
Decisions about board composition are nuanced and complex, influenced by a wide variety 
of factors. Our study of board turnover and corporate performance is meant to spark and 
inform discussion about board succession, not to prescribe specific targets. 

Consensus is growing in support of the idea that the regular addition of new directors is good 
for the board and for the company. indeed, support for annual director elections and for 
increased transparency around director nominations suggests that some shareholders favor 
increased turnover. New board members, the thinking goes, bring fresh perspectives, challenge 
orthodoxy and ask previously unasked questions. Furthermore, by creating the conditions 
for non-disruptive renewal, boards can proactively shape themselves for anticipated market, 
technological and strategic shifts.

But what evidence is there that companies and shareholders actually benefit when new directors 
join a board? If they do benefit, how much turnover is desirable? 

To explore these questions, Spencer Stuart and Equilar, which tracks and reports governance, 
executive compensation and individual director data, studied board turnover and shareholder 
returns for S&P 500 companies, examining the relationship between director additions and 
corporate performance over a 10-year period. Highlights from our findings, published in the 
April 2014 Harvard Business Review, lend support to arguments in favor of board renewal and 
thoughtful board succession planning.

We found that a moderate amount of turnover correlates with higher shareholder returns.  
The data showed the following:

• Companies that added three or four directors over a three-year period outperformed  
their industry peers, suggesting an optimal amount of turnover.

• Most boards miss this optimal zone: In the study, board turnover fell outside it about  
two-thirds of the time.

• The worst performers tended to be companies with either no director changes at all  
in three years or five or more changes.
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A deeper look at the study
Board composition and renewal have attracted greater attention in recent years. Boards themselves are considering 
how to promote ongoing renewal. Governance activists have pushed U.S. boards to eliminate classified structures and 
move to annual director elections and have become more vocal in questioning how director independence is defined. In 
light of the growing attention to the issue of board renewal, we embarked on a study of board turnover among S&P 500 
companies, examining director additions and shareholder returns from 2003 to 2013. 

All together, turnover and performance data for 400 companies were analyzed. We excluded companies with unusually 
sized boards (fewer than four or more than 14 independent directors) as well as companies that experienced unusually 
large swings (a 50 percent or greater change) in total shareholder returns in a three-year period. We recorded approximately 
50,000 director events and collected approximately 20,000 measures of performance. All the data were provided by 
Equilar and were derived from public filings. 

Companies were grouped into four categories based on their turnover rate during rolling three-year periods: no turnover, 
low turnover (1-2 new directors), moderate turnover (3-4 new directors) and high turnover (5 or more new directors). For 
each group of companies that had a similar level of turnover in a given period, we assessed their total returns to investors 
relative to industry peers over a subsequent, multiyear period.

Boards that had moderate turnover — adding three to four directors over three years — consistently outperformed their 
peers, besting the industry total shareholder returns by 0.37 percent on average. By comparison, boards with no turnover 
or high turnover underperformed their industry peers, by 1.85 percent and 0.75 percent, respectively. 

Some turnover is better than none
Previous research has suggested that a high degree 
of director turnover correlates with poor company 
performance, and that is what we expected to 
find, too. And, in fact, companies in the high-
turnover category — those that added five or more 
directors in a three-year period — underperformed 
the industry average more than those in the 
low-turnover and moderate-turnover categories. 
However, the worst-performing category on average 
was the group with no turnover over a three-
year period; no turnover correlates with poorer 
performance than high turnover, our study found.

The majority of companies in the study experienced 
some turnover, but only one-third of the turnover 
we observed fell into the optimal zone of three 
to four new directors in a three-year period. The 
largest turnover category was the low-turnover 
group, which underperformed industry peers on 
average, but only modestly. In other words, many 
companies in many years of our study fell short of 
the optimal zone but not disastrously so. The two 

most commonly observed levels of turnover (1-2 and 3-4) showed the best performance and, combined, may represent a 
“safe” zone of sorts. More significant performance lags show up outside of this zone. 

a happy medium

Total shareholder returns 
compared to peers

-0.75%
high turnover 

(5 or more)

0.37%
moderate turnover 

(3-4)

-0.08%
low turnover 
(1-2 new directors)

-1.85%
no turnover 
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While the findings suggest that the positive effects of board renewal manifest themselves in better shareholder returns 
— and that the absence of renewal correlates with negative consequences for the company and its shareholders — this 
does not mean that a board that does not add directors for three years will necessarily perform poorly. There could be 
very good reasons why a board might not add directors in that time frame, such as a newly created board for a spin-off 
or new public company or a board that added several directors just outside the time frame. 

What could be at stake?
A company’s long-term shareholder return is, of course, influenced by many more factors than the strength of its 
governance practices and board composition, not the least of which are the company’s management and strategy. 
But the correlation between board turnover and performance suggests that board composition and renewal are topics 
that boards and CEOs should not ignore.

Among the four groups, three-year relative total shareholder returns ranged from a negative 1.85 percent to a 0.37 percent 
gain: a 2.22 percent spread. A small movement in three-year relative total shareholder returns can yield significant creation 
or destruction of shareholder value. To illustrate, consider a hypothetical S&P 500 company with a market capitalization 
of $15 billion that performed according to the average levels found in the study: The difference between being in the 
“no turnover” group and the “moderate turnover” group would equate to roughly $1 billion in additional shareholder 
value creation in a three-year period.

Takeaways for boards
A board’s effectiveness — and its contribution to company performance — is a function of a variety of factors, including 
composition, culture, processes and leadership. Furthermore, the strength of a company’s governance and board 
leadership is just one of many contributors to a company’s long-term shareholder return. Decisions that boards and 
CEOs make about board composition are nuanced, and influenced or affected by many factors, including director 
retirements, planned board succession, activist shareholder intervention, mergers and acquisitions, leadership transitions 
and others. 

While the findings suggest that a modest amount of turnover is a characteristic of the leadership and governance behaviors 
that drive shareholder value over time, we are not making the case with this study that boards should manage turnover 
to a specific target or that adding a new director will cause corporate governance to improve. There are compelling 
reasons why boards choose to add a new director or not, and these reasons are not revealed by the numerical data. We 
believe board renewal can improve a board’s effectiveness, but caution against viewing the findings as prescribing a 
specific level of turnover; this research shows correlation, not causation. We don’t assume that specific levels of turnover 
— or any turnover — will lead directly to performance gains.

However, the correlation between a healthy level of turnover and strong corporate performance suggests that, if they  
haven’t already, boards and CEOs may want to include board turnover and succession planning on their governance 
agenda, for example:

• In reviewing these findings, boards may want to understand their board’s rate of turnover and how it compares  
to the optimal rate, and consider the reasons why. Chairmen and CEOs may want to ensure that turnover  
is on the board’s agenda and discussed by the full board periodically.

• When the turnover rate falls outside the optimal zone, boards will want to satisfy themselves about the reasons 
why — and be prepared to communicate them to investors, who may increasingly consider board turnover as  
one of the many variables they use in assessing the quality of a company’s governance and leadership.

• Boards should reflect on their level of turnover when making decisions that could impact turnover, such as 
extending the mandatory retirement age, considering term limits or changing the size of the board.
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Board composition and succession planning will likely remain important governance topics for some time to come. While 
the findings of this study suggest that board turnover should be part of the conversation, it also is important to recognize 
what this study does not reveal. For example, many boards look for specific profiles when adding new directors — former 
or active CEOs, executives with digital expertise, candidates with diverse backgrounds and financial experts, to name just a 
few. Do these individual attributes contribute more or less to performance outcomes? We did not attempt to analyze 
how certain types of individual director changes, within a given turnover range, may correlate with better performance. 

Conclusion

Having an engaged board of directors with diverse and relevant expertise can be a powerful asset to management and 
the company. Natural director turnover from director retirements or departures can provide opportunities to refresh the 
board with new and needed skills and increase the diversity of perspectives on the board. The findings from our research 
showing a correlation between turnover and company performance suggest that boards and nominating committees may 
want to be more proactive in evaluating their board turnover and thoughtfully planning for board succession.
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