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Abstract

The relationship between governance measures and company performance is a widely 
debated topic in economics, finance, and organizational analyses with diverse out-
comes in the existing scholarly body of work. This study aims to examine the relation-
ship between the share of independent members on the board and the financial return 
of state-owned enterprises. Lithuania was chosen as a setting for the research because 
the country has been successfully implementing ambitious corporate governance re-
forms in the public sector and thus is recognized by the Organisation for Economic 
Co-operation and Development for its efforts. Within the examined dataset of 27 
Lithuanian state-owned enterprises spanning 2015 to 2021, there was a notable rise in 
the proportion of independent board members, ascending from 13% in 2015 to 61% 
in 2021. However, no statistically significant correlation is discerned between the share 
of independent board members and financial performance indicators, specifically re-
turn on assets (r (181) = –0.020, p > 0.05) and return on equity (r (181) = –0.104, p > 
0.05). The quantitative results are complemented through the administration of semi-
structured interviews with a subset of board members affiliated with these enterprises. 
The absence of a relationship between independent board members and the financial 
return is explained via a more significant influence of state decisions than the effect of 
a board. Therefore, the appointment of independent board members alone cannot be 
regarded as the sole guarantor of improvement in financial returns.
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INTRODUCTION

In the aftermath of the 2008 financial crisis, the focus on corporate 
governance intensified, prompting heightened scholarly attention to 
effective governance attributes (Curi et al., 2016). The intricate rela-
tionship between board composition, decision-making processes, and 
company performance has been the subject of extensive investigation 
within management and corporate finance (Liu et al., 2015; Wagner, 
2011). The Organisation for Economic Co-operation and Development 
(OECD) asserts that well-crafted corporate governance policies can 
significantly contribute to broader economic objectives. The OECD is 
dedicated to ensuring that state-owned enterprises operate within a 
robust competitive and regulatory framework (OECD, 2015).

Many countries, including emerging markets, have adapted their cor-
porate governance regulations to enhance the presence of independent 
board members on corporate boards, drawing inspiration from the 
United States (Wagner, 2011). The debate surrounding independent 
board members has generated conflicting outcomes and diverse opin-
ions. Specifically, some studies report significantly negative associa-
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tions, others identify notable positive correlations, and yet others reveal insignificant links. Hence, the 
presence of unresolved empirical dilemmas within the organizational sciences literature concerning 
the correlation between independent board members and company performance necessitates further 
research (Souther, 2021; Uribe-Bohorquez et al., 2018; Ramdani & van Witteloostuijn, 2010).

Within the domain of state-owned enterprises, governance issues can have a profound impact since the 
performance of these enterprises impacts entire economies (Böwer, 2017; Ryan Jr. & Wiggins III, 2004). 
Despite some empirical evidence suggesting a positive relationship between the financial performance 
of state-owned enterprises and board composition (Abang’a et al., 2022; Hermanto et al., 2021; Jurkonis 
et al., 2016), as well as a favorable correlation between independent board members and the economic 
success of these enterprises (Abang’a et al., 2022; M. & Sasidharan, 2020; Cheng & Ng, 2018), the exist-
ing evidence remains limited.

1. LITERATURE REVIEW

The relationship between corporate governance 
mechanisms and company performance is a high-
ly discussed subject in economics, finance, and 
organizational studies, involving both theoretical 
and practical elements with varying results in the 
present body of work (Wagner, 2011; Ramdani & 
van Witteloostuijn, 2010). 

1.1. Independent board members 
and company performance

Two main theories, the agency theory and the 
stewardship theory, are employed to explain the 
relationship between independent board mem-
bers and company performance (Rutledge et 
al., 2016). According to Jensen and Meckling 
(1976), the agency theory posits that agency rela-
tionships involve principals and agents with di-
vergent objectives, making independent board 
members crucial for effectively monitoring chief 
executive officers (CEOs) (Huse, 1994; Ramdani 
& van Witteloostuijn, 2010). Independent board 
members are defined as board members who are 
independent of the company, its employees, and 
shareholders and are entrusted with overseeing 
the governance process (Hoitash, 2011; Menozzi 
et al., 2012). They are expected to have minimal 
or no conflicting interests in the companies they 
oversee (Koerniadi & Tourani-Rad, 2012), acting 
on behalf of shareholders to mitigate agency prob-
lems and provide impartial business insights and 
strategic direction (Lefort & Urzúa, 2008; Fuzi 
et al., 2016). Rutledge et al. (2016) find that this 
can improve company performance. Conversely, 
the stewardship theory suggests that board mem-

bers and managers act as caretakers represent-
ing shareholders and are driven by a desire to 
fulfill their duties. This makes a predominantly 
inside-member board advantageous for effective 
decision-making due to their superior company 
knowledge (Rutledge et al., 2016).

According to Singhchawla et al. (2011), independent 
board members enhance corporate performance 
as they can actively examine managerial behavior. 
Liu et al. (2015) provide evidence that independent 
board members play an essential role in improving 
investment efficiency, while Bozec and Dia (2007) 
and Uribe-Bohorquez et al. (2018) argue that inde-
pendent board members increase the company’s 
technical efficiency. Representation of independent 
members on the board demonstrates a favorable 
correlation with company performance. Hence, 
shareholders’ financial concerns are optimally ca-
tered to when the board sustains its independence 
(Leung et al., 2014; Liu et al., 2015; Fuzi et al., 2016; 
Kanakriyah, 2021; Souther, 2021). 

Conversely, Rutledge et al. (2016) do not find a 
significant relationship between the proportion 
of independent board members and company 
performance. Some researchers in the field even 
observe a negative relationship between board 
independence and company performance. For 
example, according to Koerniadi and Tourani-
Rad (2012), independent board members in New 
Zealand negatively affect company value instead 
of adding value. Shan (2019) comes to the same 
conclusion using a sample of Australian listed 
companies, Musleh Alsartawi (2019) – a sample of 
Islamic banks, and Al-Saidi (2021) – a sample of 
non-financial listed companies in Kuwait. Bøhren 
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and Staubo (2016) show that Norwegian compa-
nies experience a decline in value when there is 
a higher proportion of independent members on 
the board, as it is assumed that companies require 
guidance from non-independent board members 
to a greater extent than monitoring from indepen-
dent board members.

The relationship between independent board 
members and company performance may vary 
depending on the specific context of a company. 
For example, Gani and Jermias (2006) suggest that 
the relationship is more evident in companies pur-
suing cost-efficient strategies than those pursuing 
innovation. On the other hand, Ramdani and 
van Witteloostuijn (2010) argue that independent 
board members provide limited or no benefits to 
extremely low-performing companies, as they re-
quire a mediator to secure external resources rath-
er than robust monitoring.

1.2. Economic importance, 
governance, and performance  
of state-owned enterprises 

State-owned enterprises are government-con-
trolled companies that play a significant role in 
various economies, contributing substantially to 
the gross domestic product and often operating as 
monopolies in essential sectors (Böwer, 2017; Curi 
et al., 2016; Heo, 2018; Kloviene et al., 2015; Wong, 
2018). Their performance, whether positive or neg-
ative, can have far-reaching effects on the entire 
economy (Ryan Jr. & Wiggins III, 2004). However, 
poorly managed state ownership of state-owned 
enterprises can pose macroeconomic hazards, af-
fecting fiscal policy, financial stability, and overall 
economic competitiveness (Böwer, 2017). Given 
their role as providers of critical public ameni-
ties, the efficiency of state-owned enterprises sig-
nificantly impacts citizens’ well-being and eco-
nomic expansion through productivity spillovers 
(Kloviene et al., 2015).

State-owned enterprises often prioritize social and 
political goals, such as wealth distribution and 
employment, over profit maximization (Ryan Jr. 
& Wiggins III, 2004). Jurkonis and Aničas (2015) 
and Okhmatovskiy et al. (2022) find that the gov-
ernance of state-owned enterprises is crucial as 
they must balance commercial objectives with 

state shareholders’ preferences. As hybrid organi-
zations, state-owned enterprises operate as com-
mercial companies and as instruments to execute 
governmental policies. Accordingly, the effective-
ness of state-owned enterprise governance is influ-
enced by varying institutional quality, which can 
exacerbate risks (Böwer, 2017). Simpson (2014) 
and Ilham et al. (2022) emphasize the importance 
of effective board leadership in setting develop-
ment objectives and strategies to enhance perfor-
mance in state-owned enterprises. Even in coun-
tries where state-owned enterprises are expected 
to operate commercially, the quest for improved 
performance persists. Governments seek to en-
hance state-owned enterprise performance by ad-
justing governance practices and focusing on in-
dependent board members (Kumar et al., 2021).

Efforts to strengthen state-owned enterprise gov-
ernance have lagged behind advancements in the 
private sector, but recent endeavors in developed 
and developing nations aim to narrow this gap 
(Ryan Jr. & Wiggins III, 2004; Curi et al., 2016; Heo, 
2018). Corporate governance reforms focusing on 
state-owned enterprise restructuring are vital 
for enhancing efficiencies (Curi et al., 2016). Heo 
(2018) and Guan et al. (2021) provide evidence of 
a significant correlation between state-owned en-
terprise performance and corporate governance, 
considering other influential factors. Jurkonis et 
al. (2016), Abang’a et al. (2022), and Hermanto et 
al. (2021) support this perspective through their 
empirical studies, revealing a noteworthy positive 
relationship between state-owned enterprises’ fi-
nancial performance and board composition.

The OECD recommends that countries implement 
corporate governance principles and improve state-
owned enterprises’ boards by appointing compe-
tent and independent board members. Countries 
that have adopted these principles have reported 
enhanced board discussions and improved state-
owned enterprises’ performance (Jurkonis et al., 
2016). Kumar et al. (2021) suggest that having a sig-
nificant proportion, if not a majority, of indepen-
dent board members on state-owned enterprises’ 
boards is the most effective approach. Cheng and 
Ng (2018), M. and Sasidharan (2020), and Abang’a 
et al. (2022) empirically show a positive relationship 
between independent members on a board and the 
financial performance of state-owned enterprises.
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1.3. Case of Lithuania 

State-owned enterprises in Lithuania play a crucial 
role in the nation’s economy and well-being, oper-
ating in vital sectors and contributing significantly 
to economic growth, employment, tax revenue, and 
the provision of essential services to the public and 
businesses. They also manage critical assets, includ-
ing the port of Klaipeda, railways, electricity and 
gas supply infrastructure, airports, and state forests. 
With around 30 thousand employees, state-owned 
enterprises in Lithuania account for 6.4% of the 
country’s gross domestic product. 

Lithuania became a member of the OECD in 2018. 
As part of the initiation process, the country had to 
fully depoliticize the governance of its state-owned 
enterprises and reduce the number of state-owned 
enterprises by privatizing or shutting down state-
owned enterprises in activities that are not strategic 
for public interest and/or can be fully implemented 
by the private sector. Accordingly, in the 12 years 
since the start of the reforms in 2010, the number of 
state-owned enterprises in Lithuania has decreased 
from 150 to 47 (see Table 1). Even before joining the 
OECD, the Lithuanian government implemented a 
series of reforms over a decade to address inefficien-
cies in the state-owned enterprises. These reforms 
aimed to adopt best governance practices from inter-
national organizations. For example, the country has 
established a robust monitoring and coordination 
mechanism through the Governance Coordination 
Center. The Governance Coordination Center col-
lects and disseminates comprehensive informa-
tion on the performance and governance practices 
of Lithuania’s state-owned enterprises. It also per-
forms critical shareholder functions by participat-
ing in state-owned enterprise board nomination 
processes and serving as a consultative/advisory 
body (OECD, 2022).

Table 1. Key indicators of state-owned 

enterprises in Lithuania in 2010, 2015 and 2021

Source: Governance Coordination Center (2011, 2016, 2022). 

Indicator 2010 2015 2021

Number of state-owned 

enterprises
150  128 47

Asset value, bn. euro 8.54 9.2 14.40

Equity, bn. euro 5.13 5.2 7.81

Revenue, bn. euro 1.88 2.49 3.52

Profit, bn. euro 0.017 0.159 0.280

Profitability, % 0.90 6.39 7.95

Although the governance reforms for state-owned 
enterprises in Lithuania were initiated in 2010, the 
study commences the investigation starting from 
2015, following the trajectory of Jurkonis et al. 
(2016), who examined the financial performance 
of Lithuanian state-owned enterprises from 2012 
to 2014. The data on state-owned enterprises up 
to the most recent available point in time as of the 
writing of this paper, which is 2021, were utilized.

Subsidiaries of state-owned enterprises meet 
the legal definition of a state-owned enterprise 
according to the Law on State and Municipal 
Enterprises of the Republic of Lithuania (Seimas 
of the Republic of Lithuania, 2022), which desig-
nates a state-owned enterprise as a company es-
tablished or transferred to the state from state 
property, owned by the state, and responsible 
for managing, using, and disposing of the trans-
ferred or acquired property in a fiduciary capacity. 
In some cases, such enterprises may rank among 
the largest companies in the country. However, 
the Governance Coordination Center does not 
include subsidiaries in its classification of state-
owned enterprises. As a result, this study solely fo-
cuses on state-owned enterprises as listed officially 
by the Governance Coordination Center.

The G20/OECD Principles of Corporate Governance 
(OECD, 2015) state that companies with supervisory, 
regulatory, and enforcement roles should have oper-
ational independence, accountability, adequate pow-
ers, resources, and capacity to effectively perform 
their duties, particularly in corporate governance. 
These principles are typically executed through in-
dependent boards. As a priority recommendation to 
Lithuania, the OECD urges empowering indepen-
dent state-owned enterprise boards (OECD, 2022).

Following the regulatory framework in Lithuania, 
the official term of the board at state-owned en-
terprises is set at 4 years. Since 2015, formal regu-
lations were established in Lithuania stating that 
50% of board members of state-owned enterprises 
must be independent. The criteria for assessing 
board member independence are stipulated in 
the regulations established by the Government of 
Lithuania. After each financial year, state-owned 
enterprises must disclose the independence status 
of all board members in their annual reports and 
reports to the Governance Coordination Center. 
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While in 2015 only 13% of board members at state-
owned enterprises were independent, at the end of 
2018, the share of independent members on the 
boards of state-owned enterprises reached the 
goal of 50% and has remained at a similar level 
(see Table 2). Also, since the beginning of 2018, 
there have been no more politicians on the boards 
of state-owned enterprises.

Table 2. Independent board members and state-

owned enterprise return in Lithuania, 2015–2021

Source: Governance Coordination Center (2016, 2018, 2022).

Period
Share of independent 

board members, %
ROE, % ROA, %

2015 13 4.4 2.5

2016 17 3.9 2.2

2017 33 5.1 3.0

2018 56 2.5 1.1

2019 60 3.7 2.3

2020 57 5.6 3.0

2021 61 3.6 2.0

The relationship between independent board 
members and company performance exhibits 
conflicting findings, with studies showcasing both 
positive correlations and instances where a higher 
proportion of independent board members nega-
tively affects company performance. Similarly, the 
economic studies of state-owned enterprises por-
tray diverse perspectives, with some research em-
phasizing the importance of effective governance 
while others highlight the lag in governance im-
provements. The discrepancies and contextual 
nuances within these findings warrant further re-
search to elucidate the intricacies of the relation-
ships between independent board members and 
state-owned enterprise performance.

Therefore, the objective of this study is to examine 
the relationship between the share of independent 
members on the board and the financial return of 
state-owned enterprises.

2. METHODOLOGY

2.1. Research setting and data 
sample

Following the objective of this study, Lithuania 
was selected for the empirical research. State-
owned enterprises that had functioned indepen-

dently as standalone companies for a minimum of 
4 years within the period from 2015 to 2021 were 
exclusively selected. As a result, the research sam-
ple consisted of 27 state-owned enterprises, with 
24 fully operational as standalone companies for 
the entire research period from 2015 to 2021.

Quantitative and qualitative analysis was applied 
to present reasonable and comprehensively evalu-
ated research conclusions. Quantitative analysis 
was used to determine the relationship and trends 
of variables, while qualitative analysis was used to 
determine the validity and causality of quantita-
tive research results.

2.2. Independent variable

The share of independent board members is des-
ignated as the independent variable. The precise 
share of independent members on the board of 
each state-owned enterprise is computed for each 
year separately, dividing the number of indepen-
dent board members by the total board size and 
expressing it in percentage terms.

In this study, the official data on the board members’ 
independence status as reported by the state-owned 
enterprises and/or Governance Coordination Center 
were utilized, refraining from questioning or inde-
pendently verifying the official data on the indepen-
dence status of any of the board members.

The board size for each specific state-owned enter-
prise is determined by the bylaws governing that 
state-owned enterprise. However, it is worth noting 
that not all board seats are always occupied. In this 
analysis, only the number of filled seats on the board 
is considered to calculate the total size of the board.

2.3. Dependent variables

The Lithuanian government aspires to augment 
the value of its assets within state-owned enter-
prises, encompassing objectives related to ROA, 
ROE, and profit contributions (Governance 
Coordination Center, 2018). Financial return ex-
pectations for individual state-owned enterprises 
are officially endorsed for three-year intervals by 
the Government of Lithuania. Consequently, two 
accounting-based indicators of financial return – 
ROA and ROE – were chosen for examination.
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The values of the financial indicators, namely ROA 
and ROE, are derived directly from the official au-
dited annual reports and/or annual state-owned 
enterprise reports provided by the state-owned 
enterprises and prepared by the Governance 
Coordination Center. In this analysis, the official 
data are not questioned, double-checked, or recal-
culated. The ROA and ROE data are expressed as 
percentages.

2.4. Limitation of statistical analysis

Statistical analysis to establish causal relationships 
requires large amounts of data. Correlational anal-
ysis requires at least twenty data rows of retrospec-
tive data to look for a relationship. Establishing 
causality requires a large amount of parallel data 
from which dependent and independent variables 
can be selected. State-owned enterprises publicly 
publish very limited amounts of data, which is 
limited to financial statements – balance sheets 
and profit and loss statements. These documents 
do not provide the opportunity to see sector-
specific information, allowing calculations and 
conclusions to be made in establishing causal 
relationships.

Thus, study limitations dictate that causal rela-
tionships cannot be established, and correlational 
analysis from 7 retrospective time series will have 
lower reliability.

2.5. Qualitative analysis 

Qualitative research was used to evaluate and ex-
plain the results of the statistical study. The decision 
to conduct a qualitative study arose when the results 
of the statistical study were obtained. The statisti-
cal study results contradicted the statements found 
in the literature analysis. To explain the paradox, a 
deeper case analysis is necessary when the statisti-
cal study of a specific case contradicts the prevailing 
theoretical paradigm and the works of other authors. 
Deeper analysis can be done by additionally enter-
ing more statistical data and more dependent and 
independent variables, but in this case, the data are 
of limited use and were not available to the current 
research. Publicly published state-owned enterprise 
reports provide limited data that do not reveal the 
reasons for the paradox. The way to discover the rea-
sons for the paradox is through qualitative research, 

where people inside the companies, in this case, 
board members, provide explanations.

To form a sample for a qualitative study, a random 
targeted sampling was applied, where only a few 
units were selected in accordance with the principle 
of randomness, and a small sample was formed. This 
aims to choose a smaller sample, identify more di-
verse aspects of experience, and supplement quan-
titative research data with causal relationships, thus 
forming deeper insights in the context of the ana-
lyzed object. Respondents agreed to be interviewed 
on the condition that they remain anonymous and 
that the interviewed company will not be revealed.

The research respondents were randomly selected 
board members who participated in the activities of 
the boards of companies operating in the sector of 
public infrastructure, including such subsectors as 
public utilities, engineering, and transportation. A 
semi-structured interview method was applied to 
provide the interviewees with additional insights that 
seemed relevant to them. The selected 8 respondents 
who represented 8 companies had two main charac-
teristics: they had experience as independent board 
members for at least three years and had at least five 
years of management experience. The median num-
ber of data collection events required to reach 80% 
saturation is 8 (Namey et al., 2016) for such a qualita-
tive survey, and this is a sufficient number in the case 
of this particular study because only two questions 
were established. The questions were formulated by 
presenting the paradox identified during the statisti-
cal analysis. The respondents were asked to explain 
what goals are set for the board members, according 
to what the board members are evaluated, and what 
company performance indicators are used to evalu-
ate the work of the board members. The board mem-
bers were asked to answer questions in the specific 
case of the company they represent and as experts 
in the field in the general situation with Lithuanian 
state-owned enterprises.

3. RESULTS

3.1. Statistical analysis

The empirical research design generated 183 ob-
servations for each variable studied: the share of 
independent board members, ROA, and ROE (see 
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Table 3). The average board size in the sample 
was 4.51 (SD = 1.37), with 2.22 (SD = 1.28) board 
members being independent, constituting approx-
imately 47.96% of independent board members on 
boards in the sample. The mean ROA for state-
owned enterprises in the sample was 4.10% (SD 
= 6.12%), while the mean ROE was 6.44% (SD = 
13.79%). It is pertinent to highlight that the SD for 
both ROA and ROE surpass their corresponding 
means, signifying a substantial level of heteroge-
neity in the performance of the companies in the 
sample throughout the research period.

Table 3. Descriptive statistics

Indicator Mean SD N

Board size 4.51 1.37 183

Independent board members 2.22 1.28 183

Share of independent board members 47.96% 24.46% 183

ROE 6.44% 13.79% 183

ROA 4.10% 6.12% 183

In order to assess the linear relationship between 
the share of independent board members and 
both ROA and ROE, respectively, a Pearson cor-
relation coefficient was calculated (see Table 4). 
In the analysis, no statistically significant posi-
tive correlation between the share of independent 
board members and ROA (r (181) = –0.020, p > 
0.05) or the share of independent board members 
and ROE (r(181) = –0.104, p > 0.05) was found. 
Interestingly, the correlation between the share of 
independent board members and ROA and ROE 
was negative. The fact that there is a negative cor-
relation basically contradicts the statements found 
in the literature and the generally formed theoreti-

cal position that the OECD relies on to promote 
independent board members.

The independent variable, “share of independent 
board members,” was regressed on predicting the 
dependent variables ROA and ROE, respectively 
(see Table 5). The results indicated that the share of 
independent board members did not significantly 
predict ROA (F (1, 181) = 0.074, p > 0.05) nor ROE 
(F(1, 181) = 1.978, p > 0.05). 

3.2. Qualitative analysis

The qualitative analysis uncovered that the lack of 
correlation between independent board members 
and financial indicators of state-owned enterpris-
es can be explained and determined by several es-
sential factors.

One of the most important goals that the share-
holders set for the boards is the transparency of the 
state-owned enterprises. The aim was to eliminate 
corruption and nepotism in state-owned enterpris-
es. Ensuring transparency in public procurement 
is also a crucial aspect. The board members paid 
enough attention to these aspects to ensure trans-
parency in state-owned enterprises’ activities. The 
board members emphasized that both they in their 
companies and their colleagues in the public space 
communicate transparency as one of the greatest 
values the concept of independent board members 
has brought to state-owned enterprises.

Another aspect is that the objectives set for the 
independent members of the boards are usually 

Table 5. Linear regression analysis for the relationship between the share of independent board 
members and state-owned enterprise return

Regression weights
Beta 

coefficient
95% confidence interval for B

R squire F p-value
Lower bound Upper bound

Independent board members → ROA –0.005 –0.042 0.032 0.000 0.074 0.787

Independent board members → ROE –0.059 –0.141 0.024 0.011 1.978 0.161

Table 4. Inter-item correlation matrix for the relationship between the share of independent board 
members and state-owned enterprise return

Variable 1 2 3

1. Share of independent board members 1.000 – –

2. ROE –0.104 1.000 –

3. ROA –0.020 0.653* 1.000

Note: * indicates significance at the 0.01 level.
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related to ensuring the well-being of the employees 
or the general reorganization and optimization of 
processes. These are more related to internal changes 
that may not have an impact on financial indicators 
in the short term and may not have been reflected in 
the statistics during the analyzed period. The board 
members aimed to attract as many experienced 
managers and specialists from the private sector to 
state-owned enterprises as possible. Board members 
focused on creating a competitive salary system and 
good employee working conditions.

Particular state-owned enterprises had different 
performance indicators, but board members noted 
that in most cases, balanced scoreboard indicator 
systems were used, in which the financial aspects of 
the company’s performance were only one of the few 
indicators.

Among the financial indicators, the company’s in-
come and profit were usually used, but ROE or ROA 
were rarely used. The board meetings usually dis-
cuss issues related to the company’s investments, 
public procurement, and pricing. A critical aspect 
is that all state-owned enterprises operate either in 
regulated competition with private sector compa-
nies or are natural monopolies. Some state-owned 
enterprises, such as airports, have to compete with 
foreign markets, but some are pure monopolies pro-
viding services to the local population. Despite inde-
pendent board members, the price in monopolistic 
companies is determined by political decisions. In 
Lithuania, state regulators check and approve pric-
ing, but the main focus is on justifying the price with 
costs and justifying the necessity of costs.

The paradox of why, despite the increase in the pro-
portion of independent board members, ROA and 
ROE indicators are worsening can also be explained 
by the fact that companies began to invest more in 
infrastructure when the Lithuanian economy began 
to grow after the 2008 financial crisis.

Many investments came from European Union 
funds, but co-financing required the companies’ 
own contribution. State-owned enterprises had to 
borrow from banks to co-finance infrastructure de-
velopment and their own contribution. To achieve 
better lending ratings and conditions, an important 
indicator that banks evaluated was the value of the 
property. In fact, state-owned enterprises own ma-

ny assets that were not overvalued until then. In the 
balance sheets, the value of this property was reflect-
ed as less than the real value of the property. Many 
companies have done asset valuations, which has led 
to an increase in the value of the assets in the finan-
cial statements. As the property value increases and 
investments in the infrastructure of companies in-
crease, but the income and profit of the companies 
do not grow as much, the return on assets indicators, 
therefore, decrease. 

Another aspect mentioned by the respondents is the 
strong political position to not increase the prices of 
public services to users or to provide unprofitable 
services, so board members have limited opportu-
nities to disagree with common political decisions. 
The board members emphasized that the indicators 
of user satisfaction, user availability, the number of 
failures, and the number of errors are significant in 
systems of balanced indicators. Many state-owned 
enterprises carry out the function delegated by the 
state to provide citizens with transportation, elec-
tricity, water, and other necessary aspects of the 
functioning of the state at an affordable price. This 
puts state-owned enterprises in a situation where it is 
tough to ensure the improvement of investment and 
asset return indicators, as it often conflicts with the 
implementation of the state function itself.

4. DISCUSSION 

The empirical investigation into the association 
between the share of independent members of 
the board and the financial return of state-owned 
enterprises in Lithuania yielded decisive findings. 
Despite the reforms’ objective to enhance state-
owned enterprise efficiency through effective gov-
ernance, specifically by ensuring the inclusion of 
independent board members and, in turn, increas-
ing asset value and return on assets, this analysis 
did not reveal significant empirical evidence of a 
relationship between the proportion of indepen-
dent board members on boards and state-owned 
enterprise financial return, as indicated by ROA 
and ROE, within the Lithuanian context during 
the period from 2015 to 2021.

Importantly, these findings do not question the sug-
gestion of a significant correlation between state-
owned enterprise performance and corporate gover-
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nance (Guan et al., 2021; Heo, 2018) in general since 
this is not the goal of this study. However, these ob-
servations are in contrast to discoveries by Jurkonis 
et al. (2016), Abang’a et al. (2022), and Hermanto et al. 
(2021) of a noteworthy positive relationship between 
state-owned enterprises’ financial performance and 
board composition. More specifically, they contrast a 
positive relationship between independent members 
on the board and the financial performance of state-
owned enterprises (Abang’a et al., 2022; Cheng & Ng, 
2018; M. & Sasidharan, 2020).

Several overarching factors provide an explanatory 
framework for the findings obtained in this investi-
gation. First, all companies that are established from 
state property or transferred to the state by the law, 
which belongs to the state by right of ownership and 
manage, use, and dispose of the property transferred 
to it and acquired by it in a fiduciary capacity (Law 
on State and Municipal Enterprises of the Republic 
of Lithuania, 2022) in Lithuania are classified as 
state-owned enterprises. However, the legal status 
of a state-owned enterprise might be state enterprise, 
limited liability company, or private limited liability 
company. There are some differences in governance 
between different forms of companies that might in-
fluence the performance of a state-owned enterprise. 
Boards at state enterprises have fewer responsibilities 
and powers than boards at limited liability compa-
nies and private limited liability companies. Boards 
at state enterprises do not approve the company’s 
strategy or key performance indicators, do not ap-
point a CEO, and do not set a salary and/or moti-
vational system for the CEO. Accordingly, the influ-
ence of independent board members and boards in 
general at state enterprises is very limited. Though 
since the start of the reforms in Lithuania, state en-
terprises have been actively converted into either 
limited liability companies or private limited liability 
companies, in the sample, 7 state-owned enterprises 
(26%) still had the legal status of state enterprise.

As of 2018, no more politicians are on the boards of 
state-owned enterprises in Lithuania. In the sample, 
more than 50% of board members out of a total mean 
board size of 4.5 are classified as dependent. Generally, 
dependent board members are civil servants at cor-
responding ministries that implement the owner’s 
rights of state-owned enterprises. Though not treated 
as politicians, civil servants directly or indirectly re-
port to ministers who are politicians. Accordingly, it 

could be argued that civil servants representing min-
istries on boards of state-owned enterprises are polit-
ically influenced. Boubakri et al. (2008), Menozzi et 
al. (2012), Kuzman et al. (2018), and Wasowska and 
Postula (2018) observe that board members’ politi-
cal connections have a detrimental relationship with 
state-owned enterprise performance. 

The independent board members of Lithuanian 
state-owned enterprises are selected through a 
public competitive process conducted by the corre-
sponding ministry officials, with the minister sign-
ing the final decision. In the last few years, profes-
sional independent executive search companies 
must be involved in organizing the competitive pro-
cedure according to the law. Also, the Governance 
Coordination Center has a representative on the 
selection committee. Nonetheless, the appointment 
process of independent board members has a high 
risk of being influenced politically. Additionally, po-
litical influence is a risk to the actual performance 
of the board since boards of state-owned enterprises 
report to ministers directly. For example, in 2017, the 
board of Lithuanian Post, including 4 independent 
board members out of 5 board members, resigned 
because of a dispute with the Minister of Transport 
and Communications. 

Some state-owned enterprises in Lithuania provide 
non-commercial functions by law: services or prod-
ucts that are requisite for society but are loss-mak-
ing for the state-owned enterprises. For example, 
Lithuanian Railways transports passengers on specif-
ic unprofitable routes, and Lithuanian Post provides 
financially unprofitable delivery services for subscrip-
tion publications in remote rural areas. As of 2021, 23 
out of 47 state-owned enterprises in Lithuania were 
legally obliged to carry out non-commercial func-
tions. Though, in theory, state-owned enterprises 
shall be compensated for non-commercial functions, 
these functions are considered a limitation in achiev-
ing ROE and ROA targets. Accordingly, the influ-
ence of independent board members and boards in 
general on state-owned enterprise performance is 
limited.

During the qualitative study, additional attention 
was drawn to the fact that the activities and results 
of state-owned enterprises are highly dependent on 
the political situation and changes or reforms car-
ried out by the central government. They, in one way 
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or another, directly affect strategic plans, goals, key 
performance indicators, and investment directions, 
considering that independent board members have 
little opportunity to act or influence decisions deter-
mined by national agendas. Therefore, these correla-
tions may have more influence on financial indica-
tors than the number of independent board members 
and boards in general on state-owned enterprises.

Only in 2018 did the share of independent board 
members on the boards of Lithuanian state-owned 

enterprises reach 50%. Since, according to the law, 
board decisions can only be approved by a majority 
vote or even 2/3 vote, it implies that the influence of 
independent board members in many state-owned 
enterprises was limited, at least until 2018. Following 
this logic, one would expect different performance 
results of state-owned enterprises in the sample 
starting from 2018, but because of the COVID-19 
pandemic, state-owned enterprises, like any other 
companies, had to make decisions not necessarily 
based on economic logic. 

CONCLUSION

The purpose of this study was to examine the relationship between the share of independent members 
on the board and the financial return of state-owned enterprises. It indirectly explored the premises 
set forth by the OECD concerning the significance of including independent board members in state-
owned enterprise governance while also utilizing the case of Lithuania as an illustrative example of 
state-owned enterprise governance reform. 

Based on the data from 27 Lithuanian state-owned enterprises between 2015 and 2021, this study found 
no significant link between independent board members and these enterprises’ financial performance 
(ROA and ROE). Therefore, more than the mere presence of independent board members is needed 
to guarantee improved performance. Accordingly, management practitioners and government officials 
must acknowledge that the appointment of independent board members alone may not inherently result 
in a significant enhancement of the financial performance of state-owned enterprises.

Factors such as legal status, national agenda, and regulations also significantly influence outcomes. Some 
state-owned enterprises in Lithuania have a limited board role due to their state enterprise status, hin-
dering involvement in crucial decisions like strategy approval and CEO appointment. Mandated non-
commercial functions by law obstruct achieving financial targets. Additionally, board decisions, often 
requiring a majority or 2/3 votes, may introduce political influences, especially if independent board 
members are in the minority. The selection process for independent board members, done through a 
public competitive route and reporting to ministries, raises concerns about alignment with ministerial 
expectations over the enterprises’ best interests.
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