increasing government regulation (Tessler 

2008), more global competitors than they ever faced before (Luo 2007), and fast-changing 

technology (Mueller 2007).  Thus, the environments faced by companies in different industries 

can be characterized along various dimensions such as munificence, dynamism, complexity, and 

need for legitimacy.  

 

 



FIGURE 2.   
 

The Contingent Effect of Board Expertise, Social Capital, and Demographic Diversity on Firm Reputation. 
 

 

  

 

 

31 
 



Of particular relevance for research on the effects of the board of directors, is 

understanding how the environment affects the latitude that upper echelons have in making 

decisions and executing strategic plans.  This latitude has been conceptualized as “managerial 

discretion” (Goll & Rasheed, 1997; Hambrick & Finkelstein, 1987).  Resource-rich 

environments give managers more scope to act, while constant change gives managers more 

chances to deploy these resources (Eisenhardt & Schoonhoven, 1990).  Thus, environments that 

are high in both munificence and dynamism are ‘high discretion’ environments.  The three 

characteristics that I propose as part of the ideal board profile – high and heterogeneous 

expertise, high board capital, and high diversity – all have important effects in high discretion 

environments. 

First, the uncertainty created by the high levels of change in high discretion environments 

undermines the board’s ability to accurately assess the current state of environment and forecast 

changes (Milliken 1987; Simerly and Li 2000). Under these conditions, the environment needs to 

be analyzed more extensively and constant innovation is necessary to keep up with the rate of 

technological change (Miller and Friesen 1983). Drawing from a broad pool of expertise, the 

board of directors may be able to better respond to changing conditions, using the information 

processing abilities of business experts to more accurately assess the potential effects of changes 

in technology and competition (Kor and Sundaramurthy 2009; Rindova 1999), and to improve 

the innovation process by considering more ideas (Rigby and Zook 2002).  

Second, the social capital of directors can also help companies to deal with environmental 

turbulence. Relying on their linkages with parties outside the organization, directors can more 

effectively scan the environment for changes, and gather information about industry 

developments (Kor and Sundaramurthy 2009). Also, a central tenet of resource dependence 
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theory is that board linkages reduce environmental uncertainty through the sharing of 

information and the connection with external factors like suppliers or customers (Hillman, 

Cannella, and Paetzold 2000; Pfeffer and Salancik 1978; Schoorman, Bazerman, and Atkin 

1981). From a corporate governance perspective, the reduction in environmental uncertainty 

derives not only from the broader knowledge base of a board with heterogeneous business 

expertise, but also the variety of social linkages gained through a group of directors with diverse 

experiential backgrounds (Schoorman, Bazerman, and Atkin 1981).  For instance, Hillman 

(2005) showed how the positive effect of politicians on market-based performance measures, 

was stronger in heavily regulated industries than in lightly regulated industries, which she 

attributed to the higher uncertainty of working under strong government scrutiny; and Brewster, 

Stearns and Mizruchi (1993) found that bank representations in the board of directors affected 

the financing obtained by different companies.  Therefore, in high discretion environments the 

social capital of directors can increase the quantity and quality of information available to the 

organization, and the resources and facilities external parties are willing to extend to the 

company. 

Third, demographic diversity - in this study gender, race, and age heterogeneity - leads to 

more thorough environmental scanning and more informed decision making (Bantel and Jackson 

1989; Goll and Rasheed 2005).  However, demographic diversity may induce confusion, reduce 

cohesion, and hinder communication (Glick, Miller, and Huber 1993).  Therefore, I suggest that 

in high discretion environments, it is critical to have a level of diversity that closely resembles 

that of the ideal profile in order to balance the contradictory effects of demographic diversity on 

decision making. 
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Yet superior reputation under highly discretionary conditions is not simply a matter of 

having a large pool of knowledge and skills to draw from, a large number of connections, or a 

diverse board (Boyd 1990; Simerly and Li 2000). To succeed in these environments, 

organizations need boards with the right types of industry experience, education, occupational 

backgrounds, social linkages, etc. – that is, the fit between the type (and not just the quantity of) 

the focal board’s and the ideal board’s expertise, social capital, and diversity matters. According 

to Mason and Fredrickson (2001: 536): 

“Upper echelons predictions are contingent upon the view that top management teams 
generally operate under highly uncertain conditions, conditions characterized by 
ambiguity, complexity, and information overload. As a result, embedded in the upper 
echelons perspective is the proposition that the more uncertain the decision- making 
situation, the more likely TMT demographic characteristics will be manifest in 
organizational outcomes”.  
 
Accordingly, I posit that: 
 

Hypothesis 5: Fit between ideal board profile and focal firm 
board profile is more strongly associated with firm reputation in 
environments with high managerial discretion than in other types 
of environment.  
 

Apart from managerial discretion, an organization’s task environment can also be 

characterized by its complexity. Complexity refers to the number of external factors facing the 

organization (Bourgeois 1980), and originates in the growing size and scope of the firm and the 

increasing number of competitors as the industry matures (Daily and Dalton 1993; Jovanovic and 

MacDonald 1994).  Because of the large number of factors that define complex environments, 

organizations operating in this context need to gather and process large amounts of information 

(Borch and Huse 1993).  

Expertise becomes critical in complex environments because the larger and more diverse 

the set of skills, knowledge, and experiences in the TMT, the more numerous are the alternatives 
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for developing new combinations of ideas when making decisions in these contexts.  Expertise 

ensures that directors bring to bear not only tangible information sources, but also more tacit and 

experiential sources to gain a more thorough understand of the decision situation.  In industries 

with high levels of complexity, companies need to draw from a broad pool of knowledge in order 

to notice the many different stimuli in the environment and steer clear of competitive ‘blind 

spots’ (Rindova 1999; Zajac and Bazerman 1991). For instance, Carpenter (2002) found that the 

positive effect of TMT educational heterogeneity on firm performance was stronger in more 

complex environments.  Moreover, experts can not only notice more stimuli, but are better able 

to assess the complexity of the environment (Bantel 1993).  Thus, a board of directors with 

varied types and levels of expertise is better equipped to deal with the numerous issues and 

actors that need to be considered in a complex situation.  

Complexity also hinders coordination as multiple elements need to be considered 

simultaneously, diminishing the ability of TMTs to cope with the increased demands posed by 

company growth and development (Lynall, Golden, and Hillman 2003; Park and Ungson 2001). 

The social capital of the board of directors can ease the coordination problems posed by complex 

environments: 

Some portion of the value a manager adds to a firm is his or her ability to coordinate 
other people: identifying opportunities to add value within an organization and getting the 
right people together to develop the opportunities. Knowing who, when, and how to 
coordinate is a function of the manager's network of contacts within and beyond the firm 
(Burt 1997: 339).  
 

In complex environments, companies need to consider both a large number of factors that 

can affect their reputation and a large number of stakeholders whose perceptions of the firm need 

to be shaped constantly.  The board of directors’ social capital becomes more valuable in these 

contexts because through the directors’ social network the company can learn what its 
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competitors are doing to enhance their reputation, gather information about the concerns of 

different stakeholders, and communicate the actions the firm is taking to address those concerns.  

Further, Lawrence and Lorsch (1967) argued that the match between an organization’s 

internal and external complexity is a source of competitive advantage. For example, an 

organization that operates in a highly diverse – and thus complex by definition - market may 

need to increase its internal diversity at all levels. As Milliken and Martins (1996: 416) argued: 

“Diversity in organizational decision-making groups may lead to higher quality decisions being 

made because the group thinks in more realistic and complex ways about its context”. For these 

reasons, we have,  

Hypothesis 6: Complexity strengthens the positive effect of fit 
between ideal board profile and focal firm board profile on firm 
reputation.  
 

Although the effects of environmental munificence, dynamism, and complexity in a 

variety of strategic phenomena have been extensively studied (Bourgeois 1980), the growing 

interest in considering multiple stakeholders highlights the importance of understanding the 

effects of an organization’s – or an industry’s – need for legitimacy (Donaldson and Preston 

1995; Hillman, Keim, and Luce 2001). According to Suchman (1995: 574) legitimacy is “a 

generalized perception or assumption that the actions of an entity are desirable, proper, or 

appropriate within some socially constructed system of norms, values, beliefs, and definitions”.  

To the organization, legitimacy is important because it facilitates the attraction of resources and 

ensures the continued support of stakeholders. Although legitimacy and reputation share similar 

antecedents and consequences, they are two distinct constructs (Deephouse and Carter 2005). 

Whereas the central element of legitimacy is adherence to the expectations, norms, values, and 

rules, of a social system; the central element of reputation is status comparison – that is, the 
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organization’s relative standing among its counterparts (Deephouse and Carter 2005; Scott 1992; 

Suchman 1995).  

Although all companies need to be perceived as legitimate by their stakeholders, some 

firms have a stronger need for legitimacy due to their own history or to the industry in which 

they operate. For instance, industries with high need for legitimacy include sectors with 

ambiguous output standards (like education); operating in areas considered immoral by some 

members of society or in controversial product markets (such as gambling, or alcohol); in areas 

that pose considerable risk (like nuclear power); or that are the subject of national and regional 

public policy debates (aerospace and defense) (Ashforth and Gibbs 1990; Fombrun and Shanley 

1990). However, even companies outside these type of industries may have a high need for 

legitimacy – for instance when they have been recently founded and have yet to develop a 

reputation as a going concern, or when they have been recently involved in a public scandal 

(Huse 2005).   

While organizations operating in industries with low need for legitimacy ‘need only make 

sense’, firms in high need for legitimacy industries must proactively pursue strategies that 

generate backing for the organization among its constituents (Suchman 1995).  Suchman (1995) 

lamented that many management scholars do not separate these two situations, despite the 

differences it may generate among companies operating in these two distinct environments. 

While the managers of companies operating in a low need for legitimacy industry need to do 

little – or nothing – to gain the public’s trust and respect, companies operating in industries with 

a high need for legitimacy environments must try to control the legitimation process (Scott 1992; 

Suchman 1995). For managers, this is ideally done through the manipulation of symbols, 

whereas stakeholders prefer more substantive responses (Ashforth and Gibbs 1990). In the 
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strategic view organizations need to recruit managers that can deal with the  “purposive, 

calculated, and frequently oppositional” (Suchman 1995) nature of legitimation. I argue that not 

only the managers but also the board of directors’ expertise, social capital, and demographic 

diversity can help firms to establish a good reputation, particularly when the organizations 

operate in high need for legitimacy contexts.   

In order to establish a positive reputation in an industry that has a high need for 

legitimacy organizations can pursue several strategies: intervene in the environment to alter the 

expectations, change to less controversial product markets, create a record of technical success, 

pursue professionalization, avoid events that may increase public scrutiny, or meet some of its 

stakeholders’ demands (Ashforth and Gibbs 1990; Hitt et al. 2001; Suchman 1995).  The 

directors’ expertise – education, previous experience, etc- can help the firm to strategically 

manage all these alternatives. The board of directors’ expertise can enhance the organization’s 

ability to predict and interpret public reaction and foresee challenges to its reputation (Suchman 

1995). The organization can also trade on the strong reputation its directors have gained through 

accomplishments in previous jobs or other endeavors (Suchman 1995) or from credentials such 

as education from top institutions (Hitt et al. 2001) or professional certification. 

Job experience and education are two of the main elements of board expertise, and also 

influence the board’s social capital. The social capital of the board of directors may be 

particularly valuable when the firm has a high need for legitimacy. A board’s social capital 

develops from both the network of contacts and the reputation of its directors (Nahapiet and 

Ghoshal 1998). The contacts of the board of directors may connect the firm with various 

stakeholders. Through these connections, the demands of these stakeholders can be better 

comprehended and perhaps even served (Hillman, Keim, and Luce 2001; Hillman, Nicholson, 
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and Shropshire 2008). Also, stakeholders may be assuaged in their concerns about the 

company’s activities by the appointment of directors to which they are connected and thus that, 

may represent the interest of these stakeholders in board discussions. For example, a director 

may work for a supplier or customer of the company, and thus may more readily identify herself 

with the organization that she works for than with the organization in which she serves as a 

director (Hillman, Nicholson, and Shropshire 2008). Additionally, the social capital derived from 

the directors’ reputation can help the organization to gain legitimacy – for instance, for young 

ventures the appointment of a prestigious director can be seen as a vote of confidence in the 

nascent enterprise (Kor and Sundaramurthy 2009; Suchman 1995).  

The board’s demographic diversity may also be of particular importance for companies 

operating in industries with a high need for legitimacy. Demographic diversity serves a signal to 

the public about the values the organization espouses (Miller and Triana 2009). Moreover, many 

societies expect firms to actively recruit minorities, and diversity has become mandatory in many 

countries. Thus, to be considered legitimate, organizations need to comply with diversity 

expectations.  Organizations in high need for legitimacy industries can avoid additional scrutiny 

by actively engaging in activities that promote the recruitment and advancement of minorities. 

Moreover, minority directors are often influential in their communities, and have a stronger 

interest in corporate philanthropy and corporate social responsibility than non-minority directors 

(Wang and Coffey 1992). Thus, through their background working with the community and 

through their interest in CSR, minority directors can help to send the signal that a company with 

a high need for legitimacy is listening to the concerns of its constituents (Miller and Triana 

2009). Therefore, we can propose that, 
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Hypothesis 7: Need for legitimacy strengthens the positive effect 
of fit between ideal board profile and focal firm board profile on 
firm reputation. 
 

In summary, I adopt Venkatraman’s (1989) perspective of fit as moderation and posit that 

the positive effect of fit between the ideal board profile and the focal firm profile on firm 

reputation is strengthened by three environmental characteristics: dynamism, complexity, and 

need for legitimacy. 



METHODS 

 

Sample 

My sample includes all public U.S firms in Fortune’s 2009 Most Admired Companies. 

This list is compiled annually by Fortune magazine and has been used in several studies on firm 

reputation (Arthaud-Day et al. 2006; Fombrun and Rindova 1996; Fombrun and Shanley 1990; 

Miller and Triana 2009; Roberts and Dowling 2002). The 2009 list has 460 companies, and it 

includes not only the companies with the highest reputation in their industry, but also the 

companies with poor reputations. After removing private companies, I collected data on 432 

companies.  

Measures 

Table 1 presents a summary of the variables, their operationalizations, and sources.  

Because measures were collected from different archival sources, the sources of data are detailed 

for each variable together with the explanation for the variable.  
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TABLE 1. 
 

Summary of Variables and Operationalizations 
 
TYPE VARIABLE DESCRIPTION OPERATIONALIZATION SOURCE

In
de

pe
nd

en
t v

ar
ia

bl
es

 

Board expertise 
Educational attainment and prestige, 
and  
Experience.  

Composite score of two Bartlett scores derived from PCA 
(Table 2): 
Experience (factor 1) 

- Job prestige 
- Number of years of work experience 
- Number of years as director  

Education: (factor 2):  
- Level of education 
- Prestige of institution that granted last degree

 
 
BoardEx 
 
 
 
Grouman 
Report 

Heterogeneity of 
background 

Heterogeneity of educational and 
functional background 

Average of: 
- Heterogeneity of education: Blau’s (1977) index using 

Wieserma and Bantel’s (1992) categories.  
- Heterogeneity of work experience: Blau’s (1977) index 

using Keck’s (1997) functional categories. 

 
BoardEx 

Board social 
capital 

Linkages and personal prestige 
accrued through other appointments.  

Bartlett score of factor 3 derived from PCA (see Table 2)
- Number of directorships 
- Proportion of CEOs 

BoardEx

Board 
demographic 
diversity 

Gender, race, and age  

- Gender Heterogeneity:  Blau’s (1977) index 
- Race Heterogeneity: Blau’s (1977) index using IRRC 

racial categories. 
- Age heterogeneity: coefficient of variation (standard 

deviation /mean). 

 
BoardEx 
 
IRRC 

MISALIGN Misalignment between focal firm 
board profile and ideal board profile 

Square root of the weighted Euclidean distance from the 
ideal board profile along the board characteristics 
considered significant.  

 

D
ep

en
de

nt
 

V
ar

ia
bl

e Firm reputation A collective representation of a firm's 
past actions and results that describes 
the firm's ability to deliver valued 
outcomes to multiple stakeholders. 

Halo-removed overall reputation, correcting for the effect 
of financial reputation on overall reputation. 

Fortune 
  
Compustat 
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TABLE 1.  
 

Summary of Variables and Operationalizations (Continued). 
 
TYPE VARIABLE DESCRIPTION OPERATIONALIZATION SOURCE

M
od

er
at

or
s 

Environmental 
Munificence  

Availability of environmental 
resources and capacity to support 
growth 

Regressing time against the natural log of industry sales 
between 2004 and 2008. The antilog of the regression 
slope coefficient is the measure of industry growth  

CompuStat 

Environmental 
Dynamism 

Degree and instability of change 
exhibited in external factors 

Regressing time against the natural log of industry sales 
for the five years between 2004 and 2008. The antilogs of 
the standard error of each regression slope coefficient are 
the measure of environmental dynamism

CompuStat

Environmental 
Complexity 

The technical or scientific 
sophistication required in an industry 

Percentage of scientists, engineers, and technical 
occupation to total employees at the 4-digit NAICS level 

U.S. Bureau 
of Labor 
Statistics

Industry Need for 
Legitimacy 

A generalized perception or 
assumption that the actions of an 
industry are not desirable, proper, or 
appropriate within some socially 
constructed system of norms, values, 
beliefs, and definitions

Number of concerns at the firm level, then averaged at 
the industry level. 

KLD 
STATS 

C
on

tro
ls

 

Board age  Average age of board members BoardEx
Board independence  Percentage of insiders BoardEx 
Board size  Number of directors BoardEx 
Organizational age  Square Root years since incorporation Companies’ 

websites
Organizational size  LN average total number of employees 2002-2008 CompuStat
Liquidity Proportion of cash or cash 

equivalents in a firm’s assets. 
Square root of mean current ratio 2004-2008 
√ (Current assets/ Current liabilities) 

CompuStat

Industry reputation  Average reputation by three-digit SIC code CompuStat
CEO power  CEO duality BoardEx
Blockholders 
 

Percentage of shares owned by 
inside and outside shareholders 

Inside Blockholders: Percentage of shares owned by 
managers, independent directors, affiliated shareholders, 
and ESOP.  
Outside Blockholders: All other blockholdings. 

Compustat



Independent Variables 

The data necessary to create the independent variables were collected for each director 

using BoardEx.  I created board-level variables by calculating the mean of each indicator using 

all the directors of each board. The composite scores were calculated by factor-analyzing the 

board-level data using Principal Component Analysis (PCA) with Oblimin rotation. Because the 

data is in different scales , and because non-normalized data can affect the structure of the PCA 

(Abdi and Valentin 2007), all variables were standardized unless otherwise stated.  The results of 

the PCA suggested the presence of three factors which explain 58.88% of the variance, and 

correspond to the following independent variables: education, experience, and social capital 

(Table 2).   

TABLE 2. 
 

Principal Component Factor Analysis of the Experience, Education, and Social Capital 

Indicators. 

 

Board-level variables Factors 
Experience Education Social Capital 

Years of work experience .74 .30 .25
Years as director .61 .02 .48
Job prestige .60 .11 -.32
Level of education .21 .80 .01
Educational Prestige -.12 .79 .21
Number of directorships .10 .21 .72
Percentage of CEOs .01 .04 .72
Eigenvalue 1.80 1.19 1.13
% of variance explained 25.72 17.00 16.16

 

KMO = 0.55  
Bartlett test: Χ2/df= (218.49/21, p≤.0001) 

44 
 



The scores for each board on each one of the three factors were calculated using Bartlett 

scores, which produce unbiased estimates, and factors that are not correlated with other factors 

(DiStefano, Zhu, and Mîndrilă 2009).  

Board expertise: To test hypothesis 1, I created a composite measure of board expertise 

designed to capture educational background and experience for each board. This score is the sum 

of the two Bartlett scores for experience (factor 1) and education (factor 2). 

Experience: The variables that loaded into this factor were years of work experience, 

years as a director, and job prestige. The prestige of a given job was scored using the 

organization’s score on Fortune’s most admired companies for the last year the director was 

associated with the company. For example, if a director worked for Motorola until 1995, then the 

prestige score for that job is 8.38 – the score the cell phone manufacturer received in Fortune’s 

1995 survey. I think this is the appropriate score because it reflects the prestige that the director 

carried with her to her immediately subsequent appointment, and it was probably on the basis of 

this prestige that she was recruited for jobs and board positions at that time. (In 2009 – the year 

in which the dependent variable firm reputation is measured – Motorola scored only 5.09 on the 

list). It is important to note that: 

• For each director there may be several prestige of jobs scores because the individual may 

have worked in many companies.  An individual director’s overall prestige of jobs score is 

the average of all her appointments.  

• The prestige of an appointment is coded as missing when a person worked for a company 

that was not ranked by Fortune for a given year. I do not code this as zero as even hopeless 

organizations receive scores in the Fortune rankings. For example, in Fortune’s 1995 list 

Trans World Airlines was named as the worst company, yet it still had a score of 3.05.  
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• Fortune began publishing the list of most admired companies in 1982. I have been unable 

to locate reputation rankings prior to this date and therefore the prestige of jobs prior to 

1982 are coded as missing.  

Education:  Two indicators are used to measure education: average years of education, 

and prestige of the institution that granted the last degree.   

Average years of education: Following D’Aveni (1989) the average years of education 

are measured using a 7-point ordinal Likert scale ranging from 1(= did not graduate high school) 

to 7 (=Ph.D.). 

Prestige of education: the score of the institution that granted the director’s highest 

degree according to the Gourman Report Ratings (Gourman, 1997a, 1997b) which rates most 

universities in the US and major universities abroad on a scale from 1 to 5 and was last published 

in 1997. Although the report has been criticized mainly for its author’s refusal to divulge the 

methodology he used in calculating the scores, the Gourman report has been used by other 

management researchers (Cable & Murray, 1999; Hitt et al., 2001; Judge, Cable, Boudreau, & 

Bretz Jr., 1994), and has shown convergent validity with other measures of prestige of 

educational institutions such as the U.S. News and World Report rankings (Cable & Murray, 

1999). While the US News and World report college rankings are very popular, I decided not to 

use them because they only rank American universities in tier 1 of their classification. 

Universities in tiers 2 to 4 are reviewed by they do not get a standing in the rankings.  

Heterogeneity of background: Hypothesis 1b is tested using the score of heterogeneity of 

background, calculated as Blau’s (1977) heterogeneity index by adding measures of education 

and work experience.  Following Wiserma and Bantel (1992), I code education according to five 

categories: arts, sciences, engineering, business and economics, and law.  Although I collected 
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data on all the degrees a director received, only the code for the highest degree achieved was 

used in the operationalization of heterogeneity of background.  The director’s type of work 

experience was coded using Keck’s (1997) functional categories: finance and accounting, 

production and operations, research and development, special services (transportation, public 

relations, etc.), marketing, and general management. Because there is an increasing number of 

directors with backgrounds in areas other than business (educators, community activists, 

members of the clergy, etc) particularly among women and African-American directors 

(Hillman, Cannella, and Harris 2002), I added a seventh category ‘non-business’ to the six 

categories used by Keck (1997).  If a director has multiple areas of work experience I code only 

the area in which the director has more years of experience for two reasons: first, the area in 

which an individual director has spent most of her career is likely to have more influence in her 

cognitions and way of thinking (and in UE theory demographics are a proxy for these aspects); 

and second, it is probably the area in which the director has built a reputation and thus, the area 

that respondents to Fortune’s survey about the most admired companies more readily associate 

with her.  

Heterogeneity was calculated using Blau’s (1977) index of heterogeneity, which is 

defined as  

∑
=

−=
N

i
ipD

1

21  

where pi is the proportion of the total board of directors that each educational or 

functional category represents. The summed value is the degree of homogeneity in the board and 

subtracting this value from one produces a measure of heterogeneity.  Blau’s index has been 

frequently used in management research as a measure of diversity (Carpenter 2002; Keck 1997; 

Richard et al. 2004; Wiersema and Bantel 1992).  
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Social capital: The Bartlett score of the third factor derived from the PCA (see table 2). 

The variables that load on this factor are the number of directorships and the percentage of 

CEOs.  I focus on directorships and the highest executive level reached by directors as they may 

affect the director’s prestige in labor markets (Davis 1993).  The cumulative number of 

companies where an individual has been a director throughout her career is used as a proxy for 

the director’s personal prestige and number of network connections (Davis 1993; Finkelstein 

1992; Kor and Sundaramurthy 2009; Zajac and Westphal 1996).  The percentage of CEOs, 

current or former, in the board can also serve as an indicator of the overall prestige and 

connections that these individuals bring to the board. 

Demographic diversity: Gender, race, and age are used to measure demographic diversity 

(Judge et al. 1995; Miller and Triana 2009) and test hypothesis 3. Gender diversity was measured 

using Blau’s (1977) heterogeneity index, which was explained earlier.  Racial diversity is also 

calculated using Blau’s index of heterogeneity. Following BoardEx, I used six categories: Asian, 

Black, Hispanic, Indian, Middle Eastern, and White. When there is maximum homogeneity, 

Blau’s index equals zero. For a two-category variable like gender Blau’s index can range from 0 

when all board members are of the same gender to 0.50 when both genders are equally 

represented.  For a six-category variable like race the maximum value of Blau’s index is 0.83.   

Age heterogeneity was calculated the coefficient of variation defined as the standard 

deviation divided by the mean (Bantel and Jackson 1989; Knight et al. 1999). 

Ideal Board profile and Fit: The first step in measuring fit between ideal board profile 

and focal firm profile is empirically determining the weights of each one of the characteristics of 

the ideal board (Venkatraman 1989; Venkatraman and Prescott 1990). For all firms in the 

sample, reputation is regressed on the variables I theoretically proposed in hypotheses 1 to 4: 
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board expertise, heterogeneity of background, social capital, and demographic diversity. Only 

variables that are significant in this regression are considered in the creation of the ideal board 

profile.  

The second step is to identify the calibration and study samples.  Venkatraman and 

Prescott (1990) determine the calibration sample using top 10 percent of firms in the sample. 

However, in this study using a cutoff reputation score of 7.31, which corresponds to the top 10 

percent of firms, would have resulted in a calibration sample of only 31 firms, which is below 

the minimum 50 observations needed to run a multiple regression (Hair et al. 2006). Therefore, I 

decided to include the Top 13% of the firms, with reputation scores of 7.12 or higher.  The 

bottom 13% is eliminated to arrive at an unbiased sample. The remaining 74% of firms are 

considered the study sample. The calibration sample is used to empirically determine the 

‘standardized, mean scores along the statistically significant variables’ (Venkatraman and 

Prescott 1990: 10).  

After calculating the weights of the relevant variables on the ideal board profile, a 

measure of misalignment (MISALIGN) is calculated for each of the boards in the study sample. 

Following Venkatraman and Prescott (1990), MISALIGN is calculated as:  

MISALIGN= 2

1
))((∑

=

−
j

cjsjj XXb  

where Xj = score for the firm in the study sample for the jth variable;  

X cj = mean score for the calibration sample (or, the 'ideal' board) along the jth variable;  

bj = standardized beta weight of the OLS regression equation for the jth variable; and  

j= 1,n where n is the number of board characteristics that are significantly related to firm 

reputation.  
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Board profile fit is operationalized as a weighted Euclidean distance from the ideal 

profile (MISALIGN) along those board characteristics considered significant. MISALIGN 

values are not normally distributed (Kolmogorov-Smirnov (359) = 0.20, p < 0.001), therefore I 

used the square root transformation of MISALIGN as independent variable.  As posited in 

hypothesis 4, a unit deviation from the ideal profile, should have a negative relationship with 

reputation.  

Moderators:  

Environmental characteristics are measured using industry-level data available from 

CompuStat; the U.S. Bureau of Labor Statistics; and the Kinder, Lydenburg, & Domini 

Statistical Tool for the Analysis of Trends in Social and Environmental Performance (KLD 

STATS) dataset.  

Environmental Munificence: Following Dean and Snell (1996) and Keats and Hitt (1988), 

this measure was calculated by regressing time against the natural logarithm of industry sales for 

the five years preceding data collection (2004-2008). The sample for this analysis is comprised 

of 34,688 publicly traded companies in 201 industries in the US. The antilog of the regression 

slope is the measure if industry growth. The regression is represented by the following equation 

(Keats and Hitt 1988): 

tt atbby ++= 10    Equation [1] 

Where 

y = industry sales 

t = year, and  

a = residual 
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Environmental Dynamism: using equation 1 above and the same sample, the five-year 

(2004-2008) industry dynamism was measured as the antilog of the standard error of each 

regression slope coefficient (Dess and Beard 1984; Keats and Hitt 1988). 

Managerial Discretion:  Following Goll and Rasheed,  (1997)  I measure high discretion 

environments as those with high levels of both munificence and dynamism. I use the median split 

of environmental munificence and dynamism to create four types of environments (high 

munificence and high dynamism; high munificence and low dynamism; low munificence and 

low dynamism; and low munificence and low dynamism). I create a dummy variable in which 1 

represents environments with high managerial discretion (high munificence, high dynamism), 

and 0 represents the other environments.  

Environmental Complexity:   I use Sharfman and Dean’s (1991) measure of 

environmental complexity as the percentage of employees in technical, scientific, and 

engineering occupations at the four-digit NAICS industry level.  This operationalization reflects 

an industry’s technological complexity and its capacity to “draw on human resources to achieve 

competitive advantage” (Cannon and John 2007: 317).  I think this measure of environmental 

complexity may be more appropriate for the study of board of directors than traditional measures 

of industry concentration, because it draws on the skills of people working for the industry, 

similarly to my dependent measures. I collect this data from the 2004-2008 Occupational 

Employment Statistics Survey of the U.S. Bureau of Labor Statistics. 

Need for legitimacy: Using the KLD STATS databases for 2004, 2005, and 2006, I 

calculate industry-level need for legitimacy scores.  KLD STATS scores 3,034 U.S companies 

on seven areas of corporate social responsibility: community, corporate governance, employees 

and diversity, the natural environment, human rights, and consumers. Within each area, KLD has 
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established several criteria or activities that can be considered a socially responsible behavior 

(strength) and a bad social behavior (concern). For instance, in the community area, KDL scores 

each company in four concerns and seven strengths. An example of a strength in the community 

area is the item ‘Charitable giving’ (The company has been exceptionally generous in its giving). 

An example of a concern is ‘Investment Controversies’ (The company’s lending or investment 

practices are controversial). Companies are assigned a score of 0 or 1 for each item in each area, 

where 1 indicates the presence of a strength or a concern.  

Because I am interested in the need for legitimacy, I collect only data on KLD’s concerns 

at the firm level and then aggregate at the 4-digit NAICS industry level. I think that the concerns 

better reflect an industry’s lack of compliance with societal norms, laws, and expectations.  

Dependent variable:  

Firm reputation: Fortune’s magazine list of the Most Admired U.S. companies is used as 

measure of reputation to test hypotheses 1 to7. For the 2009 list, Fortune asked executives, 

outside directors and financial analysts to rate companies in their own industry along nine 

dimensions: Wise use of corporate assets; Quality of management; Quality of products or 

services; Innovativeness; Long-term investment value; Financial soundness; Ability to attract, 

develop and keep talented people; Responsibility to the community and the environment; and 

Global Effectiveness. Because only companies in the Fortune 1000 list (the 1,000 largest U.S 

companies by revenue) are included in the U.S survey, the rankings have been criticized for 

being biased in favor of large American corporations (Fombrun 1998). Also, some authors have 

argued that since financial performance accounts for about 50% of the variance in Fortune’s 

reputation scores, perceptions of reputation may be confounded by raters’ expectations of 

financial performance (Fombrun and Shanley 1990). Despite these criticisms Fortune’s 
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reputation scores and rankings are the most common measure of organizational reputation in 

management research, because appearing in this ranking contributes to the generalized 

favorability of organizations (Fombrun 1996; Miller and Triana 2009).   

Prior financial performance is used to avoid the ‘financial halo effect’. Regressing 

performance measures on reputation and using the residual value as dependent variable, results 

in a ‘halo-removed’ reputation. Thus, I regress 2009 reputation on return on assets (ROA) and 

from 2004 to 2008.  The predicted values correspond to the ‘financial reputation” while the 

residual values represent the ‘halo-removed’ reputation (Miller and Triana 2009; Roberts and 

Dowling 2002). Because the effect of financial performance has already been removed by this 

process, I do not control for firm performance.  

Control variables: 

A review of the literature on corporate reputation indicated that the following variables 

should be added as controls:   

Board Age: I control for average board age because older directors may have higher 

levels of expertise and social capital.  

CEO power: CEO power can hamper the effects of the board of directors and decrease 

the directors’ propensity to appoint board members who are similar to themselves (Westphal and 

Zajac 1995).  I control for CEO power using a dummy variable for CEO, Chairman duality, 

where 1 represents boards in which the CEO is also the Chairman, and 0 represents boards in 

which the CEO and Chairman position are held by two different people.  

Board independence: Similarly to CEO power, board independence affects CEOs’ ability 

to appoint members with whom they share personal characteristics. The percentage of insiders in 

the board serves as proxy measure for board independence.  
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Board size: I control for board size because it affects a variety of strategic decisions and 

outcomes (Chaganti, Mahajan, and Sharma 1985; Judge and Zeithaml 1992; Mueller and Barker 

1997), including firm performance (Dalton et al. 1999).   

Organizational Age: number of years of incorporation from the founding date until it was 

sold, ceased to exist, or the end of the data collection period. The organizational age data is not 

normally distributed (Kolmogorov-Smirnov (425) = 0.12, p < 0.001), and therefore I use the 

square root of organizational age.  

Organizational Size: Average number of employees from 2004-2008, to match the period 

of the environmental moderators. Since this variable is not normally distributed (Kolmogorov-

Smirnov (431) = 0.32, p < 0.001), I use the natural log of total number of employees to control 

for organizational size.  

I control for age and organizational size as companies with more experience and 

resources may have better reputations (Deephouse and Carter 2005; Miller and Triana 2009) 

Liquidity: Because companies with more slack can deploy resources to manage their 

reputation (Suchman 1995) I control for liquidity using the average current ratio of current assets 

to current liabilities from 2004-2008. This current ratio is not normally distributed (Kolmogorov-

Smirnov (359) = 0.12, p < 0.001), thus I use the square root of current ratio to control for 

organizational liquidity. 

Industry reputation: average reputation score on the Fortune’s Most Admired companies 

list of firms in the industry by 3-digit SIC code. Industry reputation is used to control for 

alternative explanations of results as regression to the mean.  

Blockholders: Chen and Yur-Austin (2007) report differential effects of blockholders on 

corporate governance and strategic management outcomes. They find that outside blockholders, 
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usually associated with institutional investors, are better at controlling managerial extravagance, 

whereas inside blockholders have a stronger effect in improving asset utilization and overcoming 

underinvestment problems (Chen and Yur-Austin 2007) . Because both of these effects could 

impact firm reputation, I control for the level of both inside and outside blockholders, using data 

collected from Compustat.  Following Chen and Yur-Austin (2007), inside blockholdings are 

measured as the sum of the shareholdings of managers, non-officer directors, affiliated 

blockholders (suppliers, relatives of managers, etc.), and Employee Share Ownership Plans 

(ESOP), while outside blockholders are all the other blockholders.  Neither measure of 

blockholder ownership was normally distributed. The percentage of outside blockholders was 

transformed using the square root function, while the percentage of inside blockholders was 

transformed using the natural logarithm.  

Hypotheses testing 

I test hypotheses 1 to 3 in the full sample using multiple regression to predict the effect of 

the 1-year lagged independent variables board expertise (H1), heterogeneity of background 

(H1a), board social capital (H2), and board demographic diversity (H3) on firm reputation.   

Following previous research, I control for average age of directors, percentage of insiders 

in the board, CEO/Chairman duality; organizational size, age, liquidity, blockholders; and 

overall industry reputation(Judge et al. 1995; Miller and Triana 2009; Suchman 1995).  Since the 

dependent variable is financial halo-removed firm reputation I do not control for firm 

performance.  

After identifying the significant variables in the study sample, I create the ideal board 

profile using the calibration sample and calculate the MISALIGN score for each company in the 

study sample. Hypothesis 4 is tested by regressing Firm Reputation on MISALIGN and the 
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control variables explained earlier. A statistically significant negative relationship between 

MISALIGN and firm reputation would support my contention that Fit between ideal board 

profile and focal firm board profile is positively related to firm reputation (H4). 

It may be possible that the reputation of the firm attracts to the board directors with high 

levels of expertise, social capital, and diversity.  To control for endogeneity, I ran a regression 

using 2004-2008 Revenues, ROA, and firm reputation to predict the significant independent 

variables (Chatterjee and Hambrick 2007). 

I use moderated regression to test the environmental contingency effect of board fit on 

reputation. To test hypotheses, 5, 6, and 7, I multiply the term MISALIGN by Dynamism, 

Complexity, and Need for Legitimacy respectively.  The terms of the interaction were mean-

centered to facilitate interpretation (Aiken and West 1991).  Hypotheses 5 to 7 are supported if 

there is a positive relationship between the interaction terms and reputation. 



RESULTS 

Descriptive statistics 

Table 3 presents the correlations and descriptive statistics of the study sample. Due to 

differences in the databases used, sample size varies from 124 to 432 firms.  Halo-removed 

reputation, the dependent variable, has a high standard deviation (0.93).  Its highest correlation is 

with overall industry reputation (r=0.49, p<0.01), indicating that almost 25% of the variance in 

firm reputation (after removing financial reputation) could be explained by the reputation of the 

industry.  Halo-removed reputation is also correlated with organizational size (measured by the 

number of employees), and board size. 

Three of the independent variables -- namely board expertise, social capital, and gender 

diversity -- are positively correlated with firm reputation.  Halo-removed reputation is also 

negatively correlated with MISALIGN (r=-0.29, p<0.01). This correlation is in the same 

direction proposed in hypothesis 4.  

One of the highest correlations is between MISALIGN and Overall Industry Reputation 

(r=0.55, p<0.01).  This suggests that the most reputable industries have low levels of deviation 

from the ideal board profile.  

Board size shows significant positive correlations with halo-removed reputation (r=0.19, 

p<0.01), board expertise (r=0.28, p<0.01), board heterogeneity of background (r=0.22, p<0.01), 

social capital (r=0.11, p<0.01), gender heterogeneity (r=0.20, p<0.01), and racial heterogeneity, 

(r=0.15, p<0.01). However, it is negatively related to age heterogeneity (r=-0.13, p<0.01). 
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TABLE 3. 
 

Correlations and Descriptive Statistics of the Full Sample. 
 

Variable 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 
1. Halo-removed 
reputation  

 
                                  

  

2. Overall 
reputation .88 

 
                   

3. Expertise .14** .14**                                       
4. Expertise 
Heterogeneity  .01 .03 .10*                                     

5. Social Capital .21** .19** .15** .00                                   
6. Gender 
Heterogeneity .12* .12* .19** .09 .04                                 

7. Race 
heterogeneity .01 .03 .00 .01 -.02 .13*                               

8. Age 
heterogeneity -.06 -.10* -.14** -.12* -.12* -.20** -.12*                             

9. Board age .05 .06 .45** .22** .11* .00 -.12* -.29**                           
10 Board 
independence -.10* -.10* -.11* -.08 -.09 -.16** -.06 .23** -.11*                         

11. Board Size .19** .13** .28** .22** .11* .20** .15** -.13** .10* -.19**                       

12. Org. age .05 .05 .12* -.01 -.02 .16** .13* -.13** .05 -.08 .18**                     
13. Industry 
reputation .49** .62** .09 .02 .17** .01 .03 -.07 .03 -.11* .05 .06                   

14. Org. size .17** .19** .22** .06 .15** .24** .14* -.10* .05 -.10 .23** .17** .12*                 

15. Liquidity -.06 .05 -.01 .02 -.07 .01 -.09 -.05 -.07 .06 -.11* -.02 .00 -.05               

16. CEO duality .11* .13** .13** .01 -.01 .16** -.04 .01 .07 -.07 .09 .04 .06 .13** .06             
17. Outside 
blockholders -.14* -.19** -.13* -.11 -.03 -.02 .06 .07 -.04 .09 -.15* -.24** -.13* -.24** -.04 -.05           

18. Inside 
blockholders -.20* -.20** -.09 -.12 -.04 -.13 .12 .22* .02 .14 -.23* -.11 -.16 -.07 -.02 -.01 .03         

19. MISALIGN -.29** -.38** -.26** -.05 -.18** -.18** -.01 .14** -.13* .14** -.16** -.14** -.55** -.51** -.13* -.15** .16** .15       
20. Managerial 
Discretion .03 .08 .01 -.03 -.01 .05 .08 -.02 -.09 -.05 -.05 .04 .10* -.10 -.06 .04 .11 -.10 -.01     

21. Complexity -.03 .06 .04 .04 .06 -.02 -.14* -.03 -.01 -.03 -.09 -.18** .10 .05 .18** -.11* -.07 -.10 -.18** -.02   
22. Need for 
legitimacy .07 .08 .08 .02 .03 .02 .08 -.06 .10* .04 .04 .06 .11* .23** -.16** .12* -.16** -.05 -.12* -.02 -.15** 
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TABLE 3. 
 

Correlations and Descriptive Statistics of the Study Sample (Continued) 
 

Variable 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 

23. 
Managerial 
discretion * 
Misalign 

-.09 -.09 -.15** .04 -.04 -.07 -.01 .03 -.14** .02 -.01 -.08 -.09 -.32** -.11* -.03 .10 .01 .42** .59** .00 -.09      

24. 
Complexity
* 
Misalign 

.03 .15** .08 .07 .07 .06 -.08 -.07 .06 -.09 -.01 -.09 .23** .17** .16** -.04 .05 -.10 -.40** .07 .74** -.09 .00    

25. Need 
for 
Legitimacy 
* 
Misalign 

.06 .05 .13** -.06 .04 .12* .03 -.06 .10* .02 .08 .15** .04 .40** -.09 .10 -.17** -.07 -.32** -.06 -.06 .69** -.30** -.03  

  
 

                      
 

Mean .00 5.96 .00 1.37 .00 .24 .41 .12 61.81 .14 11.55 7.51 5.96 3.18 1.11 .40 3.14 2.20 .12 .20 13.09 2.20 .02 -.34 -.01 

S.D. .93 1.07 1.44 .20 1.00 .12 .18 .04 3.27 .09 2.71 3.13 .67 1.33 .36 .49 1.82 1.03 .12 .40 16.35 1.13 .08 2.01 .20 

N 417 432 411 426 411 426 327 424 425 426 419 424 432 427 378 419 277 124 406 391 425 429 385 401 405 

 
** p≤ 0.01; * p≤ 0.05 



Analysis of Collinearity showed that the Variance Inflation Factors (VIF) were below 10 

for all multiple regression analyses, indicating an acceptable degree of collinearity (Hair et al. 

2006).  I consider statistical significance levels of 1%, 5%, and 10%, and one tailed significance 

tests for directional hypotheses. 

I initially entered all the controls in the multiple regression but following Cohen, Cohen, 

Aiken, and West (2003) I decided to remove non-significant controls in order to maintain power 

and validity. The original list of control variables presented in table 1 was reduced to two control 

variables: organizational size as measured by the natural logarithm of the number of employees, 

and industry reputation.  

Table 4 presents the results of the multiple regression testing the effects of the board-

level variables on financial halo-removed firm reputation.  Board expertise (b = 0.04, p < 0.001), 

Social Capital (b = 0.07, p < 0.05), and Gender Diversity (b = 0.66, p < 0.05) were found to have 

a positive and significant effect on firm reputation, as hypothesized. Board heterogeneity of 

background (Hypothesis 1b), racial diversity (Hypothesis 3b), and age heterogeneity (Hypothesis 

3c) did not have statistically significant effects.  

Using the calibration sample, I regressed firm reputation on the three significant board-

level variables identified in the full sample.  The standardized beta weights and means of these 

three variables in the calibration sample were then used to create the MISALIGN score for the 

study sample which was composed of 295 firms after removing the top and the bottom 13 

percent of the firms. .
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TABLE 4.  
  

Effect of the Board-Level Predictors of Halo-Removed Firm Reputation 
 

 Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8

 
b 

(S.E.) 
b 

(S.E.) 
b 

(S.E.) 
b 

(S.E.) 
b 

(S.E.) 
b 

(S.E.) 
b 

(S.E.) 
b 

(S.E.) 

Controls   

Mean industry reputation .67*** 
(.06) 

.63***

(.06)
.67***

(.06)
.65***

(.06)
.67***

(.06)
.66*** 
(.07) 

.67***

(.06)
62***

(.06)

LN mean employees .07* 
(.03) 

.05†

(.03)
.08**

(.03)
.07**

(.03)
.06*

(.03)
.05 

(.04) 
.07*

(.03)
.05

(.04)

Independent variables   

Board expertise 
 

.04***

(.01)
 

.02
(.02)

Board heterogeneity of 
background 

 
-.06

(.20)
 

.01
(.26)

Board Social Capital 
 

.07*

(.03)
 

.08**

(.04)

Board Gender Diversity 
 

.66*

(.33)
 

.51
(.44)

Board Racial Diversity 
 

-.10 

(.26) 
-.10*

(.26)

Board Age Heterogeneity 
  

-.22
(1.05)

1.05
(1.31)

   
Δ R2 .25*** .02* .00 .01* .01* .00 .00 .01
Overall R2 .25 .27 .25 .27 .26 .24 .25 .26
Adjusted R2 .24 .26 .25 .26 .26 .24 .25 .24
F 64.89*** 47.65*** 45.85*** 47.12*** 47.58*** 32.99*** 45.46*** 13.12***

N 399 399 406 391 406 314 404 303

† p≤ 0.10; * p≤ 0.05; ** p≤ 0.01; *** p≤ 0.001 (one-tailed tests for hypothesized effects). The table 

shows unstandardized regression coefficients with standard errors in parentheses
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The tests of endogeneity showed that 2004, 2005, and 2008 revenue; 2008 ROA; and 

2006 reputation predicted at least one of the significant independent variables identified.  

Specifically, revenue 2004 (p<0.05), revenue 2005 (p<0.10), and revenue 2008 (p>0.05) were 

negatively related to board expertise; suggesting that perhaps when firms face low revenues, the 

board’s level of expertise increases. On the other hand, ROA 2008 (p<0.05) was positively 

related to board social capital, indicating that socially connected directors are recruited by the 

most reputable firms.  Finally, board gender diversity was positively related to reputation 2006 

(p<0.10) and negatively related to revenue 2008 (p<0.10). The positive relationship between 

reputation 2006 and gender diversity could indicate that female directors are recruited or 

attracted to the companies with the best reputation. On the other hand, the negative relationship 

between board gender diversity and 2008 revenue could be evidence of the glass-cliff 

phenomenon (Ryan and Haslam 2007), which occurs when women are appointed to the higher 

levels of corporations that are about to fail. To control for endogeneity, I created three different 

covariates: a board expertise covariate (the predicted score of board expertise based on the 

regression of board expertise on 2004, 2005, and 2008 revenues); a social capital covariate (the 

predicted social capital score based on the regression of board social capital on 2008 ROA); and 

a gender diversity covariate (the predicted board gender diversity based on the regression of 

board gender diversity on reputation 2006, and Revenue 2008).  These three variables were used 

as controls in the multiple regression to test hypothesis 4.  

As table 5 shows, regression results indicate that MISALIGN, has a negative and 

statistically significant effect on firm reputation (b = -0.57, p < 0.10). That is, is misalignment – 

or lack of fit - with the ideal board profile reduces firm reputation, supporting hypothesis 4.  
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TABLE 5.  
 

Effect of Board Misalignment (Misalign) from the Ideal Board Profile on Halo-Removed Firm 
Reputation. 

 

 Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7

 
b 

(S.E.)
b 

(S.E.)
b 

(S.E.)
b 

(S.E.)
b 

(S.E.) 
b 

(S.E.) 
b 

(S.E.)
Controls 

SQRT Organizational Age  .02*

(.01)
.03*

(.01)
.02†

(.01)
.02†

(.01)
.03* 

(.01) 
.02† 

(.01) 
.02

(.01)

Mean Industry Reputation .26***

(.07)
.32***

(.08)
.36***

(.09)
.32***

(.08)
.36*** 
(.09) 

.36*** 
(.09) 

.43***

(.09)

Predicted expertise covariate -.14†

(.07)
-.14*

(.07)
-.11

(.08)
-.14*

(.07)
-.19* 
(.08) 

-.09 
(.08) 

-.18*

(.09)

Predicted social capital covariate -4.32**

(.64)
-4.30***

(.64)
-4.07***

(.68)
-4.16**

(.66)
-4.33*** 

(.63) 
-4.00*** 

(.70) 
-3.97***

(.70)

Predicted gender diversity covariate 15.26***

(2.18)
15.44***

(2.18)
14.79***

(2.32)
15.35**

(2.19)
16.28*** 

(2.23) 
14.93*** 

(2.33) 
16.13***

(2.39)

Independent variable   

SQRT_MISALIGN -.57†

(.40)
-.70†

(.52)
-.65

(.63)
-.83* 
(.48) 

-.44 
(.50) 

-1.26*

(.78)

Managerial Discretion -.06
(14)  

-.13 
(.11) 

.00
(.14)

Environmental complexity .00
(.00)

 .00 
(.00) 

.00
(.00)

Need for legitimacy 
-.07 

(.05) 
-.03 

(.04) 
-.11*

(.05)

Interactions   
Managerial Discretion * 
SQRT_MISALING 

.91
(1.10)

  -1.83†

(1.19)

Environmental complexity * 
SQRT_MISALING 

.02
(.04)

  .01
(0.5)

Need for legitimacy * 
SQRT_MISALING 

.61* 
(.37) 

 .92*

(.41)

Δ R2 .32** .01† .01 .00 .01† .02 .04*

Overall R2 .32 .33 .34 .33 .34 .34 .36
Adjusted R2 .31 .31 .31 .31 .31 .31 .32
F 21.14*** 17.91*** 12.43*** 13.48*** 13.82*** 11.01*** 8.83***

N 225 225 202 224 225 201 201

† p≤ 0.10; * p≤ 0.05; ** p≤ 0.01; *** p≤ 0.001 (one-tailed tests for hypothesized effects). The table shows 

unstandardized regression coefficients with standard errors in parentheses  



Hypothesis 5, that managerial discretion strengthens the negative relationship between 

deviation from the ideal board profile and firm reputation was not supported.  Hypothesis 6, 

which argued that environmental complexity strengthened the relationship between MISALIGN 

and firm reputation was also not supported.  

Finally, Hypothesis 7 is supported (b = 0.61, p < 0.05): need for legitimacy strengthens 

the relationship between misalignment and reputation. As figure 3 shows, there is a negative 

relationship between misalignment and reputation (measured as financial halo removed 

reputation) under conditions of both high and low need for legitimacy.  However, the difference 

between the slopes of the high and low need for legitimacy lines is statistically significant  

[t (385)= 2.25, p <0.05], indicating that this negative effect is more acute for firms operating in 

industries with high need for legitimacy. 
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FIGURE 3. 
 
Interaction between Need for Legitimacy and Misalignment from the Ideal Board Profile. 

 

 

 
 

Low Need for Legitimacy 

High Need for Legitimacy 
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Post hoc analyses 

Board heterogeneity of background and board expertise: Although board heterogeneity 

of background did not have a significant effect on firm reputation, it is possible that if there is 

any benefit of heterogeneity of background, it only accrues to the boards with high levels of 

expertise.  There is evidence that team heterogeneity can encumber team processes. 

Heterogeneity may reduce efficiency because it hinders communication and social integration, 

and may be associated with intra-team conflict (Amason 1996; Smith et al. 1994).  Boards with 

high levels of work experience and education – my measure of expertise – may be better able to 

deal with the negative effects of board heterogeneity and harness the benefits of having a diverse 

set of skills, experiences, and knowledge.  However, a moderated regression to test whether 

board heterogeneity of background moderates the relationship between board expertise and firm 

reputation, showed not significant interaction.  

 
Board diversity and reputation:  Some authors have suggested a curvilinear relationship 

between diversity and firm performance (Richard, Murthi, and Ismail 2007).  I ran a post-hoc 

analysis to explore whether a similar relationship exists between board demographic diversity 

and firm reputation.  The analysis indicated no quadratic relationship between racial diversity 

and reputation, or age heterogeneity and firm reputation.  However, as table 6 shows, there is a 

quadratic relationship between gender and reputation (b= -4.34, p <0.05).  This quadratic 

relationship indicates that gender diversity has a positive effect on firm reputation up to a point, 

after which the relationship becomes negative.  Figure 4 indicates that this point is around a 

Blau’s index of heterogeneity of about 0.30 – where the maximum gender diversity is 0.50 and 

the minimum is 0.  
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TABLE 6.  
 

Test of the Quadratic Relationship between Gender Diversity and Halo-Removed Firm 
Reputation 

 

 
b 

(S.E.)
Gender Diversity  2.80**

(1.12)
Gender Diversity 2 -4.34*

(2.39)
 
Overall R2 .02
Adjusted R2 .02
F 4.60
N 410

* p≤ 0.05; ** p≤ 0.01. The table shows unstandardized regression coefficients with standard errors in 

parentheses  
 

FIGURE 4.  
 

Relationship between Gender Diversity and Halo-Removed Reputation 
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Board diversity and Board tenure: Team tenure has been shown to moderate the negative 

effects of demographic diversity, perhaps by increasing positive affect among team members and 

reducing intra-team conflict (Eisenhardt and Schoonhoven 1990; Smith et al. 1994).  However, 

in this study, a post hoc analysis of the effect on firm reputation of the interaction between tenure 

and the three measures of diversity indicated no significant interaction between tenure and 

gender diversity, tenure and racial diversity, or tenure and age heterogeneity.  

 
Misalignment, environmental dynamism, and environmental munificence: A potential 

explanation for the non-significant interaction of managerial discretion and deviation from the 

ideal board profile is the nature of the measure of managerial discretion.  This measure is a 

dummy variable that separates environments with high munificence and high dynamism – and 

thus high managerial discretion – from the other three possible combinations of munificence and 

dynamism. The measure may not be fine-grained enough to tease the interaction effect of 

managerial discretion.  An analysis using environmental munificence, environmental dynamism 

and misalignment from the ideal board profile as independent variables, and a three-way 

interaction among these three independent variables could show whether this is the case.  A post-

hoc multiple regression analysis indicated that the three-way interaction among environmental 

munificence, environmental dynamism, and misalignment from the idea board profile was not 

significant. Moreover, the two-way interactions were also not significant. 



DISCUSSION 

This paper suggests that the collective expertise, social capital, and demographic 

diversity of the board of directors have a positive effect on firm reputation.  These effects, 

however, are contingent on at least one characteristics of the organization’s external 

environment: need for legitimacy.  

The positive effect of board expertise indicates that the directors’ experience and 

education increase the firm’s reputation, above and beyond the effect these can have on financial 

performance.  This expertise is not only the accumulation of knowledge and skills, but also a 

reflection of the prestige of the companies and educational institutions with which the directors 

have been affiliated throughout their lives.  High levels of expertise give directors the ability to 

take advantage of the ‘10,000-foot view’ they have of the company (Lorsch and Clark 2008).  

This could be vital in neutralizing threats to the firm’s reputation.  Moreover, for external 

observers, the directors’ many years of experience and education serve as certification of the 

directors’ capabilities.  In the absence of specific information about what goes on inside the 

board room, stakeholders may evaluate the firm according to the quality of the board members it 

attracts.  Directors who achieved high levels of education at prestigious institutions and who 

have worked for many years at well-regarded firms, bring to the board room this track record, 

increasing the company’s reputation through their own business credibility. 

Heterogeneity of background had no effect on firm reputation.  It could be that it is not 

enough to have a variety of backgrounds represented in the board of directors, but that these 

backgrounds need to complement each other in order to affect firm-level outcomes (Miles and 

Watkins 2007) – including reputation.  My measure of heterogeneity of background only looks at 

the levels of diversity and does not look at the quality of this diversity. For example, a board of 
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directors with one lawyer, one engineer, and one accountant, scores the same in heterogeneity of 

background that a board with a marketer, a physicist, and a medical doctor.  It could be that the 

effect of heterogeneity depends on certain combinations – that is, that not all combinations of 

backgrounds have the same effect.  Alternatively, as Miles and Watkins (2007) suggest , boards 

may need complimentary backgrounds: pairing a board member who specializes in sales with an 

expert in operations, or a marketing expert with a research and development expert, for instance. 

Power differentials within the board could also diminish the effects of board 

heterogeneity of background.  This power could be based on hierarchy, seniority, tenure, or the 

directors’ insider and outsider status.  The expertise and background of the most powerful 

members of the board may be considered more important or more relevant.  In this case, having 

directors with diverse educational and professional experiences may have no effect on the 

organization because only one perspective gets heard. 

Board Social Capital also had a positive effect of firm reputation, supporting hypothesis 

2.  Reputations are socially constructed and through their connections directors may be able to 

shape this construction.  For example, the social ties that directors establish throughout their 

careers may help them to learn about the firm’s reputation among stakeholders, giving them 

opportunity to act upon this information to maintain or enhance the company’s reputation.  Also, 

the social capital may help them to disseminate positive information, and to challenge or correct 

negative information about the firm.   

Through their wider network of interlocks, directors with high levels of social capital let 

diverse audiences learn about the existence of the firm.  Thus - even if directors do not put their 

social capital to work in enhancing the company’s reputation - this capital could add to the 
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company’s visibility – contributing to the ‘being known’ aspect of corporate reputation (Lange, 

Lee, and Dai 2011). 

The effects of demographic diversity are mixed.  While board gender diversity had a 

positive effect on reputation (b = 0.66, p < 0.05), racial diversity and age heterogeneity did not 

have statistically significant effects.   

The positive effect of board gender diversity on firm reputation, contradicts the results of 

Miller and Triana (2009), who found no effect of gender diversity on reputation in their study of 

Fortune 500 firms.  They attributed this result to the lower status of women in the boards of 

directors.  Specifically, Miller and Triana (2009) found that women were less likely than men to 

be chairperson of major committees, and also had less management experience – factors that 

decreased the women’s visibility.   

In order for demographic diversity to affect reputation, this diversity has to be visible to 

the stakeholders rating the company.  Bernardi, Bean, and Weippert (2002) found that companies 

with female directors are more likely to publish pictures of these directors, indicating that 

organizations are eager to give visibility to the gender diversity of their board.  Additionally, 

shareholders are more likely to vote for a female rather than a male director (Hillman et al. 

2010).  Thus, by nominating and appointing female directors, firms are signaling their 

commitment to gender diversity and shareholders respond positively to this signal. This dynamic 

can enhance the firm reputation.  

Despite this encouraging result, the post-hoc analysis showed a quadratic relationship 

between gender diversity and firm reputation.  After women have reached about 30% of the seats 

in the board of directors, the relationship with firm reputation starts to decrease.  In this sample, 

the average gender diversity is 0.24 (indicating that the average percentage of females in each 
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board is around 24%).  Researchers have considered that for female directors to go beyond 

tokens, there needs to be at least three women on the board (Torchia, Calabrò, and Huse 2011).  

When there are four or more women on the board, they have reached a critical mass, and they 

can actually influence the decision-making process (Asch 2003).  Thus, it could be that the 

positive relationship between gender diversity and firm reputation derives from the women’s 

symbolic role.  If gender diversity increases to the point where women may actually have 

influence on the board’s processes and decisions, firm reputation starts to decrease. 

Racial diversity had no effect on reputation.  Moreover, racial diversity showed no 

significant correlation with reputation.  In their study of Fortune 500 companies, Miller and 

Triana (2009) found that racial diversity had a positive effect on firm reputation.  Differences in 

the data sources and the categories used could explain the dissimilar results between Miller and 

Triana’s study and my research.  Miller and Triana (2009) used 4 racial categories identified by 

the Investor Responsibility Research Center, whereas I used six categories from BoardEx. 

The maximum possible level of racial diversity in my sample using Blau’s index of 

heterogeneity is 0.83, whereas the mean in the sample was 0.41.  This indicates an overall low 

level of racial diversity.  Furthermore, I was unable to find information on the racial composition 

of over 100 boards in the sample.  Not only do companies not publish the race of directors on 

their official SEC filings, but also the race of directors is more difficult to discern from their 

name or photograph than other characteristics such as gender.  Consequently, there is an overall 

lack of visibility of the racial diversity in the board of directors.  This low level of visibility 

could explain why racial diversity had no effect, positive or negative, on firm reputation.  If 

diversity is used by firms as a signaling mechanism, the conspicuousness of these signals is 

essential for them to have an effect on stakeholders.  
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Age heterogeneity was not correlated with reputation.  The average level of age 

heterogeneity was very small (0.12), due to a high mean board age (61.84 years) and a low 

standard deviation (± 3.42 years).  Therefore, the lack of support for hypothesis 3c may be due to 

the overall low level of board age heterogeneity in the sample.  Moreover, board age was 

significantly and positively correlated with board expertise (r=.45, p<0.01) and board social 

capital (r=0.11, p<.05) – two variables that have a significant positive effect on halo-removed 

firm reputation.  I controlled for board age and it had no statistically significant effect on firm 

reputation.  This could indicate that board age alone has no impact on reputation; that is, an older 

board with little expertise and social capital has no effect on reputation. 

Perhaps a racially-diverse board of directors, or a board of directors with high levels of 

age heterogeneity, does not have the same signaling effects than a gender diverse board.  What is 

more, companies may be concerned about “stigma by association” which occurs when social 

audiences ascribe their negative stereotypes of individuals to the groups or organizations 

associated with these individuals (Hudson 2008).  If the social audiences in this case have racial 

or age prejudice, organizations may try to disassociate themselves from older or racial minority 

directors to avoid the stigma by association. 

Additionally, it is important to keep in mind the “inherent limitations” in the use of 

demographic variables to understand the effects of the TMT (Priem, Lyon, and Dess 1999).  

Although demographic characteristics are useful proxies to represent differences in perception 

among top executives, the measures ignore the role of power, conflict, social relations, and other 

factors that affect the TMT interactions.  Moreover, there is ongoing discussion in management 

research about whether group diversity has a positive or negative effect on group-level processes 

and outcomes.  As discussed in the case of heterogeneity of background, demographic diversity 
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can reduce social integration and communication, and increase conflict (Amason 1996; Smith et 

al. 1994).  The negative effects of diversity have been shown to decrease with repeated 

interactions among team members, suggesting a moderating effect of team tenure on the 

relationship between group diversity and group performance (Eisenhardt and Schoonhoven 1990; 

Smith et al. 1994).  Yet, in this study, analyses of the moderating effect of board tenure on the 

relationship between gender diversity and reputation, race diversity and reputation, and age 

heterogeneity and reputation were not significant. 

The positive moderating effect of managerial discretion on the relationship between 

board fit with the ideal profile and reputation posited in hypothesis 5 was also not supported.  

Additionally, managerial discretion was not correlated to either MISALIGN or halo-removed 

firm reputation.  One potential explanation for this result is the data used to calculate 

environmental dynamism and environmental munificence – the two variables that compose the 

measure of managerial discretion.  I collected data on industry sales from 2004-2008 using all 

the firms available in CompuStat.  Because this database uses only public companies, it may not 

adequately represent the true state of the environment.  For example, Ali, Klasam and Yeung, 

(2009) found that measures of industry concentration derived from Compustat are only 13% 

correlated with measures of concentration obtained from the U.S. Census.  A similar 

phenomenon may occur with data about environmental munificence and dynamism.  

A second explanation for the non-significant interaction of managerial discretion and 

deviation from the ideal board profile could be that only 22% of the firms in the sample operated 

in environments with high managerial discretion, while all the rest operate under low managerial 

discretion.  This could be a result of either low environmental munificence and/or low 

environmental dynamism.  I compared the number of firms operating in each environment and 
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found that 197 firms are in industries with low level of munificence and 194 are in industries 

with high levels of munificence.  On the other hand, 152 firms operate in highly dynamic 

environments, whereas 239 operate in stable environments.  This may evidence an overall low 

level of dynamism in the data period collected (2004-2008). However this is unlikely because 

this period covers years of high volatility and uncertainty: the boom years before the economic 

recession that started in December of 2007 and ended in June of 2009, and also part of the 

recession (NBER 2010). 

Hypothesis 6, which suggested that environmental complexity strengthened the 

relationship between board alignment and reputation, was not supported.  There is ongoing 

discussion in strategic management and finance research about the meaning and measurement of 

environmental complexity (Ali, Klasa, and Yeung 2009; Cannon and John 2007).  For this study, 

I decided to measure environmental complexity as the number of scientists, engineers, and 

technical professionals as a percentage of the total number of employees in an industry.  This 

measure, which was developed by Sharfman and Dean (1991), is purported to reflect the level of 

technical sophistication required in an industry.  Because this type of skills may reside at the 

board level, I thought it could be an appropriate measure of an environment in which the skills 

and expertise of the directors of the board could impact the firm’s reputation.  Yet, it may be that 

the directors’ roles are limited to control, monitoring, and strategy formulation, and thus, their 

technical skills are not required to deal with the technological complexity of the firms’ 

environment.  Still, one must be careful to note that it is not that the expertise of the board of 

directors is without importance, as hypothesis 1 shows that the board’s level of expertise has a 

positive impact on reputation. 
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While I controlled for board independence, it did not have a significant effect on firm 

reputation. Board independence is one feature of board of directors that has been actively 

promoted by corporate governance reform, in particular the Sarbanes-Oxley Act of 2002.  

However, at least in the case of managing corporate reputation, creating independent boards is 

not enough.  The levels of expertise, social capital, and racial diversity are factors that need to be 

considered when putting together boards of directors that can enhance the firm’s reputation. 

These three positive and significant effects indicate that beyond the traditional functions of 

monitoring, control, and strategic decision making, boards of directors also have a role in 

shaping how the firm is perceived by stakeholders. 

This consideration is particularly true for companies operating in industries with a high 

need for legitimacy.  As support for hypothesis 7 indicates, misalignment from the ideal board 

profile has a stronger, negative effect on the reputation of firms operating in industries with high 

need for legitimacy.  These industries have a history of problems with products, employment 

practices, the environment, and other stakeholders.  In these negative situations, a good 

reputation gives companies the benefit of the doubt, and can shield them from negative effects 

(Kraatz and Love 2006; Pfarrer, Pollock, and Rindova 2010).  

Although this study shows how misalignment from the ideal board profiles negatively 

affects firm reputation, the picture is however more complex as the fit between the board ideal 

profile and the focal firm’s board is not static.  Attrition, succession, and corporate governance 

reforms may alter the composition of the board. Also, changes in the environment may affect the 

fit between the board and the environment.  

Another important point is how expertise, social capital, and demographics affect the 

perception of the environment. My paper proposes that these three characteristics of the board 
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have an effect on firm reputation, and that this effect is moderated by the objective environment. 

Research has shown, however, that the individual perception of the environment not always 

matches the actual environment (Boyd, Dess, and Rasheed 1993; Sutcliffe 1994), and some of 

the factors I propose as independent variables (expertise, social capital, demographics) may 

affect this perception.  For instance, Sutcliff (1994) found that accurate perceptions of 

munificence may be improved by in-depth information processing – which may be a result of 

expertise; or by the density of connections to the industry network – which may derive from 

social capital.  As a result of this discrepancy between the objective and the perceived 

environment, we should question the assumption that expertise and social capital would always 

be deployed whenever they are present.  

 

Limitations 

Despite the encouraging results, this study is not without limitations. First is the use of 

Fortune’s magazine “Most Admired Companies” as source for the reputation scores.  Although 

this score has been previously used in management research (for example: Arthaud-Day et al. 

2006; Fombrun and Rindova 1996; Fombrun and Shanley 1990; Miller and Triana 2009; Roberts 

and Dowling 2002), the score is based on surveys of business experts, and it does not measure 

the firm reputation among other stakeholders.  It may be possible to improve this score by 

creating a multidimensional score drawing from different lists, such us the Best Companies to 

Work For (also published by Fortune), Best Companies for Women (published by Working 

Mother magazine), and J.D. Power’s consumer ratings and awards, among others.  Moreover, the 

sample used for Fortune’s rankings cannot be use to understand the ‘being known’ dimension of 

corporate reputation as all companies included in the rankings are widely known. 
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A second limitation is that my sample only comprises American public companies, 

although Fortune magazine has started publishing global reputation lists.  This limits the results 

to board variables that may affect reputation in the United States.  Different values, cultures, and 

expectations around the globe could have an impact on the factors that enhance or reduce a 

firm’s reputation.  Likewise, national or local legislation may impose diversity quotas on the 

board of directors – for example board gender quotas in Norway – which may diminish the 

variability and importance of some of the variables proposed in this study.  

As it is the case with most research on the effects of diversity, one limitation of this study 

is the use of visible characteristics to measure gender and race.  Particularly in the case of race, 

my measure only allows each individual director to be classified in one of six racial categories 

but some individuals may self-identify in one or more races.  This problem can be further 

compounded by the lack of distinction between race and ethnicity.  Ideally, diversity should be 

assessed using self-identification measures which may better reflect traits, attitudes, and 

cognitions. 

Finally, the use of cross-sectional data does not allow to test inferences about causality or 

to see how the variables study change across time. Future longitudinal studies could examine 

changes in reputation across time, or test how reputation changes after new board members are 

appointed using different time horizons.  

 

Implications for Theory  

This paper presents evidence that Upper Echelons theory can and should be expanded 

beyond the study of the executive team.  Upper Echelons theory can further our understanding of 

how the demographic characteristics of the board of directors affect important strategic 
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outcomes.  Although there are some studies that have looked at the supra-TMT (Finkelstein and 

Hambrick 1996; Jensen and Zajac 2004), most UE research focuses only on the TMT.  My study 

shows that the characteristics of the board of directors go beyond their effect on CEO monitoring 

and control.  We need to understand not only the processes that occur inside the board, but also 

the signaling effects of directors and top executives.  This extension of the constructs, 

operationalizations, and predictions of UE to the study of the board of directors may be 

particularly important as the involvement of directors in the firm’s strategy continues to grow.  

Furthermore, this research indicates that the study of the organizational upper echelons 

can benefit from recognizing best-practice models and how nonconformity to these affects the 

organization.  As this study shows, the perspective of fit as profile deviation (Venkatraman 1989) 

can be applied to the board of directors and, although not developed here, it may also be applied 

to the TMT.  Practioners have recognized that there is right board of directors and that 

companies need to follow best practices not only in areas like manufacturing or logistics, but also 

in the recruitment of directors and top executives (Dilenschneider and Ettorre 2009; Lorsch and 

Clark 2008; Miles and Watkins 2007).  Although companies may never achieve a complete fit 

with the ideal board profile, they may still reap some of the benefits of fit with reductions in their 

overall level of misalignment.  An important contribution of this study is providing evidence of 

how fit as profile deviation can be applied to the organization’s human capital, a combination 

rarely considered in strategic management research.  

Several scholars have criticized corporate governance research for ignoring the role of the 

environment on the effects of the board of directors (Huse 2005; Muth and Donaldson 1998; Van 

den Berghe and Levrau 2004).  In linking contingency theory to the study of the board of 

directors, this research also contributes to our understanding of how the effects of the board may 
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depend on the characteristics of the firm’s external environment.  In particular, I show how the 

traditional strategic environment variables of munificence, dynamism, and complexity, may not 

be enough to understand the moderating role of the environment on the firm’s strategic choices 

and outcomes.  We need to add a fourth dimension, need for legitimacy, to identify the 

limitations firms encounter by operating in industries with high levels of concerns regarding the 

environment, human rights, employment practices, etc.  Pressure from multiple stakeholders may 

constraint the companies’ strategic choices.  At a time when the actions of firms are quickly 

exposed by traditional and social media, companies operating in ‘tainted’ industries may be 

constantly under scrutiny. 

My study also contributes to corporate governance research by highlighting the need to 

go beyond traditional measures of the board based on agency theory and resource-dependence 

theory.  These established measures of board characteristics have produced mixed results 

regarding the influence of the board of directors on firm-level outcomes (Dalton et al. 1998; 

Dalton et al. 1999).  Despite the regulatory emphasis on fostering board independence and 

decreasing CEO power, to fully understand the roles and effects of the board of directors, we 

need to consider board-level characteristics such as expertise, social capital, and diversity.  

Moreover, corporate governance researchers need to study these characteristics as bundles and 

not in isolation because the level of deviation from ideal profiles matters.  

An important contribution of this research is adding to our understanding of the 

antecedents of corporate reputation (Lange, Lee, and Dai 2011).  Companies can influence their 

reputation not only through their products and corporate social responsibility practices, but also 

through the conformation of the board of directors.  Specifically, my analysis shows that board 

expertise, board social capital, and board gender diversity have a positive effect on firm 
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reputation – even after removing the halo effect of financial reputation. Additionally, this study 

shows that following best practices in the conformation of the board of directors increases firm 

reputation.   

Fortune’s reputation scores are created by surveying specialized investment analysts and 

peers working in the same industry as the firms being evaluated.  These audiences are more 

likely than the general public to have a thorough knowledge of the firm, including not only its 

financial records but also their executives and directors.  This knowledge may influence their 

scoring.  More importantly, although the scores are based on expert evaluations, once they are 

published in the magazine they are available to all stakeholders, and they are likely to influence 

how non-expert audiences evaluate the firm.  

 

Implications for Practice:  

For companies, this study indicates that directors are more than insiders or outsiders. 

They bring to the board the richness of their experience, their social networks, and their personal 

histories.  In order to accomplish better corporate governance practices, we need to consider 

these differences and to think how they fit with the TMT leadership and the organizational 

environment.  Companies face the challenge of assessing their own board, and filling up their 

gaps in human and social capital, and in demographic diversity (Miles and Watkins 2007).  A 

starting point in this process is to assess their environment -- particularly their need for 

legitimacy – in order to recruit directors that can help them to enhance their reputation. 

Expertise, social capital, and demographics, affect how directors perceive situations and how 

they construct strategic choices (Forbes and Milliken 1999).  For organizations, assembling the 

right board of directors should go beyond complying with norms or expectations about the right 
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mix of independent and inside directors (Nadler 2004).  For example, organizations may need to 

change the composition of the board of directors, as the industry they operate on goes from 

young and with few competitors, to mature and more hostile.  These changes in the environment 

may be not only the result of normal industry cycles, but also be direct consequence of the firm’s 

strategic actions: diversification, retrenchment, internationalization, etc., can all change the 

environment the firm faces.  Thus, part of the preparation for these strategic moves should 

include aligning the board’s collective expertise, social capital, and demographic diversity to the 

new demands.  

Additionally, companies need to consider their own need for legitimacy and the need for 

legitimacy of the industries in which they work.  Operating under high levels of need for 

legitimacy may make more pronounced any negative effect to the firm’s reputation.  Moreover, 

low levels of legitimacy may limit the firm’s strategic options.  At the industry level, companies 

can work with trade associations to reduce the overall levels of concerns in areas such as 

community, corporate governance, employees and diversity, the natural environment, human 

rights, and consumers.  At the organizational level, firms may need to identify and engage with 

critical stakeholders to address their concerns and perhaps distance themselves from the most 

egregious practices in their industries. 

For individuals, and for organizations managing the career ladders of their next 

generation of executives, my perspective highlights the importance of developing a portfolio of 

knowledge, skills, and social linkages.  This requires consideration of the breadth and depth of 

expertise necessary to perform well in executive positions and board seats, and of the network of 

contacts that individuals should build not only to get access to better positions, but also to better 

fulfill their duties as directors. 
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Future Research 

Future research could further tease apart the nature of misalignment from the ideal board 

profile.  The ideal profile created here is composed by three measures: board expertise, board 

capital, and board gender diversity.  A board that does not fit this ideal profile could deviate in 

any of these three dimensions, or in multiple combinations of them.  For example, a board may 

fit the ideal board profile in the expertise dimension and be misaligned in the other two 

dimensions.  Using a measure that differentiates between the different dimensions of 

misalignment could help us to understand which of these dimensions is most important under 

particular environmental conditions.  

Moreover, there may be other board-level characteristics not studied here that could 

impact firm reputation.  Characteristics of the board’s structure -- like the type of committees, 

the members of these committees, etc.—may affect not only the decision-making process and the 

good governance of the corporation but also how it is perceived by different stakeholders. 

Additionally, other personal characteristics of the directors such as their charitable activities, 

membership in social and cultural institutions, or trade associations may also affect the social 

capital and expertise they bring to the board and impact firm reputation.  

The effects of board expertise, social capital, and demographic diversity may not be 

limited to firm reputation or firm performance (Haynes and Hillman 2010).  Through their 

pooled expertise, human, and social capital, the members of the board may also affect other 

outcomes such us innovation, corporate social responsibility, diversification strategies, 

internationalization, and other important firm-level phenomena.  Future research could use some 

of the measures and operationalizations developed in this study to understand the effect of the 

board of directors on a variety of organizational processes and outcomes.  
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Although directors are becoming increasingly more involved in strategic planning, it 

would be interesting to study the role of the top management team in creating and maintaining 

the firm’s reputation.  The antecedents of corporate reputation that I studied at the board-level 

could be easily analyzed at the TMT-level.  Because the TMT is more visible to most 

stakeholders than the board of directors, the effect of the TMT on reputation could arguably be 

stronger.  Understanding how the expertise, social capital, and diversity of top executives affect 

reputation could improve our understanding of the effects that executive have beyond firm 

performance.  More important, since the TMT is more involved in the day-to-day operation of 

the corporation and its business units, the alignment of the expertise, social capital, and diversity 

of the TMT with best practices models and with the environment may be highly important for the 

successful operation of the firm.   

We also need to understand how directors and members of the TMT get to these high-

level positions.  We know little about the career trajectories that take an undergraduate student to 

the upper echelons of corporate America.  This study shows that their expertise and social capital 

matter, but it does not explain how directors accumulate them.  Also, we do not understand if 

there are better paths to accumulate experience and social capital.  For instance, is it better to 

have multiple different positions within a single company or to switch from firm to firm to 

acquire different experiences and personal contacts?  Future studies could trace the careers paths 

of directors and top executives to further our understanding of how the best executives are made.  

The construct of need for legitimacy provides an exciting avenue for improving our 

understanding of the context in which firms operate.  In this study, need for legitimacy is an 

industry-level variable that seeks to capture whether the actions of an industry are not perceived 

as proper.  Yet the perception of what is appropriate may vary not only across industries.  Need 
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for legitimacy may vary within industries (for example Wal-Mart and Target operate in the same 

industry, but they may have different levels of need for legitimacy), or across countries 

(agricultural biotechnology companies which operate largely without controversy in the US face  

tremendous hostility in the EU due to concerns about genetically modified products).  Future 

studies could improve this measure and expand it to understand the non-economic limitations 

and possibilities that the environment places on the firm’s strategic options.   

We also need to understand better the trade-offs between board expertise, board social 

capital, and the director’s own careers and constraints.  The issue of multiple directorships 

provides an example of the potential problems that need to be considered.  Having multiple 

directorships helps individuals to build their social capital yet, for shareholders, for the 

organization that employs the individual (the ‘sender’ organization’), and for those in which she 

sits as director, multiple directorships means that the director’s time and attention are more thinly 

spread (Dobrzynski 1996; Shyan 2009).  Thus, the increased social capital resulting from more 

board seats, is offset by the time and effort those directorships require.  As a consequence, two 

questions arise: what is the optimum number of board directorships; and what is the right mix of 

directorships in terms of industry, different committee memberships, geography, and so on.  The 

answer to these questions can help to build the expertise and social capital necessary to be an 

effective director. 

It would be interesting to evaluate the contribution of each director in relation to other 

members of the board. Is it better to have directors whose social networks overlap extensively or 

to have individuals with networks that intersect minimally? What level of board heterogeneity of 

background is optimal? In a board with maximum heterogeneity of background, no two members 

are experts in the same industry or the same field.  How do they work together when each uses a 
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different jargon?  How are the dynamics of decision making different in such a board from the 

dynamics in a more homogenous board?  

 

Conclusion 

The corporate governance literature can benefit from a perspective that considers a more 

nuanced picture of the board of directors. Beyond their level of independence from the 

organization, we need to evaluate directors according to their ability to provide expert advice and 

access to resources. We also need to identify best models in building and restructuring boards of 

directors.  Although not all hypotheses were supported, this study shows that boards with high 

levels of expertise, social capital, and gender diversity have a positive impact on firm reputation.  

These and other characteristics of the board may affect a variety of strategic outcomes.  

Moreover, we cannot fully understand the role of the board of directors unless we consider the 

strategic environments in which firms operate.   
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