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ABSTRACT

The purpose of this research is to investigate the impact of employees’ perceptions
on the effectiveness of the board in the public sector. The units of analysis relevant
to this research were the board of directors and the employees in the public sector.
Thus, two questionnaires were designed: one for the board members, and the other
for employees. The questionnaires were designed around various themes aimed at
establishing the following: whether employees in the Public Sector perceive their
Board of Directors to be effective, whether the Board of Directors in the Public
Sector believe that their effectiveness is impacted by employee perceptions, and to
determine what factors need to be in place to promote a positive relationship

between employee perceptions and board effectiveness.

The survey confirmed that the board members do believe that they are effective in
the execution of their functions. The employees do agree that the board plays an
important role in organisations, that organisations will be impacted negatively
without the direction of the board, and that the board is conducting its roles and

responsibilities as effectively as possible.

In terms of whether the board of directors in the public sector believe that their
effectiveness is impacted by the employees’ perceptions, the results from both the
employees and members of the board were inclined towards ‘agree’ on the Likert
scale. The survey also revealed that the prevalence of other factors in the
organisation, (Transparency and Accountability, Communication, Stakeholder
Relations Strategy, Board’s high Ethical Standard, Speedily Resolution of Labour
disputes, Commitment to employee development, and Consistency in policy
implementation), will have a high impact in their organisations, particularly in
promoting a positive relationship between employee perceptions and board

effectiveness.
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1. Chapter 1: ORIENTATION

1.1 Introduction

In recent years, the interest in corporate governance has intensified. There are a
number of reasons for this, but perhaps the most important is the corporate
governance scandals that have occurred in United States of America, Europe and
elsewhere (Allen, 2005). In Asia, the Asian financial crisis spanning from 1997 to
1999 led several countries to focus on better corporate governance (Herrmann,

Pornupatham & Vichitsarawong, 2008).

The Asian financial crisis originated in Thailand, and then spread to other Asian
countries which included, Malaysia, Indonesia, and Korea. According to Herrmann
et al. (2008), Thailand realised outstanding economic performance for several
decades, which helped mask the underlying weak growth in the economy, leading

up to the Asian financial crisis.

Several studies have examined measures of corporate governance during the
financial crisis, and found that the 1997 Asian financial crisis was mainly caused
by a lack of effective corporate governance and transparency in many Asian
financial markets (Herrmann et al., 2008). According to Johnson, Boone, Breach &
Friedman (2000), weak legal support for corporate governance, particularly the weak

enforcement of shareholder rights, contributed more to stock market declines in 1997 to

1998 than standard macroeconomic measures.

These corporate governance scandals, including the Asian financial crisis, have
illustrated the importance of effective corporate systems and the linkage of

business ethics throughout the world (Choi, Eldomiaty, Hilton & Millar, 2005).

According to Ayogu (2001), a crisis in corporate governance is a crisis of the board
of directors (hereafter referred to as the ‘Board’). Given the pivotal role of the
board of directors, it becomes critical to explore the factors impacting on board

effectiveness. Many authors, including Ayogu (2001), Sonnefeld (2002),



Ahwereng-Obeng, Mariano & Viedge (2005), suggest that the board should
establish various corporate governance committees, and that the size of the board
should neither be too small, too big, too old nor too young. However, there seems
to be a missing link in most research studies that deal with the effectiveness of the
board in both the private and the public sector. The gap being referred to pertains
to the role that stakeholders, in particular employees, play in driving the
performance of the board, thereby indirectly resulting in the board being more

effective.

Dewhirst and Wang (1992) have dealt with the relationship between the board and
stakeholders in general, without any specific emphasis on a particular stakeholder.
In addition, they argued that although business researchers have studied corporate
governance issues quite extensively from many perspectives, they failed to
recognize the importance of stakeholder theory and incorporate the framework in
the study of boards. It is the researcher’s intentions to link the employees, as

stakeholders, and the board’s effectiveness, particularly in the public sector.

1.2 Objectives of Research

The following are the main objectives of this study:
e To establish whether employees in the Public Sector perceive their Board
of Directors to be effective.
e To establish if the Board of Directors in the Public Sector believe that their
effectiveness is impacted by employee perceptions.
e To determine what factors need to be in place to promote a positive

relationship between employee perceptions and board effectiveness.

1.3 Research Limitations

This research study has the following limitations:
e The results are limited to the public sector organisations, particularly state

entities located in Gauteng Province, South Africa. This is primarily as a



result of the financial implications associated with travelling to other
provinces. This sample set allows for limited generalisation of this research.
e The number of board members interviewed may not be sufficiently
reflective of the public sector in South Africa.
e There is a possibility that many respondents are junior employees, and far

removed from the functioning of the board.

1.4 Statement of Problem

In the wake of WorldCom, Tyco and Enron’s collapse, questions have been raised
concerning the effectiveness of the board of directors, and what mechanisms or
methods can be employed to improve their effectiveness. According to Sonnefeld
(2002), the companies mentioned above had passed the test of what should
typically be in place to ensure that the board would do a good enough job, that is,
they had committees as suggested by corporate governance proponents, and the
boards were neither too small, too big, too old nor too young. Their demise perhaps
suggests that we need to think of fundamentally different ways of how corporate

boards should operate, and how its effectiveness should be evaluated.

It should be noted that while the boards act on behalf of companies, the social
environment within which the board operates, play a major role in their overall
effectiveness. This environment includes all stakeholders, that is, employees, social
communities, shareholders, management, among others (Sonnefeld, 2002). If we
focus only on the rules and regulations when evaluating the effectiveness of the
board, we will be fighting a losing battle. We cannot afford to ignore the more
pressing need of the board, that is, ‘to be strong, high functioning work groups
whose members trusts and challenge one another and engage directly with senior

managers on critical issues facing corporations’ (Sonnefeld, 2002:106).

However, ‘in view of the current well publicised failures of corporate governance,
the board faces increasing demands on their effectiveness, they should be working
harder, becoming more diverse and bringing specific strategic value to the

company in order to be effective’ (Ahwereng-Obeng, Mariano & Viedge, 2005:3).



While the literature strongly suggests that there is a need for the board to be
effective, there seems to be a gap in most literatures when dealing with the
effectiveness of the board in both the private and public sectors. The researcher
will try to link employee perceptions and the board’s effectiveness, particularly in

the public sector.

The linkage between the employees, as stakeholders, and the board has been
further brought to the fore by Mitchell and Agle (1997). They suggest that in a
situation where urgency and power characterize a stakeholder who lacks
legitimacy, that stakeholder will be coercive and possibly violent, thus affecting the
running of the organisation. The coercive power often accompanies illegitimate
status. Examples of unlawful, yet common attempts at using coercive means to
advance stakeholder claims, (which may or may not be legitimate), include:

wildcat strikes, employee sabotage, and terrorism.

The strike actions by employees, whether legal or not, is an indication of poor
management, which in turn reflects poorly on the board, has the potential of
affecting the corporate image, and filtering down to reduced profits. So, it is
important for the perceptions of the employees to be taken into consideration by
the board. However, can the impact of employees’ perceptions act as a driver
behind the board’s effectiveness? No such linkage was established in the past, thus
the researcher will try to establish the link between employees’ perceptions and the

board’s effectiveness.

Sub Problem

e Do employees in the Public Sector perceive their Board of Directors to be
effective?

e Does the Board of Directors in the Public Sector believe that their
effectiveness is impacted by employee perceptions?

e If so, what factors need to be in place to promote a positive relationship

between employee perceptions and board effectiveness?



1.5 The importance of the study

The literature reviewed seems to suggest that there is a lack of empirical study
done in the public sector relating to corporate governance. ‘While the private sector
corporations play a very important role in our economy, public sector corporations
arguably have a more direct and significant impact on economic, social and
cultural life. In addition to running businesses and utilities, public sector
corporations are involved in areas such as health, education and worker protection’
(Watson, 2004:1). However, Africa, and in particular South Africa, faces

challenges relating to service delivery.

To improve the quality and cost of services available to its citizens, the South
African government created mechanisms aimed at fast-tracking service delivery,
which includes, amongst other things, national and provincial departments, and
public entities. Key to the survival of these state entities is their ability to ensure
that all stakeholders are satisfied. Only when the board of directors is effective and

understands its roles will they be able to satisfy the varying stakeholder needs.

As seen recently in the case of one of South Africa’s state-owned entities, South
African Airways (SAA), employees play a major role in the public sector. SAA’s
Chief Executive Officer, Khaya Ngqula, was relieved off his duties by the board
following an independent investigation into allegations of a conflict of interest that
related to his wife's business deals. The probe was instigated by the employees'
union, the South African Transport and Allied Workers' Union (Satawu), which
handed over a dossier of corruption and mismanagement complaints against
Ngqula to the former Public Enterprises Minister, Brigitte Mabandla. This was
followed by the appointment of KPMG's forensic unit to conduct an audit
following a slew of allegations surrounding the airline, by the South African

Airways board.

Thus it is important for this research to establish the impact of employees’
perceptions regarding the effectiveness of the board, particularly in the public

sector in South Africa. If this research can reveal the true nature of the relationship



between employees’ perceptions and the board’s effectiveness, perhaps it could

lead to the following recommendation:

In evaluating itself, the board need to always measure the employees’ perceptions

regarding its effectiveness.

1.6 Conclusion

In view of the current well publicised failures in corporate governance, the interest
in corporate governance has intensified. The collapse of companies such as
WorldCom, Tyco and Enron has raised concerns about the effectiveness of the
board of directors, and what mechanisms or methods can be employed to improve
their effectiveness. This chapter provided a brief overview of why corporate
governance has become important in current times. The main objectives and the
limitations of this research were outlined, with the most emphasis being placed on
the problem statement. The importance of conducting this study was also

discussed.

Chapters 2 and 3 will provide a context for the area within which this research is
being conducted, and the supporting academic body of knowledge that is available

on the subject.

Chapter 4 highlights the research methodology used in obtaining the relevant data
required. Chapters 5 & 6 will present the findings and conclude with the

researcher’s critical analysis and recommendations.



2.  Chapter 2: FOUNDATION OF THE STUDY

In this chapter an introduction to corporate governance as defined by various
authors, is provided. This definition is followed by a brief history of corporate
governance from a global context. Given that the focus of this research is on the
public sector, the final section of this chapter deals with corporate governance

within the public sector.

2.1 Corporate Governance: The Definition

The primary player within the ambit of corporate governance is the board of
directors. According to the King III (2009), the board should act as the focal point
for corporate governance, meaning that companies should be headed by a board

that should direct, govern, and be in effective control of the company.

Allen (2005) defines corporate governance from two different perspectives, that is,
a narrow view and a broad view. His narrow view defines corporate governance as
being concerned with ensuring that the firm is run in the interest of shareholders,
while his broad view defines it as being concerned with ensuring that firms are run
in such a way that society’s resources are used efficiently. The latter definition is
inclusive of all stakeholders, (shareholders, employees, and society at large), while

acknowledging that firms need to make a profit as well.

However, other authors such as Bendixen and Thomas (2000), have questioned the
narrow views expressed by Allen (2005), that corporate governance is concerned
with ensuring that the firm is run in the interest of shareholders. These views were
also challenged earlier by Blair (1995), and Clark (1998) in favour of an inclusion
of all stakeholders.

In summary, corporate governance is about the way the board of directors execute
their mandate and authority. This includes the manner in which they account for
that authority in relation to those who have entrusted them with that authority, that
is, the shareholders. In exercising their power, corporate governance is also

concerned with the need for the board to be transparent in their dealings, display a



high level of integrity at all times, and be accountable in their decision-making
processes, while in the employ of any organisation they serve, regardless of

whether it is in a private or public sector (Bury Primary Care Trust, 2009).

For the purpose of this research, the definition of corporate governance as

promulgated by Allen (2005), is found to be most appropriate.

2.2 Historical Background on Corporate Governance

Contemporary discussions of corporate governance focus on relations between
ownership and management within joint-stock, limited-liability, publicly-held,
predominantly large-scale enterprises. The focus is on the balance of power
between shareowners and managers, together with the consequences of that
balance for enterprise performance (Herrigel, 2005). However, the field of
corporate governance has developed over time. According to Albon, Clark, &
Makin (2007: 282), ‘the initial theoretical approach in corporate governance was
initiated by Berle and Means in the 1930s, to the stakeholder approach (Bowen,
1953), and finally to today’s emphasis on codes of conduct, both voluntary and

mandatory’.

Berle and Means (1932) advocated embedded voting rights for all shareholders,
greater transparency, and accountability. The stakeholder’s approach developed in
the 1950’s took corporate governance to another level. The ‘stakeholder theory
seeks to take a broader view of the responsibility of the corporation and to include
workers, the community and the broader society as groups who have an interest in
the behaviour of corporate management and in the overall governance of

companies’ (Albon et al., 2007:282).

In the wake of these corporate governance failures, the response of the law-makers
was far reaching, culminating in the United States (U.S.) Congress adopting the
Sarbanes-Oxley (SOX) Act in 2002 (Deakin and Konzelmann, 2004). At its core,
the Sarbanes—Oxley legislation was designed to address discrepancies in auditing

practices within U.S. public companies. The act imposes rules aimed at enhancing



the independence of directors and auditors, with the objective of more precisely
aligning managerial behaviour with the interest of shareholders. The same
objectives underlie the United Kingdom (U.K.) response to corporate scandals,

including recommendations made in the Higgs Review (Albon et al., 2007).

In South Africa, corporate governance has developed with the focus on voluntary
governance, beginning with the King Reports, I and II. The King Report on
Corporate Governance (King I), formalised the need for companies to recognise
that they no longer operated independently from the societies in which they
operate, by advocating an integrated approach to good governance that includes
principles of good social, ethical, and environmental practice. King II (2002) built
on (King I) issued in 1994 by the King Committee, headed by Mervin King, a
corporate lawyer and former High Court judge, by acknowledging a shift from the
single bottom line (profit for shareholders), to a triple bottom line (Institute of
Directors, 2002). The idea behind the triple bottom line is that companies should
consider economic interests along with the social and environmental factors in their
decision-making, while keeping in mind that they are ultimately accountable to the

shareholders (Carroll and Buchholtz, 2005).

The corporate failures of companies such as Macmed in 1999, Regal Treasury
Bank in 2001, SAAMBOU Bank Limited in 2002, Leisurenet’s Health and
Racquet clubs in 2002, and recently FIDENTIA, further highlighted the importance

of corporate governance in South Africa.

In order for the South African companies to comply with international best
practice, King II was developed in 2002. The King II Code aims to provide South
African companies with the world class system that can be implemented by the
country’s business community to foster strong corporate governance (Albon et al.,

2007).

In conclusion, it is important to note that the Asia financial crisis of 1997 to 1999,
and the more recent U.S corporate scandals such as Enron, Arthur Andersen, and

WorldCom have shown that there is no ideal system of corporate governance in the



21% century. In general, institutions and business systems are fundamental, and the
most effective systems may follow a holistic approach combining different aspects

of various systems in existence in the world (Choi et al., 2005).

2.3 International Perspective of Corporate Governance

In this section, even though named °‘International Perspective of Corporate
Governance’, the corporate governance of only four countries (Japan, Germany,
United Kingdom, and Unites States), will be reviewed. These countries contributed

to the large volumes of literature in the corporate governance field.

2.3.1 Japan’s Perspective

According to Bhasa (2004), ‘the Japanese system is the most remote, exotic and
yet the most successful one in the developed world. Their corporate governance
relies heavily on trust and a relationship-based approach. Ownership is based on
the Keiretsu (the Western equivalent of relationship investing), where the dominant

shareholder is the main bank.’

Unlike in other Asian countries, the participation of institutional investors in the
governance of firms is minimal even though they possess a significant portion of
shares, and the bank plays a major role in funding. This funding is meant to build a
strong long-term relationship and play an active role in how the firms are run (Choi

et al., 2005).

2.3.2 German’s Perspective

In as much as its counterpart, South Africa, corporate governance has developed
with the focus on voluntary governance codes beginning with the Government
Commission appointed by Justice Minister in September 2001, which adopted the
German Corporate Governance Code on February 26, 2002. According to Barnett
and Maniam (2008), the German companies have historically been governed by the
law until the passing of the German Corporate Governance Code. The German

Justice Ministry, through the Corporate Governance Code, created a ‘comply or

10



explain’ system similar to that in the UK. ‘Under this new system, German
companies must disclose in their annual reports, or on the company websites, a
statement of compliance which explains how the code has been applied’ (Barnett

and Maniam, 2008:27).

This German Corporate Governance Code (hereafter referred to as the "Code"),
presents essential statutory regulations for the management and supervision
(governance) of German listed companies, and contains internationally and
nationally recognized standards for good and responsible governance. The Code
aims at making the German Corporate Governance system transparent and
understandable. Its purpose is to promote the trust of international and national
investors, customers, employees and the general public in the management and

supervision of listed German stock corporations.

The Code addresses key corporate governance issues, particularly the following:
e Inadequate focus on shareholder interests;
e The two-tier system of executive board and supervisory board,;
e Inadequate transparency of German corporate governance;
e Inadequate independence of German supervisory boards; and

e Limited independence of financial statement auditors.

According to the paper delivered at the Conference of Economic Society of South
Africa namely, “Africa’s Millennium: Trade, Investment and Growth”, presented
at the Lord Charles Hotel, Somerset West on the 17 to 18 September 2003, by
Ismail Adams, both the Japan and the German model of corporate governance is
focused on a relationship-based model that emphasizes the maximization of the
interest of a broader group of shareholders. This view is further supported by Allen
(2005), affirming that the legal system in Germany is quite explicit that firms do

not have a sole duty to pursue the interests of shareholders.

11



2.3.3 United Kingdom’s Perspective

The U.K. model of corporate governance is similar in principal to that of the
United States shareholder’s model. These similarities include ‘the primacy of
shareholders as beneficiaries of fiduciary duties, the importance of equity
financing, dispersed share ownership among uncommitted shareholders, active
markets for corporate control as a mechanism of managerial accountability and

flexible labour markets’ (Barnett and Maniam, 2008:25).

According to the Institute of Directors (2008) in London, corporate governance in
the UK has its origins in a series of corporate scandals in the late-1980s and early-
1990s, including the collapse of BCCI bank, Polly Peck, and the Robert Maxwell
pension fund. This led to the establishment in 1991, of the Committee on the
Financial Aspects of Corporate Governance, chaired by Sir Adrian Cadbury, which

issued a series of recommendations known as the Cadbury Report in 1992.

The Cadbury Report addressed many key corporate governance issues, among

them the following:

e The relationship between the chairman and chief executive;
e The role of non-executive directors; and

e The reporting of internal controls.

In 1995, the Greenbury Report set out recommendations on the remuneration of
directors. It was established in response to the public and the shareholders’
concerns on the remuneration of directors. In 1998, the Cadbury and Greenbury
reports were brought together and updated in the form of the Combined Code
(Institute of Directors (London), 2008).

According to the Combined Code (2003), every company should be headed by an
effective board, which is collectively responsible for the success of the company.
The code explicitly requires of the board to undertake a formal and rigorous annual
evaluation of its own performance, and that of its committees and individual

directors.

12



While the code does not specifically prescribe how the evaluation should be
conducted, it is however clear that the individual evaluation should aim to show
whether each director continues to contribute effectively to the board, and to

demonstrate commitment to their roles.

2.3.4 United States of America’s Perspective

‘Corporations within the U.S are governed according to a shareholder model which
is based on the theory that the firm’s objectives should be to maximise
shareholder’s wealth’ (Barnett and Maniam, 2008:23). This model is characterised
by shareholders electing a board of directors to direct and control the management

of the firms. Thus the board of directors represent the interests of the shareholders.

However, due to the recent corporate scandals that were uncovered in the United
States of America, it became necessary for countries to change the rules of the
game. In response to the corporate governance failures, the U.S. Congress adopted
Sarbanes-Oxley Act in 2002 (Deakin and Konzelmann, 2004). The act imposes
rules aimed at enhancing the independence of directors and auditors, with the
objective of more precisely aligning managerial behaviour with the interest of

shareholders (Albon et al., 2007).

In terms of board effectiveness, the United States Securities and Exchange
Commission (SEC) strongly encourages the establishment of nominating corporate
governance committees. Among its responsibilities are the following: to develop
and recommend to the board a set of corporate governance principles applicable to
the corporation, to oversee the evaluation of the board and management, and to
ensure an annual performance evaluation of the committee. Thus a new governance
rule by the New York Stock Exchange, (Rule 303A.9), requires that the board of
directors of listed companies conduct self-evaluations at least annually to help

them be more effective (Benson, Finegold & Hecht, 2007).

13



2.4 Corporate Governance in Emerging Economies

‘As the global political paradigm has shifted with the demise of bipolar superpower
system and developing countries are increasingly forced to compete in the global
economy on their own merits, the importance of corporate governance has become

apparent’ (Albon et al., 2007: 284).

Ahlstrom, Bruton, Peng & Young (2002), argues that in most emerging economies
a set of formal legal frameworks often modelled after Anglo-American systems,
frequently exists, and that nearly all listed firms in these economies have
shareholders, boards, and professional managers, which are the components of
modern corporate governance. They further argue that the above similarities in
governance between emerging and developed economies are often more in form,

than substance.

The narrow view definition of corporate governance, that defines it as being
concerned with ensuring that the firm is run in the interest of shareholders, does
not necessarily hold in the emerging economies. This can be attributed to the fact
that markets are imperfect, incomplete, and so forth. Thus Allen (2005) argues that
perhaps having an objective function for the firms that is different from the narrow

view, may allow an improvement in the allocation of resources.

The alternative to the narrow view is the broad view of Allen (2005), that defines
corporate governance as being concerned with ensuring that the firms are run in
such a way that society’s resources are used efficiently. The allocation of resources
is efficient in this way, if the firm is pursuing the interest of the shareholders when
the markets are perfect and complete. In the situation where the markets are
imperfect and incomplete, the broad view is more widely accepted, as it considers a
wider set of stakeholders including employees, customers, as well as shareholders,

as compared to focusing only on the shareholder’s interest.

Many authors have often mentioned weak legal controls as being among the
myriad of problems facing the emerging economies. Thus the conventional view

has been that corporate governance in emerging economies should focus on

14



providing an effective legal system and strong institutions. While this view cannot
be entirely dismissed, China is an example of following an opposing view. ‘It has a
poor legal system and generally weak institutions, but has been successful in
economic terms for more than two decades, and mechanisms such as competition
and reputation and trust appear to be at least as effective in ensuring efficient
allocation of resources as the standard corporate governance mechanisms stressed

in the traditional literature’ (Allen, 2005: 166).

According to Albon et al. (2007: 280-281), for many emerging economies, ‘an
effective system of corporate governance is essential for several reasons, for
example, at a micro level it encourages outside shareholders to invest in companies
and attracts firms from developed economies, which pushes up market evaluations
and enhances the competitiveness of the companies in the market place. At the
macro level, it encourages inflows of both direct and portfolio foreign investment

with the corresponding expected benefits for economic growth and development’.

These views are further supported by Rwegasira (2000: 259) in his argument that,
‘globalisation of financial markets offers less developed countries and Africa in
particular, extra opportunities to increase private investment, modernise

technology, raise productivity, raise employment and accelerate economic growth’.

It is important to note that the ability of the emerging economies to participate in
future growth will depend on how quickly and effectively their governments can
resolve issues of socio-economic and political strife, bureaucratic controls,
corruption, and unsupportive legal infrastructure. It is only when deregulation is
properly paced and implemented that capital markets attractive to foreign

investments could develop these economies (Rwegasira, 2000).

2.4.1 ASIA Perspective of Corporate Governance

The Asian financial crisis in 1997 to 1999 presents a good example of corporate
governance in emerging countries. ‘In many European countries such as Germany

and Switzerland, the institutional shareholders monitor corporate performance and
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investment decisions (Choi et al., 2005:165). They further highlight that in
emerging economies such as Asia, the relationship-based institutions have resulted
in a business system characterised by concentration of ownership and control of
corporations, and banks by families, and this has led to a situation of governance
structures that enable the dominant shareholding families to make key decisions on

their own.

Furthermore, the participation of institutional investors in Asia in the governance
of firms is minimal, even though they do possess significant portion of shares.
This relationship-based style of corporate governance according to Choi et al.
(2005), is one of the fundamental drivers of the concentration of ownership which,
accompanied by lack of transparency, has turned out to be one of the causes of the

region’s €CONOMIC Crisis.

While the Asian crisis revealed widespread deficiencies in corporate governance
and monitoring, as well as in the ability of regulators to supervise and control
financial institutions in that region, the ‘White Paper on Corporate Governance in
Asia’ list the following factors as key challenges (priorities for reform), to

corporate governance in that continent:

e Public- and private-sector institutions should continue to raise awareness
among companies, directors, shareholders and other interested parties of the
value of good corporate governance.

o All jurisdictions should strive for effective implementation and
enforcement of corporate-governance laws and regulations.

e Asian Roundtable Countries should work towards full convergence with
international standards and practices for accounting, audit and non-financial
disclosure. Where, for the time being, full convergence is not possible,
divergences from international standards and practices (and the reasons for
these divergences) should be disclosed by standards setters; company
financial statements should repeat or reference these disclosures where

relevant to specific items.
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e Boards of directors must improve their participation in strategic planning,
monitoring of internal control systems and independent review of
transactions involving managers, controlling shareholders and other
insiders.

e The legal and regulatory framework should ensure that non-controlling
shareholders are protected from exploitation by insiders and controlling
shareholders.

e Governments should intensify their efforts to improve the regulation and

corporate governance of banks.

In conclusion, the information provided in this section suggests that economies in
emerging markets have their own institutional foundations that cannot be ignored,
and there have been significant elements in economic progress, resulting in a
recognisable business system that merits examination in its own right (Choi et al.,
2005). A particular challenge for corporate-governance reform in Asia is,
therefore, to encourage the dynamism and growth of family businesses, while
channelling their energies and operations into structures that are more transparent

and consequently, more clearly equitable for non-family investors.

2.4.2 Brazil, Russia, India, China (BRIC)’s Perspective of Corporate
Governance

In this sub-section, a further synopsis of Asian corporate governance is provided
with a specific focus on BRIC countries. According to Armijo (2007), four new
poles of the international system are now known in the business and financial press
as the “BRIC economies” (Brazil, Russia, India, and China). He further argues that
in 2003, these four large emerging economies collectively represented only 15
percent of the gross national product (GNP) of the six major advanced industrial
economies: the United States, Japan, Germany, Britain, France, and Italy. The
BRIC economies present an excellent growth prospect thus suggesting that there
are excellent investment opportunities within the four economies. These countries
will have to improve on corporate governance in order to realize the growth of

their economies (Armijo, 2007).
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2.4.2.1 Brazil

According to Vermaak (2009), corporate governance in Brazil can be seen as a
portrait of its own society characterised by inequality, with weak citizenship, and a
lack of deep-seated democracy rights. She further argues that flaws in the corporate
law facilitate the perpetuation of the authoritarian and highly concentrated family-

owner grip on governance structures.

The arguments by Vermaak (2009) above are further supported by da Silveira and
Saito (2009), who argue that the macroeconomic instability, coupled with the
absence of adequate legal protection to investors and several cases of conflict
between controlling and minority shareholders, lead to high discount rates applied
by investors and consequently, to an undervaluation of corporate securities in

Brazil.
The following characteristics of the Brazilian model of corporate governance have

been observed by da Silveira et al. (2009). These characteristics provide a

summary of corporate governance in Brazil.
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Table 2.1: Main characteristics of Brazilian corporate governance model.
da Silveira and Saito (2009)

Ownership e Majority of family-controlled companies, even among the large listed ones;
Structure e High concentration of voting (common) shares in the hands of the controlling
Shareholders;

High level of issuance of non-voting (preferred) shares;
Presence of complex ownership webs within business groups (cross-
shareholdings and pyramids); and
Low level of tag-along rights, beyond legal requirements, for minority
shareholders.

Board of Absence of a clear definition of roles division between the boards, managers,
Directors and controlling shareholders, especially in the family-owned companies;
Informal functioning of the board of directors (absence of board committees,
internal regulations and guidelines, etc.);

Board consisting of a majority of external directors, but not independent;
Lack of formal performance evaluation of both board members and CEOs;
Remuneration of the board members as a low relevance factor, reducing the
incentives for the board members;

Fairly limited role of the independent directors; and
Board structures, in many cases, maintained only to meet legal requirements,
instead of providing the necessary checks and balances.

Access and Poor overall quality of investors’ relation websites (with a few exceptions,
Content of mostly from Novo Mercado or ADR companies);
Public Low level of information on related party transactions, including absence of
I . formal rules in order to assure arms-length conditions in such operations;

nformation Low level of information to outsiders about the corporate governance model
and practices adopted by the companies;
Almost no information on the compensation packages of both the executives
and the board members; and
Low level of financial reporting, including the yearly economic value added or
created by managers.

In conclusion, the privatization process initiated in the early 1990’s, was the most
significant event in the sphere of corporate governance since the end of the
industrialization phase in Brazil. The government structured the process in terms of
the sale of control blocks of these companies instead of a dispersed sale of shares
in the market. However, despite the privatization process, the state remains an
important shareholder in large Brazilian corporations (Rabelo & Vasconcelos,

2002).

2.4.2.2 Russia

According to McCarthy and Puffer (2003:400), ‘Russia is relatively early in its
transition to a market economy and a functioning capitalistic system. The
government retains a large ownership position in many sectors of the economy,

including the important energy sector, and its close relationship with favoured
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oligarchs prevents a truly competitive environment from developing. This is
compounded by capital markets which are undeveloped, with few Russian

companies listed on the Russian Trading System’.

However, over the last few years, Russia has made significant progress in
corporate governance. The legal and regulatory frameworks have been adjusted to
provide for better protection against abuse, a voluntary code of corporate
governance has been developed, and the market has become more alert to the
importance of good corporate governance (Vermaak, 2009). McCarthy et al.
(2003) credit this progress to the Russian government’s objectives to be recognized
as a market economy, and to become a member of the World Trade Organization.
They further argue that this has skewed the direction of corporate governance in

Russia toward an Anglo-American, agency theory-based model.

The Code of Corporate Conduct in Russia that was unveiled in 2002 by the Federal
Commission for the Securities Markets, seeks to enhance good governance rules in
Russian companies, including protection of shareholder rights and interests,
improvement of information disclosure, and development of standards for business

ethics (McCarthy et al., 2003).

This voluntary code is based on existing Russian and international standards for
good corporate governance, including best practices endorsed by the World
Economic Forum. While not a law, companies with more than 1,000 shareholders
are expected to disclose deviations from the code in their annual reports to

shareholders (McCarthy et al., 2003).

This was in addition to having adopted the Federal Law “On Joint Stock
Companies” (JSC Law), that sets out the principles for the protection of
shareholders rights, which was amended in 2001, to enhance the protection of
shareholders rights by attempting to close various loopholes for abuse in potential

major and interested party transactions (Vermaak, 2009).
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2.4.2.3 India

In India, the urgent need for corporate governance came to the fore following
several significant stock market scandals, of which many of them were linked to
insider trading that occurred following major liberalization in 1991 (Rajagopalan &
Zhang, 2008). In addition to stock market frauds committed by large stock brokers,
there were several incidents of companies allocating preferential shares to their
promoters at highly discounted prices, as well as several instances of “start-up”

companies that simply disappeared with their investors' money (Goswami, 2002).

However, India has made significant progress in corporate governance over the last
few years. Two major corporate governance initiatives have been launched in India
since the mid-1990s: the first has been by the Confederation of Indian Industry
(CII), India’s largest industry and business association, and the second by the

Securities and Exchange Board of India (SEBI) (Goswami, 2002).

Goswami (2002) argues that more than a year before the 1997 Asian crisis, the
Confederation of Indian Industry (CII) set up a committee to examine corporate
governance issues and recommend a voluntary code of best practices. The
committee released “Desirable Corporate Governance: A Code” in April 1998

which focuses on listed companies.

The other major corporate governance initiative was taken by SEBI which started
in early 1999. By early 2000, SEBI had prepared a number of mandated
recommendations that apply to listed companies and are to be enforced at the level
of stock exchanges through listing agreements. Similar to the code drafted by CII,
these recommendations cover such issues as board composition, define the notion
of independent directors and the kind of information that needs to be provided to
shareholders, and recommend the establishment of an independent audit committee

at the board level (Goswami, 2002).

The first formal corporate governance committee, formed in 1996 and chaired by a

leading Indian industrialist, Rahul Bajaj, submitted its recommendations in April
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1998. The second committee, chaired by a leading industrialist, Kumar Mangalam
Birla (the Birla Committee), submitted its report in 2000. The third committee,
chaired by Naresh Chandra (the Chandra Committee), was constituted in August
2002 to focus on corporate audit practices. The fourth committee chaired by
Narayana Murthy, provided recommendations in 2003 (Rajagopalan and Zhang,
2008).

2.4.2.4 China

Corporate Governance in China has received much attention in recent years. Until
recently, the government controlled almost every aspect of China's economy, and
most enterprises were state-owned. In the 1990°s, China took the first steps toward
modern corporate governance by establishing the Shanghai and Shenzhen Stock
Exchanges, and has grown to become the eighth largest in the world. China also
created a new government body named the China Securities Regulatory
Commission (CSRC), to regulate its new stock market (Kang, Shi and Brown,

2008).

Another step in the evolution of China's corporate governance was the introduction
of China's Company Law in 1994, amended in 1999, and the Securities Law in
1998. The Company Law articulates the responsibilities, rights, and liabilities of
shareholders, the board of directors, managers, and the board of supervisors, while
the Securities Law was aimed at regulating capital market issuance, trading
activities, and related matters. According to the Securities Law, all stock
exchanges, securities houses, securities clearing houses, and securities regulators
must file regular reports with the State Statistics Bureau for auditing purposes

(Rajagopalan et al., 2008).

However, Rajagopalan et al. (2008) argue that it was corporate scandals and capital
flight cases that emerged in mid-2001, for example, Caijing Magazine's expos¢ of
an RMB745-million fraud in YingGuangXia (a publicly listed company), the

largest economic scandal in mainland China's history, that prompted officials of the
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CSRC and other state regulatory bodies to further improve Chinese firms'

governance.

In January 2002, the CSRC released its Code of Corporate Governance for Listed
Companies in China, which follows the US regulatory system. The code aims to
establish solid corporate governance in stock market listed companies by elevating
requirements related to accounting procedures and information disclosure,
introducing independent director systems, and tightening the supervision of

corporate management (Shi & Weisert, 2002).

The code also expands the rights of shareholders, mandating that minority
shareholders should have equal status with other shareholders, and giving
shareholders the right to protect their interests through civil litigation and other
legal actions. On the other hand, the code gives institutional investors more weight
in the decision-making process, and it attempts to strengthen the roles of the board

of directors and the board of supervisors (Rajagopalan et al., 2008).

2.4.3 Africa Perspective of Corporate Governance

Corporate Governance is of interest not only to management and governments in
Africa, but also to international investors and financial regulators (including the
multinational corporations, IMF and the World Bank) who are involved in the

continent (Rwegasira, 2000).

In his article, ‘Corporate Governance and Disclosure in Africa: Issues and
Challenges’, Okeahalam (2004) highlights that one of the key factors in Africa that
characterises the corporate environment is that there is a preponderance of closely-
held family owned and managed corporations. A specific reference is made to
Nigeria where the informal nature of most businesses and the high level of
government ownership of enterprises in that country pose challenges to the practice

of corporate governance.
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In terms of the internal and external monitoring of corporate governance, the role,
size and diversity of the board has been a subject of many research papers. ‘Data
from a range of data sources indicate that the average size of the board of directors
varies from four in South Africa, to twelve in Botswana and Namibia respectively’
(Okeahalam, 2004:362). Okeahalam (2004) further argues that the average number
of board directors in other African countries varies in the following manner: Ivory
Coast, Zambia and Kenya (8), Ghana (7), Zimbabwe (9), Mauritius and Nigeria
(10) respectively.

While the debates on the size of the board has occupied the centre stage in
corporate governance, it is clear from above that there has not been agreement
across Africa on the size of the board. But perhaps emphasis should be placed more
on independence than size, as this might have more impact on the effectiveness of

the board.

South Africa is one of the few countries along with Canada and UK, that adopted
best practice codes concerning corporate governance as part of their listing rules,
and further , requires disclosure and explanation of how corporate policies measure

up to them (Rwegasira, 2000).

Since 1994, the standard of corporate governance in South Africa has been
benchmarked on the King Code of Corporate Governance (King I), the product of
committee convened by the institute of Directors and chaired by Judge Mervin
King. The code was reviewed, reshaped and expanded, culminating in the Code,

King II, released in March 2002 (Ahwereng-Obeng et al., 2005).
In conclusion, ‘corporate governance is certainly likely to be differentially

important to different countries in Africa depending on socio-economic standing

and performance’ (Rwegasira, 2000:259).
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2.5 Public Sector: The Definition

It is difficult to find a clear definition of the concept of “public sector” in the vast
literature on reform. To define it globally is even more difficult as it differs from
country to country. The most common tendency is to equate it with activities

performed by the government (Huque, 2005).

However, according to Public Service International (PSI), an organization that
represents public sector unions globally, the public sector is defined as including
workers employed in national, regional and local government; undertakings
engaged in the production and supply of gas, electricity and water; waste removal,
processing and recycling services; health, environmental and social services; non-
teaching educational, cultural and recreational services; construction and
maintenance of roads and buildings; and other bodies whose function is to provide

services to the public (PSI website, 2009).

Carnevale (2002), defines the public sector as that part of the economy or portion
of society that is under the control of the state. He further argues that this normally
includes national, provincial and local government departments. However, for the
purpose of this research, the public sector is defined as all the institutions under
government control where direct or indirect political control is exercised through
appropriate legislation, which includes a wide range of components: national and
provincial departments, state-owned enterprises, and local authorities (Adler,

2000).

2.6 Corporate Governance in the Public Sector

According to ‘The Institute of Internal Auditors’ (I[A), in the public sector,
governance relates to the means by which goals are established and accomplished.
It also includes activities that ensure a government’s credibility, establish equitable
provision of services, and assure appropriate behaviour of government officials,

thereby reducing the risk of public corruption.
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Central to corporate governance in the public sector is accountability. Any agency,
either state owned entities (SOEs) or government departments, are accountable to
the relevant Minister, and the Minister is accountable to the Parliament. This

means that the information needs of the Minister must be understood and met.

The basic principles of corporate governance apply equally to any organisation, be
it private or public. The difference is that in the public sector, organisations are
required to adhere to various statutory frameworks, legal, and reporting
requirements that organisations in the private sector are not necessarily required to

adhere to.

While the recent corporate scandals seem to have originated in the private sector, it
has also spurred the public to focus on the importance of governance. As discussed
in the previous sub-section, public sector includes the state and local governments,
public utilities, hospitals, universities, city councils, etc. According to George
(2005), ‘while unethical behaviour in the corporate sector impacts the shareholders
of the company, unethical behaviour in the public sector impacts all taxpayers and

citizens’.

In many countries like the U.S, including South Africa, the events in the public
sector particularly the failure in terms of service delivery, has led to the
introduction of the ‘Audit Committees’, both internal and external. The
responsibilities of the audit committees include among others, overseeing the
public entity’s financial statements and internal controls, and risk management

(George, 2005).

While various acts such as the PFMA legalises the need for internal audit
committees by requiring the head (accounting officers) of any government
institutions in South Africa to maintain and ensure a system of internal audit

according to the constitution of South Africa.
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There are institutions that have been established with the aim of ensuring
governance in the public sector, amongst them are the following:

o The Public Protector; and

e The Auditor-General.
The constitutional mandate of the Auditor-General of South Africa, as legislated, is
to strengthen South Africa’s democracy by enabling oversight, accountability and
governance in the public sector, thereby building public confidence, while the
mandate of the Public Protector is to investigate any conduct in state affairs, or in
the public administration in any sphere of government, that is alleged or suspected
to be improper or to result in any impropriety or prejudice, to report on that

conduct and to take appropriate remedial action.

Often lacking in governance in the public sector is the monitoring of effectiveness
of governance arrangements. In the article ‘Governance issues for Public Sector’,
Howard and Seth-Purdie (2005) states that in the majority of cases in Australia the
governance evaluation was found to be informal. It was further stated in that
article, that for most of the government departments, the key indicator of the
effectiveness of governance is the extent to which the portfolio minister was happy

with the department’s performance.

Thus, there is generally a need in the public sector to find a method of evaluating

the effectiveness of governance and board arrangements.

2.7 Conclusion

In this chapter, an introduction to the concept of corporate governance as defined
by various authors such as Ayogu (2001), Sonnefeld (2002), Ahwereng-Obeng,
Mariano et al.(2005), among others, was presented. The history of corporate
governance from Berle et al. (1932), to the current views on corporate governance,
was also discussed. This chapter further looked at corporate governance from both
developed and emerging economies, with particular emphasis on the following
countries: Japan, Germany, United Kingdom, United States, BRIC, and South

Africa. South Africa received more emphasis in Africa, as it is one of the few
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countries along with Canada and the UK, that adopted best practice codes
concerning corporate governance as part of their listing (Rwegasira, 2000). Finally,

a brief overview of corporate governance in the public sector was given.
Chapter 3 will expound on the body of knowledge pertaining to the Board of

Directors and their effectiveness. Insight is further provided as to what Corporate

Governance best practice would entail.
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3. Chapter 3: LITERATURE REVIEW

In this chapter, a discussion on the effectiveness of the board of directors is given.
This chapter begins with a discussion on the need for the board of directors, the
role the board plays in organisations, and a general discussion on the terms
‘effectiveness’ and ‘non-effectiveness’. It continues with further discussion on the
behaviour that is exhibited by an effective board of directors, and a link is made
between the private and public sector, in terms of the board’s effectiveness. The
chapter is concluded with literature highlighting a link between the board and its
stakeholders, and the role played by the stakeholders in influencing the board’s

effectiveness.

3.1 Board of Directors

The board of directors is one of the main players in corporate governance, hence
Ayogu (2001) argues that, a crisis in governance is a crisis of the board of
directors. “The business world has witnessed a number of corporate failures
resulting from fraud, corruption and mismanagement. Consequently, boards are
increasingly being scrutinised and criticised, and in the light of the heightened
recognition of the significance of corporate governance, companies need to be
directed by a board that can both lead and control them” (Ahwereng-Obeng et al.,
2005:1).

According to Ayogu (2001), boards of directors are supposed to govern the
corporations. By the virtue of being members of the board, they have been given
power to make decisions that either take the corporations to the next sustainable
level, or lead the corporation to its demise. These decisions may include, setting
dividends, hiring, firing, and so forth. Thus, the board turns out to be the arena in
which different players in the governance game meet to decide on how the

corporation will be governed, and for whose interests (Rwegasira, 2000).

Similarly, the views of both Rwegasira (2000) and Ayogu (2001) above are
supported by the King III (2009:21) which also highlights that, ‘the board is the
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focal point of the corporate governance structure in the company and is the link
between the stakeholders and the company, and that the board’s paramount
responsibility is the positive performance of the company in creating value for its
shareholders. In doing so, it should appropriately take into account the interests of
other stakeholders’. Therefore, it is important for companies to have a board of
directors. Among its key responsibilities should be to take the overall leadership in
charting the direction of the company, to take a long-term and strategic view of the
company, while looking after the interests of the shareholders and business at

large.

3.1.1 Monitoring role of the Board of Directors

This sub-section focuses mainly on the monitoring role of the board, as it is an
important component of corporate governance (John and Senbet, 1998). The
‘board of directors is presumed to carry out the monitoring function on behalf of
shareholders, because the shareholders themselves would find it difficult to
exercise control due to wide dispersion of ownership of common stock’ (John and

Senbet, 1998:273).

Kaplan and Nagel (2004) argue that Governance reforms such as the Sarbanes-
Oxley Act of 2002, the Securities and Exchange Commission-approved New York
Stock Exchange, and NASDAQ governance listing standards of 2003, are among
the most widespread new business regulations since the 1930s, run the risk of
focusing a corporate board’s limited time resources on compliance and form, rather
than on their more important value-added role to monitor, guide, and evaluate the
enterprise’s strategy and its senior executive team. This is further supported by the
statement that ‘44 percent of directors don’t fully understand the key drivers of

value for the organizations they govern’ (Kaplan and Nagel, 2004:16).
According to the King III (2009), the board should be responsible for the process

of risk management, as it is inseparable from the company’s strategic and business

processes. While risk assessments should be performed on an ongoing basis, King
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IIT further recommends that the board should be actively involved in identifying

and monitoring the key risks emanating from this process.

Clarke and Varma (1999) highlights that management need to assess whether the
company's business activities are consistent with its stated strategic objectives, and
how risk management is linked to investment and growth decisions. Thus, the
board needs an overall, bird's-eye view of risk exposures to ensure continual
process of good governance. According to Norton and Kaplan (1996), the Balanced
Scorecard methodology was designed to provide this information. The next sub-
section provides a brief overview of the Balanced Scorecard framework as a risk

monitoring tool.

3.1.2 Balanced Scorecard

The balanced scorecard, developed by Kaplan and Norton (1996), is an approach to
designing measurements which ensures that no one area receives too much focus at
the expense of another. It links four perspectives: financial, customer, internal
business process, and learning and growth. The balanced scorecard, as illustrated in
Appendix A, complements traditional financial measures with non-financial
measures. Traditionally, most organizations look at their corporate performance by
reviewing only the financial aspects (Norton and Kaplan, 1996). However,
financial measures alone are not a balanced view of the critical success factors of
any organizations, mainly because financial measurements tend to measure the past

(Thompson, Strickland & Gamble, 2007).

According to Kaplan and Nagel (2004), the balanced scorecard is used worldwide
as a tool for implementing enterprise strategy. ‘A growing trend among balanced
scorecard adopters is to use the tool for interactive discussions with their boards
about strategic direction and to keep the board apprised of performance. In this
respect, the balanced scorecard is now playing an important second role by
providing board members with the essential financial and non-financial
information that enables them to fulfil their performance oversight responsibilities’

(Kaplan and Nagel, 2004:18).
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3.2 Effectiveness and Non-Effectiveness: The general definition

According to Hendrikse and Hendrikse (2008:169), ‘effectiveness is achieving the

output requirements of the position, the objectives and goals’.

In the research, ‘The Cadbury Code Reforms and Corporate Performance’ by
McKnight, Milonas, Travlos, and Weir (2009), one of the findings was that there is
a positive association between corporate performance and the adoption of the Code
of Best Practices. This research was conducted amongst firms in the UK. Thus in
the context of corporate governance, effectiveness can be linked to the Code of
Best Practices. In the UK, according to McKnight et al. (2009), effective boards
would be those who adopted the recommendations of the Cadbury report (1992)
which include the following:
e The post of the Chief Executing Officer (CEO) and the Chairman of the
board should be separate;
e A board should have a meaningful representation of independent non-
executive directors; and
e The establishment of the remuneration committees with the minimum

number of non-executive directors by the board.

The last point above is further confirmed by McKnight et al. (2009) in their finding
that there is also a positive association between corporate performance and the
establishment of the audit committee and/or remuneration committee. However,
according to Sonnefeld (2002), even though companies such as Tyco, WorldCom,
and Enron collapsed, they passed the test of what would normally be applied to
ascertain whether the board would do a good enough job. They had committees as
suggested by the literature in corporate governance, their boards were neither too

small, too big, too old nor too young, but they still collapsed.

Ashburner, Ferlie & Firtzgerald (1995) highlight the fact that the smaller the size
of the board, the more effective it is, as the smaller size facilitated the quality of the
discussions held. However, ’improved performance and effectiveness can be

achieved through regular and timely appraisals of the board’. King III (2009)

32



argues that effective and meaningful evaluation is only possible once the board has
determined its own functions and identified their key roles, performance and

attendance standards for the directors on the board, and on the board committees.

In conclusion, while the King III (2009) provides recommendations in terms of the
board’s effectiveness and evaluation, the conflicting views of Sonnefeld (2002) and
Mcknight et al. (2009) suggest that perhaps it is time to think of fundamentally
different ways of how corporate boards should operate and how its effectiveness

should be evaluated.

3.3 Behaviours Exhibited by Effective Board of directors

Amongst the behaviours exhibited by effective board of directors, Sonnefeld
(2002) lists the following: Firstly, they seem to get into a virtuous circle of respect
and trust. Board members develop each other because they have mutual respect for
one another. Secondly, they have developed a culture of open dissent. That is they
challenge each other’s assumptions and beliefs while still maintaining their trust

and respect. Thirdly, they ensure that each individual is accountable.

According to Forbes and Milliken (1999:492), the board as a group to be effective,
must exhibit effective group behaviour, and suggests that “the effectiveness of
boards is likely to depend heavily on social-psychological processes, particularly
those pertaining to group participation and interaction, the exchange of

information, and critical discussion”.

3.4 Factors Affecting effectiveness of the board

Having discussed the effectiveness and non-effectives in the preceding section, this
section goes deeper into the factors affecting the effectiveness of the board. Among
the factors identified by many authors in corporate governance such as Ashburner,
Ferlie & Firtzgerald (1995), Sonnefeld (2002), and so forth, are regular meeting
attendance, equity involvement, board member skills, independence of the boards,

and board size. These factors are discussed below.
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3.4.1 Regular meeting attendance

According to Ashburner et al. (1995) one of the factors contributing to
ineffectiveness of the board is the high absentee rate in the board’s meetings which
lead to the lack of continuity of membership between the meetings. While
Ashburner et al. (1995) make a valuable point, Sonnefeld (2002) differs with that
point. He argues that many big names on the board barely show up due to other
commitments, and when they show up, they are not prepared. This simply suggests
that good attendance is important for individual board members, but on its own,

has less impact on the effectiveness of the board.

3.4.2 Equity involvement

The board of directors are assumed to be more vigilant if they hold large company
shares. But according to Sonnefeld (2002), this is not enough for the board to be
effective; he argues that most of Enron board members owned a large amount of
equity in the company, and that at the time of collapse, some were still buying the
shares. In contrast, King II (2002) recommends that shares rather than share
options be granted to directors, but must be subject to the approval of shareholders.
The main reason for recommending shares is to pre-empt the dilution of director

independence.

3.4.3 Board member skills

In any company, skills are important for one to be able to do his or her job
effectively. The skills factor of individual members of the board is further
highlighted by Okeahalam (2004), that board members in some parts of Africa,
especially those on the boards of state-owned enterprises, have limited
understanding of their roles or job requirements, and are eventually open to
manipulation by the management, chairmen or principal shareholders. While the
skills are important, Sonnefeld (2002:108) argue that, ‘despite Enron disastrously
complex financial schemes, no corporation could have had more appropriate
financial competencies and experience than its board’. The list of Enron’s board of
directors included, Stanford Dean, an accounting professor, the former CEO of an

insurance company, the former CEO of an international bank, and so on.
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3.4.4 Independent board of directors

The independence of the board features among many debates in the field of
corporate governance. In the case of Enron, Pedra (2006) alludes to the fact that it
had a majority of independent directors, but still suffered the breakdowns in their
corporate governance systems as a result of failure of these directors and the entire

board to fulfil their oversight responsibility.

The independence can be compromised in many ways; in the case of the outside
directors it is important that they should have no other affiliations with the
organisations outside of being board members. If such affiliations exist, outside
directors may lose their independence and may be inclined to support management

decisions in the hopes of retaining their relationship with the firm (Pedra, 2006).

3.4.5 Board size

It has been argued that board size affects the monitoring ability of boards. Levrau
and Van den Berghe (2004), and later Kula (2005), found that larger boards are
often believed to be more capable of monitoring the actions of management, as it is
more difficult for the CEO to dominate larger boards. However, there are
disadvantages associated with larger boards, such as ‘poorer communication and
decision-making’ (John and Senbet, 1998, p.385), and ‘poorer processing of
information’ (Huther, 1997, p. 263).

In conclusion, there have been inconsistent findings on whether some of the rules
and regulations mentioned above do contribute to the effectiveness of the board.
Benson et al. (2007) argue that few studies identified the positive relationship
between the percentage of outside directors and the firm’s performance or
effectiveness, while other studies found no significant relationship between the

board composition and company performance.
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3.5 Stakeholder Theory

According to Dewhirst and Wang (1992:115), ‘stakeholder theorists call for a
change in the basic definition of modern corporations from a stockholder
perspective to a stakeholder perspective’. Buchholtz and Carroll (2005) define a
stakeholder as those groups or individuals with whom an organisation interacts or
has interdependencies, i.e. customers, employees, suppliers, etc. Thus it is to an
organisations’ advantage to ensure that they are aware of their stakeholders, and
are able to balance and manage all their interests, even though they might be
conflicting. The more influential the stakeholders are to the organisation, the more

time the management should devote to them (Dewhirst and Wang, 1992).

3.6 Do Employee perceptions play any role in board’s effectiveness?

According to Dewhirst and Wang (1992), although business researchers have
studied corporate governance issues quite extensively from many perspectives,
including agency theory perspectives, they fail to recognize the importance of
stakeholder theory and incorporate the frame work in the study of boards. The
results of their research titled ‘Boards of Directors and Stakeholder Orientation’,
indicated that boards of directors have very high stakeholder orientations, and
concluded that directors tended to rate items related to customer, government, and

shareholder higher than those associated with employee and society.

However, Mitchell and Agle (1997) argue that employees are important and
suggest that they belong to what they termed ‘Dominant’ and ‘Dangerous’ group of
stakeholders. The dominant stakeholders are defined as those having both power
and legitimacy, and that their influence in the firm is assured. They further allude
that in a situation where urgency and power characterize a stakeholder who lacks
legitimacy, that stakeholder will be coercive and possibly violent, making the

stakeholder dangerous.

The importance of employees as stakeholders is further highlighted by George

(2003:36), who argues that ‘companies that put their customers first and empower
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their employees to serve them will inevitably provide greater growth in shareholder
value than those corporations that focus primarily on boosting their stock price and

only giving lip service to other constituencies’.

In conclusion, it must be noted that a perception can be defined as one’s feeling,
attitude, intuition, comprehension, or can be better described as one’s experience of
the world. However, what role, if any, do employees’ perceptions play in general in
the effectiveness of the board? We can determine from the literature that
‘effectiveness is achieving the output requirements of the position, the objectives

and goals’ (Hendrikse and Hendrikse, 2008:169)

3.7 Perceptions of employees in the Public Sector related to Board effectiveness

According to King III (2009:21), ‘the board should collectively provide effective
corporate governance that involves managing the relationships between the
management of the company, its shareholders and other relevant stakeholders’. In
the public sector, employees’ perceptions have far reaching consequences. If not
dealt with, it often resurfaces in the form of strike actions. In any organisation,
where there is effective corporate governance, the employee strike action is

minimal.

The recent widespread media reports in South Africa covering corporate
governance issues at the South African Airways (SAA), are a clear indication of

how the employees view the effectiveness of boards in the public sector.

According to these reports, SAA employees were dissatisfied with the running of
the organisation, in particular, the CEO and other senior members’ business
behaviour, and thus compiled and handed over a dossier of complaints against
them to the Minister of Public Enterprises for her intervention. This later led to the

CEO resigning from his position (KPMG Report, 2009).

Similarly, Clutterbuck and Scholes (1998) highlights that the dispute between

British Airways and its employees (cabin crew in 1997) set the company back
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much more than the £125 million cost of the strike itself. Some customers were
moved to support the cabin crew, and switched to other airlines in protest. The

incident saw some shareholders off-loading stock.

The strike actions by employees of public sector organisations as mentioned above
can be taken as an indication of how the effectiveness of the board is perceived,

that is, vote of no confidence.

3.8 Differences between employee and other stakeholder’s perceptions of
Board effectiveness

According to George (2003), the long term growth in shareholders’ value can only
be created by hard work of dedicated, motivated employees that develop
innovative products and services. They establish good customer relationships, and
build organisations over a period of time. In addition, employees’ perceptions of
the effectiveness of the board may be different from other stakeholders because of
control they may have on the effectiveness of the board as highlighted by Huse
(1998). Huse (1998:224) argues that ‘management sometimes took the necessary
action as mandated by the board, but often they employed different tactics,
conscious or unconscious, to avoid taking action and this reduced the effectiveness

of the board’.

Due to the different interests of different stakeholders, other stakeholders’
perception of the effectiveness of the board would be different. Doyle (1996)
emphasises that customers are potentially the most powerful group in a free market
because they can take their custom elsewhere. It follows that good customer
relationships and superior products is an indication of the effectiveness of the
board, by the customers. With regards to the shareholders, he argues that they
perceive the effectiveness differently because of their diverse constituencies. While
many of them expect good returns on their investments, failure of the board in this

regard may lead to the board being perceived as ineffective.

Finally, it must be noted that ‘the power and authority of boards of directors come

from the relative strength and importance of the external and internal stakeholders,
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and how far they trust each other. The roles played by the board depend on the
changing relationships between the external and internal stakeholders, and the
performance of the board and its effectiveness also depends on these relationships’

Huse (1998:225).

3.9 Factors required to promote a positive relationship between employee
perceptions and board effectiveness

In order to promote a positive relationship between employee perceptions and the
board effectiveness, organisations should at least factor among others the

following:

Stakeholder-Management strategy: A key part of taking an integrated approach to
stakeholder communication is the laying down of a set of values which embrace
everything the organisation does, from strategy to policies to structures to
management style, and so on. In addition, organisations must develop systems and
approaches that enable them to prioritise stakeholders, align more closely to them,
integrate the messages to and from them, and build bridges between them
(Chutterbuck and Scholes, 1998).

Transparency: It is important for the board to communicate openly and honestly

with all the stakeholders both inside and outside the organisation.

Lastly, George (2003) suggests that the key to managing the stakeholder groups is

a balanced approach.

3.10 Corporate Governance Best Practice

In this section, a discussion of the current best practices in corporate governance is
given. The words “best practice” can be defined as a technique or methodology
that, through experience and research, has been proven to reliably lead to a desired
result. In the context of this document, the preferred definition of “best practice” is
the one provided by Lipman (2007) stating that best practice is defined as one in

which the organisation benefits substantially exceeds the cost of implementation.
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Among the best practices in corporate governance, this section will focus on the

role of the board, and structure of the board.

3.10.1 The Role of the Board

In terms of the role of the board, Lipman (2007) suggests the following as the best
practices:

e The boards of directors should confine their activities to overseeing the
management of the organisation and should not engage in day to day
management activities or in micromanagement.

e Directors must determine what information they need from management to
properly monitor management’s performance.

e Directors should develop metrics to monitor the performance of
management and review such metrics from time to time to determine their
efficacy.

e The board must establish a succession plan for the Chief Executive Officer.

e The board must make sure that the organisation has a long-term strategic

plan and oversee the implementation of such strategic plan by management.

In addition to the above mentioned best practices as promulgated by Lipman
(2007), there is a need for the board to be evaluated constantly to ensure that they
not only perform their duties, but they do that in an effective manner. Thus, Ayogu
(2001) suggest that making the boards effective requires policies that impact on
both the ‘carrot’ and ‘stick’. While the carrot implies that directors in Africa and
elsewhere must earn fees, compensation that includes company stock would work
better as it aligns their interests with that of the long term growth of the company.
To complement the carrot, Ayogu (2001) suggests that there has to be an effective
stick. The stick is a mechanism that would allow shareholders to hold the board
accountable for their failures. This stick can be provided by the government in a

form of relevant legislations.
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3.10.2 Structure of the Board

Before discussing the best practice in corporate governance regarding the structure
of the board, perhaps it is important to give brief definitions of the different board

structures in existence in the world.

The table below give the brief definitions or explanations of different board

structures.

Table 3.1: Different Board Structures, adapted from Bendixen and Thomas (2000).

Non Executive Board

Executive Board

Two tier Board

Unitary Board

Comprise of nationally
independent non
executing directors
who decide on policy
and strategy that is
delegated to the chief

executive for

implementation.

This structure allows
for the dominance of
the chief executive

who may also be the

chairman. The
influence of
independent external

directors is lacking.

This comprise of the
upper  (supervisory)
board that deals with
the strategic issues and
lower (operational)
board that represent
different interest
groups of the

organisation.

This board is led by the

chief executive and the

functional executive
directors who are
responsible for the

operations of the business.
Independent non-executive
provides  policy and

ensures accountability.

According to Choi et al. (2005), a common factor determining the success of a
corporate governance structure is the extent to which it is transparent to market
forces. They argue that such transparency is more than pure financial transparency,
as it is also based on governmental, banking and other types of institutional
transparency. In terms of the structure of the board, Lipman (2007) suggests the

following as the best practices:
e The board should include completely independent directors, and that these

directors should preferably constitute a majority of all directors, with the

exception of privately held companies.
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3.11

The independent directors must be willing to devote time to their duties,
and have competencies which can assist the organisation, and complement
the competencies of other directors.

The Chairman of the board should be an independent director, and
independent directors should meet separately from the management
directors at least once a year. If the chairman is not an independent
director, a lead or presiding director should be appointed.

The board should establish audit committees and compensation committees
amongst others, and these committees should meet annually to evaluate
their own activities.

The Board of directors should be kept to a reasonable size. As a rule of
thumb, it is preferable to have not less that four and not more than ten

persons on the board of directors.

Conclusion

In conclusion, this chapter expounded on the body of knowledge pertaining to the

Board of Directors and their effectiveness. It also provided further insight as to

what Corporate Governance best practice would entail.

The next chapter highlights the research methodology used in obtaining the

relevant data required.
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4. Chapter 4: RESEARCH METHODOLOGY

4.1 Introduction

The aim of this research is to assess the impact of employees’ perceptions on the
effectiveness of the board in the public sector. In exploring this assessment, it
became crucial to establish if there is in fact, a valid link between employee
perceptions and Board effectiveness within the Public Sector. In this chapter, all the
propositions that have guided the course of this research, and explanations of the
logic behind these propositions, will be presented. This chapter further provides
more detail on the methodology used in this research. This includes a description of
the research population and sampling techniques, the profile of respondents, the
instruments utilised to collect the relevant data, and the specific tools and techniques

used for data analysis.

The body of literature reviewed both in chapter 2 and chapter 3 provided insights on
corporate governance and the effectiveness of the board. For the purposes of this
research, both the quantitative and qualitative methodologies will be used, to
explore the following research propositions which have emerged from the Literature

Review.

4.1.1 Proposition 1:

The perception of the employees in the Public Sector is that the Public Sector
Board of Directors are effective.

Key to this proposition is that perceptions whether negative or positive do exist. In
trying to gauge the impact of these perceptions from the stakeholders’ point of view,
particularly the employees, the researcher intends to establish what perceptions
employees hold with regard to the effectiveness of their Board of Directors. For the
purposes of this document, effectiveness is defined as achieving the output
requirements of the position, the objectives and goals (Hendrikse and Hendrikse,

2008).
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4.1.2 Proposition 2:

The Board of Directors in the Public Sector believe that their effectiveness is
directly impacted by employee perceptions.

As discussed in section 3.6 (Do Employee perceptions play any role in board’s
effectiveness), the proposition above seeks to ascertain whether the Board of
Directors recognises the role employee perceptions have on their overall

effectiveness.

4.1.3 Proposition 3:

If the effectiveness of the Board in the Public Sector is impacted by employees’
perceptions, what factors need to be in place to promote a positive relationship
between employee perceptions and board effectiveness?

The proposition above seeks to determine from both the employees and the Board of
Directors, what factors should be in place in order to promote a positive relationship
between employee perceptions and the board effectiveness. Section 3.8 provides a

detailed discussion relating to this proposition.

The next section outlines the research methodology used to confirm or refute these
propositions, bearing in mind that both a qualitative and a quantitative research

methodology will be utilized in this research.

4.2 Research Methodologies

According to Leedy and Ormond (2005), the methodology to be used for a
particular research problem must always take into account the nature of the data that
will be collected in the resolution of the problem. They also argue that different
research questions yield different types of information, which lead to different

research designs and methodologies.

There are two paradigms or categories that research studies are normally grouped

into, and they are (1) Qualitative and (2) Quantitative research methodologies.
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There are many differences between the two research methodologies, among them,

is that the Quantitative research ‘is used to answer questions about the relationships

among measured variables with the purpose of explaining, predicting, and

controlling phenomena. In contrast, a qualitative research is used to answer

questions about the complex nature of phenomena, often with the purpose of

describing and understanding the phenomena from the participants’ point of view’

(Leedy and Ormond, 2005:94).

A detailed comparison between these two paradigms is provided in table 4.1 below.

This table is adapted from Lee (1999)’s book tiled ‘Using Qualitative Methods in

Organisational Research’.

Table 4.1 Comparison between Qualitative and Quantitative Research Methods

QUANTITATIVE

QUALITATIVE

1. Quantitative research is thought to be

objective in nature

1. Qualitative research often involves a

subjective element.

2. The researcher is independent from that

being researched.

2. The researcher interacts with the subject

being researched.

3. Values do not play a role, and as such is

unbiased.

3. Research data obtained is value-laden,

and is hence biased.

4. The language is formal, where set
definitions are used, and is impersonal in

terms of delivery.

4. The language is more informal, where
concepts and decisions continually evolve.

The experience is personal.

5. In terms of the research process:

It is a deductive process

e Cause and effect relationships are
proved

e The design 1is static, where
concepts are usually determined
prior to research

e Research is context-free

e Generalisations are made to
explain, understand and predict

e It obtains its accuracy
reliability through validity

and

5. In terms of the research process:

It is an inductive process

e There is a mutual shaping of factors
There is an emerging design, where
concepts are identified often during
the research
Research is context — bound

o Patterns and theories are developed
for understanding

e Accuracy and reliability obtained
through verification.

Source: Lee (1999), p5. (adapted from Creswell (1994), p5)
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For the purposes of this research, a combination of both the quantitative and
qualitative research methodologies will be used. The aim of selecting a hybrid
methodology is to allow the researcher to create a set of complementary data-
gathering activities that compensate for the weaknesses that each methodology

might have.

4.2.1 Quantitative Research Methodology

According to Amarata, Baldry, Newton and Sarshar (2002), quantitative research
design has always been concerned with defining an epistemological methodology
for determining the truth value of propositions, and allows flexibility in the
treatment of data, in terms of analysis, statistical analysis and repeatability of data

collection in order to verify reliability.

4.2.1.1 Population of relevance

The population in this research encompassed employees in various job categories
(technical, professional, administrative, management) within the Public Sector in
South Africa. It also encompassed various members of the board of directors within
the Public Sector organisations in South Africa. It must also be noted that this
population was primarily based in the Gauteng Province in South Africa, in
particular, from the following entities: Transnet, South African Post Office (SAPO),
Telkom, Johannesburg Road Agency (JRA), International Trade Administration
Commission (ITAC), and South African Broadcasting Corporation (SABC).

4.2.1.2 Sampling Method and Size

The scope of the public sector used within this research includes all the institutions
under government control which range from national and provincial departments,

state-owned enterprises, and local authorities (Adler, 2000).

According to the Quarterly Employment Statistics of June 2009, published by
Statistics South Africa, an organization mandated by the government to provide
official statistics in South Africa, the total number of employees in the public sector

was 2182000 as at June 2009.
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The size (2182000) in terms of number of employees in the Public Sector makes it
impossible to cover the entire spectrum of the sector. This would require an
enormous amount of resources that are not at the disposal of the researcher.
However, the respondents in this research were from the following institutions
within the public sector: Transnet, South African Post Office (SAPO), Telkom,
Johannesburg Road Agency (JRA), International Trade Administration Commission

(ITAC), and South African Broadcasting Corporation (SABC).

In order to estimate the size of this sample, the following table was used.

Table 4.2 The Estimation of Sample size

Total # of Employees | Revenue
Transnet 48 778 R34 Billion
SAPO 17 964 R5,6 Billion
Telkom 23 520 R35,9 Billion.
Johannesburg Road 1631 R427 Million
Agency **
ITAC*** 130 -
SABC** 3 866 R4,7 Billion
Total 95 889 R&81 Billion

** Source: Annual Report 2008; * Source: Annual Report 2009; *** None Revenue Generating.

On average the sample size of the institutions selected makes about 4.4% of the size
of the public sector using the total number of employees. In terms of revenue, if the
2009/10 National Budget of South Africa (R638 Billion) is considered, then the
sample size is approximately 13% of that budget.

For the purpose of this research, the questionnaires were sent to 280 randomly
selected employees working for the institutions (Transnet, SAPO, Telkom, JRA,
ITAC, and SABC) as mentioned earlier, with 73 respondents to the survey. In
addition to a sample of 280 employees, 30 randomly selected members of the board
of directors in the public sector formed part of the study with 19 respondents to the

survey.
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4.2.1.3 Data Collection

The source of data was primary in nature. This data was collected from the sample
(Transnet, SAPO, Telkom, JRA, ITAC, and SABC) as described in the previous
sub-section. Given the research constraints (time, money, and the size of the public
sector) a non-experimental, survey research technique was considered to be

appropriate.

The questionnaire was designed in Microsoft Excel Spreadsheet such that responses
were automatically captured while the questionnaire was being completed by the
respondents. In this way, data capturing was reduced to a minimum and this

facilitated the ease of analysis.

4.2.1.4 Research instrument and design

The units of analysis relevant to this research were the board of directors and the
employees in the job category ranging from administrative, professional, technical,
junior management to senior management in the public sector. Thus, two
questionnaires were designed: one for the board members, and the other for
employees. These questionnaires were designed around various themes aimed at
establishing the following:
e whether employees in the Public Sector perceive their Board of Directors to
be effective;
e whether the Board of Directors in the Public Sector believe that their
effectiveness is impacted by employee perceptions; and
e to determine what factors need to be in place to promote a positive

relationship between employee perceptions and board effectiveness.

In order to understand this section better, a discussion of the logic of each part of the
two questionnaires (Appendix B) is given below. The logic behind the questions in
these questionnaires was similar, however the differences will also be discussed

where they exist.
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Discussion of the Research Questionnaires

Section 1: Personal Profile

The first section of this questionnaire was aimed at gathering the personal profile of
the respondents. The following personal details were gathered from this section:
position in their organisation (that they work for and that they serve as board
members), employment conditions (permanent or temporal), years in their

organisation, their educational level, gender, age and race group.

Section 2: Board’s Effectiveness
The aim of this section was to establish the perceptions of the board members with
regard to the effectiveness of the Board they serve. Thus the following questions
were asked:

e The Board has the most crucial/pivotal role to play in the organisation I

S€rve.

| Least Important | Important | Undecided | Not Important | Very Important

o [ feel that organisations will be impacted negatively, without the direction of

the Board

| Strongly disagree | Disagree | Undecided | Agree | Strongly agree

e The Board always operate in the best interests of its stakeholders

| Strongly disagree | Disagree | Undecided | Agree | Strongly agree

e The Board is conducting its roles and responsibilities as effectively as

possible

| Strongly disagree | Disagree | Undecided I Agree | Strongly agree

The same questions were asked to the respondents who were employees with a
slight difference in the wording. In the employees’ questionnaire, the aim was to
establish what perceptions employees in the public sector hold with regard to the

effectiveness of their Board of Directors.
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Section 3A: Stakeholder

Section 3 was divided into two parts. The rationale behind the first part of this
section was to establish how important the board members view the employees, as
stakeholders. The emphasis of this section was on employee perceptions, whether
negative or positive, and whether it was considered by the board when making

decisions. The following questions were asked:

I believe that employees play a major role in the organisation that I serve.

| Strongly disagree | Disagree | Undecided | Agree | Strongly agree

e The contributions of the employees is valued by the board

| Strongly disagree | Disagree | Undecided | Agree | Strongly agree

e Employees' perceptions about the running of the organisation, and the
effectiveness of the Board should be taken seriously by the Board for the

survival of the organisation

| Strongly disagree | Disagree | Undecided I Agree | Strongly agree

e The employee perceptions of the Board, whether negative or positive, have

impact on the effectiveness of the Board

| Strongly disagree | Disagree | Undecided | Agree | Strongly agree

e The Board manages the perceptions of the employees very well

| Strongly disagree | Disagree | Undecided | Agree | Strongly agree

In the case of the employee questionnaire, the same questions were asked, with the
aim of establishing what perceptions employees in the public sector hold with

regard to the effectiveness of their Board of Directors.
The second part of this section was only asked in the board questionnaire. The aim

was to establish which stakeholder is ranked as the most important by board

members on a scale from [1- least Important] to [5 - Very Important]. The following
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stakeholders were given as options for the board members to make their ranking:
Employees, Clients, Unions, Government, and the general public. The main aim of
this research is to establish the link between employees’ perceptions and the board’s
effectiveness, in particular, what role if any do employees’ perceptions play in
driving the performance of the board, thereby indirectly resulting in the board being
more effective. Thus it was important to know where employees are ranked as

compared to other stakeholders by the board.

Section 4A: Factors affecting Board’s Effectiveness

One of the main objectives of this research study is to determine what factors need
to be in place to promote a positive relationship between employee perceptions and
board effectiveness. The aim of this section was to establish from the board
members and the employees what they thought were the factors that should be in
place, in order to promote a positive relationship between employee perceptions and
board effectiveness. The respondents were asked to indicate the impact of the factor.

The following three-point scale was used for all options provided to respondents.

High Impact Mediam Impact Low Impact
| | | |

e Transparency and Accountability

e Communications

o Stakeholder Relations Strategy

e The Board must maintain high Ethical Standard
o Speedily Resolution of Labour disputes

e Commitment to employee development

¢ Consistency in policy implementation

The factors above were guided by the literature review in chapters 2 and 3.
According to King III (2009: 55), ‘good corporate governance is essentially about
effective and responsible leadership, which calls for integrity, transparency and
accountability. Leaders need to define strategy, provide direction and establish the
ethics and values that will influence, and guide practices and behaviour to achieve

sustainable performance’. In terms of communication and stakeholders, King III
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argues that the board should ensure that there is transparent and relevant
communication with stakeholders, and that organisations should be aware that poor
employee relations can result in declining morale, productivity, creativity and

loyalty, as well as problems in recruiting and retaining staff.

Lastly, a slight variation of the question in Section 4 was asked to employees only.
The aim was to establish what factors were already in place in their respective
organisations, that they believe promotes a positive relationship between employee
perceptions and the board effectiveness. The respondents were given the same

factors to rate, as mentioned earlier in this section.

Section 5: Additional Information

This section was included because the researcher acknowledged that there might be
some questions not asked, that should have been asked. It was intended to give the
respondents a chance to add any additional information that they think is related to

the study.

A totally separate section relating to risk management was included in the employee
questionnaire. The aim was to establish from the employees’ point of view whether
they are aware of risk management strategies in their organisation. While risk
management is the board’s responsibility, this question was also asked to the board
as part of qualitative phase, it was deemed important to get the views of employees

on this question. Thus, the following questions were asked:

e Does the organisation that you work for, have a risk management plan?

e Do your business unit /division in your organisation have a risk management
plan?

e Are there systems in your organisation to measure performance against
service delivery?

e Are there any systems to enable effective flow of information or
communication in general from employees to management \executive and

visa-versa?
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4.2.1.5 Data Analysis

The questionnaire was designed in Microsoft Excel such that all responses were
automatically captured and coded at the same time, while the respondent completed
the questionnaire. This meant that the data capturing time was reduced to a

minimum, and this facilitated ease of analysis.

4.2.1.6 Limitations

e Because of the size of the public sector (estimated 2 182 000 employees), it was

not possible to select a fairly representative sample.

4.2.2  Qualitative Research Methodology

According to Amarata, et al. (2002), qualitative data is typically collected over a
sustained period, and that makes it powerful for studying any process. They further
argued that qualitative data with the “lived experiences” are fundamentally well
suited for locating the meanings people place on the events, processes, and
structures of their lives, i.e. perceptions, and for connecting these meanings to the

social world around them.

4.2.2.1 Sampling Method and Size

The qualitative phase of this research was conducted as a follow up to the
quantitative phase. The main reason for this phase was to gain more insight, and to
verify the responses received from the board members during the quantitative phase.
So the sample was limited to the board members, particularly those who participated

in the quantitative phase of this research.

In the quantitative phase, only 19 responses were received from the members of the
board of directors. However, given this poor board members’ response, a minimum
of 10 board members was sought, this being about 50% of the responses received in
the quantitative phase. The total number of board members serving the

organisations included in the sample is 69 (Transnet (12), SAPO (13), Telkom (14),
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JRA (11), ITAC (11), and SABC (8)), thus a sample of 10 board members is
equivalent to 14.5%.

Of the 10 board members who were targeted, the researcher was able to conduct
face-to-face interviews with 3 (ITAC=2, SAPO=1), while telephonic interviews
were conducted with 4 (JRA=2, Transnet=2) of them. This was the best that could
be done by the researcher owing to the limitation of time and resources and the

availability of the members of the board.

4.2.2.2 Data Collection

The data was collected using a semi-structured interview method. This means that
the source of data was primary in nature. It was anticipated that most of the
interviews will be conducted on a face-to-face basis. However, telephonic
interviews were utilised when the face-to-face interview method was not possible.

Thus, only 3 interviews were face-to-face, and 4 were telephonic interviews.

4.2.2.3 Research instrument and design

An interview guide was compiled with various themes covering all the propositions

made at the beginning of this chapter.

As in the quantitative methodology described earlier in this chapter, the literature
presented in Chapter 2 and 3 served as a reference point for the compilation of the
interview guide. The interview guide was made of a combination of structured and
opened-ended questions, to assess the link between employee perceptions and the

effectiveness of the board of directors in the public sector.

The discussion of the interview questions is presented below.

Discussion of the interview questions

The theme of the following questions was ‘the effectiveness of the board’. The

aim was to establish the perceptions of the board members with regard to the
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effectiveness of the Board in which they serve. Thus the following questions were

asked:

1. In your opinion, what is your view on role that the board plays? Does the
Board have the most crucial/pivotal role to play in the organisations?

2. How do you think the organisation that you serve as a board member will be
impacted without the direction of the Board?

3. Do the Board in your organisation that you serve conducting its roles and
responsibilities as effectively as possible?

4. In light of the recent corporate scandals, would you say that the Board

always operate in the best interests of its stakeholders?

The rationale behind these questions was, in order for the board to function
effectively, board members need to have a clear understanding of what their roles
are as board members (Hendrikse and Hendrikse, 2008). The aim of the first
questions was to establish if board members understood their roles. The second
question was to establish if board members truly believed that the existence of board
of directors in the public sector, is important. The second and third questions were
used as a follow-up to the first question, they were asked only if the first question
was not answered satisfactory, or if they were not answered by the interviewee as

part of the first questions.

The last question (question 4) above was asked so as to assess the perception of the
board with regard to their decision making. It is important for the board to bear the
interest of stakeholders in mind when making decisions, considering that some of
the stakeholders are the shareholders, who are the owners of the organisations that

the boards are running (Hendrikse et al., 2008).

The next theme in the interview guide was ‘risk management’. The following

questions were asked:

5. Does the organisation that you serve as a board member have a risk

management plan?
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6. Are there systems in your organisation to measure performance against

service delivery?

The aim of questions 5 was to establish if the board in which the interviewee is
serving, has a risk management mitigation plan. These questions follow a question
where board members were asked about ‘how effective is the board in conducting
its responsibilities’. The logic was that if the board is effective in performing its
responsibilities, they would have a risk management plan. In question 6, the aim
was to establish whether boards have any monitoring systems in place in order to
measure performance against delivery. Monitoring and evaluation is key in the
public sector, particularly as it also deals with delivering the basic services to its

people, i.e. water, sanitation, etc.

The next theme in the interview guide was ‘communication’. According to King
III, principle 6.1, effective communication with stakeholders is essential. This
means that the board should ensure that there is transparent and relevant

communication with stakeholders. Thus the following question was asked:

7. Are there any systems to enable effective flow of information or
communication in general from employees to management \executive and

visa-versa?

The board relies on the information received from management in order to make
decisions. If there are no systems in place to enable this flow of information from
employees to management/executive, there is a chance that the board can make

decisions based on inaccurate information or information lacking integrity.

The next theme was around ‘Employees as Stakeholders’. The aim was to
establish what the board’s perception is regarding the employees. According King
III, ‘the board should take account of the legitimate interests of stakeholders in its
decisions’. Stakeholders can be considered to be any group who can affect, or be
affected by, the company or its reputation. Some of the important stakeholders

include employees. Hence the following questions were asked.
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8. What do you think of the following statements

a. I believe that employees are the life of my organisation.

b. Employee contributions are valued by my organisation and the Board
of Directors.

c. Employees’ perceptions about the running of the organisation, and
the effectiveness of the Board should be taken seriously for the
survival of the organisation.

d. Employees’ perceptions of the Board, whether negative or positive,
have impact on the effectiveness of the Board

e. The Board within my organisation manage employee perceptions

very well.

In conclusion, it is important to note that the questions that were asked were to

complement and to verify the responses received during the quantitative phase.

4.2.2.4 Data Analysis

The responses from these interviews were analysed through informal and
interpretive techniques. This entailed the identification of statements or data that
related to a specific theme or proposition as per the interview guide from each
individual interview. The researcher further looked for divergent perspectives and
gauged them. The results of this phase were collectively viewed together with the
results of the quantitative study, as the aim was to find evidence to corroborate the

relationships, (or lack thereof), established from the questionnaire responses.

4.2.2.5 Limitations

e A semi-structured interview method required expertise on the part of the
interviewer to ensure that the information relevant to the research was obtained.
e The data collected depended heavily on the interviewer’s own interpretation and

assumptions. This does introduce bias into the research.
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4.3 Conclusion

In this chapter, all the propositions that have guided the course of this research and
the logic behind these propositions were presented. This chapter further provided
detail into the methodology used in this research. The methodology discussed was a
hybrid, combining quantitative and qualitative research methods. In both methods,
the description of the research population and sampling techniques, the profile of
respondents, the instruments utilised to collect the relevant data, and the specific

tools and techniques used for data analysis, were discussed.
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5. Chapter 5: RESEARCH RESULTS

5.1 Introduction

In this chapter, the results of the research study will be given. As a quantitative
method was used in addition to a qualitative method, tables and graphs will be used

extensively to report these results.

In this study, a questionnaire together with interviews was used to gather data. The
questionnaire contained a mixture of both employee and board of directors specific
questions. Specific questions were utilised as it was felt that some questions related
to employees only, while other questions were only appropriate to the board of
directors. However, there were also questions that related to both groups, and in that

case, these were asked to both groups.

Thus the next section presents the profile of the sample group that responded to the

quantitative phase of the research.

5.2 Quantitative Phase of the study

In the Research Methodology section, it was mentioned that a quantitative research
is used to answer questions about the relationships among measured variables, with
the purpose of explaining, predicting, and controlling phenomena. Thus the
quantitative research methodology, in this case, will be used to assess the impact of

employees’ perceptions on the effectiveness of the board in the public sector.

5.2.1 Background

The sample group emanated from varying public sector organisations based in
Gauteng namely, Transnet, SAPO, Telkom, JRA, ITAC, and SABC. The estimated
combined total revenue of these organisations is R81 Billion, i.e. Transnet(R34
Billion), SAPO (R5.6 Billion), Telkom (R35 Billion), JRA (R427 million), ITAC
(none revenue generating institution), and SABC (R4.7 Billion).

59



This sample as mentioned in quantitative methodology section earlier comprised of
280 randomly selected employees with 73 respondents to the survey. Another 30
randomly selected members of the board of directors formed part of the study with

19 respondents to the survey.

In the next section, a summary of the relevant statistics of this study including the

profile of respondents is given.

5.2.2 Summary of Relevant Statistics: Respondents’ Profiles

5.2.2.1 Position in the organisation (Job Category)
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Figure 5.1A: Job Category of the Employees Respondents

Figure 5.1A indicates that a cumulative percentage of 65.75% of employees that
responded, were from the management (junior, middle, senior) category. This
response is reflective of what was expected, as the questionnaire was distributed to a

large number of employees who are in management roles.
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Job Category: BOD Respondents
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Figure 5.1B: Job Category of the BOD Respondents

In the case of the board members, 42.11% were in management positions, 26.32%
were professionals, while those in technical and administrative positions comprised

15.79% of the respondents.

5.2.2.2 Gender

Gender Profile:Employees

Femak, 4247,
477
Male, £7.53, 583

Gender Profile:BOD

Femak, 42.11,

42%
Male, 57.89, 58%

Figure 5.2A: Gender Profile: Employees

Figure 5.2B: Gender Profile: BOD

In terms of gender, 42.47% of the employee respondents were females while

57.53% were males, as displayed in Figure 5.2A.

In the case of the board of directors, there were 42.11% female respondents, against

57.89% of male respondents. This is displayed in Figure 5.2B.
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5.2.2.3 Employment Conditions

In terms of employment conditions, all of the employee respondents (100%) were

permanent in their organisations.

About 94.74% of the board of directors who responded were permanent in their

respective organisations, while only 5.26% were on a temporal basis.

5.2.2.4 Age Profile of the Respondents

Age Profile: Employees
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Figure 5.3A: Age Profile of the Employees Respondents

Figure 5.3A above depicts that about 46.58% of the employee respondents were
between 26-35 years of age, while 41.1% were between 35-40 years. Less than 2%

of respondents were between 15-25 years old, and 56-70 years of age respectively.
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Age Profile: BOD
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Figure 5.3B: Age Profile of the BOD Respondents

The majority (84.21%) of the members of the board who responded were between
the ages of 36-45 years old. This is depicted in Figure 5.3B.

5.2.2.5 Years in the organisation

Years in the Organisation
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Figure 5.4: Years in the organisation for both the BOD and Employees’ Respondents

The results from Figure 5.4 show that about 70% of the employees had been with
their companies for between 3-10 years, while a large number of board member
respondents (78.95%) have been serving in their respective boards for between 1-5
years. This could be a reflection of the fact that the BOD rarely stay on one board

for a period longer that 5 years, where as this is normal in case of employees.
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5.2.2.6 Race Profile of the Respondents

The respondents (employees) comprised of 78.08% black, while the board of
directors’ respondents comprised of 63.16% black, and 36.84% white. This is
depicted in Figure 5.5 below.

Race Profile
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Figure 5.5: Race Profile of both the BOD and Employees’ Respondents

5.2.2.7 Education level

Education Level of the Respondents

9 100 84-21
Tg’ 80 |
g; 60 411 ] O Employees
€ 40 - 23.29 ) m BOD
g 20 {137 274 ] 1b.53 5.26
l 0 T = T T T T
xe @ <@ 2 > &
& @ G
'b\' & O é $ N
N A

Level of Education

Figure 5.6: Education Level of the Respondents

Figure 5.6 denotes that slightly more than 70% of the employees’ respondents were
generally qualified with degrees and\or postgraduate qualifications. An
overwhelming percentage of respondents (> 80%), who are board members, have

postgraduate qualifications.
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5.3 Qualitative Research Phase

This phase of the study comprised exclusively of selected members of the board of
directors. A list of 10 board members was targeted. The aim of this phase was to
gather more information to consolidate, or to complement the data received from the
quantitative phase of the study. It was deemed necessary to undertake this part of
the study which included face-to-face and telephonic interviews. The interviews
were semi-structured, but also guidance was given to interviewees in order to

respond within the parameters of the research. Most questions were open-ended.

The sample in this case came from various companies (Transnet, SAPO, ITAC, and
JRA). It must also be noted that the board members who participated in this section,

belonged to more than one board of directors.

As mentioned in chapter 4, of the 10 board members who were targeted, the
researcher was able to conduct face-to-face interviews with 3, while telephonic
interviews were conducted with 4 of them. This was the best that could be done by
the researcher due to limitation of time and resources and the availability of the

members of the board.

5.4 Research Results’ Presentation

The research questions were structured in a manner where each proposition had its
own set of questions. This means that the findings of this study will be presented
within the context of each proposition. Various statistical methods were used to
analyse the data received from quantitative questionnaire. In some cases, graphical

representation was used to enhance the interpretation and the presentation.

In analysing the qualitative data, the responses from the interviews were analysed
through informal and interpretive techniques, as mentioned in section 4.2.2.4. This
entailed identification of statements or data that related to a specific theme or

proposition, as per the interview guide from each individual interview.
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Given that a quantitative method was used as part of a hybrid methodology in this
study, in presenting the results, the p-value will feature in many sections. The p-
value is the probability of obtaining a result at least as extreme as the confidence

interval that is set.

According to Diamantopoulos and Schlegelmilch (2004), it attempts to provide a
measure of the strength of the results of a test. A p-value is a measure of how much
evidence you have against the statement that is being tested. The smaller the p-
value, the more evidence you have against the statement being tested. In this study,
the p-value is combined with the significance level to make decision on a given test.
Thus if the p-value is < 0.05, (where the 5% is the threshold), then the statement that

is tested can be rejected.

5.4.1 Research Proposition 1: The perception in the Public Sector is that the
Public Sector Board of Directors are effective.

The main purpose for this proposition was to establish what perceptions employees

in the public sector hold with regard to the effectiveness of their various Board of

Directors. Questions related to this proposition were phrased around two themes,

which will be discussed below.

5.4.1.1 Theme 1: Employee Perceptions

The first theme dealt directly with the proposition; key to this theme was that
employee perceptions whether negative or positive do exist. The aim of this was to
establish what perceptions employees in the public sector hold with regard to the
effectiveness of their Board of Directors. Thus, four questions were asked to both
the employees and the members of the board. The respondents had options from a
S-point Likert Scale to choose from [Strongly disagree, Disagree, Undecided,
Agree, Strongly Agree].
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The following questions were asked:

o The Board has the most crucial/pivotal role to play in the organisation |
serve.

o [ feel that my organisation will be impacted negatively, without the direction
of the Board

o The Board always operate in the best interests of its stakeholders

o The Board is conducting its roles and responsibilities as effectively as

possible

The results of the responses from these questions were individually calculated and
averaged to form one mean for one group (employees), and another for the other
group (BOD). Table 5.1 below provides the results from both the groups of

respondents.

Table 5.1 Board Effectiveness Results

GROUP N | Std Dev Mean
Employ 731 0.7816143 | 3.5136986
BOD 19 | 0.7728015 | 4.2500000

In order to provide the comparisons of the means as displayed in Table 5.1, the

Wilcoxon rank-sum test was used.

The Wilcoxon rank-sum test is useful when you have two groups to compare on a
variable which is measured at an ordinal level. The test focuses on differences in
central location, and makes the assumption that any differences in the distributions
of the two populations are due only to differences in location (Diamantopoulos et
al., 2004). The table above show a Wilcoxon rank sum scores of both employees

and the board of directors.

Using Wilcoxon rank-sum test’s for this comparison, the p-value is 0.0006 which is

highly significant, i.e. a p value < 0.005.
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Thus the mean ranking of the two groups are not the same. The mean score for
employees’ respondents is 3.5136986 which is significantly lower than that of the
board of directors (4.2500000). In terms of the questions asked for this proposition,
employees’ responses on average tend to be between undecided and agreeing,
leaning towards agreeing that the board of directors in the Public sector are
effective. On the other hand, the mean of above 4 for the BOD suggest that they

lean towards strongly agreeing with the statement of the proposition.

A standard deviation from the table shows that there was no major dispersion in
terms of both sets of data from its mean. If the data was spread more apart from the

mean, then the deviation would have been higher.

Of the members of the BOD interviewed, 5 strongly agreed with all the 4 questions
asked; 2 did not agree with the statement, ‘The Board always operate in the best
interests of its stakeholders’ and with the statement, ‘The Board is conducting its
roles and responsibilities as effectively as possible’. They suggested that they
preferred the words always in the first question to be removed, and effective to be

changed to efficient in the latter question.

5.4.1.2 Theme 2: Risk Management

This theme indirectly dealt with proposition 1 that is, if the public sector boards are
effective, they should have a way of managing or mitigating any risks facing their
organisations. The risk management theme was included because of recent
corporate governance scandals (Asian financial crisis of 1997 to 1999, Enron,
Andersen, WorldCom, etc.) as discussed in chapter 1 and 2 of this study. Risk
Management has become an important aspect of corporate governance in the

aftermaths of these scandals.
In order to establish whether public sector organisations do have mitigation

strategies against various risks facing their organisations today, various risk related

questions were asked to employees, the results of which are displayed below.
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Table 5.2: Results of Risk Related Questions to Employees.

Risk related questions YES NO

Does the organisation that you work for, have a risk

management plan? 72 (98.63%) | 1 (1.37%)
Do your business unit /division in your organisation have a risk

management plan? 59 (80.82%) | 14 (19.18%)
Are there systems in your organisation to measure

performance against service delivery? 65 (89.04%) | 8 (10.96%)

Are there any systems to enable effective flow of information or
communication in general from employees to management
\executive and visa-versa? 60 (82.19%) | 13 (17.81%)

The description provided below emanates directly from the table above.

An overwhelming high number of respondents (employees) agree that their
organisation, division or business unit do have a risk management plan. Similarly a
high number of respondents also agree that there are systems in their organisations
to measure performance against service delivery, and that there are systems in their
organisations to enable effective flow of information or communication, in general,

from employees to management\executive and visa-versa.

In addition to the employees questionnaire, the selected BOD interviewed were
asked some questions related to risk, and below are their results as tabulated in

Table 5.3.

Table 5.3: Results of Risk Related Questions to selected BOD.

Risk related questions YES NO
Does the organisation that you serve as a board member have

a risk management plan? 7 0
Are there systems in your organisation to measure

performance against service delivery? 4 3

Are there any systems to enable effective flow of information or
communication in general from employees to management
\executive and visa-versa? 4 3

The results above confirm that many public sector organisations do have a risk
management plan. More than 50% of the respondents agreed that the organisations
they serve also have systems to enable effective flow of information or

communication, in general, from employees to management\executive and visa-
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versa, and that indeed there are systems to measure performance in their

organisation.

5.4.2 Research Proposition 2: The Board of Directors in the Public Sector
believe that their effectiveness is impacted negatively by employee’s
negative perceptions on them.

The purpose of this proposition was to establish if the board of directors in the

public sector believe that their effectiveness is impacted by employee’s perceptions.

Five questions were asked related to this proposition, and similar to the previous
proposition, the respondents had options from a 5-point Likert Scale to choose from
[Strongly disagree, Disagree, Undecided, Agree, Strongly Agree], and similar
questions were asked to both the members of the board and the employees. The

following are the questions that were asked for this proposition:

o [ believe that employees are the life of my organisation

o  Employee contributions are valued by my organisation and the Board of
Directors

o Employees’ perceptions about the running of the organisation, and the
effectiveness of the Board should be taken seriously for the survival of the
organisation

o The employee perceptions of the Board, whether negative or positive, have
impact on the effectiveness of the Board

o The Board within my organisation manage employee perceptions very well
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Similarly, the results of the responses from these questions were individually
calculated and averaged to form one mean for one group (employees), and another
for the other group (BOD). Table 5.4 below provides the results from both the

groups of respondents.

Table 5.4 Board Effectiveness Results

GROUP N | Std Dev Mean
Employ 73 | 0.6325999 | 3.5808219
BOD 19 | 0.9076671 | 3.7052632

The Wilcoxon rank-sum test was used to compare the mean scores of both the
employees and the board of directors.

However the p-value (0.2946 > 0.05) was found to be not significant.

There was no significant statistical difference in terms of their mean scores even
though the employees’ mean score were a bit lower than the board mean score.

Statistically there was no difference.

In terms of the questions asked for this proposition, both the employees’ and the
BOD’s responses on average tend to be in the middle between undecided and
agreeing, with the BOD’s responses leaning more that employees’ responses
towards agreeing. This means that the Board of Directors in the Public Sector
believe that their effectiveness is somehow impacted by employees’ perceptions
about them, i.e. impacted negatively by employee’s negative perceptions. However,
there was a major deviation as can be seen from the values of standard deviation in

the table. That is the data was spread more apart from the mean.

These results were further confirmed by the interviews conducted with the selected
members of the board of directors in table 5.5 below. All seven of them agreed that
they do value employees’ contributions, while more than 50% of them also agreed
that employee perceptions about the running of the organisation, and the
effectiveness of the Board should be taken seriously for the survival of the

organisation. However, more than 30% disagreed on this question. Lastly, it was
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refreshing to hear that more than 70% of them think that employees’ perceptions are

managed very well in their organisations.

Table 5.5: BOD interview results on Board Effectiveness

Strongly
Agree

Agree | Undecided

Disagree

Strongly
Disagree

1 believe that employees are the life of
my organisation

4

0

Employee contributions are valued by
the organisation and the Board of
Directors

Employees’ perceptions about the
running of the organisation, and the
effectiveness of the Board should be
taken seriously for the survival of the
organisation

The employee perceptions of the
Board, whether negative or positive,
have impact on the effectiveness of the
Board

Employee perceptions within my
organisation are managed very well.

In addition to the questions asked for this proposition, the board members were

asked a question about ‘who do they regard as the most important stakeholders

to the organisations they are serving as board members’. This question was

asked in order to complement the questions that were earlier asked. They were

asked to rank the importance of each stakeholder on a scale of 1-5, the mean rank

for each stakeholder was calculated.

The following results as displayed in the table below were given.

Table 5.6: Results of Stakeholder Ranking by members of BOD.

Stakeholder Mean Std Dev | Minimum | Maximum
Employees 4.4736842 | 0.964274 2 5
Clients 4.1578947 | 1.462994 1 5
Unions 2.2105263 | 1.031663 1 5
Government 3.2105263 | 1.228321 1 5
Public 3.7894737 | 1.134262 2 5

The description of the results from the table above is given below.
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Using the means to rank their responses suggest that the following is the descending
order (from most important to least important) of stakeholder importance: (1)
Employees, (2) Clients, (3) Public, (4) Government, and (5) Unions. Employees are

ranked as the most important while the Unions are ranked least important.

However, the interviews conducted with the BOD, 4 members rated Employees (3)
after Government (1), and Public (2). The remaining 3 rated Employees (2) after
Government. They all were unanimous in rating unions as the least important

stakeholder.

5.4.3 Research Proposition 3: If the effectiveness of the Board in the Public
Sector is affected or impacted by employees’ perceptions, what factors
need to be in place to promote a positive relationship between employee
perceptions and board effectiveness?

The purpose of this proposition was two-fold, firstly to establish what current

factors are in place in the organisation in order to promote a positive relationship

between employees’ perceptions and board effectiveness. Secondly, it was to
determine from both the employees and the Board of Directors as to what factors
should be in place in order to promote a positive relationship between employee

perceptions and the board effectiveness.

Current factors in place in your organisation in order to promote a positive
relationship between employee perceptions and board effectiveness.

In seeking to understand the current level of focus of public sector organisations in
relation to factors that can promote a positive relationship between employee
perceptions and the board effectiveness, the employees were asked the above
question. Three options (levels of focus) were provided for them as follows: High,
Medium and Low.

Various factors were given in order for them to rate the current level of focus in
their organisation on each factor. The table below presents the results received in

answering the above question.
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Table 5.7: Factor currently in place in order to promote a positive relationship between employee

perceptions and board effectiveness

FACTORS

Lower Focus

Medium Focus

High Focus

Transparency and Accountability 15 (20.55%) 38 (52.05%) 20 (27.40%)
Communication 25 (35.71%) 27 (38.57%) 18 (25.71%)
Stakeholder Relations Strategy 17 (23.61%) 35 (48.61%) 20 (27.78%)
The Board must maintain high Ethical

Standard 15 (22.06% 26 (38.24%) 27 (39.71%)
Speedily Resolution of Labour disputes | 27 (39.71% 23 (33.82%) 18 (26.47%)

Commitment to employee development

16 (21.92%

20 (27.40%)

37 (50.68%)

Consistency in policy implementation

)
)
)
)

24 (33.80%

31 (43.66%)

16 (22.54%)

The description of the results from Table 5.7, above is given below per factor.

Transparency and Accountability

FACTOR Lower Focus Medium Focus | High Focus

15 (20.55%) 38 (52.05%) 20 (27.40%)

Transparency and Accountability

Figure 5.7A: Transparency and Accountability

A variety of responses were received concerning this factor, as seen in Figure 5.7A
above. According to the responses received, more than 50% of the respondents
believe that the practice of ‘Transparency and Accountability’ is currently given a
medium focus in their organisation. However, about 20% of the respondents believe
that the practice of this factor is given low focus, while slightly more than 27%

believe that it is given high focus in their organisation.

Communication

FACTOR Lower Focus Medium Focus | High Focus

Communication 25 (35.71%) 27 (38.57%) 18 (25.71%)

Table 5.7B: Commumication

The respondents were fairly divided on this factor, with more or less the same
number of respondents stating that communication is currently given a low focus
(35.71%), while 38.57% believe that communication is given a medium focus.
However, a notable number of respondents believe that communication is given a

high focus in their respective organisations.
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Stakeholder Relations Strategy

FACTOR Lower Focus Medium Focus | High Focus

Stakeholder Relations Strateqgy 17 {23.61%) 35 (48.61%) 20 (27.78%)

Table 5.7C: Stakeholder Eelations Strategy

Slightly less than 50% of respondents believe that stakeholder relations strategy is
currently in existence and is given medium attention in their organisations.
However, slightly more than 50% (low focus, 23.61% and high focus, 27.78%) are a
tight split between high and low focus.

The Board must maintain high Ethical Standard

FACTOR Lower Focus Medium Focus | High Focus
The Board must maintain high Ethical
Standard 15 (22.06%) 26 (38.24%) 27 (39.71%)

Table 5.7D: The Board must maintain high Ethical Standard

More than 75% of respondents are a split between medium and high focus on this
factor. This means that the board currently maintains high ethical standards.
However, a quarter of the respondents believe that the board is not currently
maintaining high ethical standards in their organisations, thus about 22% believe

that this factor is receiving low attention.

Speedily Resolution of Labour disputes

FACTOR Lower Focus Medium Focus [ High Focus

Speedily Resolution of Labour disputes | 27 (39.71%) 23 (33.82%) 18 (26.47%)

Tahle 5.7E: Speedily Fesolution of Labour disputes

Slightly more than quarter, (26.47%), of the respondents believes that currently
resolving labour disputes speedily is receiving high focus. However, more than 70%
of respondents are split between low and medium focus on this factor, meaning that

resolving labour disputes speedily is not receiving high focus.
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Commitment to employee development

FACTOR Lower Focus Medium Focus | High Focus

Commitment to emplovee development 16 (21.92%) 20 (27.40%) 37 [(50.68%)

Table 5.7F: Commitmeant to anployes development

Slightly more than 50% of respondents believe that in their organisations,
commitment to employees is currently given high attention, while the other, slightly

less than 50%, is a tight split between medium and low focus.

Consistency in policy implementation

FACTOR Lower Focus Medium Focus | High Focus

Consistency in policy implementation 24 (33.80%) 31 (43.66%) 16 (22.54%)

Table: 5.7G: Consistency in policy implementation

Slightly more than 40% of the respondents believe that this factor is currently in
existence and is given medium focus in their organisations. About 22% agree that
this factor is in existence and is given high level of focus, while 33.8% believe that

it is currently given low focus.

Factors that should be in place in your organisation in order to promote a positive
relationship between employee perceptions and board effectiveness.

Seven factors were also provided in the questionnaire relating to questions, and the
respondents were asked to indicate the impact the provided factors will have in the
organisation, should the factor be available. Three options were provided for them

as follows: High, Medium and Low.

In comparing the results of the responses to the above proposition given by both the
employees and the members of the board of directors, the statistical test that was
used is the Fisher’s Exact Test. This was used because of the small sample of BOD

members resulting in low frequencies in some cells.
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Figures of comparison of results for each factor are given below.

5.4.3.1 Transparency and Accountability

Transparency and Accountability

. 94.74%

100% 56%
< 80%
8 6o 2505
g 40% m Employees
O
5 13.70%
[ %
g 20% 09 2.74% 5.26%

0% T T

Low Impact Medium Impact High Impact

Impact Level

Figure 5.7: Transparency and Accountability

The Fisher’s Exact Test was used, however the p-value (0.6523 > 0.05) is not
significant. In Figure 5.7, more than 80% of employees believe that if this factor is
in place, it will have high impact in promoting a positive relationship between
employee perceptions and board effectiveness. Similarly, more than 90% of the

members of the board also share the same view.

5.4.3.2 Communication

Communication
54 74%
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Figure 5.8: Communication

The Fisher’s Exact Test was used, however the p-value (0.8240 > 0.05) is not

significant.
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The pattern denoted by Figure 5.8 is that more than 80% of employees believe that
if communication is in place, it will have a high impact in promoting a positive
relationship between employee perceptions and board effectiveness. Similarly, an
overwhelming more than 90% of the members of the board, also believe that if this

factor is in place, it will have high impact.

5.4.3.3 Stakeholder Relations Strategy

Stakeholder Relations Strategy

100%
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Figure 5.9: Stakeholder Relations Strategy

The Fisher’s Exact Test was used, and the p-value (0.0027 < 0.05) is significant.

In Figure 5.9, varying responses were received from both the employees and the
board of directors on this factor, with slightly more than 80% of employees, as
opposed to slightly more than 40% of members of the board of directors, believing
that if there is a stakeholder relations strategy in place in organisations, it will have
a high impact in promoting a positive relationship between employee perceptions
and board effectiveness. However, among the board of directors, a slightly more
than 50% believe that it will have medium impact, as opposed to about less than
20% of employees. Of the employee respondents, 2 did not respond to this

question.
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5.4.3.4 The Board must maintain high Ethical Standard

The Board must maintain high Ethical Standard
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Figure 5.10: Board must maintain high Ethical Standard

Fisher’s Exact Test was used, and the p-value (0.2434 > 0.05) is not significant.

Figure 5.10 denotes that slightly less than 90% of employees believe that this factor

will have high impact if it is in place in organisations, in promoting a positive

relationship between employees’ perceptions and board effectiveness. Similarly,

more than 90% of the members of the board also believe that if this factor is in

place, it will have high impact.

5.4.3.5 Speedily Resolution of Labour disputes

Speedily Resolution of Labour disputes
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Figure 5.11: Speedily Resolution of Labour disputes

Fisher’s Exact Test was used, and the p-value (0.0642 > 0.05) is not significant.
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However, similar responses were received from both the employees and the board
of directors on this factor as displayed in Figure 5.11, with more than 80% of both
employees and members of the board of directors believing that if this factor is in
place, it will have high impact in promoting a positive relationship between

employee perceptions and board effectiveness in organisations.

5.4.3.6 Commitment to employee development

Commitment to employee development
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Figure 5.12: Commitment to employee development

The Fisher’s Exact Test was used, and the p-value (0.7323 > 0.05) is not

significant.

Slightly less than 80% of employees believe that this factor will have high impact if
it is in place in organisations, in promoting a positive relationship between
employee perceptions and board effectiveness. This view is similarly shared by

slightly more than 80% of the members of the board.
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5.4.3.7 Consistency in policy implementation

Consistency in policy implementation
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Figure 5.13: Consistency in policy implementation

The Fisher’s Exact Test was used, and the p-value (0.3821 > 0.05) is not

significant.

More than 85% of employees believe that this factor will have high impact if it in
place in organisations, in promoting a positive relationship between employee
perceptions and board effectiveness. Similarly, slightly less than 80% of members
of the board of directors also believe that if in place, this factor will have high

impact.

5.5 Limitations

In this section, research challenges are presented. The limitations are meant to draw
attention to possible biases in the findings, and clarify how far the findings can be

generalised.
The following implementation challenges were encountered:
e Majority of employees’ respondents were far removed from the functioning
of the board.

e The small number of board members interviewed was not sufficiently

reflective of the public sector in South Africa.
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e The method of data gathering (questionnaires-spreadsheet) was the biggest
limitation to this study, particularly to employees, who in many cases,
needed guidance in terms of answering the questions and using excel
spreadsheet which was not provided except given a number and an email of
the researcher as the only available contact information.

e The number of responses received was fewer than expected, i.e. 73
responses received from 280 questionnaires sent out to employees, and 19

responses received from 30 questionnaires sent to various board members.

5.6 Conclusion

In this chapter, a summary of all relevant statistics ranging from respondents’
profiles to the various results of the questions asked to the respondents was given.
However, the results, as presented in this chapter, could have been improved by

including employees as part of the qualitative phase of this research.
In the next chapter, the interpretations of the results presented in this chapter, will

be fully discussed. This will be done with cross-references to other relevant studies

as covered in the literature review.
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6.  Chapter 6: DISCUSSIONS, CONCLUSIONS, AND

RECOMMENDATIONS

In this chapter, the outcome of this research study will be fully discussed, with
cross-references to other relevant studies as covered in the literature review in
Chapter 3, and the underlying foundation covered in Chapter 2. This chapter will
also consider each of the propositions discussed in chapter 4 and the results in
chapter 5. Lastly, a brief conclusion and possible recommendations for future

research are given.

6.1 Discussion and Critical Analysis

6.1.1 Proposition 1

In order to establish the perceptions of employees in the Public Sector on their

Board of Directors’ effectiveness, the following proposition was formulated:

The perception in the Public Sector is that the Public Sector Board of Directors

are effective.

This proposition was worded in such a manner that it could be easily refuted or
supported by either the employees or board members. Two themes (Employee
Perceptions, and Risk Management) were used in formulating the questions to this
proposition. In the first theme the aim was to establish what perceptions employees
hold with regard to the effectiveness of their Board of Directors. The second theme
was a follow up or an extension of the first theme, as it asked, if the board of
directors in the public sector are effective, do they have a strategy for managing

risks.
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The results received from both the employees and the board of directors relating to

‘what perceptions employees hold with regard to the effectiveness of their Board of

Directors’ indicated the following:

Out of 5, the average mean of the employee responses was 3.51, which is
slightly above the middle, between undecided and agree. That could mean
that somehow the employees do agree that the board play an important role
in organisations, and that organisations will be impacted negatively, without
the direction of the board. This also means that somehow the employees
believe that boards operate in the best interests of its stakeholders, and lastly,
that the board is conducting its roles and responsibilities as effectively as
possible. The word ‘somehow’ in this interpretation is used only because
employees’ responses were not 100% inclined towards the ‘agree’ option, as
the average of 3.51 mean is in the middle between undecided and agree.
However, an average mean ranking of 4.25 for the responses of members of
the board of directors, means that they, without any doubt, believe that they
are effective in their functions as board of directors, compared to what the
employees are hesitantly saying. These results were further supported by 5
of 7 individually interviewed BOD, who also agreed that they are effective
as board of directors.

In terms of risk management, the results indicated that an overwhelming
more than 80% of the responses from the employees, agreed that their
organisations do have a risk management plan. There was also an indication
that the risk plan is cascaded down to divisions or business unit level. This
was further confirmed by the selected members of BOD, who all agreed that
their organisations do have a risk management plan. While the responses
seems to be saying that public sector organisations have risk management
plans, the impression was created, when probing questions regarding
implementation and monitoring of these plans were raised by the researcher,
of hesitation, resulting in a conclusion that these plans exists only on paper,

and that its monitoring and implementation was a challenge.

In conclusion, this study was able to confirm the proposition as mentioned above,

that the perception in the Public Sector is that the Public Sector Board of Directors
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are effective. In addition, it was found that organisations in the public sector do
have risk management plans as a start, even though challenges still exist in terms of

monitoring and implementation of these plans.

6.1.2 Proposition 2

In order to establish if the Board of Directors in the Public Sector believe that their
effectiveness is impacted by employee perceptions, the following proposition was

formulated:

The Board of Directors in the Public Sector believe that their effectiveness is

impacted negatively by employee’s negative perceptions on them.

The literature suggests that the board should collectively provide effective corporate
governance that involves managing the relationships between the management of
the company, its shareholders and other relevant stakeholders (King III, 2009). The
implication is that if there is any perception either negative or positive from
employees’ side, the board has the duty of managing those perceptions for the good

of the company.

The results of the research study titled, ‘Boards of Directors and Stakeholder
Orientation’ by Dewhirst and Wang (1992), indicated that boards of directors have
very high stakeholder orientations, and concluded that directors tended to rate items
related to customer, government, and shareholder higher than those associated with

employee and society.

However, Mitchell and Agle (1997) argued that employees are important
stakeholders, but the results of this study indicated the following:

e There is no significant statistical difference in terms of their mean scores
even though the employees’ mean score (3.58) are a bit lower than the board

mean score (3.71).
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This means that on average, the responses of the questions related to this
proposition from both the employees and members of the board of directors, were
between undecided to agree. It is important to note that these responses tended to
lean closer to agree than undecided. The results of interviews with selected
members BOD further confirmed that Board of Directors in the Public Sector do
believe that their effectiveness is impacted negatively by employee’s negative

perceptions on them; this was confirmed by about 50% of the selected respondents.

When the board members were asked to rate who they regard as the most important
stakeholders to the organisations they were serving as board members, the results
from the questionnaire indicated that employees were ranked as the most important

stakeholders.

In the same manner, the results from interviews with BOD ranked employees as
between the second and the third most important stakeholders after government.
Thus it means that the landscape has changed since the research of Dewhirst and
Wang (1992), as these results seems to refute the findings of their research as

mentioned earlier in this section.

To conclude this sub-section, the discussions above suggest that this proposition
was reaffirmed. That is, indeed, the Board of Directors in the Public Sector do
believe that their effectiveness is impacted negatively by employee’s negative

perceptions of them.

6.1.3 Proposition 3

The last proposition was formulated in order to determine factors that need to be in
place in order to promote a positive relationship between employee perceptions and

board effectiveness. This proposition was worded as follows:

If the effectiveness of the Board in the Public Sector is affected or impacted by
employees’ perceptions, what factors need to be in place to promote a positive
relationship between employee perceptions and board effectiveness?
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In terms of the factors that can promote a positive relationship between employees’
perceptions and the board’s effectiveness, there was a gap in the literature on this
aspect. However, the importance of employees as stakeholders was highlighted by
George (2003:36), who argued that ‘companies that put their customers first and
empower their employees to serve them will inevitably provide greater growth in
shareholder value than those corporations that focus primarily on boosting their
stock price and only giving lip service to other constituencies’. An inference can be
made here that the following factors are important: Communication, Stakeholder
Relations Strategy, Speedily Resolution of Labour disputes, Commitment to

employee development, and Consistency in policy implementation.

In addition to George (2003), Chutterbuck and Scholes (1998) also suggested that a
Stakeholder-Management strategy is of fundamental importance, that is, a key part
of taking an integrated approach to stakeholder communication is the laying down
of a set of values which embrace everything the organisation does, from strategy, to
policies, to structures, to management style, and so on. In terms of Transparency
and Accountability, it is important for the board to communicate openly and

honestly with all the stakeholders, both inside and outside the organisation.

In this research study, several factors were provided in the questionnaire, and the
respondents were asked to indicate the impact the provided factors will have in their
organisation, should the factor be prevalent. Three options were provided for them

as follows: high, medium and low].

The following factors in no particular order were given as possible options that the
respondents can choose from: Transparency and Accountability, Communication,
Stakeholder Relations Strategy, The Board must maintain high Ethical Standard,
Speedily Resolution of Labour disputes, Commitment to employee development,

and Consistency in policy implementation.

e The findings revealed that there was no significant difference in the
responses from both the board of directors and the employees. The majority

of respondents were positive that all these factors will have a high impact in
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their organisations, particularly in promoting a positive relationship between
employee perceptions and board effectiveness.

However, there was a significant difference in the responses regarding the
‘Stakeholder Relations and Strategy’ factor, where slightly more than 40%
of the members of the board of directors believe that it will have high
impact, while the overwhelming 80% of employees thought it will have high
impact.

When asked which factors are currently in place in their organisations in
order to promote a positive relationship between employees’ perceptions and
the board’s effectiveness, a sizable percentage, (39.71%), of employee
respondents said that the factor. ‘Speedily Resolution of Labour Disputes’,
was receiving low focus in their organisation. This ties back to proposition
2, where the members of the BOD ranked unions as the least important
stakeholders. Not resolving labour disputes speedily is normally the main

source of conflict with the unions.

A conclusion can be drawn about this proposition, that it is important that the

factors mentioned above should be made available to organisations in the public

sector, in order to promote a positive relationship between employee perceptions

and board effectiveness. Again, the results indicate that more work needs to be done

by the board in order to understand why a large number of employees do not believe

that the Stakeholder Relations Strategy factor will have a high impact.

6.2 Research Improvements

The research study limitations presented in the previous chapter provides an

indication of how this study can be improved. This research can be improved in the

following manner:

Extending the qualitative research phase to include both employees and the
board members. In this research only board members were considered for
the qualitative phase. The thinking was that the board members will provide

more information when interviewed, as opposed to the employees.
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e Increasing the sample size to include various governmental departments
would have improved this research.

e Increasing the number of questionnaires issued to possible respondents could
have improved this research. The reasoning behind this is that more
responses could have been received, resulting in improved research.

Having discussed the possible research improvements in this section, a discussion
on the recommendations for further research related to this study, is given in the

next section.

6.3 Recommendations

The following are the recommendations for further research related to this research

study:

e The impact of employees’ perceptions on the board’s effectiveness in the
private sector. It will be important to see the results of similar research with
the focus being on the private sector.

e The impact of information flow failure between the board of directors and
the management. This recommendation is sparked by the significant
difference on the responses regarding the ‘Stakeholder Relations and
Strategy’ factor, from both the members of the board and employees.
Without a proper stakeholder relations strategy in place, communication will
normally break down.

¢ Another recommendation is to extend the same research to other provinces

in the country (South Africa).

6.4 Conclusion
In conclusion, it is important not to lose the main objectives of the study, as

mentioned in chapter 1 of this research study. To reiterate, the following were

mentioned in Chapter 1 as the main objectives of this study:
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To establish whether employees in the Public Sector perceive their Board of
Directors to be effective.

To establish if the Board of Directors in the Public Sector believe that their
effectiveness is impacted by employee perceptions.

To determine what factors need to be in place to promote a positive

relationship between employee perceptions and board effectiveness.

From the main aim of the study, the following three research propositions were

formulated:

Proposition 1: The perception of the employees in the Public Sector is that
the Public Sector Boards of Directors are effective.

Proposition 2: The Board of Directors in the Public Sector believe that their
effectiveness is directly impacted by employee perceptions.

Proposition 3: If the effectiveness of the Board in the Public Sector is
impacted by employees’ perceptions, what factors need to be in place to
promote a positive relationship between employee perceptions and board

effectiveness?

The discussions in this chapter affirmed that all these propositions do hold. Thus,

this study was able to establish the link between employees’ perceptions and the

board’s effectiveness, as set out at the outset of this study.
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8. APPENDIX

APPENDIX A: The Balanced Scorecard
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The Balanced Scorecard Framework [Kaplan and Norton (1996a, p. 197]
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APPENDIX B: Research Questionnaires

a. Board Members Questionnaire

ke
|A‘

Thank you for taking the time to respond to this research questionnaire. The questionnaire will
not take you longer than 10 minutes to complete. Please be assured that your responses will
be treated as strictly confidential and is only being used for the purpose of this research.

SECTION 1: PERSONAL PROFILE | |

1. Position in your organization * Managerial
e Professional 2. Gender e Male
e Technical e Female
e Administrative
e 15-25
3. Employment conditions e Permanent 3. Agegroup |® 26-35
e Temporal o 36-45
e Contract ® 46-55
® 56-70
e >70
5. Years in organisation e 12 6. Race group (o African
e o White
® 6-10 .
o Indian
e 11-20
e Coloured
e 21 or more
7. Highest education level * Matric
o Certificate
¢ Diploma
e Degree
e Post grad

SECTION 2: BOARD's EFFECTIVENESS

In your opinion, how effective is the Board that you serve in. Is it fulfilling its mandate as required in an

effective manner? The aim of this section is to establish the perceptions of the board members with
regard to the effectiveness of the Board they serve. Please indicate the extent to which you agree or
disagree with the following statements by selecting the appropriate option from the drop down box.

8. The Board has the most crucial/pivotal role to play in the organisation I serve. e Least Important
e Important

¢ Undecided
e Not Important
e Very Important
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9. I feel that organisations will be impacted negatively, without the direction of the Board

e Least Important
e Important

e Undecided

e Not Important
e Very Important

10. The Board always operate in the best interests of its stakeholders

e [ cast Important
e Important

e Undecided

e Not Important
e Very Important

11. The Board is conducting its roles and responsibilities as effectively as possible

e Least Important
e Important

e Undecided

e Not Important
e Very Important

SECTION 3A: STAKEHOLDERS

Please indicate the extent to which you agree or disagree with the following statements by selecting the
appropriate option from the drop down box.

12. I believe that employees play a major role in the organisation that I serve.

o Strongly disagree
e Disagree
e Undecided
o Agree

o Strongly agree

13. The contributions of the employees is valued by the board

o Strongly disagree
e Disagree
e Undecided
e Agree

o Strongly agree

14. Employees' perceptions about the running of the organisation, and the effectiveness
of the Board should be taken seriously by the Board for the survival of the organisation

o Strongly disagree
o Disagree
e Undecided
e Agree

o Strongly agree

15. The employee perceptions of the Board, whether negative or positive, have impact on
the effectiveness of the Board

o Strongly disagree
e Disagree
e Undecided
e Agree

o Strongly agree

16. The Board manages the perceptions of the employees very well

o Strongly disagree
e Disagree
e Undecided
e Agree

o Strongly agree
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SECTION 3B: STAKEHOLDERS

17. Please indicate as a board member, who do you regard as the most important stakehoders to the

organisations that you are serving as a board member? Please select the corresponding ranking in order
of importance [1- least Important, 5 - Very Important].

a. Employees

b. Clients

c. Unions

d. Government

N Y Y EYES
NININ NN
WIWW W [w
N B B B B
(e} [} [N [} [e)

e. Public

SECTION 4: FACTORS AFFECTING BOARD's EFFECTIVENESS

18. What factor\s needs to be in place to promote a positive relationship between employee perceptions

and board effectiveness? Please tick the check box if the corresponding factor should be in place in order
to promote a positive relationship between employee perceptions and board effectiveness, and indicate
the extent of impact of the factor.

— e Low impact
Transparency and Accountability e Medium impact
e High impact

— e Low impact
Communications e Medium impact
o High impact

— e Low impact
Stakeholder Relations Strategy e Medium impact
o High impact

— e Low impact
The Board must maintain high Ethical Standard e Medium impact

o High impact

e Low impact
Speedily Resolution of Labour disputes e Medium impact
e High impact

e Low impact
Commitment to employee development e Medium impact

— e High impact

e Low impact
Consistency in policy implementation e Medium impact
— e High impact

SECTION 5:OTHER INFORMATION

In your experience as a board member, is there any additional information that you think should have
been covered in this questionaire relating to employees and the board's effectiveness. If this is the case,
please provide more information.
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b. Employees Questionnaires

.,g.,_. ‘
——.

Thank you for taking the time to respond to this research questionnaire. The questionnaire will
not take you longer than 10 minutes to complete. Please be assured that your responses will
be treated as strictly confidential and is only being used for the purpose of this research.

SECTION 1: PERSONAL PROFILE | |

4. Position in your organization * Manager%al (J@ior) 5. Gender e Male
e Managerial (Middle) o el

e Managerial (Senior)
o Professional

e Technical

e Administrative

e Other
e 15-25
3. Employment conditions e Permanent 6. Agegroup |® 20-35
e Temporal ® 36-45
¢ Contract e 46-55
® 56-70
e >70
|
5. Years in organisation e 12 6. Race group |o African
© 33 e White
* 6-10 .
e 11-20 e Indian
e Coloured

e 21 or more

7. Highest education level e Matric
e Certificate

e Diploma
e Degree
e Post grad

SECTION 2: BOARD's EFFECTIVENESS

Employee perceptions whether negative or positive do exist. The researcher intends to establish what

perceptions employees in the public sector hold with regard to the effectiveness of their Board of
Directors. Please indicate the extent to which you agree or disagree with the following statements by
selecting an appropriate option from the drop down box.

8. The Board has the most crucial/pivotal role to play in the organisation I work for. * Strongly disagree
e Disagree

e Undecided

e Agree

o Strongly agree

9. I feel that organisations will be impacted negatively, without the direction of the Board |® Strongly disagree
e Disagree

e Undecided
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e Agree

o Strongly agree
10. The Board always operate in the best interests of its stakeholders * Strongly disagree
e Disagree

e Undecided

e Agree

o Strongly agree

o Strongly disagree

11. The Board is conducting its roles and responsibilities as effectively as possible * Disagree
e Undecided

e Agree
o Strongly agree

SECTION 3A: STAKEHOLDERS

Please indicate the extent to which you agree or disagree with the following statements by selecting the
appropriate option from the drop down box.

12. I believe that employees play a major role in the organisation that I serve. o Strongly disagree
e Disagree

e Undecided

e Agree

o Strongly agree

e Strongly disagree

e Disagree

e Undecided

o

o

13. My contribution is valued by my organisation and the Board of Directors

Agree
Strongly agree

Strongly disagree
Disagree

14. My perceptions as an employee about the running of the organisation, and the °
o
e Undecided
o
o

effectiveness of the Board should be taken seriously for the survival of the organisation

Agree

Strongly agree
o Strongly disagree
e Disagree

e Undecided
[ ]
(]

15. The employee perceptions of the Board, whether negative or positive, have impact on
the effectiveness of the Board

Agree
Strongly agree

16. The Board manages the perceptions of the employees very well * Strongly disagree
e Disagree

o Undecided
e Agree

L]

Strongly agree

102



SECTION 4A: FACTORS AFFECTING BOARD's EFFECTIVENESS

If the effectiveness of the Board in the Public Sector is impacted by employees’ perceptions, what factors
are currently in existence in your organisation that seeks to promote positive relationship between
employee perceptions and board effectiveness? The researcher seeks to understand the current level of

focus of public sector organisations in relation to factors that can promote a positive relationship
between employee perceptions and the board effectiveness.

17. Please tick the check box on the left hand side if the corresponding factor is currently in place in your
organisation and select the relevant option from the option box on the right hand side, in order to
indicate what impact is this factor having.

— e Low impact
Transparency and Accountability e Medium impact

e High impact

— e Low impact
Communications e Medium impact
e High impact

— e Low impact
Stakeholder Relations Strategy e Medium impact
e High impact

— e Low impact
The Board must maintain high Ethical Standard e Medium impact
e High impact

e Low impact
Speedily Resolution of Labour disputes e Medium impact
e High impact

e Low impact
Commitment to employee development e Medium impact
— e High impact

e Low impact
Consistency in policy implementation e Medium impact
= e High impact

SECTION 4B: FACTORS AFFECTING BOARD's EFFECTIVENESS

18. What factor\s needs to be in place to promote a positive relationship between employee perceptions

and board effectiveness? Please tick the check box if the corresponding factor should be in place in order
to promote a positive relationship between employee perceptions and board effectiveness, and indicate
the extent of impact of the factor.

_ e Low impact
Transparency and Accountability e Medium impact
o High impact

— e Low impact
Communications o Medium impact
o High impact

— e Low impact
Stakeholder Relations Strategy e Medium impact
e High impact

] e Low impact
The Board must maintain high Ethical Standard e Medium impact
e High impact
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e Low impact
Speedily Resolution of Labour disputes e Medium impact
e High impact

e Low impact
|:| Commitment to employee development e Medium impact

e High impact

e Low impact
|:| Consistency in policy implementation e Medium impact
o High impact

SECTION 5:RISK MANAGEMENT

In light of recent corporate governnace scandals, Risk Managemet has become an important aspect of

corporate governance. The researcher intends to establish whether pemployees are aware of any risk
management strategies available in their organisations in order to mitigate against various risks facing
organisations today. Please indicate your response to these questions by selecting the appropriate option
(Yes or No).

19. Does the organisation that you work for, have a risk management plan? ® Yes
e No
20. Does your business unit /division in your organisation have a risk management plan? e Yes
e No
21. Are there systems in your organisation to measure performance against service e Yes
delivery? e No
22. Are there any systems to enable effective flow of information or communication in e Yes
general from employees to management \executive and visa-versa? e No

c. Qualitative Research Questions for the selected members of the Board of
Directors

1. In your opinion, what is your view on role that the board plays? Does the
Board have the most crucial/pivotal role to play in the organisations?

2. How do you think the organisation that you serve as a board member will be
impacted without the direction of the Board?

3. In the light of recent corporate scandals, does the Board always operate in
the best interests of its stakeholders?

4. Do the Board in your organisation that you serve conducting its roles and
responsibilities as effectively as possible?

5. Does the organisation that you serve as a board member have a risk

management plan?
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Are there systems in your organisation to measure performance against

service delivery?

Are there any systems to enable effective flow of information or

communication in general from employees to management \executive and

visa-versa?

Who are your organisations’ stakeholders, and how would you rank them in

the order of importance

What do you think of the following statements

a.

b.

I believe that employees are the life of my organisation.

Employee contributions are valued by my organisation and the Board
of Directors.

Employees’ perceptions about the running of the organisation, and
the effectiveness of the Board should be taken seriously for the
survival of the organisation.

Employees’ perceptions of the Board, whether negative or positive,
have impact on the effectiveness of the Board

The Board within my organisation manage employee perceptions

very well.
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APPENDIX C: Research Questionnaires Statistical Results (Employees)

The SAS System

The FREQ Procedure

Descriptive stats for employees

Q1

Q2

Q3

Q4

Frequency

28

13

13

Frequency

31

42

Frequency

73

Frequency

34

30

Q1

Percent

9.59

38.36

17.81

8.22

4.11

17.81

4.11

Q2

Percent

42.47

57.53

Q3

Percent

100.00

Q4

Percent

1.37

46.58

41.10

9.59

Cumulative
Frequency

7
35
48
54
57
70

73

Cumulative
Frequency

31

73

Cumulative
Frequency

73

Cumulative
Frequency

72

73

Cumulative
Percent

9.59

47.95

65.75

73.97

78.08

95.89

100.00

Cumulative
Percent

42.47

100.00

Cumulative
Percent

100.00

Cumulative
Percent

1.37

47.95

89.04

98.63

100.00
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Q5

Q5 Frequency Percent Cumulative Cumulative

Frequency Percent
1 15 20.55 15 20.55
2 30 41.10 45 61.64
3 21 28.77 66 90.41
4 6 8.22 72 98.63
5 1 1.37 73 100.00

Q6
Q6 Frequency Percent Cumulative Cumulative
Frequency Percent
1 57 78.08 57 78.08
2 8 10.96 65 89.04
3 6 8.22 71 97.26
4 2 2.74 73 100.00
Q7
Q7 Frequency Percent Cumulative Cumulative
Frequency Percent
1 1 1.37 1 1.37
2 2 2.74 3 4.1
SEE 23.29 20 27.40
4 30 41.10 50 68.49
5 23 31.51 73 100.00
Q17a

Q17a Frequency Percent Cumulative Cumulative

Frequency Percent
1 15 20.55 15 20.55
2 38 52.05 53 72.60
3 20 27.40 73 100.00
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Frequency Missing = 3

Frequency Missing = 1

Frequency Missing = 5

Frequency Missing = 5

Frequency

25
27

18

Frequency

17
35

20

Frequency

15
26

27

Frequency

27
23

18

Frequency

16
20

37

Q17b

Percent Cumulative

Frequency
35.71 25
38.57 52
25.71 70
Q17c
Percent Cumulative
Frequency
23.61 17
48.61 52
27.78 72
Q17d
Percent Cumulative
Frequency
22.06 15
38.24 41
39.71 68

Q17e

Percent Cumulative
Frequency

39.71 27
33.82 50

26.47 68

Q17f

Percent Cumulative
Frequency

21.92 16
27.40 36

50.68 73

Cumulative
Percent

35.71

74.29

100.00

Cumulative
Percent

23.61

72.22

100.00

Cumulative
Percent

22.06

60.29

100.00

Cumulative
Percent

39.71

73.53

100.00

Cumulative
Percent

21.92

49.32

100.00
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Frequency Missing = 2

Frequency Missing = 4

Frequency Missing = 2

Frequency Missing = 5

Frequency

24
31

16

Frequency

61

Frequency

60

Frequency

57

Frequency

60

Q17g

Percent Cumulative

Frequency
33.80 24
43.66 55
22.54 71
Q18a
Percent Cumulative
Frequency
2.74 2
13.70 12
83.56 73
Q18b
Percent Cumulative
Frequency
7.25 5
5.80 9
86.96 69
Q18c
Percent Cumulative
Frequency
1.41 1
18.31 14
80.28 71
Q18d
Percent Cumulative
Frequency
1.47 1
10.29 8
88.24 68

Cumulative
Percent

33.80

77.46

100.00

Cumulative
Percent

2.74

16.44

100.00

Cumulative
Percent

7.25

13.04

100.00

Cumulative
Percent

1.41

19.72

100.00

Cumulative
Percent

1.47

11.76

100.00
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Frequency Missing = 4

Frequency Missing = 2

Frequency Missing = 1

Q18e

Percent Cumulative

Frequency
5.80 4
7.25 9
86.96 69
Q18f
Percent Cumulative
Frequency
4.23 3
9.86 10
85.92 71
Q18g
Percent Cumulative
Frequency
2.78 2
9.72 9
87.50 72

Q19
Percent Cumulative
Frequency
98.63 72
1.37 73
Q20
Percent Cumulative
Frequency
80.82 859
19.18 73

Cumulative
Percent

5.80

13.04

100.00

Cumulative
Percent

4.23

14.08

100.00

Cumulative
Percent

2.78

12.50

100.00

Cumulative
Percent

98.63

100.00

Cumulative
Percent

80.82

100.00

110



Q21 Frequency

Q22 Frequency

1 60

2 13

Q21

Percent Cumulative

Frequency
89.04 65
10.96 73

Q22

Percent Cumulative
Frequency

82.19 60

17.81 73

Cumulative
Percent

89.04

100.00

Cumulative
Percent

82.19

100.00
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APPENDIX D: Research Questionnaires Statistical Results (BOD)

The SAS System

The FREQ Procedure
Descriptive stats for BOD

Q1

Q2

Q3

Q4

Q5

Frequency

Frequency

1"

Frequency

18

Frequency

16

Frequency

Q1
Percent Cumulative
Frequency
4211 8
26.32 13
15.79 16
15.79 19
Q2
Percent Cumulative
Frequency
42.11 8
57.89 19
Q3
Percent Cumulative
Frequency
94.74 18
5.26 19
Q4
Percent Cumulative
Frequency
10.53 2
84.21 18
5.26 19
Q5
Percent Cumulative
Frequency
47.37 9
31.58 15
15.79 18
5.26 19

Cumulative
Percent

42.11

68.42

84.21

100.00

Cumulative
Percent

42.11

100.00

Cumulative
Percent

94.74

100.00

Cumulative
Percent

10.53

94.74

100.00

Cumulative
Percent

47.37

78.95

94.74

100.00
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Q6

Q6 Frequency Percent Cumulative Cumulative

Frequency Percent
1 12 63.16 12 63.16
2 7 36.84 19 100.00

Q7
Q7 Frequency Percent Cumulative Cumulative
Frequency Percent
4 2 10.53 2 10.53
5 16 84.21 18 94.74
6 1 5.26 19 100.00
Q18a
Q18a Frequency Percent Cumulative Cumulative
Frequency Percent
2 1 5.26 1 5.26
3 18 94.74 19 100.00
Q18b
Q18b Frequency Percent Cumulative Cumulative
Frequency Percent
2 1 5.26 1 5.26
3 18 94.74 19 100.00
Q18¢c
Q18c Frequency Percent Cumulative Cumulative
Frequency Percent
1 1 5.26 1 5.26
2 10 52.63 11 57.89
3 8 42.11 19 100.00
Q18d
Q18d Frequency Percent Cumulative Cumulative
Frequency Percent
2 1 5.26 1 5.26
3 18 94.74 19 100.00
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Frequency Missing = 2

Frequency Missing = 2

Q18e

Percent Cumulative

Frequency
17.65 9
82.35 17
Q18f
Percent Cumulative
Frequency
5.88 1
11.76 5]
82.35 17
Q18g
Percent Cumulative
Frequency
5.26 1
15.79 4
78.95 19

Cumulative
Percent

17.65

100.00

Cumulative
Percent

5.88

17.65

100.00

Cumulative
Percent

5.26

21.05

100.00
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The SAS System

Section 1 and 2 means will be compared with employees; Q17 means can be used to sort for question 7

The MEANS Procedure
Variable Label

section2

section3
Q17a Q17a
Q17b Q17b
Q17¢ Q17¢
Q17d Q17d
Q17e Q17e

The SAS System

The MEANS Procedure
Variable
section2

section3

73

73

N

19

19

19

19

19

19

19

Mean

4.2500000

3.7052632

4.4736842

4.1578947

2.2105263

3.2105263

3.7894737

Mean

3.5136986

3.5808219

Std Dev

0.7728015

0.9076671

0.9642741

1.4629938

1.0316625

1.2283208

1.1342617

Std Dev

0.7816143

0.6325999

Minimum

2.5000000

1.8000000

2.0000000

1.0000000

1.0000000

1.0000000

2.0000000

Minimum

1.2500000

2.0000000

Maximum

5.0000000

4.8000000

5.0000000

5.0000000

5.0000000

5.0000000

5.0000000

Maximum

5.0000000

5.0000000
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APPENDIX E: Research Questionnaires Statistical Results (Comparisons
between Employees and the BOD)

The SAS System
Fisher used to compare two groups on question 18 significant one marked with yellow
The FREQ Procedure

Frequency Table of Q18a by group
Percent
Row Pct Q18a(Q18a) group Total
Col Pct
BOD Employ
1 0 2 2
0.00 217 217
0.00 100.00
0.00 2.74

2 1 10 11
1.09 10.87 11.96

9.09 90.91
5.26 13.70
3 18 61 79
19.57 66.30 85.87
22.78 T77.22
94.74  83.56
Total 19 73 92

20.65 79.35 100.00

Statistics for Table of Q18a by group
Statistic DF  Value Prob

Chi-Square 2 1.6370  0.4411
Likelihood Ratio Chi-Square 2 2.2186 0.3298

Mantel-Haenszel Chi-Square 1 1.6046  0.2052

Phi Coefficient 0.1334
Contingency Coefficient 0.1322
Cramer's V 0.1334

WARNING: 50% of the cells have expected counts less
than 5. Chi-Square may not be a valid test.

Fisher's Exact Test
Table Probability (P) 0.1324

Pr<=P 0.6523

Sample Size = 92
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Frequency Table of Q18b by group

Percent
Row Pct  Q18b(Q18b) group Total
Col Pct
BOD Employ
1 0 5 5
0.00 5.68 5.68
0.00 100.00
0.00 7.25
2 1 4 5)
1.14 4.55 5.68
20.00 80.00
5.26 5.80
3 18 60 78
20.45 68.18 88.64
23.08 76.92
94.74  86.96
Total 19 69 88

2159 78.41 100.00

Frequency Missing = 4

Statistics for Table of Q18b by group
Statistic DF  Value Prob

Chi-Square 2 1.4860 0.4757
Likelihood Ratio Chi-Square 2 2.5400 0.2808

Mantel-Haenszel Chi-Square 1 1.3040 0.2535

Phi Coefficient 0.1299
Contingency Coefficient 0.1289
Cramer's V 0.1299

WARNING: 67% of the cells have expected counts less
than 5. Chi-Square may not be a valid test.

Fisher's Exact Test

Table Probability (P)  0.1193

Pr<=P 0.8240
Effective Sample Size = 88
Frequency Missing = 4
Frequency Table of Q18c by group
Percent
Row Pct Q18c(Q18c) group Total
Col Pct

BOD Employ

1 1 1 2
1.11 1.1 2.22
50.00 50.00
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2 10 13 23
1111 14.44 25.56
4348 56.52
52.63 18.31
8 8 57/ 65
8.89 63.33 72.22
12.31 87.69
4211 80.28
Total 19 71 90

2111  78.89 100.00

Frequency Missing = 2

Statistics for Table of Q18c by group
Statistic DF Value Prob

Chi-Square 2 10.9361  0.0042
Likelihood Ratio Chi-Square 2 10.0201  0.0067

Mantel-Haenszel Chi-Square 1 10.2912  0.0013

Phi Coefficient 0.3486
Contingency Coefficient 0.3292
Cramer's V 0.3486

WARNING: 50% of the cells have expected counts less
than 5. Chi-Square may not be a valid test.

Fisher's Exact Test

Table Probability (P) 8.042E-04

Pr<=P 0.0027
Effective Sample Size = 90
Frequency Missing = 2
Frequency Table of Q18d by group
Percent
RowPct  Q18d(Q18d) group Total
Col Pct
BOD Employ
1 0 1 1
0.00 1.15 1.15
0.00 100.00
0.00 1.47
2 1 7 8
1.15 8.05 9.20
12.50 87.50
5.26 10.29
3 18 60 78

20.69 68.97 89.66
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23.08 76.92
94.74 88.24

Total 19 68 87
21.84 78.16 100.00

Frequency Missing = 5

Statistics for Table of Q18d by group
Statistic DF Value Prob

Chi-Square 2 0.7582  0.6845
Likelihood Ratio Chi-Square 2 1.0261  0.5987

Mantel-Haenszel Chi-Square 1 0.7481 0.3871

Phi Coefficient 0.0934
Contingency Coefficient 0.0929
Cramer's V 0.0934

WARNING: 50% of the cells have expected counts less
than 5. Chi-Square may not be a valid test.

Fisher's Exact Test

Table Probability (P) 0.2434

Pr<=P 0.7486
Effective Sample Size = 87
Frequency Missing = 5
Frequency Table of Q18e by group

Percent

Row Pct Q18e(Q18e) group Total

Col Pct
BOD Employ

1 0 4 4
0.00 4.65 4.65
0.00 100.00
0.00 5.80
2 g 5 8
3.49 5.81 9.30
37.50 62.50
17.65 7.25
3 14 60 74
16.28 69.77 86.05
18.92 81.08
82.35 86.96
Total 17 69 86

19.77 80.23 100.00

Frequency Missing = 6
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Statistics for Table of Q18e by group
Statistic DF  Value Prob

Chi-Square 2 2.6052 0.2718
Likelihood Ratio Chi-Square 2 3.1401  0.2080

Mantel-Haenszel Chi-Square 1 0.0079 0.9294

Phi Coefficient 0.1740
Contingency Coefficient 0.1715
Cramer's V 0.1740

WARNING: 50% of the cells have expected counts less
than 5. Chi-Square may not be a valid test.

Fisher's Exact Test

Table Probability (P)  0.0642

Pr<=P 0.3940
Effective Sample Size = 86
Frequency Missing = 6
Frequency Table of Q18f by group
Percent
RowPct  Q18f(Q18f) group Total
Col Pct

BOD Employ

1 1 3 4
1.14 3.41 4.55
25.00 75.00
5.88 4.23

2 2 7 9
2.27 7.95 10.23
2222 T77.78
11.76  9.86

3 14 61 75
1591  69.32 85.23
18.67 81.33
82.35 85.92

Total 17 71 88

19.32 80.68 100.00

Frequency Missing = 4

Statistics for Table of Q18f by group
Statistic DF Value Prob

Chi-Square 2 0.1520  0.9268
Likelihood Ratio Chi-Square 2 0.1451  0.9300

Mantel-Haenszel Chi-Square 1 0.1497  0.6988
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Statistic DF Value Prob

Phi Coefficient 0.0416
Contingency Coefficient 0.0415
Cramer's V 0.0416

WARNING: 50% of the cells have expected counts less
than 5. Chi-Square may not be a valid test.

Fisher's Exact Test

Table Probability (P)  0.1317

Pr<=P 0.7323
Effective Sample Size = 88
Frequency Missing = 4
Frequency Table of Q18g by group
Percent
Row Pct Q18g(Q18g) group Total
Col Pct

BOD Employ

1 1 2 3
1.10 2.20 3.30
33.33 66.67
5.26 2.78

2 3 7 10
3.30 7.69 10.99
30.00 70.00
15.79 9.72

3 15 63 78
16.48 69.23 85.71
19.23 80.77
78.95 87.50

Total 19 72 91

20.88 79.12 100.00

Frequency Missing = 1

Statistics for Table of Q18g by group
Statistic DF  Value Prob

Chi-Square 2 0.9135 0.6333
Likelihood Ratio Chi-Square 2 0.8414  0.6566

Mantel-Haenszel Chi-Square 1 0.8591  0.3540

Phi Coefficient 0.1002
Contingency Coefficient 0.0997
Cramer's V 0.1002

WARNING: 50% of the cells have expected counts less
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Statistic DF Value Prob

than 5. Chi-Square may not be a valid test.

Fisher's Exact Test
Table Probability (P) 0.0866

Pr<=P 0.3821

Effective Sample Size = 91
Frequency Missing = 1

122



The SAS System
Comparison of means of sections 2 and 3 significant marked with yellow
The NPARTWAY Procedure

Wilcoxon Scores (Rank Sums) for Variable section2
Classified by Variable group

group N Sumof Expected Std Dev Mean
Scores Under HO Under HO Score

Employ 73 3041.0 3394.50 102.984763 41.657534
BOD 19 1237.0 883.50 102.984763 65.105263

Average scores were used for ties.

Wilcoxon Two-Sample Test

Statistic 1237.0000

Normal Approximation

z 3.4277
One-Sided Pr>2Z 0.0003
Two-Sided Pr > |Z] 0.0006

t Approximation
One-Sided Pr>2Z 0.0005
Two-Sided Pr > |Z] 0.0009

Z includes a continuity correction of 0.5.

Kruskal-Wallis Test
Chi-Square 11.7824
DF 1

Pr > Chi-Square 0.0006

The SAS System

The NPAR1WAY Procedure

Wilcoxon Scores (Rank Sums) for Variable section3
Classified by Variable group

group N Sumof Expected Std Dev Mean
Scores Under HO Under HO Score

Employ 73 3286.0 3394.50 103.051503  45.013699
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Wilcoxon Scores (Rank Sums) for Variable section3

Classified by Variable group

group N Sumof Expected Std Dev
Scores Under HO Under HO

BOD 19  992.0 883.50 103.051503

Average scores were used for ties.

Wilcoxon Two-Sample Test

Statistic 992.0000

Normal Approximation
V4 1.0480
One-Sided Pr>Z 0.1473

Two-Sided Pr>[Z]  0.2946

t Approximation

One-Sided Pr > Z 0.1487

Two-Sided Pr > |Z| 0.2974

Z includes a continuity correction
of 0.5.
Kruskal-Wallis Test
Chi-Square 1.1085
DF 1

Pr > Chi-Square 0.2924
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