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Abstract

The agency theory from the economic perspective indicates that a rational economic man
is after self-interest maximization. Therefore, to control the opportunistic behavior of the
agent, independent directors should be appointed to the board. However, stewardship
theory by considering the high-level needs of aa swow’s hierarchy of needs and
organizational psychology suggests that trust in managers leads to better performance.
Since human behavior is influenced by variety of needs. The purpose of this study is to
investigate the effect of board independence on financial performance by developing a
theory of a combination of the above two theories. Balanced panel data of 124 corporations
from the population of companies listed on the Tehran Stock Exchange during the years
2011-2019 is collected. The test of hypotheses is conducted by nonlinear feasible
generalized least squares regression method with the help of software Stata done.
According to the findings of the study, no significant effect is found between board
independence and operational cash flows. However, there is a quadratic significant effect
with a downward concussion between the number of non-executive directors and net
income. It can be stated that combining the economic perspective of agency theory and the
psychological perspective of stewardship theory on board independence has a positive
effect on firm profitability. In other words, the research findings confirm that the
effectiveness of board consists of executive managers and the majority of non-executive
members. Therefore, this study suggests a level of board independence that improves
corporate profitability.

Keyword: Independent board, motivation theory, stewardship theory, corporate
governance, firm performance
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