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1. INTRODUCTION 

 In the contemporary business landscape, the role of 

corporate boards has transformed. Boards are no longer viewed 

merely as legal or formal structures for compliance but are 

increasingly seen as key drivers of strategic direction and value 

creation. This shift reflects the growing recognition that 

effective boards can provide not only oversight but also 

strategic insight that positions firms for long-term 

sustainability. In emerging economies such as Indonesia, where 

market volatility and institutional constraints pose significant 

challenges, the quality of board governance becomes an even 

more critical determinant of firm performance. 

Among the various attributes of boards, competence stands out 

as an essential but often underexplored dimension. Board 

competence refers to the knowledge, skills, and expertise of 

directors in areas relevant to business management, such as 

economics, finance, and strategy. Competence is considered a 

human capital resource that enhances the decision-making 

ability of boards, improves monitoring, and supports value 

creation. (DasGupta & Deb, 2022) While board independence 

and gender diversity have received considerable attention in 

governance studies, the influence of competence has not been 

equally scrutinized, particularly in the context of emerging 

markets 

Competence matters because modern firms operate in 

environments that are increasingly complex and uncertain. 

Directors are expected to assess financial performance, 

evaluate investment proposals, oversee risk management 

frameworks, and ensure that corporate strategies align with 

both shareholder and stakeholder expectations. Without 

sufficient competence, boards may become passive, rubber-

stamping management decisions without meaningful scrutiny. 

Conversely, boards with strong expertise are more capable of 

challenging management, identifying potential risks, and 

guiding firms toward innovative and sustainable strategies. 

(Zhang et al., 2025) 

The Indonesian context makes this issue especially relevant. 

Corporate governance in Indonesia has been evolving since the 

Asian Financial Crisis of 1997–1998, which exposed 

weaknesses in board effectiveness and risk oversight (Chofreh 

et al., 2018). Since then, regulators have introduced reforms to 
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strengthen board composition, disclosure practices, and 

investor protection. Despite these reforms, governance 

challenges remain, particularly in ensuring that boards are not 

only independent and diverse but also sufficiently competent to 

deal with the growing complexity of the market. For firms 

listed on the Indonesia Stock Exchange (IDX), the quality of 

board members can be a decisive factor in attracting investors, 

sustaining competitive advantage, and enhancing firm value 

(Archibugi & Filippetti, 2017). 

Existing studies provide mixed evidence on whether 

competence directly influences firm performance. Some argue 

that directors with financial expertise can improve monitoring 

and enhance earnings quality, thereby increasing firm value  

(Lin & Wang, 2011; S. Ng et al., 2015; Sassen et al., 2016) 

Others suggest that competence does not automatically 

translate into higher value unless it is channeled into specific 

managerial processes such as strategy formulation or risk 

management (Bahmani et al., 2023; David-West et al., 2018; 

Mukherjee et al., 2013)  This debate highlights a key question: 

does board competence improve firm outcomes directly, or 

does it operate indirectly through governance mechanisms such 

as enterprise risk management (ERM) and corporate strategy? 

Theoretically, there are several pathways through which board 

competence may create value. From the perspective of agency 

theory, competence helps reduce agency problems by 

equipping directors with the knowledge needed to effectively 

monitor managers and challenge opportunistic behavior. 

Competent boards can mitigate information asymmetry and 

ensure that managerial decisions align with shareholder 

interests. From the perspective of the resource-based view 

(RBV) (Jiao et al., 2024), competence is a strategic resource 

valuable, rare, difficult to imitate, and non-substitutable that 

provides firms with unique capabilities. Competent boards can 

contribute to superior strategic decision-making, enhancing the 

firm’s competitive positioning. Finally, stakeholder theory 

suggests that competence enables boards to balance and 

integrate the interests of various stakeholder groups, thereby 

strengthening legitimacy and reputation, which are vital to 

long-term value creation (Andersén, 2021; Holcomb & Hitt, 

2007; McIvor, 2009; Neves et al., 2014). 

One critical area where competence may manifest its impact is 

in corporate strategy. Strategy represents the blueprint through 

which firms allocate resources, pursue innovation, and position 

themselves in competitive markets. Crafting an effective 

corporate strategy requires not only vision but also technical 

and analytical expertise. Boards composed of directors with 

strong academic and professional backgrounds in economics 

and business are more likely to understand industry dynamics, 

assess risks and opportunities, and approve investment 

decisions that enhance long-term growth (Ali & Asri, 2019). 

Empirical evidence supports this argument, showing that board 

competence is positively associated with R&D investments and 

innovation outcomes (David-West et al., 2018; Hoh & Tang, 

2021; Lambert, 2006; Mancini et al., n.d.; Wan et al., 2023). At 

the same time, board competence is also expected to influence 

enterprise risk management.  

ERM is an integrated framework for identifying, assessing, and 

mitigating risks that threaten organizational performance. 

While ERM has been widely promoted as a governance 

mechanism that enhances firm value (Hey, 2017; A. W. Ng, 

2018), its effectiveness depends largely on the support and 

understanding of directors. Competent boards should, in 

principle, be better able to oversee ERM processes, evaluate 

risk disclosures, and ensure that risk management practices are 

not merely compliance-driven but value-creating. However, the 

evidence in emerging markets suggests that this relationship is 

not straightforward, as ERM adoption often reflects regulatory 

pressure rather than strategic integration. 

The inconsistency of findings raises important research 

questions: Does board competence in Indonesia enhance ERM 

practices, or does it primarily influence firm outcomes through 

corporate strategy? If competence has a limited impact on 

ERM, does this imply that risk management is still perceived 

as a regulatory requirement rather than a strategic tool? And if 

competence strengthens strategy formulation, does this 

strategic pathway ultimately translate into higher firm value?  

These questions are particularly relevant for emerging markets, 

where institutional environments differ significantly from 

developed economies, and where boards may face constraints 

in translating expertise into practice (Fazlida et al., 2015; Isra 

et al., 2017; A. W. Ng, 2018). 

Against this background, this study investigates the role of 

board competence in influencing ERM (Fazlida et al., 2015), 

corporate strategy, and firm value among non-financial firms 

listed on the Indonesia Stock Exchange. The central argument 

is that competence provides boards with the knowledge and 

analytical capability to guide strategic decisions, but its impact 

on risk management and firm value may not be as direct. By 

employing path analysis, this study explores both the direct and 

indirect pathways, thereby offering a nuanced understanding of 

how competence contributes to value creation. 

The contribution of this study is threefold. First, it enriches 

corporate governance literature by shifting attention from 

structural attributes such as independence and gender diversity 

to the substantive quality of directors' competence. Second, it 

highlights the mediating role of corporate strategy as the key 

channel through which competence translates into firm 

outcomes, offering insights into why direct effects may be weak 

or insignificant. Third, it provides practical implications for 

regulators, firms, and investors in Indonesia by showing that 

appointing directors with strong educational and professional 

backgrounds is necessary but not sufficient; firms must also 

create mechanisms that allow these directors to influence 

strategic processes. 

Ultimately, this research aims to shed light on whether board 

competence functions as a symbolic credential or a substantive 

driver of firm value. In doing so, it speaks to broader debates 

on board effectiveness and governance reforms in emerging 

economies, offering lessons for policymakers and practitioners 

seeking to strengthen corporate governance systems and foster 

sustainable value creation. 

2. METHODOLOGY 

2.1 Research Design 

 This study employs a quantitative research design 

with a causal explanatory approach, aiming to examine the 

relationship between board competence, enterprise risk 
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management (ERM), corporate strategy, and firm value. The 

purpose of using this design is to test hypotheses derived from 

agency theory, stakeholder theory, and the resource-based view 

(RBV). The methodological choice allows the study to provide 

empirical evidence on whether and how board competence 

influences firm value both directly and indirectly through ERM 

and corporate strategy. Path analysis was selected as the main 

analytical tool because it enables the simultaneous testing of 

direct and indirect effects among variables, offering a holistic 

picture of the value creation process. 

2.2 Population and Sample 

 The population of this study consists of all non-

financial companies listed on the Indonesia Stock Exchange 

(IDX) from 2018 to 2023. Non-financial firms were chosen to 

avoid structural bias, as financial institutions (such as banks and 

insurance companies) operate under different governance 

regulations and risk management frameworks, which could 

distort the comparability of results. The sampling technique 

used was purposive sampling with the following criteria: (1) 

firms consistently listed during the observation period, (2) 

firms publishing complete annual reports and financial 

statements, and (3) firms disclosing governance information 

necessary to measure board competence, ERM, and corporate 

strategy variables.  

2.3 Data Sources 

 The study relies exclusively on secondary data. 

Annual reports, corporate governance reports, and financial 

statements were obtained from the official IDX website and 

company websites. Governance attributes such as board 

composition and director qualifications were extracted 

manually, while financial data for calculating Tobin’s Q and 

R&D intensity were taken from published financial statements. 

The use of audited secondary data ensures reliability and 

comparability across firms. 

2.4 Variable Measurement 

 The variables in this study were operationalized as 

follows: 

1. Board Competence (Independent Variable): Measured 

as the proportion of board members with an educational 

background in economics, finance, business, or 

accounting relative to the total number of directors. This 

proxy reflects the human capital dimension of board 

quality, in line with prior studies  

2. Enterprise Risk Management (Mediator 1): Measured 

using an ERM disclosure index adapted from the 

framework, covering aspects such as risk identification, 

assessment, response, and monitoring. A scoring system 

was applied to annual report disclosures, with higher 

scores indicating more comprehensive ERM practices. 

3. Corporate Strategy (Mediator 2): Proxied by R&D 

intensity, calculated as the ratio of research and 

development expenditure to total sales. This measure is 

widely used in prior literature (Wu et al., 2016) to 

capture the firm’s commitment to innovation and long-

term strategy. 

4. Firm Value (Dependent Variable): Measured using 

Tobin’s Q, defined as the ratio of market value of equity plus 

book value of liabilities to the book value of total assets. 

Tobin’s Q is considered a forward-looking indicator of firm 

value, as it reflects investors’ expectations about future growth 

and profitability. 

2.5 Data Analysis 

 The data were analyzed using a multi-step process. 

First, descriptive statistics were employed to summarize the 

distribution of variables across the sample. Classical 

assumption tests, including normality, multicollinearity, 

autocorrelation, and heteroscedasticity, were conducted to 

ensure the validity of regression estimates. After confirming 

that assumptions were met, path analysis was applied to test 

both direct and indirect relationships. The significance of 

mediating effects was further examined using the Sobel test and 

bootstrapping techniques, which provide more robust estimates 

of indirect effects. 

2.6 Validity and Reliability 

 To enhance validity, the study employed variable 

operationalizations that are widely used in governance and 

financial literature. The ERM disclosure index was developed 

based on established frameworks  (A. W. Ng, 2018), ensuring 

construct validity. Reliability was addressed by cross-checking 

disclosure scoring with multiple coders to reduce subjectivity. 

Additionally, firm-level heterogeneity was controlled by 

including only non-financial firms and applying consistent 

measurement rules across all observations. 

3. LITERATURE REVIEW AND 

HYPOTHESIS DEVELOPMENT 

3.1 Theoretical Foundations 

Agency Theory 

 Agency theory (Jensen & Meckling, 1976) provides 

the classic framework for understanding corporate governance. 

The separation between ownership and control creates agency 

problems, as managers (agents) may pursue personal interests 

rather than maximizing shareholder value. Competent boards 

can mitigate this problem by providing informed oversight and 

monitoring. Directors with expertise in finance, economics, or 

business are better able to interpret financial reports, assess 

managerial decisions, and challenge opportunistic behavior. 

Competence thus reduces information asymmetry and ensures 

that managers align their actions with shareholder objectives 

(Jiraporn et al., 2008; Kothari et al., 2006a, 2006b; Park, 2007). 

Resource-Based View (RBV) 

 The RBV views firms as bundles of resources that 

determine competitive advantage. Board competence 

represents a valuable intangible resource: knowledge, 

analytical capability, and professional expertise that are rare, 

inimitable, and non-substitutable. Competent directors provide 
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access to specialized knowledge that strengthens firms’ ability 

to make superior strategic decisions. Unlike gender diversity or 

independence, which are structural attributes, competence 

directly contributes to organizational learning and innovation, 

making it a key driver of long-term advantage (Fazlida et al., 

2015). 

Stakeholder Theory 

 Stakeholder theory (R. B. Freeman, 2012; S. J. 

Freeman & Cameron, 1993) emphasizes that firms exist not 

only to maximize shareholder wealth but also to serve multiple 

stakeholders, including employees, customers, creditors, 

regulators, and society. Competent boards are better positioned 

to balance these competing interests by making decisions that 

consider broader implications. For example, directors with an 

understanding of economic and social issues are more likely to 

support corporate strategies that integrate sustainability and 

innovation, thereby enhancing the firm’s legitimacy and long-

term value (Ram, n.d.; Shivakumar, 2000). 

3.2 Board Competence and Enterprise Risk 

Management 

 ERM is an integrated framework that helps firms 

identify, assess, and mitigate risks (Bai et al. 2025, 2025; Guo, 

2024). A competent board is expected to enhance ERM 

effectiveness by ensuring that risk oversight is not merely a 

compliance exercise but a strategic tool. According to directors 

with financial expertise, strengthening the quality of 

monitoring and reducing the probability of risk 

mismanagement.  (Buchner, 2015; Flood & Rose, 2005; Gordy, 

2000) further argue that educational backgrounds in finance or 

economics enable directors to understand complex risk 

exposures and demand more transparent disclosures. 

However, empirical findings in emerging markets remain 

inconsistent. (Fazlida et al., 2015; Isra et al., 2017; A. W. Ng, 

2018) Found no significant relationship between board 

competence and ERM disclosure, suggesting that institutional 

pressures, rather than competence, may drive ERM adoption. 

This highlights the possibility that, in contexts like Indonesia, 

ERM may remain compliance-driven, limiting the ability of 

even competent boards to influence its effectiveness. 

Hypothesis 1 (H1): Board competence has a significant effect 

on Enterprise Risk Management. 

3.3 Board Competence and Corporate Strategy 

 Corporate strategy refers to long-term decisions about 

resource allocation, market positioning, and diversification. 

Strategy formulation requires analytical ability, industry 

knowledge, and financial literacy competencies that boards can 

provide. According to RBV, directors’ expertise represents a 

knowledge-based resource that enhances firms’ capacity to 

innovate (David-West et al., 2018; Lambert, 2006; Wan et al., 

2023). 

Empirical research supports this view. (Ofori & Asongu, 2024) 

Found that board competence significantly influences firms’ 

innovation orientation and R&D investments. Harymawan et 

al. (2020) demonstrated that Indonesian firms with competent 

boards allocate more resources toward strategic innovation, 

which improves competitive advantage. Similarly, argue that 

competent boards encourage differentiation strategies, 

reflected in higher R&D intensity and product innovation. 

Therefore, board competence is expected to positively 

influence corporate strategy, particularly by promoting 

innovation, sustainability, and long-term planning. 

Hypothesis 2 (H2): Board competence has a significant effect 

on Corporate Strategy. 

3.4 Board Competence and Firm Value 

 Firm value reflects investors’ expectations of future 

growth, profitability, and sustainability, often proxied by 

Tobin’s Q. Competent boards are expected to directly enhance 

firm value by improving decision-making, monitoring 

performance, and signaling quality governance to investors. 

Stakeholder theory suggests that competence also enhances 

legitimacy by ensuring decisions consider multiple stakeholder 

interests, which reduces reputational risk. 

However, evidence remains mixed.  (Lobo & Tung, 2000; A. 

W. Ng, 2018; You et al., 2015) found that financial expertise 

among directors improves the quality of earnings, which 

indirectly boosts firm value. In contrast,  ) observed that 

competence may not always lead to value creation if directors 

are unable to influence strategic processes effectively. These 

findings suggest that the effect of competence on firm value 

may be indirect, operating through strategic or risk 

management channels. 

Hypothesis 3 (H3): Board competence has a significant effect 

on Firm Value. 

3.5 Mediation via ERM and Corporate Strategy 

 While competence is expected to influence firm value, 

the mechanism may operate indirectly through ERM and 

corporate strategy. Competent boards may not directly affect 

valuation metrics, but may enhance value by ensuring robust 

risk management and forward-looking strategies. As prior 

studies in Indonesia show, ERM’s value-adding potential is not 

always realized, while corporate strategy often proves more 

impactful  (Chatterji et al., 2016; Godfrey et al., 2009; Massini 

et al., 2010) 

Therefore, this study examines whether ERM and corporate 

strategy act as mediators between board competence and firm 

value. Understanding these pathways provides deeper insight 

into how competence translates into tangible performance 

outcomes. 

This literature review highlights that board competence is a 

critical but underexplored governance attribute. Grounded in 

agency theory, RBV, and stakeholder theory, the study posits 

that competence enables boards to improve risk oversight, 

shape strategic direction, and enhance firm value. However, 

empirical evidence suggests that the effects may vary 
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depending on institutional context and whether competence is 

channeled into strategy or ERM. Accordingly, the hypotheses 

for this study are: 

1. H1: Board competence has a significant effect on 

Enterprise Risk Management. 

2. H2: Board competence has a significant effect on 

Corporate Strategy. 

3. H3: Board competence has a significant effect on Firm 

Value. 

4. RESULTS AND DISCUSSION 

4.1 Descriptive Statistics 

 Table 1 presents the descriptive statistics of the study 

variables. The average board competence (COMP) among the 

sampled firms was 0.427 (42.7%), indicating that less than half 

of board members possessed an educational background in 

economics, finance, business, or accounting. This suggests that 

while some Indonesian firms have begun to integrate 

competence into board composition, the overall proportion 

remains modest. 

The mean score for enterprise risk management disclosure 

(ERM) was 0.311, implying that ERM practices in non-

financial firms are still relatively limited. Corporate strategy 

(STR), measured by R&D intensity, had a mean of 0.045, 

reflecting the generally low level of investment in research and 

development among Indonesian firms. Finally, Tobin’s Q 

(FVAL), representing firm value, had a mean of 1.382, with 

considerable variation across firms, indicating heterogeneity in 

market valuation. 

 

Table 1. Descriptive Statistics 

Variable N Minimum Maximum Mean Std. Deviation 

COMP 210 0.10 0.80 0.427 0.183 

ERM 210 0.05 0.70 0.311 0.141 

STR 210 0.00 0.12 0.045 0.028 

FVAL 210 0.85 3.21 1.382 0.492 

 

 

4.2 Correlation Analysis 

 Table 2 shows the correlation matrix among the study 

variables. Board competence (COMP) is positively correlated 

with corporate strategy (STR) (r = 0.287, p < 0.01), supporting 

the expectation that competent boards foster stronger strategic 

orientation. However, COMP is not significantly correlated 

with ERM (r = 0.062, ns) or with firm value (FVAL) (r = 0.081, 

ns). STR is positively correlated with FVAL (r = 0.198, p < 

0.05), suggesting that firms with higher R&D intensity tend to 

be valued more highly by the market. 

 

 

Table 2. Correlation Matrix 

Variable COMP ERM STR FVAL 

COMP 1    

ERM 0.062 1   

STR 0.287** 0.091 1  

FVAL 0.081 0.074 0.198* 1 

*Note: **p < 0.01, p < 0.05. 

 

 

4.3 Path Analysis Results 

 Table 3 reports the results of the path analysis. The 

path from board competence (COMP) to ERM is not significant 

(β = 0.074, t = 1.102, p > 0.05), indicating that competence does 

not directly influence ERM practices. However, the path from 

COMP to STR is significant and positive (β = 0.293, t = 4.532, 

p < 0.01), supporting the hypothesis that board competence 

enhances corporate strategy. 

The direct effect of COMP on FVAL is not significant (β = 

0.061, t = 0.982, p > 0.05). However, STR has a significant 

positive effect on FVAL (β = 0.216, t = 2.714, p < 0.01), 

suggesting that strategy functions as an important pathway 

through which competence influences value. ERM, by contrast, 

does not significantly affect FVAL (β = -0.041, t = -0.874, p > 

0.05). 
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Table 3. Path Analysis Results 

Path β t-value Sig. Result 

COMP → ERM 0.074 1.102 0.271 Not Supported 

COMP → STR 0.293 4.532 0.000 Supported 

COMP → FVAL 0.061 0.982 0.327 Not Supported 

ERM → FVAL -0.041 -0.874 0.383 Not Supported 

STR → FVAL 0.216 2.714 0.008 Supported 

 

4.4 Mediation Analysis 

 Mediation was tested using the Sobel test and 

bootstrapping procedures. The results indicate that ERM does 

not mediate the relationship between competence and firm 

value (Sobel z = 0.943, p > 0.05). However, STR significantly 

mediates the relationship between competence and firm value 

(Sobel z = 2.351, p < 0.05). This suggests that competence 

contributes to firm value primarily through the channel of 

corporate strategy rather than ERM. 

 

Table 4. Mediation Tests 

Mediation Path Sobel z p-value Result 

COMP → ERM → FVAL 0.943 0.349 Not Supported 

COMP → STR → FVAL 2.351 0.019 Supported 

 

The findings provide important insights into the role of board 

competence in Indonesian firms. First, the positive effect of 

board competence on corporate strategy confirms predictions 

from the RBV, which posits that human capital resources such 

as expertise and knowledge are crucial for building competitive 

advantage. Competent boards appear to guide firms toward 

stronger strategic orientation, particularly in terms of R&D 

investment and innovation. This is consistent with prior studies 

showing that financial and economic expertise among directors 

fosters long-term strategic decisions (Aldenius & Khan, 2017; 

Lingyan et al., 2021) 

Second, the absence of a significant relationship between 

competence and ERM suggests that, in the Indonesian context, 

risk management remains largely compliance-driven rather 

than strategically integrated. Even when directors have the 

necessary expertise, institutional and cultural factors may limit 

their influence over risk governance practices. This aligns with 

findings (Buchner, 2015), who noted that ERM adoption in 

Indonesia is often symbolic. 

Third, the mediating role of corporate strategy highlights that 

competence does not directly increase firm value but 

contributes indirectly through strategic decision-making. This 

supports the notion that market valuation reflects not just 

governance structures but also the substantive strategies that 

firms pursue. The insignificant effect of ERM on firm value and 

the lack of mediation via ERM reinforce the need for 

Indonesian firms to transform risk management from a 

compliance exercise into a genuine driver of value creation. 

 

Table 5. Analysis of Direct, Indirect, and Total Effects 

Variable Relationship Direct Effect Indirect Effect Total Effect 

WOB → ERM -0.256 – -0.256 

COB → ERM -0.041 – -0.041 

WOB → R&D 0.075 – 0.075 

COB → R&D 0.223 – 0.223 

ERM → FV -0.193 – -0.193 

R&D → FV -0.165 – -0.165 

WOB → ERM → FV – 0.050 0.050 

COB → ERM → FV – 0.008 0.008 

WOB → R&D → FV – -0.012 -0.012 

COB → R&D → FV – -0.004 -0.004 

Source: Processed Data (2025) 
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The results show that board competence (COB) has a stronger 

positive effect on corporate strategy (R&D = 0.223) than on 

ERM (-0.041), suggesting that competent directors contribute 

more to long-term strategic decisions than to risk oversight. 

Women on Board (WOB) negatively affects ERM (-0.256) 

but shows a modest positive link to R&D (0.075), indicating 

that gender diversity alone does not enhance risk governance 

but may support strategic orientation. 

Interestingly, both ERM (-0.193) and R&D (-0.165) have 

negative direct effects on firm value, reflecting that Indonesian 

markets may perceive them as compliance costs or short-term 

expenses rather than value-creating investments. 

Indirect effects further reveal that WOB → ERM → FV is 

positive (0.050), implying that women directors can add value 

when their role in risk management is effectively channelled. 

However, indirect effects via R&D are negative, and COB’s 

mediated effects remain minimal. 

Overall, the findings suggest that board competence 

strengthens strategic decision-making, while women directors 

show potential through risk governance. Yet, neither ERM nor 

R&D is consistently rewarded by investors, highlighting 

institutional challenges in translating governance and strategy 

into firm value in emerging markets. 

4.6 Implications 

 The findings have several practical implications. For 

firms, the results underscore the importance of appointing 

directors with competence in economics, finance, and business, 

not just for compliance but for enhancing strategy. For 

regulators, the evidence suggests that governance reforms 

should not only mandate board structures but also emphasize 

competence as a key criterion for director appointments. For 

investors, board competence serves as a signal of firms’ 

strategic orientation and long-term growth potential, even if its 

immediate impact on valuation is not direct. 

5. CONCLUSION AND IMPLICATIONS 

5.1 Conclusion 

 This study set out to examine the role of board 

competence in influencing enterprise risk management (ERM), 

corporate strategy, and firm value among non-financial firms 

listed on the Indonesia Stock Exchange. Using path analysis, 

the results demonstrate three key findings. First, board 

competence does not significantly affect ERM, suggesting that 

in the Indonesian context, risk management remains 

compliance-oriented and is not strongly shaped by board 

expertise. Second, board competence exerts a significant 

positive influence on corporate strategy, confirming that 

directors with expertise in economics, finance, and business are 

better equipped to guide firms toward strategic initiatives such 

as R&D and innovation. Third, board competence does not 

directly affect firm value, but corporate strategy serves as a 

significant mediator, indicating that the contribution of board 

competence is channeled through strategy rather than direct 

financial outcomes. 

Overall, the findings highlight that board competence is an 

important governance attribute that enhances firms’ strategic 

orientation, yet its potential to strengthen risk management and 

directly improve market valuation remains underdeveloped. 

This underscores the need to not only appoint competent 

directors but also empower them to actively shape both 

strategic and risk governance processes. 

5.2 Theoretical Implications 

 This study contributes to corporate governance 

literature in several ways. First, it extends the application of the 

resource-based view (RBV) by conceptualizing board 

competence as a unique human capital resource that supports 

strategic innovation. Second, it provides empirical evidence 

from an emerging market context, where governance 

mechanisms may differ from developed economies, thus 

enriching comparative corporate governance research. Third, 

the findings nuance agency theory by showing that competence 

does not necessarily translate into stronger monitoring (ERM), 

but rather into strategic decision-making, which indirectly 

influences firm value. 

5.3 Practical Implications 

 The results carry several implications for 

stakeholders: 

1. For firms: Appointing competent directors is not 

sufficient unless firms provide them with avenues to 

contribute meaningfully to strategy. Boards should be 

actively involved in long-term planning, resource 

allocation, and monitoring of innovation outcomes. 

2. For regulators: Governance reforms should go beyond 

independence and gender diversity, emphasizing 

competence as a selection criterion for directors. 

Regulatory frameworks could mandate disclosure of 

director qualifications and training to enhance 

transparency. 

3. For investors: Board competence should be considered 

a qualitative indicator when assessing firms’ long-term 

potential. Investors can use competence profiles as 

signals of firms’ ability to innovate and adapt in 

competitive environments. 

5.4 Limitations 

 Like all empirical studies, this research has 

limitations. First, board competence was measured solely based 

on educational background in economics, finance, and 

business, which may not capture experiential or soft-skill 

dimensions of competence. Second, ERM measurement relied 

on disclosure indices, which may reflect symbolic compliance 

rather than substantive practices. Third, the study focused only 

on non-financial firms in Indonesia, limiting the 

generalizability of results to financial institutions or firms in 

other countries. Fourth, the cross-sectional nature of the data 
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restricts the ability to capture dynamic changes in competence, 

strategy, and firm value over time. 

5.5 Future Research Directions 

 Future research can build upon this study in several 

ways. First, competence should be measured more 

comprehensively, incorporating professional experience, 

international exposure, and network capital in addition to 

formal education. Second, qualitative methods such as 

interviews with board members could provide deeper insights 

into how competence is applied in practice. Third, cross-

country comparative studies between Indonesia and other 

emerging or developed markets would help identify 

institutional factors that moderate the competence–strategy–

value relationship. Fourth, longitudinal studies could assess 

how changes in board competence over time influence the 

evolution of strategy and performance. Finally, exploring the 

interaction between competence and other board attributes such 

as independence, diversity, or ownership concentration could 

provide a richer understanding of governance effectiveness. 
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