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Abstract: Board specialization is one of the key factors influencing the effectiveness of corporate governance.

In order to enhance governance outcomes, it is essential to strengthen the independence, information disclosure,

transparency of the board, as well as to promote board specialization and diversity. This paper first analyzes the

theoretical foundation of board governance effectiveness, discusses existing issues, and proposes improvement

measures for reference.
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Introduction

he effectiveness of board governance has

always been a topic of great concern. As the

managers and decision-making bodies of
enterprises, boards play a crucial role in the decision-
making, supervision, and guidance of enterprises.
However, it is found in practice that some boards
lack specialization and diversity, which limits the
effectiveness of their decisions and supervision.
Therefore, it is necessary to conduct an in-depth
analysis of the effectiveness of board governance.

1. Theoretical Foundation of Board
Governance Effectiveness

1.1 Definition and Significance

The core of board governance efficiency refers
to the ability of the board to fulfill its duties and
responsibilities in a manner that promotes the
successful operation of the organization.!” This includes
making prudent strategic decisions, overseeing the
management of the organization, ensuring compliance
with laws and regulations, safeguarding the interests of

shareholders, and driving the long-term sustainability
and competitiveness of the company. Effective
board governance is crucial for achieving corporate
governance objectives, which aim to establish a
framework of rules, practices, and processes to guide
the behavior and actions of the company. It plays a
critical role in ensuring that the organization operates
ethically, transparently, and in the best interests of its
stakeholders. The effectiveness of board governance
helps standardize the behavior of the organization
by setting clear expectations, establishing codes of
conduct, and enforcing accountability, thereby fostering
a culture of integrity and responsibility throughout the
organization.

1.2 Factors Influencing Board Governance
Effectiveness

1.2.1 Board Composition and Appointment

Board members should possess professional expertise,
extensive experience, and background knowledge to
effectively participate in decision-making and oversee
corporate management. Professional expertise enables
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board members to understand and analyze business
risks and provide valuable insights into corporate
strategy. Extensive experience enhances the decision-
making and judgment of board members, helping them
make the right decisions when faced with complex
issues. Additionally, background knowledge brings
diverse perspectives to the board, enhancing the quality
and effectiveness of decision-making.

1.2.2 Independence of the Board

Independent directors, compared to internal directors
and executives, are better positioned to provide
independent, objective oversight and decision-making.
They are not influenced by company interests and
can focus more on the interests of all shareholders.
Independent directors can provide impartial opinions
and advice, supervise the company's operational
decisions and execution, reduce conflicts of interest,
and ensure that board decisions are fair and legitimate.

1.2.3 Board Size and Structure

The structure of the board is crucial for effective
oversight. The board should establish various internal
committees, such as audit committees, remuneration
committees, etc., to ensure comprehensive supervision
of corporate management and decision-making.
Additionally, the board should establish a sound
information disclosure system to ensure that board
members have access to comprehensive and accurate
information, thereby improving the quality and
effectiveness of decision-making.

2. Issues with Board Governance Effectiveness

2.1 Lack of Board Independence

The lack of independence within the board is one of the
issues affecting the effectiveness of board governance.
Some board members in certain companies may be
subject to interference from company management,
government, and shareholders, preventing them from
independently fulfilling their duties and supervising the
company's operations.

2.2 Influence of Management Interests

In some companies, board members are drawn from
the senior management of the company, leading to
intertwined interests between them and the company's
management. This intertwining of interests may
result in their inability to consider the interests of
the entire company and shareholders objectively

and independently during decision-making, instead

favoring the interests of the company's management.”

2.3 Influence of Shareholder Interests

The primary shareholders of a company, whether
government entities or other corporate entities, may
influence board decisions and oversight through
their representatives on the board. This shareholder
intervention may lead board members to prioritize the
interests of the main shareholders over those of the
company when considering its interests.

2.4 Insufficient Information Disclosure and
Transparency

Some companies suffer from inadequate, untimely,
inaccurate, or even false information disclosure,
making it difficult for the board to obtain accurate
and comprehensive information about the company's
operational status. This lack of transparency can
adversely affect the quality of decision-making and
oversight by the board.

3. Measures to Improve Board Governance
Effectiveness

3.1 Enhancing Board Independence

Enhancing the independence of the board is a
crucial measure to improve board governance
effectiveness. Board independence refers to the
absence of interference in the relationships between
board members, company management, shareholders,
and government, enabling them to independently
and objectively fulfill their supervisory and
decision-making responsibilities. To enhance board
independence, it is essential to improve the board
election mechanism, ensuring fairness and transparency
in the election process. Additionally, strengthening the
training and education of board members to enhance
their professionalism and independent thinking abilities
is vital. This enables them to accurately understand the
company's operations, independently assess and make
decisions. Establishing a closer cooperation mechanism
among independent directors and enhancing
communication and collaboration between independent
directors and other board members are crucial. This
ensures the independent expression of opinions and
influences decision-making. Furthermore, strengthening
oversight and accountability of the board, establishing
effective feedback mechanisms,"”’ and ensuring that
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board members can fulfill their responsibilities and bear
corresponding duties are essential aspects of enhancing
board independence.

3.2 Increasing the Proportion of Independent
Directors

Companies should increase the proportion of
independent directors on the board to ensure their
significant presence. Independent directors, being
free from control and interference from internal and
external interest groups, can provide independent
and objective supervision and decision-making,
effectively preventing internal conflicts of interest and
manipulation. Increasing the proportion of independent
directors can effectively enhance the independence of
the board and strengthen its supervisory and decision-
making capabilities. This improvement positively
impacts the governance effectiveness of the board.
Independent directors, unaffected by company
management and shareholders, can objectively
fulfill their supervisory responsibilities and provide
independent opinions and advice. They conduct
independent investigations and assessments of the
company's internal operations, oversee management
decisions and execution, and serve on various audit
and oversight committees, strengthening supervision
of internal control and risk management. Independent
directors also advocate for shareholders' interests
neutrally, promoting the sound development of
corporate governance. By increasing the proportion of
independent directors, the independence of the board"!
is enhanced, and its decision-making and oversight
effectiveness are strengthened.

3.3 Strengthening the Oversight and Authority of
Independent Directors

Independent directors play a crucial oversight role
on the board, supervising the company's operations
and decisions from an independent standpoint
and perspective. To enhance the oversight and
authority of independent directors, their powers and
responsibilities can be stipulated in the company's
articles of association, clearly defining their roles
and responsibilities in company decision-making and
risk control. Additionally, establishing a specialized
committee for independent directors can strengthen
oversight and review of significant company decisions
and risks. By enhancing the oversight and authority of

independent directors, the independence of the board
can be strengthened, leading to improved corporate
governance effectiveness. Establishing a specialized
committee of independent directors within the board,
responsible for supervising and reviewing important
matters such as business decisions, risk management,
and internal controls, and reporting to the board
accordingly, can enhance the oversight effectiveness
of independent directors. Through appropriate
institutional arrangements, ensuring that the speaking
and decision-making rights of independent directors
are fully respected and executed is essential.
Independent directors should have the right to express
independent opinions, voice dissent on company
decisions, and directly report and explain matters to
shareholders. Establishing effective mechanisms to
prevent manipulation and interference by company
management and shareholders, imposing term limits
on independent directors to prevent over-reliance on
the company, and maintaining their independence and
objectivity are crucial.

3.4 Reducing Government and Shareholder
Interference

Corporate boards are susceptible to interference from
government and shareholder interests during the
decision-making and oversight processes, leading
to weakened board independence and ineffective
performance of duties in supervising business
operations. To reduce government and shareholder
interference, strengthening regulatory oversight
and checks on the board, delineating the rights and
responsibilities of the government and shareholders,
and enhancing training and education for board
members to improve their professionalism and
independent decision-making abilities are essential.
This enables the board to independently and objectively
fulfill its duties and promote the healthy development
of the company. Establishing sound regulatory
mechanisms, formulating clear norms and policies,
strengthening oversight of board member qualifications
and codes of conduct to ensure their independence and
duty fulfillment, and clearly delineating the powers and
responsibilities of the government and shareholders
to avoid excessive intervention in board decision-
making are necessary. Formulating company articles
and relevant regulations to clarify power distribution
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and decision-making procedures ensures that board
members can think and decide independently.

3.5 Strengthening Information Disclosure and
Transparency

3.5.1 Enhancing Information Disclosure System
Companies should establish comprehensive information
disclosure policies and systems, specifying the
requirements and standards for information disclosure.
Additionally, robust internal control systems should be
established to ensure the accuracy and completeness
of information disclosure. The information disclosure
system should also include provisions for timely
disclosure of significant matters, promptly informing
investors and shareholders of major decisions,
performance changes, financial conditions, etc.,
ensuring the timeliness of information disclosure.

3.5.2 Strengthening Supervision of Information
Disclosure

Relevant regulatory authorities should enhance
supervision and guidance on corporate information
disclosure, imposing penalties and sanctions on
companies that violate disclosure regulations. Clear
disclosure regulations and requirements should be
formulated, defining the scope and requirements of
disclosure, ensuring that companies provide investors
and the public with truthful, accurate, and complete
information. Strengthening supervision and guidance
on information disclosure, increasing penalties and
sanctions for illegal disclosure activities, ensure
the authenticity and completeness of disclosures.
Companies should be required to timely and promptly
disclose key information, ensuring that investors are
promptly informed about the company's operational
and risk conditions. Strengthening the review,
examination, and verification of disclosure reports,
holding companies accountable and penalizing those
that fail to meet disclosure requirements, ensure the
truthfulness and accuracy of disclosed information.

3.6 Enhancing Board Specialization and Diversity
The board of directors, as the highest decision-making
and oversight body, plays a crucial role in governance.
To enhance the effectiveness of board governance, the
following measures can be considered:

3.6.1 Enhancing Board Specialization and Diversity
The board should consist of individuals with relevant

expertise and management experience. This can
be achieved through strengthening training and
education to enhance the professional capabilities and
management experience of board members. Training
may include knowledge in domestic and international
economics, finance, law, as well as governance and
leadership. Furthermore, incorporating external
professionals into the board can enhance its diversity.
External professionals can provide more objective
and professional advice, assisting board members in
making better decisions and resolving issues more
effectively. Additionally, board members from different
industries, backgrounds, and experiences can offer
diverse perspectives and ideas, enhancing the quality
and innovation of board decisions.

3.6.2 Strengthening Communication and
Collaboration between the Board and Management
The board should regularly hold meetings and
discussions with the management team to promptly
understand the company's operations and issues
and provide targeted advice and decisions. The
management team should also promptly report on the
company's operations and decision implementations to
the board, ensuring that the board can fully understand
the company's operations and issues and take timely
measures to address them.

3.6.3 Strengthening Oversight and Evaluation of the
Board

Supervision is one of the core responsibilities of the
board, and it should establish robust internal and
external oversight mechanisms. Internal oversight
mechanisms include internal auditing, risk control,
etc., which can help the board promptly identify and
correct issues. External oversight mechanisms include
shareholder supervision, independent directors, etc.,
which can help the board fulfill its responsibilities more
objectively and independently. Additionally, the board
should periodically evaluate its own performance,
including the performance of board members and the
quality of board decisions. The evaluation results can
provide reference for the board to improve its work and
promote continuous improvement in board governance.

3.6.4 Strengthening Incentive and Constraint
Mechanisms for the Board

Incentive mechanisms can be established through
performance evaluation and incentive mechanisms for
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board members, evaluating and rewarding the work
achievements of board members to enhance their
motivation and sense of responsibility. Constraint
mechanisms can be strengthened through internal and
external supervision, ensuring strict consequences
for illegal or improper behavior of board members,
forming constraints and deterrence against board
members, ensuring the legitimacy and compliance of
their duties.

Conclusion

In conclusion, the effectiveness of board governance
has a significant impact on company performance and
governance outcomes. However, there are still issues
such as the lack of independence in boards, insufficient
information disclosure and transparency, and the
need for greater board specialization and diversity. It
is recommended to strengthen board independence,
enhance information disclosure and transparency,
and promote board specialization and diversity to
improve corporate governance effectiveness and
competitiveness. Additionally, relevant authorities
need to further strengthen supervision and guidance

of boards to ensure they can fulfill their roles more
effectively.
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