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ABSTRACT

The issue of corporate governance affects big corporations
and small businesses. Maintaining a well-functioning board
of directors in small and medium-sized enterprises (SMEs)
is one of the most effective ways of increasing the efficacy
of the board. This article examines previous studies on
board behaviour that are critical to the effectiveness of
boards of directors in small and medium-sized enterprises
(SMEs). Previous literature found several attributes of
directors that need to be nurtured. Having a different view
relating to the task in a boardroom, preparedness,
involvement, use of specific knowledge and skills are among
them. In short, more empirical studies relating to these
antecedents are recommended to understand board
behaviour better, especially when making a decision.

Contribution/Originality: This study contributes to the existing literature by
identifying three crucial board-process antecedents that may affect board effectiveness.
Those antecedents are task conflict, effort norms, and the use of knowledge. We
recommend future research to explore these antecedents using another alternative
method, such as a qualitative approach.

1. Introduction

Corporate scandals and failures have led to the downfall of countless corporations around
the world. The failures of Enron and WorldCom in the United States (US) drew the
government’s attention to enforcing the Sarbanes-Oxley Act in 2002. Similarly, Baring Bank
and Royal Bank of Scotland (RBS) failures are typical examples of business failures in the
United Kingdom (UK). It justifies the British government taking preventive actions, such as
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passing the UK Corporate Governance Code (Mallin, 2013). The Code stemmed from the
consolidation and harmonisation of preceding reports.

The problem of the board directors is a long-standing concern in the business environment.
In Malaysia, the board that violates corporate governance practices is recorded in statistics
issued by the Companies Commission of Malaysia (CCM). Figure 1 illustrates the number of
investigations affecting directors issued by the CCM. It shows that cases involving directors
who were reported to violate the laws were consistently high from 2017 to 2019. Most of
these cases involved small companies and businesses such as private limited companies,
partnerships, sole proprietorship and limited liability partnerships.

Figurel: Number of Investigations Affecting Directors
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In addition, the number of business entities investigated in 2019 in which the majority
affected SMEs compared to public companies is shown in Figure 2.

Figure 2: Business Entities Involved in the Investigation in 2019

Business Entities Involved in Investigation in 2019

326
65
.
I

M Private Limited Companies B Public Companies

350
300
250
200
150
100

50

B Partnership Sole Proprietorship

| Limited Liabilty Partnership

Source: Companies Commission of Malaysia Annual Report (2019)

© 2022 by the authors. Published by Secholian Publication. This article is licensed under a Creative
Commons Attribution 4.0 International License (CC BY).



Malaysian Journal of Social Sciences and Humanities (MJSSH) (e-ISSN : 2504-8562)

The following is the structure of this article: first, we begin with a review of the literature
that provides context for the preceding investigations. Following that, the methodology used,
the results, and a discussion of the findings are presented. Finally, towards the conclusion of
the article, we make a final observation.

2. Literature Review

The majority of research on board effectiveness applied the traditional approach when
assessing board performance. Invariably, the board structure and composition were tested
directly linked with board performance. However, some authors believed that more
important or significant is investigating the phenomenon inside the boardroom (Minichilli
et al.,, 2009; van Ees, van der Laan, & Postma, 2008). A recent study has learned that board
processes become determinant factors on board effectiveness (Jansen & Raita, 2021). It is
also worthy to note that boards with certain valued cultures such as the decision-making
process, critical questioning, cohesiveness, and others can create innovation (Jaskyte, 2018).
The following sections unfold several antecedents that the previous studies have
investigated.

2.1. Cognitive Conflict

Studies showed that cognitive or task conflict arises when a board reaches a certain degree
of disagreement to perform the duties and adopt the best strategy towards the decision
(Babic, Nikolic, & Eric, 2011; Obgbechie, 2012; Wirtz, 2011). A study conducted by Barroso-
Castro, Villegas-Perinan, and Dominguez (2017) perceived task conflict as a form of conduct
in which board members have diverse outlooks and preferences or methods resolving an
issue or making a judgement. In a similar vein, Kerwin et al. (2011) asserted that task conflict
was a constructive occurrence despite its intensity among the board. Also, Amason (1996)
impliedly concerned about the risk of cognitive conflict towards the decision quality since
there is collinearity between cognitive conflict and affective conflict. In other words, though
cognitive conflicts were positively associated with the higher-quality decision, it would
decrease by the presence of the effective conflict (Amason, 1996).

Nevertheless, if task conflict goes beyond the control and becomes more personal, it would
undermine the quality of the decision (Kerwin et al., 2011), which indirectly exacerbates
board task performance (Heemskerk et al., 2017). Accordingly, those members of the board
who are capable of inhibiting task conflict into relationship conflict perform better than the
others (Eisenhardt, Kahwajy, & Bourgeois, 1997; Ensley, Pearson, & Amason, 2002). In line
with these findings, Kerwin et al. (2011) developed a model of specific conditions that
influence not only the intensity of cognitive conflict but also affective and process conflict as
illustrated in Figure 3.

In their meta-analysis, contrariwise, De Dreu and Weingart (2003) found a contradictory
outcome that the effect of cognitive conflict towards group or firm is just likely as the
affective conflict, which is, dysfunctional effect. Likewise, meta-analysis findings from
several authors revealed that task conflicts exerted null relations with team performance
and team innovation (Bradley et al., 2015; de Wit et al., 2012; O’Neill, Allen, and Hastings,
2013). However, the finding turned out to be more intriguing when they suggested that task
conflict may positively affect team performance when relationship conflict is low (de Wit et
al.,, 2012). In other words, not all task conflicts benefit team performance. There are some
exceptional occurrences or moderating factors in which those tasks bring about conflict yet
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lead to high performance. For instance, task conflicts are beneficial for performance when
the tasks at hand are complex to be decided by the team (O’Neill et al., 2013).

Figure 3: A model of the conditions that influence the intensity of task, process, and
relationship conflict
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2.2. Effort Norms

Effort norms can be illuminated by several examples, as noted by Wan and Ong (2005), as
the practice of issuing meeting agendas within a reasonable time before the meeting. The
rationale is that it gives ample time for the directors to be prepared with agendas to be
debated prior to the meeting. Ultimately, directors may have lots of opportunities to
deliberate the company’s strategic plan and monitor the company’s performance.
Specifically, Wan and Ong (2005) employed five items to measure general effort norms:
check the information thoroughly, participate actively in board meetings, enjoy work, feel
responsible for work, and be satisfied when work is accomplished well. Wageman (1995)
gave specific illustrations for the researcher who wishes to research the realm of effort
norms such as “taking notes during meetings” or “participating actively during meetings,”
“carefully” scrutinising the information provided by the firm before meetings,” and
“researching issues relevant to the company.” Some authors suggested that certain board
members must possess related knowledge and skills in running a company, for example, in
a firm specific-knowledge such as finance, marketing, and accounting (Zattoni et al., 2012).
Maharaj (2009) expressly recommended that board members be knowledgeable regarding
financial matters to be ready to debate any issues affecting financial performance in the
board meeting.
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2.3. Use of Knowledge and Skills

Several authors found that the use of knowledge and skills influences board role
performance (Forbes & Milliken, 1999; Huse, 2005; Zona & Zattoni, 2007; van Ees, van der
Laan, & Postma, 2008; Babic et al, 2011). As a matter of fact, firm performance is highly
anticipated from using knowledge and skills rather than lessening agency cost (Ees et al,,
2009). It is also suggested that the level of knowledge and expertise would be related to the
level of monitoring of the top management and performance (Roy, 2009). Further, Zattoni et
al. (2012) concurred with the finding made by Forbes and Milliken (1999) that apart from
other board processes like effort norms and cognitive conflict, the effectiveness of board
directors is strongly influenced by the emergence and use of knowledge and skills. They
found that family involvement has a positive influence on knowledge and skills.

With regard to the measures employed to gauge the use of knowledge and skills, past studies
showed various items. Most of the previous studies appreciated the tools developed by
Forbes and Milliken (1999) in assessing the use of knowledge and skills among board
members. In this respect, Forbes and Milliken (1999) differentiate the term presence of
knowledge and the use of knowledge on the assumption that though the knowledge is
present among the board members, it is not necessarily being leveraged effectively. Hence, a
study can describe the knowledge and skills into two main dimensions: (1) Critical area
knowledge and skills and (2) firm-specific knowledge and skills. While, in terms of the use of
knowledge, a study may ask the board members (1) whether they are conscious about the
others’ expertise, (2) the influence of the most knowledgeable members in a particular issue,
and (3) task delegation is equilibrium with the knowledge and responsibilities. In addition,
by referring to McGrath and MacMillan (1995) and Forbes and Milliken (1999), they suggest
additional questions like (1) denial to accept important information (reverse coded) and (2)
information pours smoothly among members of the board. This measurement has been
adopted along the same vein by Zona and Zattoni (2007) and Zattoni et al. (2012).

Machold et al. (2011) took a different scale when measuring board members’ knowledge by
constructing a four-items adopted from Minichilli and Hansen (2007). Those questions were
(1) the activities of the main business purposes; (2) the firm’s critical technologies and key
competencies; (3) the firm’s products and services; and (4) the progress of the firm’s
markets and customer needs. Obgbechie (2012) listed down several items to assess the use
of knowledge and skills such as (1) Knowledge of industry, (2) Understanding of the business
of your firm, (3) Understanding of the industry in which your firm operates (4) Knowledge
about financial matters (5) Knowledge about legal matters and (6) Knowledge about risk
matters.

3. Discussion

Several types of directors’ behaviour can be inferred from the above literature. For instance,
cognitive or task conflict has been an important attribute among directors. This task may be
practised in debate or a different opinion that invariably ensued in the boardroom. The
benefits of such diverse views can lead to a positive outcome for the director, such as diverse
experience and priorities (Kerwin etal,, 2011). However, the positive conflict may have some
limitations. An exaggerated conflict may bring about adverse effects on directors and
decision qualities. Likewise, the directors are expected to be prepared and participate in the
decision-making. Such preparation shows that directors are ready to give factual opinions
that may shape the quality of the decision. For instance, directors need to participate in the
decision-making process in the board meeting.
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In terms of the use of knowledge and skills, directors are assumed to have some basic
knowledge and skills to apply, especially when making decisions. With the digital and
technological advancement, a director is demanded to have this technical knowledge.
Besides, the director must have basic knowledge of the nature in which the firm or company
is ventured or rather called firm-specific knowledge. Such related knowledge and skill can
enhance the competitive advantage of the company.

4. Conclusion

We discovered various types of director behaviour that, when combined, might increase the
effectiveness of a board. To summarise, cognitive conflict, effort norms (preparedness and
involvement), and the use of knowledge are all crucial for achieving this goal on the board of
directors. It is recommended that boards of directors be instilled with these values as they
carry out their responsibilities. More empirical studies are needed to have an insight into
board behaviour in SMEs. It is hoped that this research would contribute to establishing a
framework for good board behaviour in the future. The framework can then be translated
into tools and inventories that can be used to assess the effectiveness of a director’s
performance.
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