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Abstract

India has recently witnessed a set of banking frauds, pointing toward the possibility of loose corporate governance
mechanisms in the banking sector. The present study aimed to evaluate the composition of the board of directors in terms of
the corporate governance parameters to assess whether they impacted the performance of the listed Indian banks. The
hypothesis for the same was formulated based on the agency and the resource dependency theory. The study made use of the
34 public as well as private sector banks listed on the Bombay Stock Exchange 500 for a period of 12 years (2010-2022). The
analysis was conducted using the STATA software’s fixed-effect panel data regression model. The results suggested that
board size, percentage of women directors, and percentage of independent directors on the board of banks impacted the
financial performance of these banks. The study shed light on the mechanism and ways to improve bank performance using
corporate governance parameters. It makes valuable contributions to the literature on corporate governance and shall be
helpful for both managers and policymakers in formulating regulatory guidelines.
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he significance of corporate boards has been a questionable topic, but when things go south, they become
the center of attention in the company. Numerous scandals and concerns about corporate governance have
been brought to light lately. Consequently, the committee of the board has been the focal point for policy
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discussions regarding the reformation of the governance systems and has become a topic for substantial academic
research (Adamsetal.,2010).

In the context of developing economies, where inadequate protection of shareholders' rights and ownership
concentration pose a significant threat, the board conducts multidisciplinary tasks which directly or indirectly
affect the firm's performance. The responsibility of the executive board is not limited to merely conducting the
lawful necessities but extends to implementing control all over the company while remaining answerable to the
shareholders. With expertise, independence, and legal powers, the corporate board serves as a powerful
governance system. Being at the apex of the internal control system, the board, through its various committees, is
responsible for the corporation's functioning and decision-making (Bugeja et al., 2016). Independent directors on
boards are significantly influential because of their innermost position within the firm and their ability to observe
on behalf of shareholders. Therefore, they are considered one of the most effective instruments for ensuring that
companies are well-governed (Byrd etal., 2010).

Banks play an essential role in the development of an economy, and safeguarding them is, thus, important
(Sardana & Shukla, 2020; Sardana & Singhania, 2022). Moreover, the growth of digital banking has further
pushed its relevance (Sardana & Singhania, 2018). The BASEL Committee on Banking Supervision
(BCBS, 2018) focused on the need to refine the governance and management of financial institutions. The
committee advised a standardized composition of the directors of the board and the executives to strengthen the
governance of such institutions, driving home the fact that good corporate governance enhances monitoring
efficiency. In developing economies, the importance of bank governance increases because of multiple reasons.
First, banks have a superior position in the financial system of emerging economies and can be significant
facilitators of economic growth. Second, they serve as the prime source of finance for a substantial number of
firms, as well as the prime depository of the economy's savings. Failure of banks, especially commercial banks,
can therefore have repercussions on the trust of depositors, payment systems, and credit creation (Gupta &
Sardana, 2021). Third, privatization and liberalization of the banking systems in developing economies have
reduced the role of economic supervision. As a result, the managers in these countries have attained liberalization
in the administration of banks.

With a growing number of banking frauds in India, researchers have tried to delve deeper to identify banks'
financial and risk-mitigation controls (Ahamed, 2015; Jain et al., 2021). The complexities of the banking industry
require the presence of a diverse board of directors to identify the various issues prevalent in the banking sector
(Kumari & Pattanayak, 2014). The board's awareness and expertise about the industry's complications help them
to advocate and advise the managers coherently and implement the right strategies within the institution based on
their diverse expertise (Berezinets et al., 2017). Although multiple conceptual and empirical studies have been
undertaken in corporate governance, only a small portion of them concerns the dimension of the banking industry,
thereby necessitating this study in India, a developing economy. The need to evaluate corporate governance from
an Indian perspective is essential because of its distinctive features, which are not necessarily present in other
nations. Due to the inheritance of the English legislatures, the corporate governance system of India is one of the
finest. However, the faulty execution of the law, along with the policies of the pre-reform phase of the following
socialism, altered it to great extents.

Based on the extant literature, it was observed that most of the studies linking board composition with
performance have focussed on non-banking areas (Bezawada, 2020) or have been conducted in developed
economies (Ghosh & Ansari, 2018). Moreover, the case of India is unique since many regulatory changes have
been brought up in the board's composition based on the regulations (Companies Act 2013) and the reports of the
Reserve Bank of India (RBI).

The study makes vital contributions to the corporate governance domain in the banking sector. Firstly, most
corporate governance studies focus on firms' performances. The banking sector is often left out due to the different
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nature of its regulations from that of the corporates. This study tries to fill that research gap and contributes to the
growing literature in the field of the banking sector. Secondly, on 26" April 2021, the RBI issued a notification for
commercial banks to follow various corporate governance practices (Reserve Bank of India, 2021a). This study, in
a way, enhances the robustness of such practices for the improvement of banks' governance and performance.
Finally, the study provides an empirical justification to the corporate governance theories, specifically the agency
theory and resource dependency theory, by highlighting the role played by the board-related corporate governance
parameters in improving banks' performance.

The paper focuses on specific aspects of boards of directors in the Indian banking sector. It studies the
composition and characteristics of the board among certain Indian commercial banks and their impact on the
bank's financial performance.

Review of Literature and Hypotheses Development

The agency theory and resource dependency theory demonstrate an active linkage between the performance of the
firm and the directors of the firm's board (Jensen & Meckling, 1976; Pfeffer & Salancik, 2003). Agency theory
stresses the separation of the objectives of the managers and shareholders (Jensen & Meckling, 1976) and focuses
on enhancing the control to achieve the given objectives. According to the resource dependency theory (Pfeffer &
Salancik, 2003), the activeness and the size of the board are key resources for enhancing performance. Thus, we
can see that a plethora of corporate governance theories exist that create wide linkages between governance
mechanisms and firm performance (Singhania, Singh, Singh, & Sardana, 2022). Thus, in Figure 1, we formulate a
conceptual framework using these corporate governance theories and their linkage with governance and
performance.

Board Size and Performance

Based on the existing research, the linkage between the board size and the bank performance is mixed. In America,
a study examining the holding companies of the banks confirmed that larger banks escalate the efficacy of
management supervision (Adams & Mehran, 2012). The same was confirmed in the study of banks of five
countries in the Eurozone (Bouteska, 2021) and the banks of Pakistan (Malik et al., 2014), where both studies
found a direct relationship between the board size and the efficiency leading to positive performance. Some
studies have also shown that bigger boards enhance the firm's functioning by minimizing agency costs, bringing in
a diversity of stakeholders, and increasing proficiency and resources (Huu Nguyen et al., 2020). According to
Ofoeda (2017), a huge board also helps expand the organization's expertise with enhanced understanding and
skill, leading to better monitoring of activities.

Figure 1. Conceptual Framework

Resource Corporate Bank
Dependency Governance Perf ce
Theory Parameters

Agency
Theory
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Conversely, various studies confirmed an inverse connection between the board size and the bank's
accomplishments (Al-Manaseer et al., 2012; Kumar & Singh, 2013). Consequently, such research studies argue
that larger boards reduce the board's productivity, leading to a system where the topmost authority only takes the
most important decisions. Furthermore, in the context of Indian cooperative banks, it has been found that the
bigger the board, the lesser the returns (Ghosh & Ansari, 2018). Contemplating these arguments, we hypothesize
that board size positively affects performance.

% H1:Boardsize positively affects the banks' performance.

Women's Directorship and Performance

The available literature on the connection between women directors and performance seems inconclusive (Singh,
Singhania, & Aggrawal, 2021), and the research on the gender gap is growing (Sitaraman et al., 2022). The
representation of females on the board has been continuously increasing but at a very slow pace (Singh, Kota,
Sardana, & Singhania, 2021). A recent study on Indian banks concluded that the presence of women directors
positively affects the accounting return (Shukla et al., 2021). In addition, several studies have shown a positive
impression of female directors on the firm's performance (Singhania, Singh, & Aggrawal, 2022; Kaur &
Vij, 2017).

A recent study about Indian firms coming out with initial public offerings conducted by Singh et al. (2019)
concluded that the ratio of women directors has a negligible impact on the firm's performance. However, another
study on state-owned firms in India revealed that the presence of women directors on the board has an inverse but
noteworthy influence on the firm's performance (Kiranmai & Mishra, 2019). Moreover, based on the industry-
wide impact, a recent study of the Indian IT sector reported an insignificant impact on gender diversity on board
(Singh et al., 2022). Furthermore, a higher percentage of female directors on the board can be harmful. It would
further lead to a difference of opinion among the directors and a decrease in the firm's valuation (Pathan &
Faff, 2013). Therefore, considering the findings of the literature as well as the Resource Dependency Theory, we
hypothesize that number of women directors on the board positively affects the performance of banks.

& H2:The number of women directors on the board positively affects the banks' performance.

Independent Directors and Performance

Previous studies have shown that independent directors on the board lead to stronger corporate governance and a
reduction in total risks and help the firm thrive well in the long run, thus improving performance (Francis
et al., 2012). Academicians suggest that the presence of independent directors on the board is in line with the
agency theory. It positively influences the firm's performance (Al-Manaseer etal.,2012; Kakandaetal.,2017).
However, recent research on Indian banks inferred that invites to independent directors elevated market risk
(Shukla et al., 2020). Additionally, Majeed et al. (2020), in their study based in Pakistan, established a negative
association of independent directors with performance. The plausible explanation for such inconclusive results
could be that merely emphasizing the regulatory norms might not lead to better governance and performance
(Gafoor et al., 2018). Based on available evidence, we hypothesize that boards with a higher consistency of
independent directors are more likely to successfully observe the management and provide the needful support to
improve the performance. In other words, independent directors positively affect the performance ofthe banks.

% H3:The presence of independent directors positively affects the banks' performance.
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CEO Duality and Performance

The primary objective of the CEO is to formulate and execute the company's strategies, policies, and goals.
Therefore, one of the major duties given to the board is to keep an eye on the activities of the CEO. Since the
president or chairman of the board will have to monitor and audit the activities of the CEOQ, it is suggested that
distinct individuals should fill the positions of the president of the board and the CEO (Singh, Kota, Sardana, &
Singhania, 2021).

A study conducted in Italy found that CEO duality negatively affects firm performance (Dogan et al., 2013).
The phenomenon of CEO duality is widespread in Lebanese banks, leading to cutting back on the monitoring
responsibility of the board due to the absence of independence (Patton & Baker, 1987). Carty and Weiss (2012)
reported no connection between the bank performance and the CEO duality, suggesting that it leads to misuse and
misconduct of power. Li and Tang (2010) reached the same conclusion through their study in China. Hence, we
can state that when the company adopts CEO duality, the performance standards of the banks are greatly reduced.

% H4:CEO duality is negatively linked with banks' performance.

Busy Directors and Performance

The directors who serve on the boards of eminent firms are more likely to receive proposals to serve on multiple
boards based on their networks and connections. This phenomenon indicates a direct connection between busy
directors and the recognized quality of directors. For example, a recent study based in Brazil showed that the
presence of busy directors positively improves the market value of the firms (Mbanyele, 2020). This outcome is
based on the premise that busy directors have extensive monitoring and advising capabilities due to their vast
experience on various boards (Elyasiani & Zhang, 2015).

On the other hand, a strong argument against the busy director is that directorial duties demand time and
attention, which is scarce with busy directors due to their multiple roles (Mbanyele, 2020). Moreover, such
multiple responsibilities also impair the effectiveness of the advisory and monitoring function (Kress, 2018).
Moreover, as per Field etal. (2013), busy directors positively help the newer firms, but for old firms, the demission
of'a busy director favorably influences the market value. This is because busy directors may avoid their duties due
to a shortage of time and other commitments. Therefore, based on existing literature, we hypothesize that the
presence of busy directors on boards negatively affects the performance of the banks.

% H5:Busy directors negatively affect the banks' performance.

Research Design and Methodology

Sample

Secondary data has been collected for all commercial banks listed on the Bombay Stock Exchange 500 (BSE-500)
to measure the impact of board composition on the performance of Indian banks. Since BSE 500 represents 93%
of the market capitalization (Raithatha & Haldar, 2021), the banks sampled from the list shall have greater scope
for generalization. They shall be representative of the banking scenario in the country. This comprised 22 public
sector banks and 12 private sector banks. A period of 12 years, from 2010 to 2022, was considered for the analysis
because corporate governance received massive attention after the global financial crisis. Several practices were
suggested to improve the banking sector's governance mechanism (Orazalin & Mahmood, 2019). The total
sample comprised 408 firm-year observations. The data for the corporate governance variables were manually
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collected from the sampled banks' annual and corporate governance reports. In contrast, the financial variables
were collected from the CMIE Prowess Database, a well-accepted database for conducting the secondary research
analysis (Singh, Kota, Sardana, & Singhania, 2021; Singhania, Singh, & Aggrawal, 2022).

Description of the Variables

Dependent Variables:

Bank performance is one of the substantial outcomes that the stakeholders are interested in, as it mirrors the way
the resources and amenities of the banks are being used to accomplish their goals. Therefore, this study employs
Return on Assets (ROA) and Tobin's Q to measure bank performance.

% ROA : ROA is one of the most crucial accounting-based measures to evaluate bank performance. It computes
the overall efficacy of the administration in creating returns for the shareholders with its assets. A positive ROA
suggests that the company's total assets are being efficiently utilized to increase the profitable returns of the
shareholders. In contrast, a negative ROA depicts that the company's total assets are not being efficiently used,
thereby hampering the company's growth (Alghifari et al., 2013). Hence, ROA has been used as a dependent
variable to measure financial performance in numerous studies, such as Singhania, Singh, Singh, & Sardana
(2022) and Singh etal. (2019).

% Tobin's Q : Tobin's Q is one of the most eminent market-based parameters for evaluating bank financial
performance for many reasons. First and foremost, Tobin's O considers the risk factors and, unlike the accounting-
based measures, is not subject to manipulations. Second, it mirrors the market anticipation of future returns and
effectively helps to measure the enterprise's competitiveness (Montgomery & Wernerfelt, 1988). Therefore,
Tobin's O can be used as an effective proxy to measure the performance of the banks based on previous studies
(Guptaetal.,2021; Haldar et al., 2015; Kakkar & Kamboj, 2011; Singh etal., 2022). Third, Tobin's Q is computed
using the formula given by Chung and Pruitt (1994), that is, the market valuation of shares plus debt divided by the
total assets. A Tobins' Qratio of 1 serves as a break-even point for evaluating the bank's performance. Banks with a
value of more than 1 are expected to offer finer returns than those with less than 1.

Independent Variables and Control Variables :

Table 1 summarizes the various independent and control variables employed in the study, along with their
definition, symbols, and supporting literature.

Model Specification

We used the panel data regression model to determine the impact of the board characteristics on the performance
of the sampled banks. We ran the Hausman test(Hausman & Taylor, 1981) to determine the suitability of the fixed
effect or random effect model for the regression analysis. After evaluation, the null hypothesis was rejected, and
thus fixed effect regression analysis was used. The methodology is supported by the previous studies conducted in
the corporate governance literature (Haldar et al., 2015; Kumar & Sudesh, 2019; Singh, Kota, Sardana, &
Singhania, 2021).

Two models were run using the fixed effect regression, using the STATA version 16 Software to conduct the
analysis. The model specifications are as follows:
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Table 1. Summary of Independent Variables and Control Variables

Variables Symbols

Definition/Measurement

Supporting Literature

Independent Variables
Board Size BD - Size

Percentage of P - Women
Women Directors

Percentage of P -Ind

Independent Directors

CEO Duality CEO-D

Percentage of
Busy Directors

P-Busy

Control Variables

Bank Size B-Size
Bank Age B-Age
Leverage Lever

Board size represents the total number of board
directors on the board of a bank.

The percentage of women directors refers to the
proportion of female directors out of the total directors
on the board. It is used as a proxy to determine gender

diversity within the board.

The percentage of independent directors is assessed as
the proportion of independent directors out of the
total directors on the board.

CEO duality refers to the situation in a bank where
the CEO of the enterprise also serves as a member
of the board of directors. CEO-D has been used
as a dummy variable with a value of 1 if the
CEO serves as a board member and 0 otherwise.

The percentage of busy directors is measured as the
proportion of directors (who serve on the board of

three or more firms as directors) out of the total number

of directors on the board.

Bank size is denoted as the natural log of the bank's total assets.
The bigger banks seem to have a comparative edge over the Mohd Rasid (2016) ; Bezawada (2020)
smaller banks due to their economies of scale. Further, they
also have an advantage of a substantial number of deposits

along with the benefits of diversification. All of this leads

to better profits for bigger banks.

Bank age is measured as the natural log of the current year
less the year of the bank's inception. The age of the banks plays a
key role in profitability since the older banks are considered

to have a competitive edge over the newer banks.

Leverage is determined as the ratio of long-term debt to
long-term assets, revealing the percentage of assets of the

enterprise being funded by debt.
Leverage = Company Debt/ Shareholders' Equity

Liang et al. (2013) ; EI-Chaarani

(2014) ; Singh, Singhania, & Aggrawal (2021)

Liang et al. (2013) ; Singh et al. (2019) ;
Gupta et al. (2021)

Sarpal (2015) ; Agnihotri & Gupta (2019) ;

Shukla et al. (2020) ; Mbanyele (2020)

Carty & Weiss (2012); EI-Chaarani (2014);
Bukair & Abdul Rahman (2015)

Saleh et al. (2020) ; Mbanyele (2020) ;
Gupta et al. (2021)

Liang et al. (2013) ; Chowdhury &

Sharma & Dey (2020) ;
Gupta et al. (2021)

Bukair & Abdul Rahman (2015)

Model 1: Tobin's Q,= B, + =B,BD-Size, + =B, P-WOMEN, +3B, P-Ind + *B,CEO-D,+ =B, P-Busy, + =B,B-Size, +

Z:B7B-Ageit +2B8 Leveriz+ &

(M

Model 2 : ROA, = B, + =B, BD-Size,+ SB,P-WOMEN + 2B,P-Ind, + =B,CEO-D, + SB.P-Busy, + =pB-Size, + =P,

B-Age,+ X, Lever,+¢,

where,

)

irefers to the various firms included in the sample of the time,
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tis the time measured in years from 2010 to 2021.
All other variables are defined in Table 1.

Analysis and Results

Descriptive Results

Table 2 reports the descriptive statistics. The board size average is 12.93, which shows that, on average, the board
size is larger in Indian commercial banks. The average percentage of independent directors is approximately
58.34, which is a positive sign, indicative that at least 50% of the board of directors in Indian banks are
independent. The average percentage of women directors is only 18.02, representing the low proportion of women
directors on boards of Indian banks. The average percentage of busy directors is 39.57, indicating that the
members of the board of directors participate in multiple assignments simultaneously. CEO duality is
approximately 51%, stating at least 50% of the firm suffers from independence issues. The average bank size is
sufficiently large, with an average value of 13.88. Leverage value is expected to be low, and it is found to be 18%
on average. The average bank age is 69.73 years. In terms of the profitability parameters, ROA and Tobin's Q are
12.6% and 0.322, respectively, indicating that these banks' profitability is sound.

Empirical Findings

Table 3 reports the results of the panel data regression. The board size is negative and significant (p = 0.079),
stating that the larger the board size, the more bank performance is negatively affected. This result could be due to
the communication problem between the board of directors (Sharma & Dey, 2020). Thus, H1is not supported. The
percentage of female directors is found to be positively related to bank performance (p = 0.005). This means that
women directors, through their diverse experience, personality, and skills, have impacted performance (Moreno-
Gomez et al., 2018) in support of H2. The percentage of independent directors is found to have a positive and
significant (p = 0.045) impact on bank performance, and thus H3 is also supported. The plausible reason is that
independent directors bring about transparency and independence in decision-making, which leads to improved
governance and performance (Armstrong et al., 2014). CEO Duality is found to impact bank performance
negatively, but the results were not significant (p = 0.142), as also suggested by Duru et al. (2016). Thus, H41s not

Table 2. Descriptive Statistics

Variable Mean Std. Dev. Min Max
B - Size 12.939 3.494 4 32
P-ind 0.5834 2.928 0 14
P - Woman 0.1802 0.734 0 4
CEO-D 0.519 0.5 0 1

P - Busy 0.3957 3.009 0 15
B - Size 13.884 1.666 -0.693 17.421
Lever 0.187 0.461 0 3.741
Tobin's Q 0.322 0.647 0 6.1
B-Age 69.733 39.098 0 156
ROA 0.126 2.607 -51.6 0.171
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Table 3. Results of Regression Models
Model 1 : Tobin’s Q as a Dependent Variable Model 2 : ROA as a Dependent Variable

Variable Co-efficient p-value Variable Coefficient p-value
B - Size -0.023 0.079*** B - Size -0.28 0.093***
P-Ind 0.016 0.045** P-Ind 0.019 0.037**
P - Woman 0.058 0.005* P - Woman 0.079 0.003*
CEO-D -0.119 0.142 CEO-D -0.001 0.695

P - Busy -0.018 0.154 P - Busy -0.001 0.039*
B-Size 0.023 0.001* B - Size 0.004 0.000*
Lever -0.771 0.000* Leverage -0.006 0.005*
B - Age 0.004 0.000* B - Age 0.009 0.000*
R Square 0.4029 R Square 0.2980

Adjusted R Square  0.3894 Adjusted R Square 0.2822

Note. N = 408 ; *Significant at 1% ** Significant at 5%, *** Significant at 10%.

supported. The percentage of busy directors is negatively related to the bank's performance (p = 0.154), leading to
the rejection of HS. The results of both the financial variables, which are Tobin's Q and ROA, are found to be
similar. The control variables used in the study, comprising bank size, bank age, and leverage, are also found to
impact the banks' performance significantly (p = 0.001, p = 0.000, p = 0.000, respectively), as supported by past
literature.

Discussion and Conclusion

The banking sector in India has witnessed rapid growth in recent years, where a set of reforms have been explicitly
accelerated with respect to corporate governance. However, this upsurge is caused by the growing fraudulent
activities in the Indian banking system, which caused a loss of over INR 3.95 trillion (Reserve Bank of
India, 2021b). In light of such mishappenings, it is imperative to build mechanisms that will ensure a high degree
of transparency and foster good governance. The current study is rightly timed in this direction to provide
empirical support as to how the board composition can affect the performance of these commercial banks.
Accordingly, the results of the study are focused on comprehensively evaluating the various characteristics of the
board, which shall have a bearing on the financial performance of banks.

With a theoretical backing of the agency theory and the resource dependency theory, this study aims to evaluate
the impact of board composition on banking performance. The study uses a sample of 34 banks (22 public sector
banks and 12 private sector banks) listed on the BSE-500 for 12 years (2010-2021) to achieve the objectives. Two
performance indicators, the market-based performance (Tobin's Q) and the accounting-based measure (ROA), are
used as measures of bank performance. The parameters of board composition, such as board size, percentage of
women directors, and percentage of independent directors, are found to significantly impact banks' performance,
consistent with previous studies (Gafoor et al., 2018; Leone et al., 2018). However, the other two variables, the
percentage of busy directors and the CEO duality, are insignificant, consistent with past studies (Grove et al.,
2011; Isik, 2017). Nevertheless, the results highlight that since these board-related characteristics are expected to
improve transparency, they shall foster better governance mechanisms (Matta et al., 2022), further improving
banks' performance.

This study contributes to the literature by being among the earliest studies to decipher the interlinkages
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between governance and performance aspects of the banking sector in an emerging economy like India. Not only
does it support the theoretical framework of corporate governance, but it also provides additional insights by
linking gender diversity and performance in the banking sector, which has been hitherto under-explored (Ghosh &
Ansari, 2018).

Theoretical and Managerial Implications

The study has both theoretical and managerial implications. The study outcome provides theoretical justification
for the agency and resource dependency theories (Singhania, Singh, Singh, & Sardana, 2022) of corporate
governance, which focus on the role of various board characteristics impacting performance. In addition, the study
provides empirical justification for these theories.

Regarding the managerial implications, the study results can prove fruitful for the managers to improve the
recruitment practices of the board of directors. Knowing the characteristics that impact banks' performance, the
managers can use it to their advantage and improve their respective banks' governance and performance. The
results can also be used by policymakers, such as the central bank and the government, to frame regulatory norms
based on these parameters. If followed in the true spirit, such norms and practices can boost banks' performance.

Limitations of the Study and Scope for Future Research

Despite various important contributions, the study suffers from certain limitations, which opens the door for
future research. The study is based on a sample of 34 banks only listed on the BSE-500 index. Future studies can
focus on enhancing this sample for better generalizability of the results. Moreover, the study has focused on
limited parameters of the board structure. Future scholars may also work on parameters such as age diversity,
education of the board members, etc. Further, such governance parameters can be compared between the private
and public sector banks.
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