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Abstract

The present study analyses the level of governance
upheld by Indian banks and its effect on their financial
performance. The study also analyses the role of
gender diversity in moderating the effect of corporate
governance on bank performance. The study has been
conducted on 30 public and private sector banks
operating in India for a period of 12 years. Content
analysis technique has been used to assess the level of
governance in banks with the help of a corporate
governance scorecard. Various accounting ratios have
been used as a proxy for firm performance along with
required control variables. Panel data regression

analysis has been performed to analyse the effect of
level of corporate governance on performance of the
banks. The results show that the level of corporate
governance maintained by the banks does not have a
significant effect on their financial performance. The
study also concludes that though gender diversity
does not have a main effect on bank performance, it
plays a significantly positive role in affecting the impact
of corporate governance on bank performance.
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Introduction

To ensure efficient and effective governance in a
corporation, all the related parties and stakeholders
must provide cooperative assistance. The actual and
utmost duty of better corporate governance rests on
the shoulders of the directors and managers of the
corporation. The recommendations of various
corporate governance committees and the corporate
governance laws till date regarding the directors of the
corporations are proof enough of the vital role these
directors play in corporate governance performance of
the company. These recommendations form the basis
of the present legal framework applicable to the
corporate bodies around the world regarding
corporate governance. Clause 49 of the Listing
Agreement by SEBI (Securities and Exchange Board of
India) regulates the corporate governance of
companies in India. At present, the companies in India
follow the corporate governance regulations as
prescribed under the Securities and Exchange Board of
India (Listing Obligations and Disclosure
Requirements) Regulations, 2015.

Women have proved their competence in various
fields that have a major contribution towards
development of society. With the development of
regulatory stipulations regarding appointment of
women directors in the Companies Act, 2013 and in
the SEBI (LODR) regulations, fair representation of
women in the arena of corporate governance can be
expected. The current regulation for women directors
on board stipulates that at least one woman director
must be present on the boards of Indian companies,
with at least one independent woman director being a
mandatory requirement.

The present study examines the level of corporate
governance practices of the public sector and private
sector commercial banks in India. Banks form an
essential component of the Indian economy. As banks
are financial institutions, they have a more profound
effect on the economy as well as on the other sectors
of the economy. Unlike other corporate organizations
in the country, the banking sector in India is

dominantly controlled by the Government of India.

Reserve Bank of India also has significant influence on
the functioning of banks. The regulations governing
the banksin India are specific to them and are different
as compared to the regulations imposed on other
corporate bodies. Moreover, as the regulations and
the reporting practices of banking organisations differ
from other corporations, most studies conducted on
corporate governance exclude such companies from
the sample (Song, Ji, & Lee, 2013; Alhazaimeh,
Palaniappan, & Almsafir, 2014; Bohdanowicz, 2015;
Manzaneque, Priego, & Merino, 2016). Therefore, it
becomes imperative to study the level of corporate
governance in the major banking companies in India
and the impact of level of governance on the financial
performance of banks. The study also extends further
to study the role played by the presence of women
directors in moderating the effect of level of corporate
governance of a bank onits financial performance.

Review of Literature

Studies conducted on corporate governance reveal
mixed results regarding the effect of governance
measures on performance of firms. A number of
studies concluded that good corporate governance
measures have a positive and significant effect on firm
performance (Weisbach, 1988; Hossain, Cahan, &
Adams, 2000; Chung, Wright, & Kedia, 2003).
Whereas, some studies have shown a negative and
significant relation between corporate governance
measures and firm performance (Bathala & Rao, 1995;
Hutchinson, 2002). Moreover, many studies have also
provided evidence that corporate governance
variables do not have any significant effect on
performance of firms (Prevost, Rao, & Hossain, 2002;
Park & Shin, 2003; Singh & Davidson, 2003).

Berger, Clarke, Cull, Klapper, and Udell (2005) analysed
the effect of ownership dimension of corporate
governance on bank performance. The study was
conducted on banks of Argentina and the quarterly
information on the banks from Q2 of 1993 to Q4 of
1999 was used as the data set in the study. The findings
of the study reveal that state-owned banks perform
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poorly in the long-term. State-owned banks that were
undergoing privatisation during the period specifically
had poor performance and the performance of these
banksimproved after privatisation.

In a study by Dedu and Chitan (2013), conducted for
the financial years 2004 to 2011 on the banks of
Romania listed on Bucharest Stock Exchange, the
impact of internal corporate governance factors on
bank performance was studied. The study concluded
that internal corporate governance when measured
through an index, depicted a negative impact on the
performance of the banks. The study therefore
recommended that there is a need to improve the
measures of corporate governance and
countercyclicalyimplement it.

Fanta, Kemal, and Waka (2013) studied the impact of
various internal and external factors of corporate
governance on performance of banks in Ethiopia for
the period 2005 to 2011. The internal factors of
governance included in the study were board size,
presence of audit committee, and bank size. The
external corporate governance factors included in the
study were capital adequacy ratio, government
intervention, lack of awareness about corporate
governance, lack of national standards of governance,
weak regulatory framework and lack of organised
stock exchanges. The findings of the study show that
except for bank size, all the internal corporate
governance factors have significantly negative impact
on bank performance. Moreover, the external factors
included in the study also have a significantly negative
impact on performance. However, capital adequacy
ratio and bank size have significantly positive impact
on performance.

Poojari (2013) studied the corporate failure cases of 3
financial firms viz. Lehman Brothers, Bear Stearns and
The Royal Bank of Scotland. The study focuses on
analysing some intangible governance characteristics
of the firms like risk management, diversity and
cohesion, communication, etc. The study brings to
light that risk management system had failed in the 3

companies; the information regarding exposures did

not reach the board of directors and higher level
management in time. Moreover, most managers of the
bank did not have proper training of risk management.
The study also suggested that a company's board, to be
well-organised, must have a reasonably diverse board,
specially regading gender of the members. The boards
of the 3 failed companies under study were under-
represented in the sense of presence of women
directors.

Orazalin, Mahmood, and Lee (2016), through their
panel data analysis on varied dimensions of corporate
governance and their impact on operating
performance of Russian banks, reveal that corporate
governance had a significant positive impact on banks'
operating performance after the financial crisis. The
study brought to light that in the wake of financial
crisis, the banks were enforced with improvement in
their corporate governance framework, which thereby
had a positive impact on performance.

Abobakr (2017) analysed the impact of varied
corporate governance factors on performance of 25
banks of Egypt for the period 2006 to 2014.
Generalised Least Square (GLS) Random Effects Model
was applied to study the relationship between the
variables. ROA (Return on Assets) and ROE (Return on
Equity) were used as dependent variables in the study.
The findings of the study reveal that corporate
governance variables viz. CEO duality, CRAR (Capital-
to-Risk weighted Assets Ratio), bank size and board
size have significantly positive effect on bank
performance. However, other factors viz. gender
diversity, block ownership, board qualifications and
non-executive directors do not have a significant
impact on performance of the banks. The study also
concluded that Egyptian banks still have a poor
governance framework as compared to the banks in
other developing countries. The Egyptian banks
especially lack in transparency and disclosure aspects
of governance.
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Majority of such studies have been concentrated on

the corporate governance of companies in developed
countries rather than in the developing and transition
economies, where the corporate governance
structure and the rules and regulations regarding
governance are still developing.

As the public sector banks in India are dominantly
owned and controlled by the Government of India and
the Reserve Bank of India, and both the regulatory
bodies have their nominees on the boards of the
nationalized banks in India, the level of compliance
with good corporate governance practices can be
expected to be higher in the public sector banks as
compared to the private sector banks in India.
However, as private sector banks have no government
backing, they must practice higher levels of corporate
governance to efficiently compete with their public
counterparts in attracting and sustaining investor
confidence, customer loyalty and their share in the
market, resulting in comparatively higher governance
scores than the public sector banks.

H,: There will be significant difference between the
governance scores of public sector banks and private
sector banks.

The concept of 'corporate governance' is based on the
agency theory and problem of information asymmetry
between the management and the stakeholders
(Schillhofer, 2003; Michelberger, 2016). According to
the agency theory as proposed by Jensen & Meckling
(1976), better governance of an enterprise would
result in reduction of the agency cost arising due to
conflict in the interests of the stockholders and the
managers, thereby resulting in better firm
performance. Moreover, good governance not only
mitigates type | agency conflict (conflicting interests of
managers and stockholders) but also prevents type I
agency conflict (conflicting interests of stockholders
and other stakeholders), thereby enhancing
performance (Roe, 2004).

H,:Anincrease in corporate governance score of banks
has a significant positive effect on firm financial
performance.

Previous studies conducted on the effects of gender
diversity on firm performance have shown mixed
results. Major studies conducted on gender diversity
have shown a significant positive impact of gender
diversity on performance of the firms (Carter, Simkins,
& Simpson, 2003; Erhardt et. al., 2003; Campbell &
Mi'nguez-Vera, 2007). Some studies have also shown
no impact of gender diversity on firm performance
(Rose, 2007; Marinova, Plantenga, & Remery, 2010).

Erhardt, Werbel, and Shrader, (2003) studied gender
diversity on the boards of 127 large firms of United
States. The data was used for the years 1993 and 1998.
The analysis was conducted through correlation and
regression analysis. The results of the study reveal that
gender diversity on the board of the companies has a
positively significant effect on the performance of the
firms when the performance was measured with
return on assets (ROA) and return on investments
(ROI).

Dwyer, Richard, and Chadwick (2003) studied the
effect of gender diversity on performance of 535 banks
of United States. The study was conducted through a
questionnaire administered on the senior level
executives and officials of the banks. The study
concludes that the effect of gender diversity on
performance of the banks depends on the
organisational culture supported by the banks. The
strategic orientation also plays a role in the same.
Moreover, there can also be a multi-variate interaction
factor between the variables viz gender diversity, bank
performance, organisational culture and the strategic
orientation of the banks.

Kawatra and Krishnan (2004) studied the impact of
leaders' traits on the organisational culture. The study
was conducted on 109 MBA students of India with the
help of a 2*2 design. Four types of leadership were
chosen for the study viz. transformational feminine
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leader, feminine leader, transformational masculine

leader and no leader. For measuring organisational
culture, 54 measures were used. The Kruskal-Wallis
non-parametric test results showed that presence of
feminine leadership increases collaboration, people-
orientation and team-orientation. On the other hand,
it reduces competitiveness, performance expectation,
achievement-orientation, result-orientation, stability,
secure employmentand predictability.

Verma and Krishnan (2013) studied the role played by
the gender of the leader (male and female) on
trasformational leadership. The study also analysed
theimpact of the leader's gender on the organisational
commitment of the followers. The study was
conducted on 84 managers who belonged to a
manufacturing concern in India. A 2*¥2 experimental
design was implemented on the participants. Results
of the study show that masculinity of the leader
increases normative commitment in followers and an
androgynous leader increases continuance
commitment in the followers. Also, feminity aspect of
a leader tends to reduce inspirational motivation
aspect of transformational leadership.

Setiyono and Tarazi (2014) conducted a study on
Indonesian banks for a period of ten years ranging
from 2001 to 2011, having 4,200 firm-year
observations. The study analysed the effect of gender
diversity on the boards of Indonesian banks on the
performance of the banks and level of risk. The
findings of the study reveal that gender diversity on
board reduces bank risk but does not have a significant
impact on the performance of the banks.

Nguyen, Locke, and Reddy (2015) studied the impact
of gender diversity on board on the performance of
120 firms of Vietnam which were publically listed. The
study covered a period of 4 years from 2008 to 2011.
The study applied a dynamic modelling technique
which controlled for potential endogeniety in the
study. The results of the study show that gender
diversity on board has a significant positive impact on
performance of the banks. The results do not change

when other proxies of gender diversity are used in the
model. Moreover, the study also concludes that as the
number of women directors on board increase, the
performance of the banks improve. However, this
positive effect holds true only upto the point of women
directors forming 20 percent of the board
membership. An increase in proportion of women
directors beyond 20 percent would cease the positive
effects of gender diversity on performance.

The role played by gender diversity in determining the
performance of firms has been explained by various
corporate governance theories developed till date.
With the help of agency theory, human resource
theory, social psychology theory, etc., the role of
women directors has been explained as the role an
agent plays for his/ her principal, the efficacy of
women directors in bringing different attributes to the
board and making decisions with higher levels of
creativity and innovation (Cox & Blake, 1991; Dallas,
2002; Carter, Simkins, & Simpson, 2003; Adams &
Funk, 2012; Lucas-Pe’rez et. al., 2014; Liao, Luo, &
Quingliang, 2015). Women directors are the agents of
the stakeholders of the company and therefore, its
their duty to protect the interests of the stakeholders.
Keeping this view in mind, women directors are
expected to have a positive impact on performance of
the firms.

H,: Presence of gender diversity on boards of banks has
significant positive effect on bank performance.

Gender diversity has now been recognised as a vital
aspect of corporate governance and has found place in
the governance legislations around the world.
Presence of required levels of gender diversity on the
boards of the firms is considered as a good corporate
governance practice. Previous studies have also
proved a positive significance of gender diversity on
board in context of performance of the firm, including
financial performance (Carter, Simkins, & Simpson,
2003; Erhardt et. al., 2003; Campbell & Mi'nguez-Vera,
2007; Julizaerma & Sori, 2012; Alvarado, Fuentes, &
Laffarga, 2015). Therefore, it is imperative to study
whether gender diversity plays a moderating role in
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determining the effect of level of corporate
governance on performance of the banks.

H, : Presence of gender diversity on boards of banks
positively moderates the effect of level of corporate
governance on bank performance.

Data

Sample

Public sector banks and private sector banks have been
selected for the study. Data for the study has been
collected from annual reports of the banks, from the
official websites of BSE and NSE and from the statistical
tables relating to banks published by RBI each year.
However, due to non-availability of Annual Reports for
the period of 12 years i.e. from financial year 2006-07
to 2017-18, on the official website of the banks, 18
banks were excluded from the sample. Further, banks
which did not clearly disclose their reports on
corporate governance in the annual reports in the
earlier periods of the study were excluded from the
sample. The final sample for the study consists of 30
public sector and private sector banks. The period of
the study ranges for 12 financial years with 360 firm
year observations.

Variables

Dependent Variables

In order to maintain the robustness of the study, two
accounting-based measures of financial performance
of the banks have been used viz. the Return on Assets
(ROA) and Return on Equity (ROE).

Independent Variables

The Corporate governance score (CGSCORE)
calculated from the corporate governance index is the
main independent variable in the study along with a
dummy variable (Wom_Dir) that measures presence
or absence of women directors on the boards of the
banks. The corporate governance score is calculated
using a weighted scorecard developed by Das (2007).
The total corporate governance score for the banks
include scores for each bank on the following
dimensions of corporate governance: bank's

philosophy on corporate governance, board of

directors, board meetings, code of conduct, board
committees, disclosure and transparency, means of
communication to shareholders, general body
meetings, and disclosure of stakeholders' interests.
The score of a bank for a particular year can range
between 0 and 100. The level of governance of a bank
in a particular year can be categorised into five
categories (Das, 2007).

Table 1: Score Range and Category

Score Range Rank
86-100 Excellent
71-85 Very Good
56-70 Good
41-55 Average
Below 41 Poor

Control Variables

Various other variables that may have a significant
impact on the performance of the banks have been
included in the study. The microeconomic factors
governing performance of the banks can be bank size,
loans to assets ratio, number of employees, financial
leverage, monetary policy rate, net results, bank age,
capital adequacy, non-performing assets,
management efficiency, ownership, etc. (Majumdar,
1997; Cordella & Yeyati, 1998; Aggarwal, 2002; Mohan
& Ray, 2003; Sanyal & Shankar, 2011; Albitar, 2015;
Akben-Selcuk, 2016; Weersainghe & Perera, 2013).
Five of such microeconomic factors were included as
controlvariablesin the study. In order to control for the
effects of macroeconomic factors on performance of
the banks, time dummy variables were included in the
model. The control variables include sector (public
sector and private sector), bank size, bank age, capital
adequacy ratio, and non-performing assets ratio.
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Method

The corporate governance score has been calculated
with the method of content analysis by adopting a
scorecard developed by Das (2007), and making
required changes in the scorecard so as to fit it to the
critieria of banking companies. The hypothesis of the
study regarding significant difference between
corporate governance score of public and private
sector banks has been studied with the help of Mann-
Whitney U test, as the variable CGSCORE did not fulfill
the assumption of normality. The second and third
hypotheses of the study have been tested with the
help of linear regression analysis. As the data of the
study is longitudinal in nature, panel data analysis has
been applied. Levin-Lin-Chu unit-root test has been
applied to test for stationarity of data. In order to
control for possible heteroscedasticity and
autocorrelation in the models, cluster robust standard
errors have been used with banks being the cluster
variable. As the 'within subject variability' is low in
corporate governance variables, fixed effects
modelling would not be appropriate (Torres-Reyna,
2007; Battaglia & Gallo, 2015; Williams, 2017).
Therefore, random effects modelling has been applied
in the study. Breusch-Pagan LM test has been used to
check for significant random effects in the model.
Presence of multicollinearity in the model has been
tested with Variance Inflation Factor and Tolerance
Values. In order to test the fourth hypothesis of the
study, moderation analysis has been applied.

Results and Discussion

As per the results of Mann-Whitney U test, there is no
significant difference between the governance scores
of public sector banks and private sector banks.
Therefore, we could not find sufficient evidence to
reject the first null hypothesis of the study i.e. there is
no significant difference between the governance
scores of public sector banks and private sector banks
in India. The mean value of CGSCORE for banks depicts
that on an average, the banks in India have a 'good'
level of governance. The mean score of public sector
banks (63.157) and private sector banks (64.537) also
shows that on an average, public sector banks and
private sector banks have good governance levels.

Among the 360 cases, 234 cases had atleast one

woman director on board. Out of the 204 cases of
public sector banks, 138 cases (67.64 percent) have at
least one woman director on board. In the case of
private sector banks, out of 156 cases 96 cases (61.53
percent) had at least one woman director on board.
Therefore, it can be said that public sector banks have
shown better performance as compared to private
sector banks regarding appointment of women
directors on bank boards.

Basic Models for the Study

The following two models in the study determine the
effect of level of corporate governance in banks on
their performance.

ROA = -0.005 CGSCORE + 0.094 Wom_Dir + 0.095
LogTA -0.090 LogAGE + 0.057 CRAR — 0.319 NPA +
0.019 Sector—0.288 (i)

ROE =-0.015CGSCORE +1.945 Wom_Dir+1.037 LogTA
+ 0.177 LogAGE + 0.199 CRAR — 4.619 NPA — 1.739
Sector+1.758 (ii)

The following two models in the study determine the
effect of level of corporate governance in banks on
their performance in the presence of women directors
on board.

ROA = -0.056 CGSCORE + 0.078 Wom_Dir + 3.689
CGSCORE*Wom_Dir + 0.086 LogTA + 0.081 LogAGE +
0.754 CRAR—0.451 NPA +0.025 Sector—0.256 (i)

ROE = -0.019 CGSCORE + 1.456 Wom_Dir + 5.025
CGSCORE*Wom_Dir + 1.251 LogTA + 0.551 LogAGE +
0.256 CRAR—3.918 NPA—2.215 Sector—1.226 (ii)

The results of panel data regression analysis on the
first model reveal that there is no significant main
effect of corporate governance score on bank financial
performance, measured by either ROA or ROE. This
finding corroborates with the findings of previous
studies viz. Prevost, Rao, and Hossain (2002), Park and
Shin (2003), Singh and Davidson (2003), etc. The
results also reveal that there does not exist a
significant main effect of presence of women directors
on bank boards (Wom_Dir) on bank financial
performance (Rose, 2007; Marinova, Plantenga, &
Remery, 2010).
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Table 2: Mann-Whitney U Test

CGSCORE

Mann-Whitney U 3060.500
z -0.477
Sig.(2-tailed) 0.633

Table 3: Levin-Lin-Chu Test for Stationarity

Levin-Lin-Chu Unit-Root Test

Level First-difference
Statistic p-value Statistics p-value

ROA -3.3634 0.0004*** - -

ROE -0.2989 0.3825 -4.7454 0.0000***
CGSCORE -5.3137 0.0000%*** - -
LogTA -7.2127 0.0000%*** = =
LogAGE -9.5166 0.0000*** - -
CRAR -6.2215 0.0000%*** - -
NPA -32.1264 0.0000*** - -

***Significant at 0.001 ** Significant at 0.01 * Significant at 0.05

Table 4: Multicollinearity Diagnostics

VIF Values Tolerance Values
CGSCORE 1.220 0.819
Wom_Dir 2.191 0.456
LogTA 1.950 0.513
LogAGE 2.415 0.414
CRAR 1.879 0.532
NPA 1.322 0.757
Sector 3.013 0.332
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Therefore, we fail to reject the second and third null

hypotheses of the study. Among the control variables,
firm size, capital adequacy ratio and NPA ratio have a
significant effect on firm performance. However, age
of the bank and sector do not have any effect on
performance of the banks, as measured by ROA and
ROE. The variables firm size and capital adequacy ratio
as expected, have a positive significant effect on
performance. Whereas, NPA ratio has a significant
negative effect on performance. The R*of the models
show that the independent variables (1Vs) in the model
explain 79.01 percent and 76.32 percent of the change
in the dependent variables (DVs). The Wald statistic
shows the goodness-of-fit of the model and that both
the models are highly significant.

The results of the panel data analysis on the second
model shows that the interaction term in the model
between CGSCORE and Wom_Dir has a significantly
positive effect on the performance of the banks, both
in the case of ROA and ROE. Therefore, we reject the
fourth null hypothesis of the study. The results suggest
thatanincreaseinthe level of corporate governance of
the banks that appoint women directors on board
would result in significantly higher ROA and ROE as
compared to the banks which do not appoint women
directors on board. The value of the standardised
coefficients reveal that, with one unit increase in the
corporate governance score of banks, the banks having
gender diversity on board would experience a rise in
their Return on Assets by approximately 3 percent and
a rise in Return on Equity by approximately 5 percent.
The R’ of the interaction models show that the
independent variables (IVs) in the model explain 86.92
percent and 79.21 percent of the change in the
dependent variables (DVs). The Wald statistic shows
the goodness-of-fit of the model and that both the
models are highly significant.

Applicability and Generalizability

The results can be explained with the fact that there is
little variation in the governance score of banks over
the years and between the banks. Majority of the
banks in the sample fall under the category of 'good'
governance and only a few fall under the category of
'average' and 'very good' governance level, and
therefore, level of governance does not have an
impact on performance (Black, 2001). Yet another
reason for the insignificant effect can be the fact that
the banking operationsin India are highly controlled by
the regulations of Government of India and Reserve
Bank of India, which may have a defining role in
deciding the financial performance of the banks,
thereby making the role of governance limited in case
of Indian banks. The boards of the public sector banks
are dominated by the directors nominated by
Government of India and Reserve Bank of India,
thereby raising a question on transparency in the
governance of these banks. Reduction in the
controlling power held by Government and RBI may
resultin the governance of the banks playing a defining
role in performance of the banks. According to the
former RBI governor Raghuram Rajan, “With so many
overlapping constituencies to satisfy, it is a wonder
that bank management has time to devote to the
management of the bank,” (PTI, 2016). The recent
mergers of public sector banks proved that public
sector banks are lacking in strong corporate
governance. Also, one of the primary reasons behind
the mergers was to strengthen the governance of the
merged banks. Rising NPAs, inefficient management,
and mounting losses resulted in the merging of sick
banks. One of the noteworthy facts about Indian banks
is that even after a significant time from the
announcement of SEBI regulations regarding gender
diversity in firms, the performance of the banks
regarding the implementation of the regulation is
questionable. Gender diversity present on the boards
of these banks reflect tokenism, and do not reach the
point of critical mass. The reason behind the main
effect of gender diversity being insignificant could be
the fact that Indian banks have very low proportion of
women directors on their boards (not reaching the
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‘critical mass' of 3 women directors), and in majority of
cases, out of 360 firm year observations, gender
diversity was absent on the bank boards. The results of
the study bring to light the important role of corporate
governance, but also emphasise that a postive effect
will be seen with the presence of gender diversity on
boards. Regulations regarding appointment of women
directors on board have also been mandated in other
emerging economies of the world. Moreover, the
gender diversity conditions in these countries are far
better when compared to the gender diversity
conditions in India. In Australia, women hold
approximately 27 percent of seats on board; in
Norway, approximately 35 percent, in Finland 29
percent, in Kenya 19 percent, in Botswana 16 percent,
etc. (Gender representation on corporate boards of
directors, 2020). However, even after a good
proportion of board seats being held by women
directors, better firm performance cannot be
guaranteed. Therefore, in order to increase the
probability of enhanced performance, gender
diversity must be clubbed with better corporate
governance and an effective level of both the factors,
best suited to the firm, must be implemented. As

banks are the lifeblood of any economy, strategic

planning regarding the optimum combination of
governance and diversity is required. Moreover,
disclosure regulations regarding governance items
that are included in 'mandatory' category must be
revised.

Limitations

The present study suffers from the following
limitations. The study has been conducted on only 30
banks in India, which form a small portion of the
overall population. Anincrease in the number of banks
under study and anincrease in the period of study may
reveal different results. The study has been based on
overall governance of the banks; however, studies
done on specific factors of governance may spread
more light on the governance factors that have an
impact on bank performance. Bank performance
measured by different proxies like market measures,
productivity measures etc. may result in different
conclusions. Moreover, the present study does not
take into account the endogeneity factor that may
have affected the results of the regression analysis.

48

Efficacy of Corporate Governance
in Determining Firm Performance: A Panel Data Approach



References

Abobakr, Mohamed Galal. (2017). “Corporate Governance and Bank Performance: Evidence from Egypt.”
Asian Economic and Financial Review 7 (12): 1326-1343.d0i:10.18488/journal.aefr.2017.712.1326.1343.

Aebi, Vincent, Gabriele Sabato, and Markus Schmid. (2012). “Risk Management, Corporate Governance, and
Bank Performance in the Financial Crisis.” Journal of Banking & Finance 36:3213-3226.

Ahmed, Esra, and Allam Hamdan. (2015). “The Impact of Corporate Governance on Firm Performance:
Evidence From Bahrain Bourse.” International Management Review 21-37.

Akben-Selchuk, Elif. (2016). “Does Firm Age Affect Profitability? Evidence from Turkey.” International Journal
of Economic Sciences 5 (3): 1-9.

Alhazaimeh, Amer, Ravindran Palaniappan, and Mahmoud Almsafir. (2014). “The Impact of Corporate
Governance and Ownership Structure on Voluntary Disclosure in Annual Reports among Listed Jordanian
Companies.” Procedia- Social and Behavioral Sciences 129:341-348.

Barrell, Ray, Philip E. Davis, Dilruba Karim, and lana Liadze. (2009). “Bank Regulation, Property Prices and Early
Warning Systems For Banking Crises in OECD Countries.” Economics and Finance Working Paper Series No. 09-
281-26. http://www.brunel.ac.uk/about/acad/sss/depts/economics.

Bathala, C. T.,and R. P. Rao. (1995). “The Determinants of Board Composition: An Agency Theory Perspective.”
Managerial and Decision Economics 16:59-69.

Battaglia, Francesca, and Angela Gallo. (2015). “Risk Governance and Asian Bank Performance: An Empirical
Investigation over the Financial Crisis.” Emerging Markets Review 25: 53-68.

Bauer, R., N. Guenster, and R. Otten. (2004). “Empirical Evidence on Corporate Governance in Europe.” Journal
of Asset Management5 (2): 91-104.

Beiner, S., W. Drobetz, M. M. Schmid, and H. Zimmerman. (2004). “An Integrated Framework of Corporate
Governance and Firm Valuation.” European Financial Management 12 (2): 249-283.

Berger, Allen N., George R.G. Clarke, Robert Cull, Leora Klapper, and Gregory F. Udell. (2005). “Corporate
Governance and Bank Performance: A Joint Analysis of the Static, Selection and Dynamic Effects of
Domenstic, Foriegn and State Ownership.” World Bank Policy Research Working Paper 3632 1-42.

Bhagat, Sanjai, and Brian J. Bolton. (2007). Corporate Governance and Firm Performance. June.
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1017342.

Bhagat, S., and B. Bolton. (2008). “Corporate Governance and Firm Performance.” Journal of Corporate
Finance 14:257-273.

Bhagat, Sanjai, and Black Bernard. (1999). “The Uncertain Relationship between Board Composition and Firm
Performnace.” Business Lawyer 54:921-963.

Black, Bernard. (2001). “The Corporate Governance Behavior and Market Value of Russian Firms.” Emerging
Markets Review 2:89-108.

Bohdanowicz, Lesrek. (2015). “The Impact of Ownership Structure on Supervisory Board Size and Diversity:
Evidence from Polish Two-Tier Board Model.” Procedia Economics and Finance 23:1420-1425.

Boolaky, Pran K., and Kim Thomas. (2010). “Corporate Governance Disclosure in the Banking Sector: Using
Data from Japan.” Finance and Corporate Governance Conference 2010 Paper. Melbourne: La Trobe
University. 1-29. https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1536879.

ISSN: 0971-1023 | NMIMS Management Review Efficacy of Corporate Governance
Volume XXXVIII | Issue 3 | August 2020 in Determining Firm Performance: A Panel Data Approach

49



Boot, Arnoud, and Anjolein Schmeits. (2000). “Market Discipline and Incentive Problems in Conglomerate
Firms with Applications to Banking.” Journal of Financial Intermediation 9 (3): 240-273.

Brahmananda, P. R. (1999). “RBI Report on Trend and Progress in Banking Interest Income as a Measure of
Viability.” The Hindu Business Line, 20 November: 4.

Brickley, J. A., and C. M. James. (1987). “The Takeover Market, Corporate Board Composition and Ownership
Structure: The Case of Banking.” Journal of Law and Economics 30: 161-181.

Brown, Lawrence D., and Marcus L. Caylor. (2004). “Corporate Governance and Firm Performance.” 7
December. https://papers.ssrn.com/sol3/papers.cfm?abstract_id=586423.

Bulan, Laarni, Paroma Sanyal, and Zhipeng Yan. (2009). “Directors, Outsiders and Efficiency- An Analysis of
How Board Characteristics Influence Firm Productivity.” Jounal of Economics and Business 1-38.

Byrd, J. W., and K. A. Hickman. (1992). “Do Outside Directors Monitor Managers: Evidence from Tender Offer
Bids.” Journal of Financial Economics 32 (2): 195-221.

Campbell, Kevin, and Antonio Minguez-Vera. (2008). “Gender Diversity in the Boardroom and Firm Financial
Performance.” Journal of Business Ethics 83: 435-451.

Chung, K. H., P. Wright, and B. B. Kedia. (2003). “Corporate Governance and Market Valuation of Capital and
R&D Investment.” Review of Financial Economics 12: 161-172.

Comi, Simona, Mara Grasseni, Fedrica Origo, and Laura Pagani. (2017). “Where Women Make the Difference -
The Effect of Corporate Board Gender - Quotas on Firm's Performance Across Europe.” University of Milan
Bicocca, Department of Economics, Management and Statistics Working Paper 367 1-52.
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3001255.

Cordella, Tito, and Eduardo Levy Yeyati. (1998). “Public Disclosure and Bank Failures.” IMF Staff Papers 45 (1):
110-131.

Das, Abhiman. (2002). “Risk and Productivity Change of Public Sector Banks.” Economic and Political Weekly,
February: 437-448.

Das, S. C. (2007). “Corporate Governance Standards and Practices in Information Technology Industry in
India.” The Management Accountant 111-113.

Das, Subhash Chandra. (2007). “Corporate Governance Standards and Practices in Information Technology
Industryin India.” The Management Accountant 111-113.

Das, Tushar B. (2013). “Net Interest Margin, Financial Crisis and Bank Behavior: Experience of Indian Banks.”
RBI Working Paper Series 1-28.

De, Biikrram. (2003). “Ownership Effects On Bank Performance: A Panel Study Of Indian Banks.” Fifth Annual
Conference on Money and Finance in the Indian Economy. Mumbai: Indira Gandhi Institute of Development
Research (IGIDR). 1-29.

Dedu, Vasile, and Gheorghe Chitan. (2013). “The Influence of Internal Corporate Governance on Bank
Performance - An Empirical Analysis for Romania.” Procedia - Social and Behavioral Sciences 99:1114-1123.

Deo, Amrit Singh. (2015). India Disclosure Index. FTI Consulting.

Dewan, Sanjeev, and Kenneth Kraemer. (1998). Information Technology and Productivity: Evidence from
Country-Level Data. California: Center for Research on Information Technology and Organizations.

Drobetz, Wolfgang, Andreas Schillhofer, and Heinz Zimmermann. (2003). Corporate Governance and Expected
Stock Returns: Evidence from Germany. Basel: WWZ/Department of Finance, Working Paper No. 2/03.

50

Efficacy of Corporate Governance
in Determining Firm Performance: A Panel Data Approach



e Dwyer, Sean, Orlando C. Richard, and Ken Chadwick. (2003). “Gender Diversity in Management and Firm
Performance: The Influence of Growth Orientation and Organizational Culture.” Journal of Business Research
56:1009-1019.

e Erhardt, Niclas L., James D. Werbel, and Charles B. Shrader. (2003). “Board of Director Diversity and Firm
Financial Performance.” Corporate Governance 11 (2):102-111.

e Fanta, Ashenafi Beyene, Srmolo Kelifa Kemal, and Yodit Kassa Waka. (2013). “Corporate Governance and
Impact on Bank Performance.” Journal of Finance and Accounting 1 (1): 19-26.
doi:10.11648/}.jfa.20130101.12.

e Field, Andy. (2009). Discovering Statistics Using SPSS. London: SAGE Publications Ltd.

e Garnsey, Elizabeth. (1998). “A Theory of the Early Growth of the Firm.” Industrial and Corporate Change 7 (3):
523-556. http://dx.doi.org/10.1093/icc/7.3.523.

e Gee, Lim Mei, Shum Shen Hwei, Soh Yan Qi, Wong Coong Mum, and Yong Lai Han. (2015). Bank Specific and
Macroeconomic Determinants of Bank's Profitability: A Study of Commercial Banks in Malaysia. Universiti
Tunku Abdul Rahman.

e Gherghina, Stefan Cristian. (2015). “Corporate Governance Ratings and Firm Value: Empirical Evidence from
the Bucharest Stock Exchange.” International Journal of Economics and Financial Issues 5 (1): 97-110.

e Gil-Pareja, Salvador, Rafael Llorca-Vivero, and Jose” Antonio Marti'nez-Serrano. (2008). “Trade Effects of
Monetary Agreements: Evidence for OECD Countries.” European Economic Review 52:733-755.

e Godara, Sunita. (2017). “The Quality of Corporate Governance Practices in Manufacturing Sector in India - An
Empirical Investigation.” World Journal of Engineering Research and Technology 3 (1): 103-113.

e Godara, Sunita. (2017). “The Quality of Corporate Governance Practices in Manufacturing Sector in India - An
Empirical Investigation.” World Journal of Engineering Research and Technology 3 (1): 103-113.

e Gompers, Paul A., L. Joy Ishii, and Andrew Metrick. (2001). Corporate Governance and Equity Prices.
Cambridge: National Bureau of Economic Research Working Paper Series.

e Guijarati, Damodar N. (2004). Basic Econometrics. The McGraw-Hill.

e Hajer, Chenini, and Jarboui Anis. (2018). “Analysis of Impact of Governance on Bank Performance: Case of
Tunisian Banks.” Journal of Knowledge Economy 9: 871-895. d0i:10.1007/s13132-016-0376-6.

e Hermalin, B.,and M. Weisbach. (1988). “The Determinants of Board Composition.” Rand Journal of Economics
19:589-606.

e Hossain, M., P. K. Jain, and S. Mitra. (2013). “State Ownership and Bank Equity in the Asia-Pacific Region.”
Pacific-Basin Finance Journal 21:914-931.

e Hossain, M., S. F. Cahan, and M. B. Adams. (2000). “The Investment Opportunity Set and the Voluntary Use of
Outside Directors: New Zealand Evidence.” Accounting and Business Research 30 (4): 263-273.

e Hossain, Mohammed. (2008). “The Extent of Disclosure in Annual Reports of Banking.” European Journal of
Scientific Research 23 (4): 659-680.

e Hovey, M., L. Li,and T. Naughton. (2003). “The Relationship between Valuation and Ownership of Listed Firms
in China.” Corporate Governance: An International Review 11 (2): 112-122.

e Hutchinson, M. (2002). “An Analysis of the Association between Firms' Investment Opportunities, Board
Composition, and Firm Performance.” Asia Pacific Journal of Accounting and Economics 9: 17-39.

e llaboya, OfuanJ., and Izien F. Ohiokha. (2016). “Firm Age, Size and Profitability Dynamics: A Test of Learning by
Doingand Structural Inertia Hypotheses.” Business and Management Research 5 (1): 29-39.

ISSN: 0971-1023 | NMIMS Management Review Efficacy of Corporate Governance 51
Volume XXXVIII | Issue 3 | August 2020 in Determining Firm Performance: A Panel Data Approach



Jackling, B., and S. Johl. (2009). “Board Structure and Firm Performance: Evidence from India's Top
Companies.” Corporate Governance: An International Review 17 (4): 492-509.

Jaisinghani, Dinesh, and Deepak Tandon. (2016). “R&D, Profit Persistence Impact on Profitability of the Indian
Automobile Sector.” APEA 2016. Kolkatta: Asia-Pacific Economic Association. 1-43.
http://apeaweb.org/confer/kkt16/papers.htm.

Jensen, Michael C., and William H. Meckling. (1976). “Theory of the Firm: Managerial Behaviour, Agency Costs
and Ownership Structure.” Journal of Financial Economics 3: 305-360.

Jin, J. Y., K. Kanagaretnam, and G. J. Lobo. (2011). “Ability of Accounting and Audit Quality Variables to Predict
Bank Failure During the Financial Crisis.” Journal of Banking and Finance 35:2811-2819.

Kaur, Ravneet, and Rajinder Kaur. (2016). “Corporate Governance Reporting Practices Effect on Shareholder
Value: A Study of Private Sector Banks in India.” Pacific Business Review International 71-81.

Kawatra, Shelly, and Venkat R. Krishnan. (2004). “Impact of Gender and Transformational Leadership on
Organizational Culture.” NMIMS Management Review 16 (1): 1-6.

Klapper, Leora F., and Inessa Love. (2002). Corporate Governance, Investor Protection, and Performance in
Emerging Markets. Washington: The World Bank-Development Research Group Policy Research Working
Papaer2818.

Kombo, Kevin N., and Amos Njuguna. (2017). “Importance of Capital Adequacy Requirements in Basel IlI
Framework for Commercial Banks in Kenya.” American Journal of Finance 1 (4): 26-44.

Kumar, Mohan, and Govind Singh. (2012). “Mounting NPAs in Indian commercial banks.” International Journal
of Transformations in Business Management 1 (6): 1-12.

Kumar, Raj, and Saumya Singh. (2014). “Compliance of Corporate Governance Disclosure: Evidence from
Indian Financing Companies.” International Journal of Trends in Business Administration 3 (3): 278-291.

Luxi, Chen, Liu Chun lei, Dong Xiao yu, Wu Qi, and Wang Guan yu. (2013). “Corporate Governance and Firm
Performance: Empirical Evidence from China.” International Conference on Education Technology and
Management Science. Atlantis Press. 1063-1067.

Madison, Kristen, Daniel T. Holt, Franz W. Kellermanns, and Annette L. Ranft. (2015). “Viewing Family Firm
Behavior and Governance through the Lens of Agency and Stewardship Theories.” Family Business Review 29
(1):65-93.

Majumdar, Sumit K. (1997). “The Impact of Size and Age on Firm-Level Performance: Some Evidence from

India.” Review of Industrial Organization 12:231-241.

Manzaneque, Montserrat, Alba Maria Priego, and Elena Merino. (2016). “Corporate Governance Effect on
Financial Distress Likelihood: Evidence from Spain.” Revista de Contabilidad- Spanish Accounting Review 19
(1):111-121.

Micheal, Justin Nelson, G. Vasanthi, and R. Selvaraju. (2006). “Effect of Non-Performing Assets on Operational
Efficiency of Central Co-Operative Banks.” Indian Economic Panorama 16 (3):33-39.

Michelberger, Knut. (2016). “Corporate Governance Effects on Firm Performance: A Literature Review.”
Regional Formation and Development Studies 3 (20): 84-95.

Mugwang'a, Fredrick Ambale. (2012). Determinants of Capital Adequacy of Commercial Banks in Kenya.
Department of Finance and Accounting, School of Business, University of Nairobi.

Narula, Sonia, and Monika Singla. (2014). “Empirical Study on Non Performing Assets of Bank.” International
Journal of Advance Research in Computer Science and Management Studies 2 (1): 194-199.

52

Efficacy of Corporate Governance
in Determining Firm Performance: A Panel Data Approach



Nguyen, Tuan, Stuart Locke, and Krishna Reddy. (2015). “Does Boardroom Gender Diversity Matter? Evidence
from a Transitional Economy.” International Review of Economics and Finance 37: 184-202.
doi:http://dx.doi.org/10.1016/j.iref.2014.11.022.

Olalekan, Asikhia, and Sokefun Adeyinka. (2013). “Capital Adequacy and Banks' Profitability: An Empirical
Evidence from Nigeria.” American International Journal of Contemporary Research 3 (10): 87-93.

Orazalin, Nurlan, Monowar Mahmood, and Keun Jung Lee. (2016). “Corporate Governance, Financial Crises
and Bank Performance: Lessons from Top Russian Banks.” Corporate Governance 16 (5): 798-814.
do0i:10.1108/CG-10-2015-0145.

Owen, Ann L., and Judit Temesvary. (2018). “The Performance Effects of Gender Diversity on Bank Boards.”
Journal of Banking and Finance 90: 50-63. doi:https://doi.org/10.1016/j.jbankfin.2018.02.015.

Pareja, Salvador Gil, Rafael Llorca Vivero, and Jose Antonio Martinez Serrano. (2008). “Trade Effects of
Monetary Agreements: Evidence for OECD Countries.” European Economic Review 52 (4): 733-755.

Park, Y. W., and H. H. Shin. (2003). “Board Composition and Earning Management in Canada.” Journal of
Corporate Finance 185:1-27.

Poojari, Chandra A. (2013). “Implications of the Corporate Governance Framework during the Credit Crisis on
3 Banks.” NMIMS Management Review XXIII: 148-178.

Prevost, A. K., R. P. Rao, and M. Hossain. (2002). “Determinants of Board Composition in New Zealand: A
Simultaneous Equation Approach.” Journal of Empirical Finance 9:373-397.

PTI. (2016). “Raghuram Rajan Calls for Reducing Govt, Regulatory Oversight of Public Sector Banks.” Financial
Express, 16 August. http://www.financialexpress.com/industry/banking-finance/raghuram-rajan-calls-for-
reducing-govt-regulatory-oversight-of-public-sector-banks/348900/.

Richard, Orlando C., Susan L. Kirby, and Ken Chadwick. (2013). “The Impact of Racial and Gender Diversity in
Management on Financial Performance: How Participative Strategy Making Features can Unleash a Diversity
Advantage.” The International Journal of Human Resource Management 24 (13): 2571-2582.
doi:http://dx.doi.org/10.1080/09585192.2012.744335.

Roe, Mark J. (2004). The Institutions of Corporate Governance. Cambridge: Harvard Law School Discussion
Paper No. 488.

Roy, Amitava. (2016). “Corporate Governance and Firm Performance: A Study of Indian Listed Firms.”
Metamorphosis 15 (1): 31-46.

Sarkar, J.,and S. Sarkar. (2008). “Multiple Board Appointments and Firm Performance in Emerging Economies:
Evidence from India.” Pacific-Basin Finance Journal 17 (2): 271-293.

Schaeck, Klaus, and Martin Cihak. (2007). “Banking Competition and Capital Ratios.” IMF Working Paper No.
WP/07/2161-22.

Schillhofer, Andrew. (2003). Corporate Governance and Expected Stock Returns: Empirical Evidence from
Germany. Wiesbaden: Gabler.

Sellers, Ricardo, and Veronica Alampi-Sottini. (2016). “The Influence of Size on Winery Performance: Evidence
from Italy.” Wine Economics and Policy 5: 33-41.

Setiyono, Bowo, and Amine Tarazi. (2014). “Does Diversity of Bank Board Members affect Performance and
Risk? Evidence from an Emerging Market.” HAL Archives-Ouvertes hal-01070988 1-42. https://hal-
unilim.archives-ouvertes.fr/hal-01070988.

Sharma, Priyanka Kaushik. (2015). Corporate Governance Practices in India - A Synthesis of Theories, Practices,
and Cases. London: Palgrave Macmillan.

ISSN: 0971-1023 | NMIMS Management Review Efficacy of Corporate Governance
Volume XXXVIII | Issue 3 | August 2020 in Determining Firm Performance: A Panel Data Approach

53



e October, 1997. “Silver Jubilee National Convention.” Chartered Secretary. ICSI.

e Singh, M., and W. N. Davidson. (2003). “Agency Cost, Ownership Structure and Corporate Governance
Mechanisms.” Journal of Banking and Finance 27:793-816.

e Song, Yunling, Xinwei Ji, and Chi-Wen Jevons Lee. (2013). “Ownership Balance, Supervisory Efficiency of
Independent Directors and the Quality of Management Earnings Forecasts.” China Journal of Accounting
Research 6:113-132.

e Thangavelu, Shandre M., and Aekapol Chongvilaivan. (2013). “Financial Health and Firm Productivity: Firm-
level Evidence from Vietnam.” ADBI Working Paper Series No.434 1-18.

e Toor,N.S.(1998). Non-performing Advances in Banks. New Delhi: Skylark Publications.

e Varshney, Pankaj, Vijay Kumar Kaul, and V. K. Vasal. (2012). Corporate Governance Index and Firm
Performance: Empirical Evidence from India. 11 July. https://papers.ssrn.com/sol3/
papers.cfm?abstract_id=2103462.

e Verma, Shikha Pahwa, and Venkat R. Krishnan. (2013). “Transformational Leadership and Follower's
Organisational Commitment: Role of Leader's Gender.” NMIMS Management Review XXII1: 91-112.

e Weersainghe, V.E.I.W., and Tissa Ravinda Perera. (2013). “Determinants of Profitability of Commercial Banks
in SriLanka.” International Journal of Arts and Commerce (International Journal of Arts and Commerce) 2 (10):
141-170.

e Weisbach, M.S. (1988). “Outside Directors and CEQO Turnover.” Journal of Financial Economics 20: 432-460.

e Williams, Richard. (2017). Panel Data 4: Fixed Effects vs Random Effects Models. 4 April. http://www3.nd.edu/
~rwilliam/.

Manjula Shukla is a research scholar at Faculty of Commerce, Banaras Hindu University and is pursuing
her Ph.D. in the area of Corporate Governance. She has completed her B.Com. (Finance specialisation) and
M.Com. (Finance specialisation) from Faculty of Commerce, Banaras Hindu University. She had qualified
for Junior Research Fellowship in the December 2014 term. Her areas of interest include financial
management, organisational management and corporate governance. She has presented papers in
national and international conferences in India and abroad and has published research papers in UGC
approved and CARE listed journals along with publications in the form of book chapters in national level

publications. She can be reached at manjuangel16@gmail.com.

54 Efficacy of Corporate Governance
in Determining Firm Performance: A Panel Data Approach



