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Abstract

Research Question/Issue: This study investigates the moderating role of social cate-
gory faultlines in the relationship between firm performance and CEO dismissal. We
also examine how two board contingencies—the presence of board evaluation and
the number of board committees—affect how social category faultlines moderate the
performance-CEO dismissal relationship.

Research Findings/Insights: Using panel data on Belgian listed firms covering 2006
to 2014, we find that the negative relationship between firm performance and the
likelihood of CEO dismissal is significantly weaker when boards experience social cat-
egory faultlines. Further investigation of board contingencies demonstrates that
social category faultlines have a stronger influence on the performance-CEO dis-
missal relationship when the board does not engage in board evaluation or has
greater numbers of board committees.

Theoretical/Academic Implications: This study builds on the social identity perspec-
tive by providing empirical support for social category faultlines within the context
of boards of directors. Social category faultlines lead to identity-based subgroups
within the board, which reduce directors' identification with the board as a whole,
ultimately impacting the board's capability to dismiss a poorly performing CEO.
Moreover, our study demonstrates how board contingencies can promote and/or
weaken directors' identification with the board, which affects the salience of
identity-based subgroups.

Practitioner/Policy Implications: This study offers insights for practitioners inter-
ested in improving board effectiveness. Our evidence implies that decisions con-
cerning the appointment of directors should be based on criteria that take faultlines
and subgroups into account. Furthermore, our findings highlight the importance of
strengthening the superordinate board identity by implementing initiatives such as
board evaluation.
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1 | INTRODUCTION

The duty of boards of directors to select, compensate, and fire the
CEO is a fundamental element of corporate governance (Lel &
Miller, 2008). The decision to replace a CEO is one of the most impor-
tant responsibilities of a board because it can have long-term implica-
tions for the firm's investments, operations, and financing (Huson
et al., 2001). Directors have a fiduciary duty to make replacement
decisions in an informed way, in good faith, and with the best inter-
ests of the corporation in mind (Johnson et al., 1996).

Extensive research has indicated that the relationship between
corporate performance and CEO dismissal is a measure of the effec-
tiveness of a corporate governance system (Durukan et al., 2012).
Empirical studies have shown that firm performance is indeed consis-
tently negatively related to CEO dismissal (Brunello et al., 2003;
Denis & Denis, 1995; Fiordelisi & Ricci, 2014; Furtado & Karan, 1990;
Kesner & Dalton, 1994; Lau et al., 2009; Ocasio, 1994). However, the
direct relationship between firm performance and CEO dismissal fails
to explain why poorly performing CEOs sometimes remain in their
position, and it has been suggested that the relationship between
poor performance and CEO dismissal is moderated by overlooked fac-
tors (He & Fang, 2016). Specifically, most of the board research has
considered the board's composition as one of the most fundamental
dimensions (Haleblian & Rajagopalan, 2006) and has studied the
effects of board composition in terms of the type of directorship
(i.e., inside, independent, or affiliated director) and also from a demo-
graphic perspective that defines board composition in terms of char-
acteristics such as age and gender.

While the notion of diversity in boards' demographic characteris-
tics has received considerable attention (Erhardt et al., 2003;
Siciliano, 1996), there is still little attention paid to the interaction of
multiple demographic attributes. In contrast to earlier studies of diver-
sity that examined the heterogeneity or dispersion of one diversity
attribute at a time, faultline theory suggests that the interaction of
multiple demographic attributes affects group dynamics to a greater
extent than separate attributes (Lau & Murnighan, 1998). Group
faultlines are defined as hypothetical dividing lines that split a
group into multiple subgroups that are relatively homogeneous based
on a set of diversity attributes (Lau & Murnighan, 1998) and considers
how a bundle of different demographic characteristics may influence
group processes and performance outcomes (Thatcher & Patel, 2012).
Because boards of directors are groups of individuals who provide cor-
porate oversight (Forbes & Milliken, 1999; Merchant & Pick, 2010),
group faultlines can be expected to play an important role in deter-
mining their effectiveness. In this study, we will examine the effect of
group faultlines (based on the attributes of age, gender, and family
membership) on the capability of boards to dismiss a poorly
performing CEO.

There are a number of studies that examine group faultlines on
boards of directors and have reported largely negative organizational
and team consequences (i.e., Basco et al, 2019; Basco &
Voordeckers, 2015; Crucke & Knockaert, 2016; Kaczmarek
et al.,, 2012a, 2012b; Tuggle et al., 2010; Van Peteghem et al., 2018;

Vandebeek et al., 2016; Veltrop et al., 2015). To date, only one study
has focused on how faultlines affect directors' capability to dismiss an
underperforming CEO (Van Peteghem et al., 2018). This study found
that faultlines negatively impact the firm performance-CEO dismissal
relationship from a sample of US-listed firms using a faultlines mea-
sure based on a diverse mix of informational (i.e., directly job related)
and social-category attributes (i.e., entailing a social identity; Jehn
et al., 2008; Jehn & Rupert, 2008). However, this faultlines approach
suffers from a limitation in that “measuring a single faultline based on
characteristics that reflect very different aspects of individuals
may hinder interpretation of its effect” (Hutzschenreuter &
Horstkotte, 2013, p. 719), making precise theorizing very difficult
(Bezrukova et al., 2009). In fact, recent faultline literature makes a dis-
tinction between faultlines based on social category attributes, which
entail a certain social identity (e.g., gender and age), and faultlines
based on informational attributes, which are job-related and revolve
around knowledge (e.g., education and work experience; Bezrukova &
Uparna, 2009; Chung et al., 2015; Jehn et al., 2008; Jehn &
Rupert, 2008). Informational faultlines are driven by informational
processes and are most relevant for strategic decisions in which effec-
tive pooling of information and integration of alternative perspectives
is important (e.g., different directors have different pieces of informa-
tion that need to be integrated for optimal decision-making;
Bezrukova et al., 2009). On the other hand, social category faultlines
are explained by social categorization processes (Ashforth &
Mael, 1989; Hogg & Terry, 2000; Tajfel & Turner, 2004) and are most
relevant in common-goal groups that need to accomplish a specific
task (in our case, fire a CEO following the information available [i.-
e., poor performance]; Bezrukova et al., 2009). We will contribute to
this literature by theorizing and testing the effect of social category
faultlines on the capability of boards to dismiss a poorly
performing CEO.

Building on the social identity perspective, we provide a meaning-
ful extension of the work on faultlines in the strategic management lit-
erature and find economically and statistically significant evidence
that performance-CEO dismissal sensitivity is negatively influenced
by social category faultlines. Furthermore, this study explicitly
responds to recent calls to focus on moderators that can affect
faultline dynamics (cf. Van Peteghem et al, 2018; Veltrop
et al., 2015). We find that boards that do not engage in board evalua-
tion and boards with greater numbers of board committees suffer
more from the negative impact of social category faultlines. We use a
sample of Belgian listed firms across the time span of 2006-2014,
which provides us with a unique institutional context. Belgium applies
a one-tier Continental European corporate governance system and
can be classified as a French-civil law country (Cuervo, 2002; La Porta
et al., 1998). These national characteristics differ from the Anglo-
Saxon institutional contexts (e.g., the United Kingdom and the United
States) on which the CEO dismissal literature has typically focused
(e.g., Dah et al., 2014; Fiordelisi & Ricci, 2014; Van Peteghem
et al., 2018). While the Anglo-Saxon system is based on market con-
trol, the Continental European system is characterized by large-

shareholder control (Cuervo, 2002), and the vast majority of Belgian
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companies are family owned (La Porta et al., 1999). It thus follows that
Belgian boards are often partly composed of family relatives
(Voordeckers et al., 2007). Therefore, our institutional context pro-
vides us with an interesting social identity to examine—identification
as a family member—as a relevant base for social category faultline
formation on boards of directors. Furthermore, a comprehensive
Belgian Corporate Governance Code was developed during the study
period (in 2009), which is enforced by law for public companies.
Following the development of the Code, the Belgian federal
government adopted gender quota legislation for boards of directors
on July 28, 2011, imposing a female quota of one third, to
which boards must adhere within the next 5 years. Therefore, our
institutional context also provides us with valuable variations
among the number of female directors on a board, as we investigate a
period in which changes have occurred with respect to gender

representation on corporate boards.

2 | THEORETICAL BACKGROUND AND
HYPOTHESIS DEVELOPMENT

21 | Firm performance and CEO dismissal

A large body of research has been attempting to determine the drivers
of CEO dismissal, with a focus on its relationship with firm perfor-
mance. This relationship has been explained with reference to agency
theory (Lausten, 2002), according to which principals can assure
themselves that the agent will make optimal decisions only if the
agent is monitored (Jensen & Meckling, 1976). The agency perspec-
tive suggests that boards of directors have the responsibility to effi-
ciently monitor and control managers and the CEO (Fama, 1980;
Fama & Jensen, 1983) and that boards should dismiss the CEO when
firm performance is poor (Tushman & Rosenkopf, 1996). Therefore,
scholars have assessed whether boards succeed in their role as an
effective internal control mechanism by investigating the incidence of
CEO dismissal in poorly performing firms (Denis & Denis, 1995).

Poor performance is likely to be attributed to the leader of the
organization (Harrison et al., 1988). A CEO should be replaced to
determine if a different individual can improve the firm's situation.
Directors are expected to see it as the duty of the CEO to guide the
firm to success in any environment and to hold the CEO responsible
for the firm's failures (Puffer & Wdeintrop, 1991; Walsh &
Seward, 1990). It thus follows that poor performance can act as a trig-
ger (Ocasio, 1994) to drive boards of directors to induce a leadership
change (Harrison et al., 1988). Moreover, pressured by external mar-
kets and increased scrutiny by the financial press, listed firms are
expected to act quickly to replace a CEO in response to poor perfor-
mance (Faleye et al., 2011; Farrell & Whidbee, 2002). As boards of
directors have a fiduciary responsibility to act in the interests of the
firm (Johnson et al., 1996), they should act to address poor perfor-
mance in order to avoid shareholder lawsuits and loss of investor con-
fidence (Harrison et al., 1988). In sum, CEOs should be held
accountable for poor performance because they are assumed to be

personally responsible for firm-level outcomes, and their actions are
linked to performance (Fama, 1980).

However, not all boards may be capable of dismissing a poorly
performing CEO. It is argued that board characteristics can affect the
likelihood of forced CEO dismissal following poor performance
(Haleblian & Rajagopalan, 2006). For example, Weisbach (1988) found
a stronger performance-CEO dismissal sensitivity when firms had a
greater share of independent directors on the board. Independent
directors have a greater incentive to monitor because being a director
of a well-performing company signals their competence to the direc-
tor market. However, even boards that are well constructed and orga-
nized can fall victim to the destructive group patterns that occur
when groups of individuals are placed in decision-making roles
(Merchant & Pick, 2010). Most boards follow generally agreed-upon
ideals and are influenced by institutional pressures when constructing
their boards, but they do not consider the potential group faultlines

that can exist due to differences in board composition.

2.2 | Faultline theory and boards of directors

The concept of faultlines is an emerging topic in the corporate gover-
nance literature, and only a few studies have investigated the relation-
ship between faultlines and board effectiveness. For example, Tuggle
et al. (2010) found that group faultlines influenced the amount of time
the board spent on entrepreneurial issues in board meetings. Veltrop
et al. (2015) used a slightly different conceptualization of faultlines
(i.e., factional faultlines), which become stronger when demographic
attributes align within the factional affiliations on the board, and
argued that these negatively affected board performance. Kaczmarek
et al. (2012b) found that board faultlines impact firm performance,
along with certain conditions that either exacerbated or ameliorated
this relationship. Vandebeek et al. (2016) and Crucke and
Knockaert (2016) discovered a negative relationship between
faultlines and board task performance. Finally, Van Peteghem
et al. (2018) found that faultlines were associated with lower firm per-
formance, higher abnormal CEO compensation, and lower CEO
turnover-performance sensitivity using a single faultline measure
based on two different kinds of characteristics (i.e., informational and
social category). However, if different kinds of characteristics are used
in one single measure, it becomes more difficult to determine which
characteristics drive the observed effect (Hutzschenreuter &
Horstkotte, 2013). Moreover, informational and social category attri-
butes have been associated with different effects. Empirical research
on the effects of informational faultlines is equivocal, with studies
reporting positive effects (e.g., Rupert et al., 2016), negative effects
(e.g., Bezrukova et al., 2012) or even no effects on organizational out-
comes (e.g., Chung et al., 2015). However, social category faultlines
have consistently been related to a number of negative effects on
group functioning, such as intra-group conflict (Jehn &
Bezrukova, 2010; Molleman, 2005), decreased trust and cohesion
(Cronin et al., 2011; Polzer et al., 2006), and communication issues

(Lau & Murnighan, 2005). Therefore, social category faultlines may
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explain why particular board compositions are less able to dismiss a
poorly performing CEO.

In this study, we will examine social category faultlines based on
the alignment of three attributes: gender, age, and family membership.
Gender and age are attributes that entail a social identity and can
shape perceptions and behaviors through mechanisms of categoriza-
tion and stereotyping (cf. Bezrukova et al., 2009; Chung et al., 2015).
Stereotyping can make it difficult to think as a collective and to act
productively on a problem. For example, Kunze and Bruch (2010)
found a negative effect of age-based faultlines on teams' productive
energy because members of different age-based subgroups are found
to mainly promote the diverse aims of their own subgroups and to
have a reduced motivation to contribute to the group as a whole.
Gender and age are also considered important aspects of diversity
within boards (Van der Walt & Ingley, 2003). In addition, during our
observed period, a new law was introduced in Belgium that urged
firms to install boards of directors whose composition was at least
one-third women. Rather than using a voluntary approach to promote
women on boards, Belgium uses a regulatory enabling approach. This
provides us with valuable variations over time in terms of directors'
gender and age, as gender quota could end the board's nature as an
“old boys club,” as more (and often younger) women are being
appointed (Burgess & Tharenou, 2002).

In addition, we observe a third important attribute among the
directors of Belgian boards. Belgium is characterized by a high number
of family businesses, and family members act as directors on many of
their boards. Family members are expected to form a highly commit-
ted in-group because they have often been involved in the firm since
its foundation, consider themselves part of the organization, and value
membership in it more than nonfamily members do (Deephouse &
Jaskiewicz, 2013; Uhlaner et al., 2007). These members have the same
culture, values, and identity (Sundaramurthy & Kreiner, 2008). There-
fore, we will treat family membership as an additional social category
attribute.

To illustrate faultline formation on boards in our sample, Table 1
provides an example and a comparison with Blau's diversity index
(Blau, 1977), which has been the most widely used measure to cap-
ture variations within a group of people (Harrison & Klein, 2007). As
presented in this table, the first board has no faultline because there
is no alignment of the three attributes of family membership, gender,

and age. This board composition would generate Blau's heterogeneity

TABLE 1 Two examples of boards'
social category faultline strength and
comparison to Blau's heterogeneity index

Board 2: Strong faultline (Blau = 0.5)

Board 1: No faultline (Blau = 0.5)

index (calculated as 1 — Zpiz, where p; is the proportion of the board
in the ith category) of 0.5. While the second board shows a strong

faultline, it would generate Blau's heterogeneity index of 0.5 as well.

2.3 | Social category faultlines, identification with
the board, and CEO dismissal

Board effectiveness has been described as the capability of the board
to perform its tasks effectively and to continue working together as a
group (Forbes & Milliken, 1999). The ability to work together plays an
important role, as boards are supposed to be governed via member
consensus, and most board votes should be unanimous
(Ocasio, 1994). Prior research indicates that the expected behavior of
board members follows from the directors' overarching goal of carry-
ing out their fiduciary duties to the shareholders (Bainbridge, 2002;
Lan & Heracleous, 2010). The more a director identifies with the
board as a whole, the more likely they are to apply themselves to their
fiduciary duty and fulfill their resource provision and monitoring roles
(Hillman et al., 2008). However, from a social categorization perspec-
tive, social category faultlines can “separate” the board as a whole, as
they signal different social identities and induce the members to per-
ceive each other as being part of a specific social category (Harrison &
Klein, 2007), creating identity-based subgroups. Such subgroup for-
mation can create division, as group members may feel little personal
attachment to members of other subgroups, leading to decreased
cohesiveness or trust in the group (Lau & Murnighan, 2005; Polzer
et al., 2006) and an “us-versus-them” attitude, which facilitates the
fragmentation of the group (Bezrukova et al, 2009; Li &
Hambrick, 2005). Divisions among directors can render the board
unable to take effective management action (i.e., lead to a deadlock
on the board), which can even prompt directors to neglect stake-
holders' interests (Donaldson et al., 2020; Kim, 2003). Moreover,
faultlines forming divisive subgroups can also channel intense sub-
group power struggles (Hinds et al., 2014). Such subcategorization
reduces group cohesiveness and causes subgroup resistance (Rink &
Jehn, 2010). The formation of subgroups can cause groups to lose
focus on the group as a whole, and subgroups can become polarized
around particular viewpoints as a result of the pressure exerted within
the subgroups on conformity and competition between the subgroups
(Bezrukova et al., 2007; Thatcher et al., 2003).

Family membership Gender Age
Family member Female 48
Family member Male 32

Outsider Female 31
Outsider Male 47
Family member Male 48
Family member Male 47
Outsider Female 31
Outsider Female 32
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Polarized opinions can negatively impact the quality of decisions,
as directors will search and affirm information that reinforces their
preferred position, disconnecting the board as a whole even more
(Oehmichen et al., 2017). Furthermore, such polarization can prevent
subgroup members from sharing task-relevant information across sub-
groups and taking such information seriously when it comes from
members of another subgroup (Jehn & Rupert, 2008; Milliken &
Martins, 1996). The resulting communication and coordination diffi-
culties could increase the decision-making power of the CEO
(Cheng, 2008; Eisenberg et al., 1998; Ryan & Wiggins, 2004; Van
Peteghem et al., 2018). When performance is bad, the CEO can take
advantage of social category faultlines in the board, profiting from the
division and the inability of board members to form a strong alliance
against him (Ocasio, 1994). Due to various viewpoints and arguments
among subgroups in board meetings, it can take longer to reach a con-
sensus on the appropriate course of action; the board can get stuck at
a crossroad, resulting in a “wait and see” attitude (Weber &
Wiersema, 2017) and a delay of the CEO dismissal decision. Indeed,
Donaldson et al. (2020) argue that a deadlocked board can lead to an
entrenched CEO, because directors on a diverse board anticipate
disagreeing in the future and thus have the incentive to block policies.

Indeed, if a particular diverse board composition leads to the exis-
tence of strong social category faultlines, schisms and problematic
inter-subgroup relations can arise among directors, resulting in less
attention being paid to the superordinate strategic priority that these
directors are expected to share (“the bigger picture”; Porck
et al., 2018). Directors may identify more as members of a subgroup
than as part of the board as a whole, thereby compromising their abil-
ity to work as a unified group. In sum, it will be more difficult for the
board to replace a poorly performing CEO if social category faultlines
are strong, and the probability of CEO dismissal is likely to be less sen-
sitive to performance on boards that have social category faultlines
than on those that do not. Accordingly, we propose the following,

ceteris paribus:

Hypothesis 1. The negative relationship between firm performance
and the likelihood of CEO dismissal is weaker when boards

experience social category faultlines.

24 | Role of board contingencies

Studies have argued that faultline effects depend on contextual condi-
tions (Meyer et al., 2014). According to the social identity perspective,
the presence of social category faultlines may not always elicit inter-
group bias to the same extent, and some contexts can reduce the
salience of social identities (Chung et al., 2015). Faultline effects have
also been found to be context dependent in board research (Crucke &
Knockaert, 2016; Kaczmarek et al., 2012b; Tuggle et al., 2010;
Vandebeek et al., 2016; Veltrop et al, 2015). Therefore, we will
explore the role of two board contingencies—the presence of board
evaluation and the number of established board committees—that

can promote or weaken identification with the board as a whole.

Identification with the board can engender a strong team identity,
which in turn is expected to act as “social glue,” or a common uniting
force through which the members remain committed to each other
and focused on the team's goals (Rink & Jehn, 2010). Such mecha-
nisms could prevent identity-based subgroups from eliciting negative
group processes (such as polarization) based on stereotyping and out-

group biases.

24.1 | Promote identification with the board

Board evaluation is increasingly being used to improve board effec-
tiveness (Kiel & Nicholson, 2005; Long, 2006; Rasmussen, 2015). The
Belgian Corporate Governance Code 2009 recommends that boards
carry out such evaluations. Board evaluations can highlight potential
issues raised by strong social category faultlines and allow board
members to work toward a resolution before these problems become
major crises (Kiel & Nicholson, 2005). Board evaluations can increase
directors' identification as a member of the board by directing their
attention to the bigger picture and discussing organizational goals and
shared objectives (Nederveen Pieterse et al., 2013; van Knippenberg
et al., 2011). Strengthening the collective identity of the director as a
member of the board can minimize the effects of subgroup categori-
zation and identification and can motivate the directors to strive to
reach an agreement (Bezrukova et al., 2009; Withers, Corley, &
Hillman, 2012).

Evaluation can improve the effectiveness of relationships
between and among directors, “through the exploration of motivation
and shared principles, levels of debate and challenge, and the clarity
and transparency of information flows between management, board
members and committees” (Long, 2006, p. 554). The evaluation pro-
cess can clarify expectations, encourage involvement, develop com-
mitment and a sense of ownership, and ensure that directors
understand their legal duties and responsibilities (Kiel &
Nicholson, 2005). Moreover, board reflexivity (i.e., the extent to which
group members reflect upon and communicate about objectives, strat-
egies, and processes and adapt them to circumstances; West
et al., 1997) is likely to transpire during evaluations or debriefings.

In sum, evaluating their own performance provides directors with
a greater shared understanding of what they are trying to achieve,
how they should work together to achieve these goals, and how they
should communicate to achieve the necessary collaboration
(Bouwen & Fry, 1996), and the resulting conversational process can
shift attention from the disruptive identity-based subgroups to the

board as a whole. Thus, we propose the following:

Hypothesis 2. The weakening moderating role of social category
faultlines on the negative relationship between firm perfor-
mance and CEO dismissal is stronger when boards do not
engage in board evaluation (i.e., the board is less capable of dis-
missing a poorly performing CEO when social category
faultlines are strong and the board does not engage in board

evaluation).
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24.2 | Weaken identification with the board

Boards can choose to either perform their roles through the full board
or to delegate their authority to standing committees that are account-
able to the board. The Belgian Corporate Governance Code 2009 rec-
ommends that boards set up an audit and a remuneration and
nomination committee to perform particular board tasks. However,
some boards have more than these required committees and include
additional ones, such as strategy, corporate governance, financial, sci-
entific, or stock option committees, which have various important tasks
and roles. Committee members are specifically chosen to perform these
tasks and have additional responsibilities, which can give them a sense
of power and create tension between committee members and others
(Spira & Bender, 2004). In Belgium, firms also need to justify why these
members were selected to serve on a certain committee.

When directors are acting in a certain role or identifying with a
particular group, they undergo a process of self-categorization that
steers them to act in a manner appropriate for that role (Hogg &
Terry, 2000). Due to social category faultlines, perceptions of salient
conflicting subgroup identities are formed by board members through
the proceedings of the entire board. Salient subgroup identities can
be de-emphasized by directing directors' attention to the board as a
whole and their common goals and fiduciary duties. However, we
argue that if boards have greater numbers of board committees, the
collective identification with the board will be weakened. Rather than
having one superordinate group that is involved in the entire decision-
making process, all decisions are now being prepared within numerous
board committees and later presented to the board as a whole to
allow ratification of the decisions (Schwartz-Ziv & Weisbach, 2013),
which might reduce a director's feeling of being part of an autono-
mous fiduciary group that makes decisions in the interests of the cor-
poration (Lan & Heracleous, 2010). Therefore, the weaker the
identification with the board as a whole, the less commitment to a
common goal (in our case, dismissing a poorly performing CEO) and
the more likely that social category faultlines will have a stronger neg-
ative impact on the board's capability to dismiss a poorly performing
CEO. Accordingly, we propose the following:

Hypothesis 3. The weakening moderating role of social category
faultlines on the negative relationship between firm perfor-
mance and CEO dismissal is stronger when boards have greater
numbers of board committees (i.e., the board is less capable of
dismissing a poorly performing CEO when social category
faultlines are strong and the board has greater numbers of

board committees).

3 | METHOD
3.1 | Sample and data collection

This study uses data on Belgian firms® listed on the Brussels Stock

Exchange (Euronext Brussels) from 2006 to 2014. Because of the

underlying differences in asset structure, we excluded financial insti-
tutions, real estate firms, and financial holdings. First, the individual-
level director information needed to calculate faultline strength was
hand-collected from multiple sources, such as financial reports, com-
pany websites, press archives, and social media (e.g., LinkedIn). When
a director's demographic information was missing, we contacted the
director personally to collect the data.? Second, corporate governance
and accounting data were collected using financial reports and the
financial database of Bureau Van Dijk.

The original dataset consisted of information on 106 unique pub-
licly traded firms covering 2006 to 2014. A total of 814 firm years
were obtained, which covered information on 7342 board members.®
These firms account for approximately 71% of the total market capi-
talization of Euronext Brussels. To estimate the statistical models, we
required non-missing data on CEO dismissal and all independent and
control variables. We also used a lagged independent variable strat-
egy, which required firms to have at least two consecutive years of
data during the study period. We compared CEOs across years to
identify CEO turnover. To ensure that we considered only forced
CEO turnovers, we hand-collected CEO turnover events. Following
Wiersema and Zhang (2011), we coded CEO turnovers as forced only
if (a) the company's announcement indicated that the CEQ's departure
was forced; (b) the news coverage and press releases on the CEO suc-
cession event provided strong evidence that the CEO was removed
by the board as a consequence of performance concerns; (c) the CEO
resigned effective immediately after a board meeting with no desig-
nated CEO replacement; or (d) the CEO left abruptly with the board
beginning a search for a new CEO (and the CEO did not leave to pur-
sue other opportunities). After data screening, in which we deleted
unusable entries due to missing values required for our covariates, the
final sample comprised 95 unique firms with 620 firm-year observa-
tions between 2006 and 2014.

Within our sample, CEO dismissal events represent 4.52% of firm
years. This relative proportion is in line with prior corporate gover-
nance research, such as Van Peteghem et al. (2018) and Bushman
et al. (2010). The remaining observations of the sample were kept as a
control sample of non-forced dismissal events. Table 2 reports the
descriptive statistics and correlations for our dependent, independent,
and control variables. An average firm has an industry-adjusted return
on assets (ROA) of —.03, and 57% of the firms are family run.* Fur-
thermore, an average CEO owns 25% of total shares outstanding,® is
53 years old, and has an average tenure of 8 years. An average board
has nine members, and 42% are independent directors.® The
largest shareholders own an average of 44% of the total shares

outstanding.

3.2 | Measures

3.21 | Dependent variable

The dependent variable in our econometric models is forced CEO dis-

missal, which is captured using a binary dummy variable equal to 1 in
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a given year if a company experiences a forced turnover of the CEO

and O otherwise.

3.2.2 | Independent variables

The measure of social category faultlines is based on a cluster-based
approach—average silhouette width (ASW) faultline clustering.” Clus-
ter analysis groups team members into clusters (i.e., subgroups)
according to their similarity, such that the clusters have maximum
internal homogeneity and between-cluster heterogeneity. The ASW
measure is a measure of the quality of a group's partitioning with ref-
erence to the within-subgroup homogeneity, the between-subgroup
separation, and the optimal number of clusters. The ASW measure
goes beyond most faultline measures because it does not require the
attributes to be categorical and allowed us to work with continuous
measures such as age.

The ASW algorithm detects subgroups and calculates faultline
strength in several steps. First, it determines a certain set of all possi-
ble subgroup partitions, which is based on the team members' attri-
bute distribution. The cluster analysis configures a number of
subgroups wherein each team member is placed in their subgroup
of size one. Next, these subgroups are merged into new, larger sub-
groups. It is always the two most similar subgroups that are merged.
In the end, one cluster encompasses the entire team. During this pro-
cedure, all the subgroup configurations are stored in the algorithm's
memory, and the ASW value is computed. The ASW value portrays
how all team members on average fit to their subgroup, and ranges
between —1 and 1. If no homogeneous subgroups exist, ASW is equal
to 0. If ASW equals 1, all existing subgroups are completely homoge-
neous. If ASW equals to —1, the formed subgroups are not adequate
and members of the same subgroup are more dissimilar to each other
than to members of different subgroups.? The algorithm chooses the
subgroup configuration that returns the highest ASW value. Our cal-
culations were performed using the asw.cluster package for faultline
calculation in R (Meyer & Glenz, 2013). We operationalized social cat-
egory faultline strength along with three demographic characteristics:
family membership, gender, and age. First, we categorized directors
into family and non-family members. The presence of both family and
non-family members on a board is known to create particular group
dynamics (Collin & Ahlberg, 2012; Vandebeek et al., 2016; Zattoni
et al., 2015). Boards of directors in non-family firms will benefit from
the absence of family directors since they have no allegiance to a cer-
tain family, and these boards will have no accompanying family iden-
tity or dynamics (Cannella et al., 2015; Fredrickson et al., 1988;
Vandebeek et al., 2016). Second, we used board members' gender and
the numeric value of their age. These characteristics are often used in
faultline research because they represent certain social categories
(i.e., women vs. men and younger vs. older directors) that lead to simi-
larity attraction and social identity attribution (Bezrukova et al., 2009;
Crucke & Knockaert, 2016; Thatcher & Patel, 2012; Vandebeek
et al., 2016). The ASW method allows us to use the numeric value of

age, rather than categorizing age prior to the faultlines calculation. In

addition, following the recommendations of Meyer et al. (2014), we
scale our numeric attribute (i.e., age) by its standard deviation. In this
study, the average social category faultline strength is 0.58.

We measured firm performance using the industry-adjusted ROA,
calculated as the operating income before interest and tax (EBIT)
divided by the book value of total assets, minus the industry average
ROA. Following Barber and Lyon (1996), industry average ROA was
measured using median ROA for all listed firms given their industry
and size.” We used ROA because this measure is less influenced by
macroeconomic factors beyond managers' control and is often used in
the literature (Durukan et al., 2012; Fiordelisi & Ricci, 2014; He &
Fang, 2016; Huson et al., 2001; Lau et al., 2009; Mobbs, 2013;
Visintin et al., 2017). We then multiplied our faultline measure by the
industry-adjusted ROA to create our interaction variable.1®

We will examine the moderating role of two contextual variables
on the relationship between social category faultlines and the likeli-
hood of CEO dismissal following poor performance. First, we will
examine this relationship for boards that do not engage in board eval-
uation versus boards that do. This was measured with a dummy vari-
able equal to 1 if the annual report contained a description of a board
evaluation being carried out and O otherwise. Next, we counted the
various board committees present on the board, as stated in each
company's annual report and compared boards with fewer board com-
mittees than the average to boards with more board committees than
the average.!! These two variables were used to split the sample into

subsamples and are also included as control variables.

3.23 | Control variables

Our models also contain control variables for individual, board, and
firm characteristics as identified by the dismissal literature to mitigate
potential confounding effects. We control for CEO Tenure, measured
as the logarithmic transformation of the number of years the CEO has
been found to hold the position, and CEO Ownership, measured as the
proportion of shares owned by the CEO, because these variables have
been shown to be important indicators of CEO power, and CEOs can
more easily prevent their own involuntary dismissal (Daily &
Johnson, 1997; Fredrickson et al., 1988). Furthermore, we control for
CEO Age because of the strong relationship with CEO turnover
(Goyal & Park, 2002; Weisbach, 1988). At the board level, we control
for Independent Director Ratio by measuring the total proportion of
independent directors on the board, because this variable can give an
indication of structural CEO power (Mobbs, 2013; Weisbach, 1988).
As concentrated ownership could decrease CEO power (Boeker &
Goodstein, 1993), we include Block Ownership, measured as the own-
ership percentage of the largest shareholder. Next, we include Board
Size to control for group size (Hutzschenreuter & Horstkotte, 2013),
measured as the total number of board members. Lastly, while Infor-
mational Faultlines are more relevant for strategic decisions in which
effective pooling of information and integration of alternative per-
spectives is important, we follow prior faultline literature
(e.g., Bezrukova et al., 2009; Chung et al., 2015) and control for this
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type of faultlines, based on the attributes “type of directorship,”

“board tenure,” “educational level,” and “educational

specialization.”1%13

Furthermore, our model also controls for firms run by families by
including a dummy that equals 1 if the business is a family firm (Family
Business) and O otherwise. Family firms can be less likely to exhibit
CEO dismissal, as they are more focused on long-term goals (Visintin
et al., 2017). Finally, each of the regression models contains a set of
industry dummies to capture industry variations that might impact the
performance-CEO dismissal relationship. For example, it has been
shown that CEO dismissal can be greater in highly competitive indus-
tries than in less competitive ones (DeFond & Park, 1999). Year
dummies are included to control for macroeconomic shocks.

3.3 | Data analysis

Before analyzing the data, we assessed whether there was a
multicollinearity problem in our sample and computed variance infla-
tion factors (VIFs) for all the variables. The explanatory variables had
low VIF values (ranging between 1.12 and 2.02), which led us to con-
clude that there was no multicollinearity problem in our sample (Hair
et al., 2014). There were no outliers in our dataset, as indicated by
two measures of influence (DFBETA and Cook's D).

In order to test the research hypotheses, we conducted two types
of analysis. First, we used a pooled logit model with clustered error
terms, as indicated by a likelihood-ratio test. The pooled logit model
with clustered errors (by firm) takes into account that multiple observa-
tions of the firm are not independent of each other, resulting in robust
errors (Greene, 2007). Next, we noted that a number of CEOs in our
sample could be family CEOs because the Belgian setting is character-
ized by a high level of family ownership. While we controlled for family
dynamics in our models by including a dummy that equals one if the
business is a family firm, we also ran our models with a dummy that
equals 1 if the CEO is a family CEO and O otherwise but found that the
forced dismissal of family CEOs was a rare event and created problems
of separation. In addition, the research shows that CEO duality
(i.e., chairman of the board and CEO are the same individual) is an
important factor that can influence CEO dismissal because it indicates
their power (Finkelstein & D'aveni, 1994). However, including CEO
duality as a control variable also created problems of separation. There-
fore, we used the “firthlogit” command in Stata to run the Firth's penal-
ized maximum likelihood estimation (PMLE) for rare events in order to
include the control variables family CEO and CEO duality. The PMLE
approach is designed to address small-sample bias in the maximum like-
lihood estimation of the logistic model and always leads to finite esti-
mates of regression parameters, even in the case of rare events and
separation problems (Coveney, 2015; Firth, 1993). Firth's logistic
regression surpasses exact logistic regression, which is computationally
intensive and can consider only a small number of (preferably dichoto-
mous) covariates (Heinze & Schemper, 2002; Zorn, 2005).

We tested H1 by introducing the interaction between firm per-

formance and social category faultlines. We then split the sample into

(1) boards that do not engage in board evaluation versus boards that
do and (2) boards with fewer versus more board committees to test
H2 and H3. Using a split-sample design is preferable to the alternative
method of a three-way interaction, which will force unobserved varia-
tions (i.e., the variation in outcomes beyond that explained by the
independent variables [i.e., the error term ¢]) for both groups to be
the same, because there is only one error term (Hoetker, 2007). In
fact, the unobserved variation of two groups may differ, and con-
straining the unobserved variation to be identical will affect the main
coefficient under consideration. Furthermore, the scale of all coeffi-
cients in the model will be influenced. When the model is estimated
separately for each group, the coefficients and standard errors are
consistent within each group, and we can compare the statistical sig-
nificance of the coefficients across groups (Hoetker, 2007).14

To ease reverse causation and endogenous variable concerns, all
right-hand side variables were lagged by 1 year in the analysis to
address the potential for a simultaneous determination of the depen-
dent and independent variables.

4 | RESULTS

Table 3 reports the results of the hierarchical regression models used
to test our hypotheses, considering CEO dismissal as the dependent
variable and including the direct effects of the explanatory and control
variables. Models 1 to 3 are estimated using a pooled logit model with
clustered error terms. Models 4 to 7 are estimated using firthlogit
models to avoid the problem of separation. While the maximum likeli-
hood estimation of the logistic model omits a number of observations
because they perfectly predict (forced turnover = 0), the firthlogit
model always produces finite, consistent estimates of regression
parameters. As a result, the number of observations is higher for the
firthlogit models than for the maximum likelihood models. Marginal
effects are reported in all models. Table 3 shows a significantly nega-
tive relationship between firm performance and CEO dismissal (dy/
dx = —0.33, p < 0.05), which suggests that CEOs in underperforming
firms are more likely to be dismissed. These results are consistent with
prior studies on CEO dismissal.

Furthermore, we find that the interaction term of faultline
strength and firm performance is positively significant (dy/dx = 0.56,
p < 0.05). A positive interaction between faultline strength and firm
performance suggests a moderating effect of faultlines on the
performance-CEOQ dismissal relationship. These results support H1's
proposal that the negative relationship between firm performance and
the likelihood of CEO dismissal is weaker when boards experience
stronger social category faultlines. The control variable “family CEO”
was found to have a significantly negative effect on CEO dismissal,
but the effect of social category faultlines on the performance-CEO
dismissal relationship remained positive and significant.

According to Hoetker (2007, p. 336), it is important to include
graphical presentations when interpreting main effects, as “the signifi-
cance of the interaction effect cannot be determined just by the sig-

nificance of the interaction coefficient.” Therefore, to provide a richer
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TABLE 3 Social category faultlines (SCF) and performance-CEO dismissal sensitivity
Variables Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7
CEO tenure (log) —0.01 (0.01) —0.01 (0.01) —0.01 (0.01) —0.01 (0.01) —0.00 (0.01) —0.00 (0.01) —0.00 (0.01)
CEO ownership —0.08 (0.06) —0.08 (0.05) —0.08 (0.05) 0.03 (0.06) 0.03 (0.06) 0.02 (0.06) 0.02 (0.06)
CEO age —0.00(0.00)  —0.00 (0.00) —0.00 (0.00) —0.00 (0.00) 0.00 (0.00) —0.00 (0.00) —0.00 (0.00)
CEO duality —0.02 (0.04) —0.04 (0.04) —0.03 (0.05) —0.03 (0.05)
Family CEO —0.15**(0.07) —0.15**(0.07) —0.14*(0.07) —0.14* (0.07)
Board evaluation —0.00 (0.02)
Board committees 0.00 (0.02)
Independent director ratio —0.04(0.04)  —0.03(0.04) —0.04 (0.04) —0.04 (0.06) —0.03 (0.06) —0.04 (0.06) —0.04 (0.07)
Block ownership —0.04 (0.04) —0.04 (0.04) —0.03 (0.04) —0.04 (0.06) —0.04 (0.06) —0.04 (0.06) —0.04 (0.06)
Family business dummy —0.03 (0.02) —0.02 (0.02) —0.02 (0.02) —0.02 (0.02) —0.02 (0.02) —0.02 (0.02) —0.02 (0.02)
Board size —0.00(0.00)  —0.00 (0.00) —0.00 (0.00) —0.00 (0.00) —0.00 (0.00) —0.00 (0.00) —0.00 (0.00)
Inform. Faultlines —0.06 (0.06) —0.06 (0.06) —0.05 (0.06) —0.05 (0.07) —0.06 (0.07) —0.05 (0.07) —0.05 (0.07)
Ind. Adj. ROA —0.03 (0.03) —0.33**(0.15) —0.04 (0.03) —0.34%(0.18) —0.35%(0.18)
Social category Faultlines (SCF) —0.01 (0.07) 0.04 (0.06) —0.04 (0.09) 0.02 (0.09) 0.02 (0.09)
Ind. Adj. ROA * SCF 0.56** (0.28) 0.56* (0.32) 0.56* (0.33)
Year dummies Yes Yes Yes Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes Yes Yes Yes
No. of observations 620 620 620 650 650 650 650
No. of firms 95 95 95 99 99 99 99
7 51.05*** 53.53*** 57.21** 7.66** 7.66*** 6.69*** 6.21**
McFadden's pseudo-R? 0.16 0.17 0.19 0.26 0.28 0.29 0.27

Note: In this table, we examine the relationship between social category faultlines and performance-CEQ dismissal sensitivity. We use data on Belgian firms listed on
the Brussels Stock Exchange (Euronext Brussels) from 2006 to 2014. The dependent variable is a dummy variable equal to 1 in a given year if a company experiences
a forced turnover of the CEO and O otherwise. Models 1 to 3 are estimated using a pooled logit model with clustered error terms. Models 4 to 7 are estimated using

firthlogit models to avoid the problem of separation. All variables are defined in Section 3.2. All variables are lagged with one period. We control for year and industry
effects in all models. Standard errors are reported in parentheses below coefficient estimates. Marginal effects are reported.
*,**, and *** denote statistical significance at the 10%, 5%, and 1% levels, respectively.

understanding of the variables' effects, we provide a graphical repre-
sentation of the relationship between firm performance and CEO dis-
missal in Figure 1, which shows a significant difference in the slopes
of boards with weak and strong social category faultline strength.
Moreover, using the Stata margins command, we find that a one stan-
dard deviation increase of social category faultline strength (from 0.47
to 0.59) decreases the probability of CEO dismissal at an industry-
adjusted ROA of —0.2 with 19.27%.

To test H2 and H3, we split the sample according to our specified
board contingencies. Table 4 indicates that the moderating role of
social category faultlines on the performance-CEO dismissal relation-
ship is significant for boards that do not engage in board evaluation
(dy/dx = 1.03, p < 0.01) but not for boards that do (dy/dx = —0.79,
p > 0.10). To compare the regression coefficients across the two
groups, we used the Stata command suest to test whether the coeffi-
cients from the two models are equal.?® The test indicates that the dif-
ference is significant at the 1% level ()(2 = 6.84, p < 0.01). This result

Firm Performance and CEO Dismissal Likelihood
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FIGURE 1 The moderating role of social category faultlines on
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(Continued)

TABLE 4

Board evaluation

No board evaluation

Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8 Model 9 Model 10 Model 11 Model 12 Model 13  Model 14

Model 1

Variables

Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes

Yes

Yes

Year dummies

Yes

Yes
234
70
0.49

Yes

Yes
234
70
0.53

Yes
119
58
0.66

Yes
119
58
0.65

Yes

Yes
416
95
0.30

Yes
416
95
0.33

Yes
416

Yes
416
95

Yes
401
91

Yes Yes

401
91

Industry dummies

234

234

119

401
91

No. of observations

70
0.43

70
0.50

58
0.60

95
0.30

No. of firms

0.14 0.20 0.27

0.13

McFadden's

pseudo-R?

Between-group coefficient difference on SCF * Ind. adj. ROA (y? for SUR): 6.84***

Note: In this table, we examine the relationship between social category faultlines and performance-CEO dismissal sensitivity in boards that do engage in evaluation versus boards who do not. We use data on Belgian

firms listed on the Brussels Stock Exchange (Euronext Brussels) from 2006 to 2014. The dependent variable is a dummy variable equal to 1 in a given year if a company experiences a forced turnover of the CEO and

0 otherwise. Models 1 to 3 and 8 to 10 are estimated using a pooled logit model with clustered error terms. Models 4 to 7 and 11 to 14 are estimated using firthlogit models to avoid the problem of separation. All

variables are defined in Section 3.2. All variables are lagged with one period. We control for year and industry effects in all models. Standard errors are reported in parentheses below coefficient estimates. We show

the Wald chi-square test of Model 3 versus Model 10. Marginal effects are reported. Between-group coefficient difference on SCF * Ind. adj. ROA(y? for SUR): 6.84***.

* k%

)

,and *** denote statistical significance at the 10%, 5%, and 1% levels, respectively.

provides strong support for H2. In the firthlogit model, the interaction
of social category faultlines and firm performance remained strong
and significant for boards that did not engage in board evaluation.

Table 5 provides evidence supporting H3, as the coefficient is
more significant for boards that have more board committees
(dy/dx = 3.00, p <0.001) than for boards that have fewer (dy/
dx = 0.57, p > 0.10). The difference between these two groups is signif-
icant at the 10% level ()(2 = 3.27, p < 0.10). In the firthlogit model, the
interaction of social category faultlines and firm performance remained
strong and significant for boards that had more board committees.

To better illustrate the patterns revealed in Tables 4 and 5, we
plot the relationship between firm performance, social category
faultlines, and the probability of forced CEO dismissal by separating
the total sample based on the presence of evaluation and the number
of board committees in Figure 2. Figure 2a shows a significant differ-
ence in the slopes of boards with different social category faultline
strengths within the subsample of boards that do not engage in board
evaluation. Figure 2b shows that slopes indicating the dismissal-
performance relationship are almost parallel in boards, which do
engage in board evaluation. This suggests that the moderating role of
social category faultlines is negligible for the subsample of boards that
do engage in board evaluation. This pattern is consistent with the pre-
diction of H2. Similarly, we can tell that slopes indicating the
dismissal-performance relationship exhibit much smaller differences
between weak and strong social category faultline strength for boards
with fewer board committees (Figure 2c) than for boards with more
committees (Figure 2d). These results support H3.

Lastly, to ensure the robustness of our findings, we reran the
analysis using the average industry-adjusted ROA of two previous
years. Table 6 provides the results of this robustness analysis for our
main model, which confirms our findings, and with an even stronger
significant interaction effect (dy/dx = 0.71, p < 0.001). Tables 7 and 8
contain the robustness analysis for H2 and H3, respectively, and gen-
erate results that are consistent with our main subsample analysis.
Due to data limitations (i.e., a decrease in data observations due to
missing values), we were not able to run a robustness analysis using
market-based performance measures (such as Tobin's Q) for the sub-
sample analysis (H2 and H3). However, we do find similar results for
our main model (H1). These additional results are available upon

request.

5 | DISCUSSION

Using unique, hand-collected panel data containing individual informa-
tion on the board members of publicly traded Belgian firms, our study
investigates the impact of social category faultlines on the sensitivity
of CEO dismissal to firm performance. The study provides empirical
and theoretical contributions to the growing body of faultline research
on boards of directors. In particular, we extend the board-specific
faultline research (e.g., Van Peteghem et al., 2018) by using Belgian
data and focusing on the specific effect of social category faultlines. In

this way, we also respond to the call to consider the nature (or type)
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(Continued)

TABLE 5

More board committees

Fewer board committees

Model 2 Model 3 Model 4 Model 5 Model 6 Model7 Model8 Model 9 Model 10 Model 11  Model 12  Model 13 Model 14

Model 1

Variables

Yes Yes Yes Yes Yes

Yes

Yes

Yes Yes Yes Yes Yes Yes

Yes

Year dummies

Yes
198

Yes
198
45
0.43

Yes
198
45

Yes
198
45

Yes
144
42

Yes

Yes
144

Yes
452

Yes
452

Yes
452

Yes
452

Yes
334
74
0.27

Yes

334

Yes
334

Industry dummies

144
42

No. of observations

45
0.39

42
0.24

74 78 78
0.42 0.40

0.41

74 74 74
0.25 0.35

0.20

No. of firms

0.37 0.36 0.36

0.25

McFadden's pseudo-R?

Between-group coefficient difference on SCF * Ind. adj. ROA (42 for SUR): 3.27*

Note: In this table, we examine the relationship between social category faultlines and performance-CEO dismissal sensitivity in boards who have fewer board committees than average versus boards that have

more. We use data on Belgian firms listed on the Brussels Stock Exchange (Euronext Brussels) from 2006 to 2014. The dependent variable is a dummy variable equal to 1 in a given year if a company experiences

a forced turnover of the CEO and O otherwise. Models 1 to 3 and 8 to 10 are estimated using a pooled logit model with clustered error terms. Models 4 to 7 and 11 to 14 are estimated using firthlogit models to
avoid the problem of separation. All variables are defined in Section 3.2. All variables are lagged with one period. We control for year and industry effects in all models. Standard errors are reported in parentheses
below coefficient estimates. We show the Wald chi-square test of Model 3 versus Model 10. Marginal effects are reported. Between-group coefficient difference on SCF * Ind. adj. ROA(;(2 for SUR): 3.27*.

* Kk

’

, and *** denote statistical significance at the 10%, 5%, and 1% levels, respectively.

of member differences in faultline measures (cf. Bezrukova
et al., 2009; Chung et al., 2015; Hutzschenreuter & Horstkotte, 2013;
Jehn et al,, 2008; Jehn & Rupert, 2008). Our study shows that social
category faultlines are a vital dimension in explaining the capability of
boards to dismiss a poorly performing CEO. By looking at faultlines at
the board level,*® we examine the impact of social category faultlines
on board-level decision-making, such as deciding on the dismissal of a
poorly performing CEO. Moreover, by focusing on social category
faultlines in particular, we were able to build on the social identity per-
spective in more detail, enabling us to uncover specific mechanisms of
social category faultlines and the influence of contextual factors.
Social category faultlines can drive the existence of identity-based
subgroups, creating a divided board in which directors identify
strongly with their subgroup rather than with the collective board as a
whole. Social category faultlines can elicit social categorization pro-
cesses (i.e., stereotypic perceptions of dissimilar directors and inter-
group biases). These processes can engender disruptive group
dynamics between different subgroups and negatively influence atti-
tudes, collaboration, trust, and interactions between in- and outgroup
members (Hogg et al., 1990; Hogg & Terry, 2000).

With our research into corporate boards, we also add theoretical
insights to some recent advancements in strategic leadership and
faultlines research, which has primarily focused on faultlines within
top management teams (Calabro et al., 2020; Kavusan et al., 2020;
Richard et al., 2019) or the CEO-TMT interface (Georgakakis
et al.,, 2017; Georgakakis et al., 2019; Georgakakis & Buyl, 2020). As
board members act as strategic leaders (Heracleous, 1999), the board
as a whole can function as a strategic leadership interface (which can
be defined as “the interdependent social situations in which the attri-
butes, aspirations, and/or activities of strategic leaders and/or salient
stakeholders come into contact with and influence each other”; Sim-
sek et al., 2018, p. 283), in which the presence of social category
faultlines can impact strategic decision-making and shape collective
outcomes.

Furthermore, our study sheds light on the contextual conditions
that can promote or weaken directors' identification with the board.
We have investigated the impact of social category faultlines on
performance-CEQO dismissal sensitivity on boards that engage in
board evaluation versus boards that do not. Boards that engage
in board evaluation increase directors' attention to the bigger picture,
reminding board members of their common fiduciary responsibility.
Such feedback is necessary for board members to determine whether
their actions are sufficient to fulfill their board roles (Locke &
Latham, 2002). We have found that the negative moderating role of
social category faultlines on the performance-CEO dismissal relation-
ship is not significant for boards that engage in board evaluation. For
boards that do not engage in board evaluation, however, there is a
very strong weakening effect of social category faultlines on the nega-
tive relationship between firm performance and the likelihood of CEO
dismissal. We have also found that the moderating effect of social cat-
egory faultlines is stronger for firms with greater numbers of board
committees. The weakening effect of social category faultlines on the

performance-CEO dismissal relationship is greater and more
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No Board Evaluation Board Evaluation FIGURE 2 Board contingencies and
the moderating role of social category
Faultlines on the likelihood of dismissal
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TABLE 6 Robustness analysis for H1

Variable Model 1 Model 3 Model 3 Model 4 Model 5 Model 6 Model 7
CEO tenure (log) —0.01(0.01) —0.00 (0.01) —0.00 (0.01) —0.01 (0.01) —0.00 (0.01) —0.00 (0.01) —0.00 (0.01)
CEO ownership —0.08 (0.06) —0.08 (0.06) —0.08 (0.05) 0.03 (0.06) 0.03 (0.06) 0.02 (0.06) 0.02 (0.06)
CEO age —0.00 (0.00) —0.00 (0.00) —0.00 (0.00) —0.00 (0.00) —0.00 (0.00) —0.00 (0.00) —0.00 (0.00)
CEO duality —0.02 (0.04) —0.03 (0.04) —0.02 (0.04) —0.03 (0.04)
Family CEO —-0.15**(0.07) -0.16**(0.07) —0.14*(0.07) —0.14* (0.07)
Board evaluation —0.00 (0.02)
Board committees —0.00 (0.02)
Independent director ratio —0.04 (0.04) —0.03 (0.04) —0.05 (0.04) —0.04 (0.06) —0.04 (0.06) —0.05 (0.06) —0.05 (0.07)
Block ownership —0.04 (0.04) —0.04 (0.04) —0.03 (0.04) —0.04 (0.06) —0.04 (0.06) —0.04 (0.06) —0.04 (0.06)
Family business dummy —0.03(0.02) —0.03(0.02) —0.02 (0.02) —0.02 (0.02) —0.02 (0.02) —0.02 (0.02) —0.02 (0.02)
Board size —0.00 (0.00) —0.00 (0.00) 0.00 (0.00) —0.00 (0.00) —0.00 (0.00) —0.00 (0.00) —0.00 (0.00)
Informational Faultlines —0.06 (0.06) —0.06 (0.06) —0.05 (0.06) —0.05 (0.07) —0.06 (0.07) —0.06 (0.07) —0.06 (0.07)
2-year Ind0. Adj0. ROA —00.3 (0.03) —0.42***(0.14) —0.05 (0.04) —0.41**(0.20) —0.41**(0.21)
Social category Faultlines (SCF) —0.01 (0.07) 0.06 (0.07) —0.04 (0.09) 0.03 (0.10) 0.03 (0.10)
2-year Ind. Adj. ROA * SCF 0.71***(0.26) 0.66* (0.36) 0.67*(0.37)
Year dummies Yes Yes Yes Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes Yes Yes Yes

No. of observations 620 620 620 650 650 650 650

No. of firms 95 95 95 99 99 99 99

7 51.05*** 55.88*** 74.05*** 7.66*** 7.91%* 6.36** 6.59**
McFadden's pseudo-R? 0.16 0.17 0.20 0.24 0.25 0.26 0.27

Note: In this table, we use a different performance measure to show robustness of the relationship between social category faultlines and performance-CEO
dismissal sensitivity. We use data on Belgian firms listed on the Brussels Stock Exchange (Euronext Brussels) from 2006 to 2014. The dependent variable is a
dummy variable equal to 1 in a given year if a company experiences a forced turnover of the CEO and O otherwise. The 2-year Ind. Adj. ROA was measured using
the average industry-adjusted firm performance of two previous years. Models 1 to 3 are estimated using a pooled logit model with clustered error terms. Model
4 to 7 are estimated using firthlogit models to avoid the problem of separation. All variables are lagged with one period. We control for year and industry effects
in all models. Standard errors are reported in parentheses below coefficient estimates. Marginal effects are reported.

* Kk

, **, and *** denote statistical significance at the 10%, 5%, and 1% levels, respectively.
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(Continued)

TABLE 7

Board evaluation

No board evaluation

Model 2 Model 3 Model 4 Model5 Model6 Model 7 Model 8 Model 9 Model 10 Model 11 Model 12 Model 13  Model 14

Model 1

Variables

Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes

Yes

Year dummies

Yes
234
70
0.43

Yes
234
70
0.43

Yes
234
70
0.46

Yes
234
70
0.50

Yes
119
58
0.68

Yes

119
58

0.64

Yes
119

Yes
416

Yes
416
95

Yes
416
95
0.27

Yes
416
95

Yes

401

Yes
401
91

Yes
401

Industry dummies

VANDEBEEK ET AL.

No. of observations

58
0.60

95
0.30

91
0.20

91
0.13

No. of firms

0.29

0.24

0.15

McFadden's

pseudo-R?

Between-group coefficient difference on SCF * Ind. adj. ROA (y? for SUR): 3.43*

Note: In this table, we perform a robustness analysis with a different performance measure. We use data on Belgian firms listed on the Brussels Stock Exchange (Euronext Brussels) from 2006 to 2014. The
dependent variable is a dummy variable equal to 1 in a given year if a company experiences a forced turnover of the CEO and O otherwise. The 2-year Ind. Adj. ROA was measured using the average industry-

adjusted firm performance of two previous years. Models 1 to 3 and 8 to 10 are estimated using a pooled logit model with clustered error terms. Models 4 to 7 and 11 to 14 are estimated using firthlogit
models to avoid the problem of separation. All variables are defined in Section 3.2. All variables are lagged with one period. We control for year and industry effects in all models. Standard errors are reported
in parentheses below coefficient estimates. We show the Wald chi-square test of Model 3 versus Model 10. Marginal effects are reported. Between-group coefficient difference on SCF * Ind. adj. ROA

(x? for SUR): 3.43*.

* kok

, and *** denote statistical significance at the 10%, 5%, and 1% levels, respectively.

)

significant. These results allow us to suggest that having greater num-
bers of board committees may impair directors' identification with the
board as a whole. Collective identification with the board should be
made salient, as it is likely to shape director behaviors (Khurana &
Pick, 2004; Withers, Corley, & Hillman, 2012) and can weaken dys-
functional group dynamics caused by social category faultlines. Our
results therefore add some caution to the usual governance recom-
mendation of installing board committees in the main board as a way
to improve corporate governance (Spira & Bender, 2004). While previ-
ous research has identified benefits to having boards working in com-
mittees, our study suggests that having too many committees may
have unintended consequences. Despite their importance, these two
board contingencies (i.e., board evaluation and board committees)
have received relatively little attention in the corporate governance
literature. While the advantages of a comprehensive board evaluation
system seem clear, board evaluations have not received much atten-
tion in either theory or practice (Minichilli et al., 2007). Furthermore,
little attention has been paid to the work of board committees and
their impact on board functioning, partly due to the challenges of
studying boards at work (Spira & Bender, 2004). Our study sheds light
on the important role of these two board contingencies in shaping
directors' social identifications.

Our findings also offer practical implications for corporate gover-
nance. Specifically, our findings suggest that the composition of the
board in terms of social category attributes can affect its capability to
dismiss a poorly performing CEO. These findings may have overarch-
ing implications for director-selection criteria. Considering the exis-
tence of faultlines on their boards can help firms develop a more
integrative perspective of director selection by taking into account
both the needs of the firm and the group dynamics on the board
(Withers, Hillman, & Cannella, 2012). Firms often seek directors with
a certain profile in function of the firm's needs but should also analyze
how that profile matches with the profiles of those corporate direc-
tors already present. Practitioners concerned with board composition
can benefit from an understanding of board processes related to
group faultlines, as it clarifies the complexity of board design
(Forbes & Milliken, 1999). Nomination committees could take the
existence of subgroups into account while establishing relevant
criteria in the director nomination and selection process. In addition,
our findings highlight several practical solutions that boards can imple-
ment to ameliorate the negative effects of faultlines. For example,
board evaluations can allow directors to redirect their focus to the
board as a whole, reminding them of the superordinate goal
(i.e., acting in the best interests of the stakeholders). Awareness can
be enhanced by providing practitioners with more knowledge on the
advantages of doing such evaluations and by giving directions on how
to carry them out. Lastly, while delegating specific tasks from the main
board to board committees has been strongly recommended as a suit-
able mechanism for improving corporate governance because it can
harness the contribution of non-executive directors (Spira &
Bender, 2004), firms should be made aware that establishing more
board committees can have a negative side effect due to the presence

of social category faultlines.
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(Continued)

TABLE 8

More board committees

Fewer board committees

Model 2  Model 3 Model 4 Model5 Model6 Model7 Model8 Model 9 Model 10 Model 11  Model 12 Model 13 Model 14

Model 1

Variables

Yes
Yes

Yes
Yes

Yes
Yes

Yes
Yes

Yes
Yes

Yes Yes Yes Yes Yes
Yes Yes Yes Yes

Yes

Yes Yes
Yes Yes

Yes

Yes

Year dummies

Yes

Yes

Industry dummies

VANDEBEEK ET AL.

198

198
45
0.37

198

198
45
0.31

144 144 144
42

42

452
78
0.38

452 452

74
0.36

334 452

74
0.25

334
74
0.23

334

No. of observations

45
0.38

45
0.32

42
0.25

78
0.37

74
0.32

74
0.20

No. of firms

0.38

0.24

McFadden's pseudo-

Between-group coefficient difference on SCF * Ind. adj. ROA (42 for SUR): 3.42*

Note: In this table, we perform a robustness analysis with a different performance measure. We use data on Belgian firms listed on the Brussels Stock Exchange (Euronext Brussels) from 2006 to 2014. The
dependent variable is a dummy variable equal to 1 in a given year if a company experiences a forced turnover of the CEO and O otherwise. The 2-year Ind. Adj. ROA was measured using the average industry-

adjusted firm performance of two previous years. Models 1 to 3 and 8 to 10 are estimated using a pooled logit model with clustered error terms. Models 4 to 7 and 11 to 14 are estimated using firthlogit models

to avoid the problem of separation. All variables are defined in Section 3.2. All variables are lagged with one period. We control for year and industry effects in all models. Standard errors are reported

in parentheses below coefficient estimates. We show the Wald chi-square test of Model 3 versus Model 10. Marginal effects are reported.

* **, and *** denote statistical significance at the 10%, 5%, and 1% levels, respectively.

Our study also has some limitations, which suggest an agenda for
future research. First, while focusing on a sample of listed firms in
Belgium from 2006 to 2014 provides us with a unique institutional
context that differs from the Anglo-Saxon institutional contexts on
which the CEO dismissal literature has typically focused, our findings
may be most useful for countries that apply the same board system
Belgium uses (i.e., a one-tier Continental European system). While
our results on the relationship between faultlines and the likelihood
of CEO dismissal following poor performance are consistent with
the findings using US data, the large-shareholder control tradition
in Belgium allows for additional faultline formation related to family
ownership. The market-control, or Anglo-Saxon, system is charac-
terized by diffuse ownership except for institutional investors
(Cuervo, 2002). Therefore, a comparative study of this research topic
that examines board systems with distinct ownership structures could
advance our understanding of the role of faultlines on boards of direc-
tors. In addition, our study faced some data limitations regarding the
use of market-based performance measures. While our current perfor-
mance measures have enough merit to test our hypotheses, future
comparative studies could use market-based performance measures
to expand the results of the current study (e.g., by using a larger
database).

Second, while we use well-studied measures of faultlines to study
the presence and extent of these faultlines, we do not capture the full
complex web of the social relationships among board members and
the CEO. Further research should be done in the boardroom to exam-
ine how faultlines unfold on the board and if events unfold the way
theory suggests. Our tests provide initial evidence of these relation-
ships and should stimulate future inquiry that considers different
research methods and even more nuanced or sophisticated measures
of these relationships. Micro-level studies on the internal dynamics of
subgroup processes would constitute a valuable complement to our
study and enable us to better understand the deeper level psychologi-
cal factors underlying social category faultlines and identity-based
subgroup formation.

Third, while we account for the effects of identity-based sub-
groups (formed by social category faultlines) and knowledge-based
subgroups (formed by informational faultlines), we do not account for
resource-based subgroups (formed by variety faultlines). While
identity-based subgroups will mostly affect the board's role as an
effective internal control mechanism, resource-based subgroups might
play a more important role for predicting resource consuming firm
outcomes such as innovation (Li & Atuahene-Gima, 2001). According
to Carton and Cummings (2012), a team may break into subgroups
when one set of members seeks access to materials and supplies that
another set of members possesses. Such resource-based subgroups
are formed when key resources are constrained, and some members
have more access to them than others. Future research could investi-
gate the effect of resource-based faultlines on resources-consuming
activities. Another interesting research avenue is to investigate poten-
tial scapegoating behavior of powerful CEOs. It could be the case that
the (powerful) CEO takes advantage of the us-versus-them tensions

that exist in the board and scapegoats performance responsibility to
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lower level senior managers (e.g., chief operating officer [COQ] or
chief financial officer [CFO] dismissal after poor performance rather
than CEO dismissal). Therefore, future research could take COO or
CFO dismissal into account.

We hypothesized and empirically found that the negative rela-
tionship between firm performance and the likelihood of CEO dis-
missal is weaker when boards experience social category faultlines.
Surprisingly, the relationship between firm performance and the likeli-
hood of CEO dismissal can even become positive under strong social
category faultlines. Although this finding has to be considered with
some caution as we only have a very limited number of CEO turnover
cases (only seven) when performance is strong, we believe this kind of
CEO turnover event should be explored in greater detail in future
research. We speculate that the status quo and undecidedness that
characterizes boards with strong faultlines is not only reflected in the
execution of their monitoring role (e.g., failure to dismiss the CEO
when performance is poor) but also in the execution of their strategic
role (e.g., failure to take the necessary strategic change decisions
when performance is good). Indeed, sustaining superior firm perfor-
mance becomes challenging for firms in today's increasingly turbulent
environments (Luciano et al, 2020) and requires timely strategic
changes. As strategic leadership requires the coordinated efforts of
boards and top management teams, it is presumable that successful,
high-performing CEOs (who aim to explore new opportunities and ini-
tiate necessary strategic changes) will come into conflict with an
undecided board, creating a strong unworkable polarization between
CEO and board, which may ultimately lead to the dismissal of the
CEO. We invite future studies to further scrutinize this proposed
explanation.

Furthermore, while we consider two board contingencies that
influence the moderating role of social category faultlines on
performance-CEOQ dismissal sensitivity, there may also be other fac-
tors that can moderate the relationship. For example, measuring the
strength of a director's identification with the organization may be an
interesting avenue (Hillman et al., 2008; Melkumov et al., 2015). The
more strongly directors identify with the organization, the greater
the likelihood that they will act in the interests of the organization,
which may have an ameliorating effect on the disruptive effect of
social category faultlines. On the other hand, directors could also
identify strongly with being a CEO. Most directors of publicly traded
firms are current or former CEOs (Fich, 2005). As these directors may
strongly identify with being a CEO, they may exhibit empathy with
the CEO if a tough decision has to be made, such as CEO dismissal
(Hillman et al, 2008). A higher ratio of such directors may also
increase the possibility of an additional identity-based subgroup,
based on their shared strength of identification as a CEO. This could
strengthen the effect of social category faultlines on performance-
CEO dismissal sensitivity.

We hope our understanding of the antecedents of CEO dis-
missal may be enriched through further study of this domain by
creating awareness of the influence of group faultlines on the
capability of board members to dismiss a CEO following poor firm

performance.
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NOTES

1 Belgian companies operate under a one-tier board system (i.e., both
executive and non-executive members form one board), which is com-
mon in both Continental European (e.g., France, Italy, and Spain) and
Anglo-Saxon systems (e.g., the United States, the United Kingdom,
Canada, and Australia).

2 Of the data, 8% was collected by contacting directors via e-mail, tele-
phone, or personal letter.

3 The total number of board members represents the number of board
members' data points; for each board, a faultline strength was
calculated.

4 A family firm was classified as such if at least 20% of the shares were
family owned and the board included members of the family. This defi-
nition is in line with commonly used definitions of public family firms
(Chakrabarty, 2009; La Porta et al., 1999; Villalonga & Amit, 2006).

5 The average CEO ownership can be explained by the Belgian institu-
tional context. Due to the large number of family businesses in our
sample, there are a number of CEOs with a high level of ownership.
However, there is also a large proportion of CEOs with a very small
ownership interest.

% The size of boards in our sample is comparable to US sample studies
such as Van Peteghem et al. (2018), but the independent director ratio
is lower (42% vs. 76.5%) in US boards. This may be explained by the
high portion of family firms in Belgian data samples.

7 We followed the recommendations made by Meyer et al. (2014) for
choosing the most appropriate faultline measure given our research
setting.

8 While a negative ASW is a theoretical possibility, our board composi-
tions did not return any negative ASW values.

? We matched firms based on their size measured as the number of
employees. In Belgium, a business is considered small if it employs
fewer than 50 employees, medium sized if it employs fewer than
250 employees, and large otherwise.

10 The components of the interaction term are not mean centered. While
mean centering could facilitate interpretation in some contexts, it will
not change the substantive effects (Franzese & Kam, 2009).

11 Using the median generated similar results.

12 Directorship type is divided into three categories: “executive director,”
“independent director,” and “affiliated director” (i.e., nonexecutive and
non-independent). To measure educational background, we categorize
directors into four educational areas—sciences, economics, laws, and
business—representing the discipline in which they received their
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highest degree. We classify the education of directors who received
their degree in another area as “other.” We also classify each director
into one of four educational levels: high school, professional bachelor's
degree, academic master's degree, and PhD. Tenure is measured as the
number of years that the director has served on the board.

13 We also performed additional analyses to check whether informational

faultlines moderate the main effect. As expected, we did not find any
significant effect of informational faultlines in our specific research set-
ting because the performance information is readily available and visible
for all board members—which is the case for financial performance
because this is a key quarterly financial metric provided to the board by
the financial department. These results are available upon request.

14 This test could be done only for the pooled logit models.

15 The suest command cannot be used when comparing coefficients of

firth logit models, because suest requires that the “predict command”
allows the score option (which is not the case for firthlogit models).

1¢ For our specific research setting, it is more relevant to investigate the

functioning of the board as a whole compared to investigating potential
faultlines on the nominating committee level. We expect that the nomi-
nating committee will not have a great influence on its own on the CEO
dismissal decision following poor performance. In line with corporate
governance codes around the world (e.g., the United Kingdom and the
United States), the 2009 Belgian Corporate Governance Code states
that the nomination committee is mainly responsible for establishing
procedures for the appointment of directors and seeking candidates for
directorships, which are vacant and to submit them to the board
for approval. Therefore, it is not their main goal to make the CEO dis-
missal decision following poor performance. This decision falls to the
board as a whole (Schwartz-Ziv & Weisbach, 2013).
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