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The impact of board quality and nomination committee

on corporate bankruptcy
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5. Discussion and conclusion

This study uses the agency and resource dependence theories to un-
derstand corporate bankruptcy in the UK context. This approach is fruit-
ful, recognising that agency theory is predominantly concerned with the
effects of the latent agency problem between shareholders and the CEO.
Accordingly agency theory requires the board and its nomination com-
mittee, due to their presumed independence (Baysinger & Butler, 1985),
to monitor and control the CEO's proposals as one of the mechanism re-
quired to mitigate the agency loss (Combs et al., 2007) and increase the
board quality through reducing the moral hazards and adverse selection
problems (Gomez-Mejia & Wiseman, 2007). Enhanced board quality, in
turn, reduces the likelihood of the firm's bankruptcy. Resource depen-
dence theory, on the other hand, suggests that board quality is deter-
mined by the external resources that the outside directors are able to
draw on for the survival of the firm (Payne et al., 2009).
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