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Definition

Corporate boards are viewed as upper echelons of their firms, performing critical tasks which of
overseeing and influence strategic actions of firms. Whilst monitoring and control tasks are a legal
duty of boards, they also participate and contribute to strategy process by providing advice and
counsel (advisory tasks), initiating strategic proposals and contributing to the implementation of
strategic decisions (strategic tasks) (McKinsey, 2016). “How do we enhance boards’
performance?” has become a critical question for scholars, corporate leaders, and policymakers. In
answering this question, this chapter focuses on the importance of board diversity with regard to
directors’ different functional backgrounds, educational backgrounds, and industry experiences.
Whether such a variety in the boardrooms benefit strategic actions of firms or not is considered.
We draw attention to a greatly neglected issue which has enormous practical importance, the
boardroom barriers. There are social, power-related, and cognitive boardroom barriers, which

might limit the utilization of board diversity. When these boardrooms barriers are acknowledged,
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a complementary question for scholars, corporate leaders, and policymakers remains, “How do we

make board diversity work?”.

Introduction

“Whether and how corporate boards affect organizational outcomes” is still one of the key
questions in corporate governance and to some extent strategic management, which has prevailed
through decades (Zahra and Pearce, 1989; Krause, 2017). However, recently it seems this inquiry
is getting more focused. Diversity is, slightly but steadily, increasing in the boardrooms (Catalyst,
2018; Deloitte, 2019). Corporate leaders are aiming to create diverse boards expecting them to
actively participate and contribute to the strategy process (Fairchild, 2015). A recent survey of
“The CEO Guide to Boards” by McKinsey (2016) revealed that strategy is, on average, the area
boards give most of their attention. Accordingly, “whether and how board diversity influences
strategic decisions of firms” has become a timely and important topic which has enormous practical

implications. What is board diversity?

Although it is hard to provide a common definition of diversity in boardrooms, diversity
simply means “variety” (Milliken and Martins, 1996). Variety in boardrooms is commonly viewed
as “variety in directors’ knowledge, skills, and professional experience” which is the reflection of
directors’ different functional background, educational background, and industry experience. Still,
variety receives several labels such as “board heterogeneity”, “knowledge/information diversity”,
“cognitive diversity”, and “job-related diversity”. From a practitioner’s eyes variety in boardrooms
means availability of a broader pool of relevant information, expertise and increased number of

perspectives on the strategic issues at hand (Fairchild, 2015; McKinsey, 2016). Using this



information and evaluating different perspectives, diverse boards may contribute to the creation of

strategic decisions with better quality as well as creativity. How?

Corporate leaders’ initiatives in creating variety in boardrooms find considerable support
in research. Such that directors’ different skills, knowledge, and professional experience enhance
boards’ ability to successfully perform board tasks (e.g., Kakabadse et al., 2018; Gabaldon et al.,
2018) as well as their contributions to strategic decisions (e.g., Haynes and Hillman, 2010).
Research also demonstrates that such variety helps firms take decisions with better quality (e.g.,

Sun et al., 2015) as well as creativity (e.g., Torchia et al., 2018).

However, while board diversity may mean variety in directors’ skills, knowledge, and
professional experience, at the same time it may also mean separation and disparity (Harrison and
Klein (2007). This is a critical specification as it introduces boardroom barriers in the discussions
about whether board diversity benefits strategic decisions. For example, increasing numerical
representation of women on boards has become a worldwide issue and it seems investments of
policymakers, institutional investors as well as NGOs to this end has been paying off (Catalyst,
2018; Deloitte, 2019). Women directors have different values (Eagly, 2016; Post and Byron, 2015)
and different knowledge and experience (Hillman et al., 2002; Singh et al., 2008) compared to their
male counterparts. From this perspective, an increasing number of women on boards can be
expected to increase variety in boardrooms which might positively impact boards’ contribution to
strategic decisions. Indeed, this is one of the main economic arguments, which find empirical
support (e.g., Torchia et al., 2018; Triana et al., 2013), put forward by defenders of an increasing

number of women at upper echelons. This line of thinking views gender diversity as a variety.

However, gender diversity means also separation which may result in outgroup - ingroup

or “we-they” separation in the boardrooms (Harrison & Klein, 2007). Gender is generally a salient



observable among upper echelons - which can lead to the out-group categorization of female
directors automatically and instantly (Zhu et al., 2014). Outgroup categorization of women
directors in male-dominated boards (Groysberg and Bell, 2013) might limit women directors’
contributions to board decision making and, accordingly, strategic decisions (e.g., Huse and
Solberg, 2006; Kakabadse et al., 2015). From this perspective, whether and how variety influence
strategic decisions can be better understood and explained when social barriers are taken into

account.

Likewise, board diversity may also mean variety and disparity. For example, it is not
unusual to describe boardrooms as an arena for power games where representatives of major
shareholders, directors with friendship ties to CEO, or few males, white, experienced directors
dominate boardroom discussions (Finkelstein, 1992). Such asymmetric power held by few in
boardrooms results in asymmetric use of resources such as information about financial tables to
organizing informal meetings or social gatherings. Those few directors may be enriching variety
in the boardroom but also creating high levels of disparity, few benefiting from all resources. How
would such power asymmetry would impact utilization of directors’ different skills, knowledge,
and professional experience? Research suggests that presence of a high-power individual (e.g.,
Haynes and Hillman, 2010) or power imbalance between directors (e.g., Triana et al., 2013) may
hinder boards’ contribution to strategic decisions. From this perspective, whether and how variety
influence strategic decisions can be better understood and explained when power-related barriers

are taken into account.

Considering that diversity may mean variety but also separation and disparity implies that
there are social and power-related boardroom barriers which may limit fully use of directors’

diverse talent on strategic decisions. However, the scholarly discussions and practices in policy



and corporate world are still centered on “Should we have more diversity in boardrooms? Does
variety in directors’ skills, knowledge, and professional experience benefit firms?”. Considering
research that provides considerable evidence of two “Yeses” to above questions and the presence
of boardroom barriers, the two emerging questions are “What are the barriers that limit the use of

directors’ diverse talent?”” and “How do we make board diversity work?”.

Key Issues: Boardroom Barriers

Specifying board diversity as variety, separation, and disparity reveal two boardroom barriers
which might limit the utilization of directors’ different skills, knowledge, and professional
experience onboard tasks and, thus, on strategic decisions. A third boardroom barrier could be
added to the list which rests on the idea that directors are expert decision makers with unique
knowledge and expertise, but they also have limited cognitive capacities. To be able to generate
solutions to reduce or avoid the negative consequences of these boardroom barriers, the first step
is to better understand the processes, mechanisms that create these obstacles as well as their

negative consequences.

1. Social Boardroom Barriers

Social categorization perspective which incorporates social identity and self-identity theories and
similarity/attraction paradigm explains the processes that lead to “out-group vs. in-group”, “we vs.
they” separation in groups. Social categorization perspective posits that individuals create and

define their own place in society by categorizing themselves in social groups with some emotions



and values significant to them regarding the group membership (van Knippenberg et al., 2004).
When a certain observable is salient (e.g. gender), out-group categorization tends to be automatic
and instant (Gaertner et al., 1989). This leads to intergroup bias which refers to more favorable
perceptions of, and attitudes and behavior towards, in-group than outgroup (van Knippenberg et
al., 2004). As a result of intergroup bias, evaluations are based on category (e.g., woman vs. man)
rather than individual merit; negative attributes are exaggerated and positive ones can be
discounted; and permissible behavior of the stereotyped person is clearly constrained (Fiske et al.,

1991).

Research has shown how the negative consequences of out-group categorization may
impact group dynamics (Zhu et al., 2014). People cooperate more with in-group members
compared to out-group members, out-group members are at a significant disadvantage for receiving
rewards and positive evaluations compared to in-group members. Out-group members are less
likely to be noticed for their positive behaviors, but they are more likely to be blamed for negative
results. They are thus more likely to be perceived as less competent, and their information is
perceived as less relevant and credible. All in all, diversity’s potential cannot be fully realized when

some group members face the negative consequences of out-group categorization.

Directors are not immune to social categorization processes (Groysberg and Bell, 2013) and
gender, age, ethnicity, education, functional background, top executive experience, and industry
background are salient features among directors (Zhu et al., 2014). Based on these women directors
can be instantly and automatically categorized as outgroup members by majority male directors.
Observable differences (e.g., gender) are at the center of discussions on social categorization
processes because they are simply easy to observe and used as heuristic cues by group members to

categorize themselves and others into similar in-group members and dissimilar out-group members.



As a matter of fact, when it is realized that there might be several subgroupings based on
aforementioned salient features in the boardrooms, one important issue in the boardrooms emerges
demographic faultlines in boardrooms. Demographic faultlines, defined as hypothetical lines that
divide a group into multiple subgroups based on the alignment of salient attributes (Lau and

Murnighan, 1998).

In this regard, diversity as separation can be better understood when the existence of board
demographic faultlines are acknowledged, rather than only focusing on observable salient features.
In turn, while board demographic faultlines can explain the subgroupings in boardrooms, outgroup-
ingroup categorizations can be used to explain negative consequences of subgroupings on board
performance (Kanadli et al., 2018; Westphal and Bednar, 2005; Veltrop et al., 2015). One
interesting point is that social categorization processes are automatic and instant particularly when
the salient feature is observable. However, it should be noted that both board demographic fault-

lines and negative consequences of outgroup categorization require activation.

Not all demographic fault-lines can be expected to affect board functioning. If board
demographic faultl-ines are activated that is demographic fault-lines lead to the perception that the
board is split into subgroups, board performance can be expected to be negatively affected (Veltrop
et al., 2015). For example, following an M&As (firm A acquires firm B), the newly formed board
can welcome women directors (from firm B) and a subgrouping may be observed based on gender
(women directors vs. male directors) in the board of the newly formed organization. Still, it may
be in fact subgrouping not based on gender but rather based on new comers vs. hosts that would be
perceived by board members as a split. Additionally, if new comers (firm B) are all younger

directors than hosts, a strong fault-lines can be detected which can be expected to activate



perception of subgrouping in the newly formed board. In this stage, social categorization can be
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thought to occur in the boardroom: “we”, “they”, “in-group members” Or “out-group members”.

However, such instant and automatic outgroup categorization do not imply per se that the
aforementioned negative consequences of intergroup bias will be realized on outgroups (van
Knippenberg et al., 2004). Intergroup bias is typically inspired by threats or challenges to the value
or the distinctiveness of group identity. For example, challenges can be social competition for status
and prestige, outright derogation and discrimination of the group, and unequal status of subgroups
and competitive interdependence between subgroups (van Knippenberg et al., 2004). Following
the M&As example, negative consequences of out-group categorization on newly appointed young
directors can be felt when existing tenured directors perceive newcomers behaviors, attitudes as
challenge or threat. The ability to operate effectively as a board, sharing unique information and
communicating perspectives, becomes more difficult because the board is separated into salient

subgroups (Li and Hambrick, 2005).

In sum, without considering the effects of social barriers, any conclusion on the influence

of board diversity may be misleading.

2. Power-related barriers

The second set of boardroom barriers, which can be once again expected to limit directors’ use of
their diverse talent, refers to “silencing impact” of power asymmetry felt by low power directors
in the presence of high-power individual/s (Pearce and Zahra, 1991). A high-power individual in
the boardroom is defined as an individual who has the capability of overcoming resistance in
achieving a desired objective or goal (Finkelstein, 1992). A CEO or a chairperson will have such a

capability, mostly because of their structural power (Finkelstein, 1992). A CEO, being the leader



of a firm, as well as a chairperson, being the leader of the board, can be specified as high power

individuals in the boardrooms, having structural power.

In boards where there is CEO-duality structure, a CEO might be in the boardroom also as
a chairperson, enhancing his or her structural power. However, it is hard to claim that this is the
dominant structure across the corporate world (mainly in the US) and, hence, a CEO can only
attend board meetings as a chair. Non-duality may be a common practice in boards (particularly in
Europe), and a CEO might be in the boardroom as a board member (Kakabadse and Kakabadse,
2007). There might be several reasons for this presentation, although the CEO should not be in the
boardroom due to a non-duality structure. For example, a CEO can be the main bridge to or
communication channel between the top management team and the board. Moreover, relatedly, a
CEO may be the main possessor of firm-specific information as well as the knowledge that is
essential for competent board work. In addition, a CEO might personally prefer to be present during
board meetings, with the aim of controlling discussions and any possible rivalry to his/her

leadership in the firm.

While most discussions on power focus on CEO-duality and thus structural power as the
source of power in boardrooms, there are other sources of power that should be considered
particularly to understand power asymmetries between directors in boardrooms. Finkelstein (1992)
established four types of power: structural, ownership, expert, and prestige, each of which is
pertinent to the board of directors. Structural power is rooted in formal position and hierarchical
authority and indicates the human capital required for the job. Ownership power is related to equity
ownership as well as founder status. A director possesses this power when he/she represents the
will of the shareholders. Expert power can develop as a result of having exposure to many different

functional areas and breadth of assignments as well as through organizational tenure or years of



experience, indicating the task and job knowledge of the director. Lastly, prestige power develops
from one’s institutional environment based on personal prestige or status, reputation, and
perceptions of influence (Finkelstein 1992). Prestige power may develop as a result of having a
position on one or more boards, serving on influential committees, or having attended elite
educational institutions (Finkelstein 1992), suggesting a certain level of knowledge and

connections.

Accordingly, a highly tenured director who holds membership of nomination and/or
compensation committees and multiple board appointments may as well be a high-power individual
in boardrooms. Specifying power asymmetries in boardroom matters as a high-power individual
may intentionally or unintentionally exert a “silencing effect” on the directors with lower power
(Pearce and Zahra, 1991). In teams with mixed-status individuals, the high-status individuals speak
more and tend to exert influence over team discussions (Cleveland et al. 2000). In board context,
research shows that a powerful CEO may silence the different voices of directors during board
discussions (Haynes and Hillman, 2010). Women directors are considered to have lower power
than their male counterparts because they are in general younger, they lack committee memberships
and top executive experience, held few or no multiple board appointments (Triana et al., 2013).
Triana et al. (2013) show that only when women directors have power in male-dominated boards

they can influence strategic decisions.

Power asymmetry in boardrooms can be also linked to age diversity, one of the emerging
topics in the corporate world. The main idea is that firms should more and more engage in the use
and adaptation of new technologies that mainly built on information technologies and systems
which may require the appointment of young directors to boards. New generation younger directors

around the age of 40s (compared to average director age of 55-60) are thought to be better



facilitators for adaptation of the latest technologies. However, it is highly likely that these younger
directors may lack the experience as a director, may not held committee memberships or multiple
board appointment. Are boards really ready to utilize such low power young directors’ talents in
the presence of high-power individuals? Although research is limited, up to date the answer seems

to be “Yes and No” (Ali et al., 2014).

All in all, without considering the effects of power-related barriers, any conclusion on the

influence of board diversity may be misleading.

3. Cognitive barriers

It might be surprising to acknowledge that almost for half a century, and to some extent still, the
dominant theories of corporate governance have adopted a model of individual who is assumed to
rational (Goshal, 2005). In other words, directors are assumed to be superheroes who have all the
information to objectively make a decision choice which would maximize shareholders’ profit. Of
course, there are alternative perspectives taking over which posits that decision makers are only
bounded rational with limited information about the decision environment (Van Ees et al., 2009).
Additionally, like other individuals, directors have limited cognitive capacity in processing
information. Boundary conditions of information overload occur when individuals reach a point at
which they are unable to process any additional information (Tushman & Nadler, 1978). Not
recognizing that a director or board as a whole have limitations in absorbing and processing new
information, may result in limited use of directors’ diverse talent as those directors may simply

reach an information overload (Khanna et al., 2014).

In this regard, may be one of the most important issues in the corporate world is board

interlocking directorates. It is also not surprising that having multiple board appointments are seen



as a source of prestige power among directors. “An interlocking directorate occurs when a person
affiliated with one organization sits on the board of directors of another organization.” (Mizruchi,
1996:271). Interlocking directorates have been interpreted as an important source of professional
experience, timely and relevant information and diverse perspectives (Shropshire, 2010).
Therefore, board interlocks reveal beneficial effects on strategic decisions (e.g. Hambrick et al.,
2015) as well as diffusion of corporate practices (e.g. Tuschke et al., 2013). As mentioned, board
tasks are complex and highly cognitive tasks which are surrendered by ambiguity, uncertainty, and
volatility. At how many boards a director can efficiently serve by absorbing unique information,
processing this information to produce individual perspective, and actively participate in board

discussions about the strategic issues at hand?

Khanna et al (2014, p: 564-65, emphasis added) say; “On the surface, this (board interlocks)
suggests a potential paradox whereby a focal firm benefits, on the one hand, from having access to
greater amounts of information through its directors’ networks, but suffers, on the other hand,
because of the high cognitive commitment this places on the directors, which limits their ability to
effectively monitor and participate in the strategic decision-making process.”. There is also
evidence that highly interlocked boards (at least half of the board have more than 3 board

appointments) may fail to effectively perform board tasks (Kaczmarek et al., 2014).

In sum, acknowledging social, power-related, and cognitive boardroom barriers, it would
be unrealistic to expect utilization of board diversity on strategic actions of firms. Once the negative
influence of social, power-related, and cognitive boardroom barriers on the utilization of directors’
different skills, knowledge, and professional experience are acknowledged, the following question
appears to be “How do we make board diversity work?”. Corporate leaders, policymakers as well

as board members can take steps in coping with boardrooms barriers.



Future Directions: Coping with Boardroom Barriers

Coping with Social Barriers

Maybe the most important actor in coping with social boardroom barriers is the chairperson. So,
the first step would be the deliberate selection of chairperson by corporate leaders. In specifying
the leadership attributes of such a chairperson, policymakers and scholars would play a critical
role. In some national context, policymakers have been already drawing a chairperson profile such
that regulations, as well as best practices of board leadership, requires the appointment of
independent chairpersons (Kakabadse and Kakabadse, 2007). Additionally, research shows that a
chairperson with a strong leadership efficacy generates an open and safe boardroom and facilitates
board discussions in a manner that encourages directors to actively participate and contribute to
board discussions (Gabrielsson et al., 2007; Kanadli et al., 2018). Leadership efficacy consists of
certain behaviors of leading discussions, motivating and connecting each board member to best
utilize their competencies, formulating proposals for decisions, and summarizing conclusions after
board negotiation (Kanadli et al., 2018). In this regard, a chairperson can be key in benefiting from
the variety in the boardroom while coping with the results of out-group categorization in

boardrooms (separation).

Coping with Power-related Barriers

It is common sense that to cope with power asymmetries in boardrooms, power should be
decentralized in boardrooms. From this perspective, the selection of new directors can be one

important step that might be taken by corporate leaders. Woman directors might be selected not



only for compliance purposes to legal obligations (gender quota is implemented in 2008 in Norway)
but also for their competencies that may be a source of ownership, expert, and prestige power.
Additionally, newly appointed woman directors can be also simultaneously appointed to important
committees which would also increase women directors’ power in boardrooms. Even policymakers
may have a stake on this. Making mandatory non-financial disclosures on the gender profile of
boards might maintain more transparency in board nominations which might provide a source of

prestige power for newly appointed woman directors.

Additionally, balancing of power can be complemented, or replaced in case of power
balancing turns into a problem, by specifying board norms which would aim at regulating the flow
of resources to all directors irrespective of their level of power. For example, there might be a clear
division of labor in board functioning, specific rules about decision making culture that can be
characterized with inclusiveness, collaboration, and openness. It might be possible for a director to
personally reach a manager to be able to get extra firm tacit knowledge without consulting the CEO
or high-power individual who creates disparity in the boardroom. Board evaluations may also work
in the same direction, neutralizing the impact of power asymmetries, by incorporating individual
evaluations and evaluations of board work as a whole. Policymakers can play a critical role by
requiring disclosures of board evaluations if not disclosed voluntarily by corporate leaders. All in
all, decentralizing power in boardrooms and/or specify board norms about accessing resources and
board decision making can be key to utilize benefits of variety in boardrooms while coping with

power asymmetries (disparity).

Coping with Cognitive Barriers



Once again, corporate leaders may be careful in setting the criteria for selection of new directors,
limiting the number of board-interlocks a candidate director or chairperson or even CEO may have.
The search firm Stuart Spencer documented a recent trend (2013) that more and more companies
prohibit their CEOs or other executives from sitting on other firms’ boards. As a matter of fact,
policy makers are already in action. It is not only companies that developed a negative attitude
against multiple board appointments but also policy makers (e.g., UK Combined Code 2008; UK

Corporate Governance Code 2010; Walker Review, 2009).

In addition to limiting information processing demands of directors from other firms, how
relevant information shared by directors before board meetings can be also managed by the use of
IT systems. Such that instead of reading pages of reports, book records, analysis, a specific IT
system can be designed to serve the directors’ need, providing refined, tacit information out of the
available vast amount of data and information. Lastly, a number of board meetings and the length
of board meetings might be carefully set and chairperson might take the responsibility in observing
whether information overload is reached during board meetings. In sum, limiting a number of board
appointments, benefiting from IT systems for refining the vast amount of information, and
managing number and length of board meetings can be key to utilize benefits of variety in directors’

diverse talents without causing information overload for each director as well as a board as a whole.

Summary

Although there has been slow but steady progress towards bedroom diversity, it is, unclear to what
extend diverse board makes use of available talent in the boardroom. It all depends on the

Chairperson’s skill and capability to harness the benefits of diversity in the boardroom. Board



appointments and dynamics remain largely a black box as not much research have been done on
the selection and appointment process in capturing diverse director’s experiences as directors. It is
usually the chairperson, whospearheaded the process of making the board a place that value
diversity of functional background, educational background, and industry experience. However,
many boards are also recognizing the distinction between diversity and inclusiveness. Where
diversity is counting the numbers, the inclusiveness is making the numbers count. In order to be
sustainable, Boards need to improve on both dimensions and in particular overcome boardroom
barriers, whether it is social barriers, power-related barriers or cognitive barriers in order to harness

the talent of the diverse board...
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