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This paper examines the effect of board characteristics on bank financial performance. Tracing the
Greek financial crisis during the period of 2008 to 2018, the paper investigates whether board size,
board independence, CEO duality, female directors, and foreign directors affect banks performance.
The empirical evidence shows that board structure has a significant effect on bank performance.
Specifically, board size, board independence and chairman independence were found to exert a
positive effect on bank performance. The effect of diversity on performance was ambiguous, since the
effect of female directors was positive; but the effect of foreign directors was negative. These findings
can potentially help banks improve performance by considering the features found significant in this
study. Moreover, regulators can draw insight from the findings to design rules that strengthen

corporate governance effectiveness.
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INTRODUCTION

The aim of this paper is to investigate the relationship
between corporate governance and financial performance
of Greek systemic banks from 2008 to 2018, a period
encompassing the outbreak, development and ending of
the sovereign debt crisis in Greece. What makes Greece
an interesting setting is that an otherwise developed
economy and Eurozone member country suffered a
severe fiscal crisis, was involved in the biggest haircut in
the history of sovereign debt and subsequently
experienced a financial crisis that transformed the
structure of its banking industry (Georgantopoulos and
Filos, 2017; Kalemli-Ozca et al., 2016; Koutoupis et al.,
2020). These conditions led to significant changes
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taking place in the regulatory framework and the
governance of the banking industry. In this context, there
was a requirement for compliance of the Greek systemic
banks with the existing corporate governance
frameworks, imposing rules for more efficient functioning
of the board of directors. The study of the impact of
corporate governance on the effectiveness of banks in
time of crisis has been a topic of interest in the literature
(Orazalin et al., 2016).

This study complements the existing literature by
exploring the impact of board structure in bank
performance in an environment with the political, fiscal,
financial, and institutional elements of Greece. The sample
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sample consists of the four systemic Greek banks. The
analysis is based on arguments about the importance of
board structure characteristics that have been identified
in the literature and the quantitative analysis is carried out
with a panel-data regression model. In this context, the
fundamental corporate governance characteristics were
investigated as determinants of bank performance as
proxied in the literature, such as board size,
independence of board members, board diversity and
chairman’s independence. Specifically, board size
(Andres and Vallelado, 2008; Gaur et al., 2015) and
independent directors (Andres and Vallelado, 2008;
Georgantopoulos and Filos, 2017; Liang et al., 2013)
were expected to be positively associated with
performance. Regarding board diversity, it was expected
that female directors positively affect performance
(Garcia-Meca et al., 2015; Gulamhussen and Santa,
2015) and outside directors positively or negatively affect
bank performance (Almutairi and Quttainah, 2020; Choi
and Hasan, 2005; Garcia-Meca et al., 2015; Rafinda et
al., 2018). Finally, a negative effect of CEO duality on
bank performance was expected (Kaymak and Bektas,
2008; Liang et al., 2013). The results indicate that board
size, board independence, chairman independence and
female directors have a positive effect on bank
performance; whereas the presence of foreign directors
has a negative association with performance.

The Greek banking industry during the financial
crisis

The Greek crisis occurred in the aftermath of the 2008
international financial crisis. Initially, the global crisis did
not deliver an immediate blow impact on the Greek
economy, mainly because Greek banks were not
substantially exposed to the global environment of
financial engineering and toxic financial instruments. In
the decade leading to the crisis, bank profitability
exhibited substantial fluctuations. The return on assets
(ROA) fell from 20.3% in 2000 to 5.7% in 2004, then
increased to 17.9% in 2007 and subsequently fell to
10.1% in 2008 when the first signs of the global financial
crisis cast their shadow on the Greek economy. The
return on equity (ROE) exhibited a similar trend. It fell
from 1.8% in 2000 to 0.4%, then rose to 2.1% in 2007
and subsequently declined to 1 in 2008 (European
Commission [EC], 2020). It should be noted, however,
that Greek banks were among the last to experience the
effects of the global crisis, mainly due to their limited
exposure to financial engineering and international capital
markets. Their profitability was higher than most of their
European counterparts in 2008, only to plummet in 2009
and 2010 in the wake of the sovereign debt crisis.

Several factors contributed, subsequently, to Greece’s
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vulnerability: the loosening of the country’s fiscal policy
from 2004 t02010, combined with the fall in investments
as well as private consumption; and the limited
competitiveness of the Greek economy resulted in the
increase of public debt and budget deficit, as well as a
high and growing current account deficit (Andreou et al.,
2017). The fast downgrading of Greece government’s
credit rating resulted in a dramatic rise in the
government’s borrowing costs and the exclusion of Greek
banks from accessing international financial markets.
Greek government’s decision to request financial aid from
the European Union(EU) and the International Monetary
Fund (IMF) led to the formation of the Troika (European
Union, European Central Bank [ECB] and International
Monetary Fund) and the provision of financial support, to
avoid sovereign default. The largest part of the funds
granted were incorporated to repay debt to international
financial institutions and to recapitalize the Greek banks
(Bortz, 2019).

The recapitalization of the Greek banking system was
based on a combination of private funding and European
Financial Stability Facility (EFSF) funding, at three
different points in time, 2010, 2012 and 2015, with the
signing of the three Memoranda of Understanding. The
funds granted were tunneled through the Hellenic
Financial Stability Fund (HFSF) and used exclusively for
the rescue of the four systemic banks (National Bank of
Greece, Alpha Bank, Bank of Piraeus and Eurobank);
whereas, the rest were forced to take reorganizational
measures or to merge (Tampakoudis et al., 2019). The
restructuring of the banking industry resulted in the
severe contraction of the market and a subsequent
reduction in the number of banking institutions from 36 in
2008 to 18 in 2016, with the four systemic banks
possessing more than 95% of the domestic banking
market (European Stability Mechanism [ESM], 2018).

Corporate governance and Greek banks

The main characteristic of corporate governance in
Greece at the beginning of the crisis was the existence of
a multitude complex of laws and regulations (such as,
L.2190/1920, L. 3016/2002, L.3601/2007, L.3606/2007,
L.3864/2010) (Nerantzidis and Filos, 2014;
Kourdoumpalou 2016). However, the operational quality
of corporate governance mechanisms appeared low
compared to international practices (Lazarides and
Drimpetas, 2011). According to Lazarides and Drimpetas
(2011), the banking industry performed slightly better,
because in addition to the Hellenic Capital Market
Commission, the banks were also subject to supervision
by the Bank of Greece (Act 2577/2006 and all relating
Acts issued by the Bank of Greece) and the ECB, which
placed heavy emphasis on mitigating risks and fraud. The
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inclusion of the systemic banks in the HFSF
recapitalization program was accompanied by strict
compliance requirements, concerning both their policies
and governance (ESM, 2018). One of these conditions
was the requirement for compliance of the Greek
systemic banks with the existing corporate governance
frameworks and the provisions of the Relationship
Framework Agreement. The reform in corporate
governance-imposed rules for more efficient functioning
of the board of directors, strict distinction between
executive and non-executive members of the board and
independence of the chairmen of the most important
committees of the boards.

There is extant research on the impact of corporate
governance on bank performance during the Greek crisis.
Georgantopoulos and Filos (2017) studied the impact of
corporate governance on the performance of Greek
banks from the beginning of the crisis in 2008 until the
second recapitalization in 2014 and found a positive
contribution of the applied corporate governance
regulatory framework to the value of Greek banks. In a
similar study in the period of 2006-2016, Koutoupis et al.
(2020) found a positive relationship between banks'
performance with some elements of corporate
governance (independent members of the Board of
Directors and corporate governance committees) and a
negative relationship with CEO duality. Relevant studies
are also available in other national markets facing
financial crises. Orazalin et al. (2016) studied the
performance of Russian banks during the period of 2004-
2012 and observed a positive impact of good corporate
governance on the performance of Russian banks before
and after the financial crisis, while during the crisis better
governance did not yield higher performance to Russian
banks. Similarly, Anderson and Campbell (2004)
examined the internal and external corporate governance
activity observed in Japanese banks from 1985-1996 and
concluded that some aspects of corporate governance
exacerbated the Japanese banking crisis of the 1990s.

In the light of the ongoing debate on the effect of
corporate governance on bank performance in times of
crisis, the aim of this paper is to explore the performance
of Greek systemic banks vis-a-vis a set of critical
corporate-governance characteristics during the 2008-
2018 periods. This study extends and complements prior
research on banks and corporate governance in Greece.
While previous studies have examined the period until
2016, this paper examines the entire period of the crisis,
including the landmark end of the sovereign debt crisis on
August 20, 2018, when Greecesuccessfully exited its
final, three-year bailout program. This study focuses on
the four systemic banks and not all the Greek banking
system, since these banks were catalysts in
recapitalization, regulatory reform, and corporate
governance changes in the banking sector. In addition to

comprising 95% of the Greek banking market, it was the
systemic banks that received restructuring funds via the
Hellenic Financial Stability Fund (HFSF) and were placed
under strict governance framework. The third economic
adjustment program (EAP) in 2016 was conditioned upon
the implementation of the HFSF’s review for the boards
and committees of the systemic banks, with the “fit and
proper" criteria. These strict set criteria have brought
about an improvement in the effectiveness of banking
governance in systemic banks (European Commission,
2020).The remainder of the paper is organized as
follows. The next section provides the theoretical
background and develops the hypotheses, the third
section presents the methodology, the fourth section
contains the empirical results and the discussion, and the
fifth section concludes the paper.

LITERATURE REVIEW

Corporate governance remains a central topic of
interdisciplinary research for more than two decades,
partly owing its rise to academic and regulatory spotlight
prominence to the impact of a series of notorious
corporate  scandals, including Enron, Parmalat,
Worldcom, Tyco etc. A key question remains whether
corporate governance, apart from being a mechanism for
protecting and promoting shareholders’ interests (Shleifer
and Vishny, 1997), also influences company financial
performance. Although many studies have established a
link between corporate governance and firm performance
(Adams and Mehran, 2012; Larcker, Richardson and
Tuna, 2007), a coherent and consistent set of results,
concerning specific corporate governance mechanisms,
is still lacking (Larcker et al., 2007). According to Kiel and
Nicholson (2003), this is largely because it is impossible
for a sole theory (agency theory, stewardship theory,
resource dependency theory, stakeholder theory or other)
to adequately respond to the questions of corporate
governance. On the other hand, Rodriguez-Fernadez et
al. (2014) and Gaur et al. (2015) suggest that a combined
approach should be followed instead. Corporate
governance is important for banks because the latter
exert a substantial (implicit or explicit) impact on the
corporate governance of other firms, either as creditors or
as equity holders (Staikouras et al., 2007). The
regulations, business model and the economic impact of
the banking industry have spawned a fruitful debate of
the corporate governance of banks and its effect on
financial performance. Banks bear certain characteristics,
which distinguish their governance model from that of
non-financial firms (Haan and Vlahu, 2016; Kose et al.,
2016). Relevant studies by Kose et al. (2016) and Haan
and Vlahu (2016) identify the regulatory framework and
the complexity and opacity of banking activities as critical



characteristics. In addition, Haan and Vlahu (2016) also
identify banks’ capital structure as an important difference;
whereas Kose et al. (2016) highlight the conflict of
interest between equity holders and creditors.
Furthermore, Adams and Mehran (2005) as well as Kose
et al. (2016) argue that a set of earlier empirical results
on corporate governance of non-financial firms cannot be
verified for banks as well. Haan and Vlahu (2016) also
find that the results of the relationship between corporate
governance and several performance measures are
ambiguous at best, if not contradictory.

Many studies also focus on the relationship between
board composition and bank performance (Adams and
Mehran, 2005, 2012; Andres and Vallelado, 2008; Choi
and Hasan, 2005; Mamatzakis and Bermpei, 2015;
Pathan and Faff, 2013). Adams and Mehran (2005)
studied the relationship between board structure and the
performance of a sample of American banks over the
period of 1959-1999. In contrast to the empirical findings
of non-financial corporations, they found that the
existence of large boards does not imply lower
performance and suggests that the constraints of the
board of directors in the banking industry can be
counterproductive. In contrast, Mamatzakis and Bermpei
(2015) in a study conducted in American investment
banks during the period of 2000-2012 found that the size
of the board has a negative impact on performance,
especially in banks with a board size of more than ten
members. A negative relationship between operational
complexity and performance is, furthermore, indicated. In
addition, the CEO power has a positive effect on
performance. Staikouras et al. (2007) examined the
relationship between board size and performance, as well
as the proportion of non-executive board members and
performance in 58 major European banks during the
period of 2002-2004. The results indicated a negative
relationship between performance and board size, while
the effect of board composition was rather weak. Al-Saidi
and Al-Shammari (2013) studied nine Kuwaiti banks
during 2006-2010 and found a significant relationship
between board composition and bank performance.

According to their results, the board size and the
percentage of non-executive directors affects bank
performance adversely; on the contrary, the CEO duality
affects bank performance positively. Love and Rachinsky
(2015) studied the relationship between corporate
governance and the performance of 107 Russian and 50
Ukrainian banks from 2003-2006. They found that the
relationship between corporate governance and bank
performance is not particularly strong in Russian and
Ukrainian banks. Prior research has identified four basic
structure elements, namely the board size, the
independence of its members, the board diversity and the
chairman’s independence, as the main features associated
with performance.
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Hypothesis development

Board size has been extensively studied in prior research
providing mixed results. A well-staffed board may be
more effective in the performance of its duties. Especially
in banks, their complexity necessitates large boards
(Kose et al., 2016). On the contrary, an excessive
number of board members can cause problems and may
reflect the inefficiency of the organizational structure of
the institution (Pathan and Faff, 2013). In line with this
last argument, Rodriguez-Fernandez et al. (2014) and
Pathan and Faff (2013) found a negative relationship
between board size and performance, in financial and
non-financial firms, respectively. On the contrary, several
studies on the effect of board size on performance came
up with a positive effect result (Andres and Vallelado,
2008; Gaur et al.,, 2015). For example, Gafoor et al.
(2018) investigated banks in India and found a positive
impact of board size on bank performance (ROA),
supporting the result in the argument that a large board
adds more expertise to the bank in decision-making.
Adams and Mehran (2012) provide evidence for a
positive relation between board size and bank
performance suggesting that larger boards have more
directors with subsidiary directorships which may suit the
complexity of such institutions. In addition, Andres and
Vallelado (2008) found positive effect of board size on
bank performance (Tobin’s Q), arguing however, that
there is a point (19 directors) at which the addition of a
new director ends up reducing the value of the bank.
Drawing on these arguments the following hypothesis is
formulated:

H1 Firm performance is positively associated with board
size.

Another element of board structure that has been
extensively investigated is board independence. In
studies that examined the effect of independent directors
on the performance of listed firms, the results were
mixed, finding positive (Shahrier et al., 2020), negative
(Gaur et al.,, 2015) and no effect (Syriopoulos and
Tsatsaronis, 2011).Studies focusing on the banking
industry also provide conflicting results. Pathan and Faff
(2013) in a study of large US banks found that board
independence reduces bank performance, while Liang et
al. (2013) in a sample of large Chinese banks reported a
significantly positive impact of independent directors on
bank performance (ROA). Andres and Vallelado (2008)
as well as Georgantopoulos and Filos (2017), in surveys
conducted in international banks and Greek Banks,
respectively, came to a similar conclusion to that of
Liang, but stressed that an excessive proportion of
independent directors could reduce their positive impact
on bank performance. Despite the conflicting findings of
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the literature®, a positive effect of board independence on
performance is expected in this study, arguing that
independent directors increase the board’s ability to
oversee the management. Therefore, in line with
corporate governance codes (Institute of Directors [IOD],
2009) proposing to increase the independence of the
board, the following hypothesis is formulated:

H2 Firm performance is positively associated with the
independence of the board.

Many studies have investigated the impact of board
diversity on firm-level outcomes (Terjesen et al., 2015).
Prior research has shown that board diversity is
associated with financial performance (Llckerath-Rovers,
2011; Tampakoudis et al., 2020). Indeed, the growing
literature on the effectiveness of board diversity has
acknowledged a relationship between a gender-diverse
board and performance underlining that firms perform
significantly better with female directors (Adams and
Ferreira, 2009). Terjesen et al. (2015) found that firms
with more female directors have a higher firm
performance measured by market-based (Tobin’s Q) and
accounting (return on assets) measures. Sarhan et
al.(2019) found that the relationship between board
diversity as measured by gender and corporate
performance is stronger in better-governed firms than
their poorly governed counterparts and also have a
positive effect on financial performance. In the field of
banks, Gulamhussen and Santa (2015) in a sample of
large banks from OECD countries found that female
directors in boards have a positive influence on bank
performance. In the same direction, Garcia-Meca et al.
(2015) analyze the effect of board diversity on bank
performance in nine countries and concluded the positive
effect of female directors on performance, in terms of
Tobin’s Q and ROA. Drawing on these arguments the
following hypothesis is formulated:

H3 Firm performance is positively associated with the
existence of female directors in the board.

Another variable of board diversity that has been
investigated in the literature is foreign directors (Liang et
al., 2013; Masulis et al., 2012; Oxelheim and Randay,
2003). The results are ambiguous as different studies
show a positive, negative or no effect of this variable on
various evaluation measures. Oxelheim and Randgy
(2003) indicate a significantly higher value for firms that
have foreign Anglo-American board member(s). Masulis

* In the sample of this study (4 banks — 44 observations) the mean value for
independent directors is 35% and the maximum percentage that appeared is
54%, which is not considered extremely high.

et al. (2012) found that, while foreign directors make
better cross-border acquisitions when they relate to their
region of origin, foreign directors also show poor
participation in the meetings of the board. Research in
banking industry yielded similar results. The picture
remains blurred. Almutairi and Quttainah (2020)
indicating that while the presence of foreign directors in
Islamic Banks increases boards’ effectiveness in
reducing management opportunistic behavior, in
conventional banks the existence of foreign directors
reduces this ability. Choi and Hasan (2005), exploring the
Korean bankingindustry, indicate that foreign directors
are associated with better performance, in terms of bank
return and risk. Finally, regarding the effect of foreign
directors on bank performance, in terms of ROA, ROE
and Tobin’s Q, it has been argued that this effect is
negative (Garcia-Meca et al., 2015; Rafinda et al., 2018).
Due to the conflicting results, the following hypothesis is
formulated:

H4 Firm performance is positively or negatively
associated with the existence of foreign directors.

Having different people serving as Chairman of the
board and Chief Executive Officer (CEOQ) is essential in
corporate governance and it is clearly advocated in
corporate governance best practices (10D, 2009). If the
same person holds both positions (CEO duality) there
may be problems in the board’s effectiveness in
monitoring the management and preventing speculative
behavior against shareholders’ interests, especially
small ones. On the contrary, according to the
stewardship theory, powerful CEOs, who also hold the
position of chairman could act as benevolent and
powerful stewards of the firm resources and thus
contribute to the effective corporate governance
(Donaldson and Davis, 1991). In line with the latter
argument, studies in listed companies have shown that
CEO duality can have a positive impact on firm
performance (Gaur et al, 2015; Mamatzakis and
Bermpei, 2015). On the other hand, Shahrier et al.
(2020) found a significantly negative impact of CEO
duality on firm performance (ROA and ROE) in listed
firms in Tanzania and Malaysia, respectively. Finally,
research in the banking industry also found a negative
effect of CEO duality on performance (Kaymak and
Bektas, 2008; Liang et al., 2013) in line with agency
theory, according to which CEO duality reduces the
effective treatment of the conflict of interest among
stakeholders. Drawing on these arguments the
following hypothesis is formulated:

H5 Firm performance is negatively associated with CEO
duality.



Table 1.Variables definition and measurement.
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Dependent variable (measure of bank performance)

ROA Return on Assets

Predictor variable (Board structure)
BS Board size

NON-EXEC Non-executive directors
IND Independent directors

FEMALE Female directors
FOREIGN Foreign directors
DUALITY Dual role in the board

Control Variables (Company-specific characteristics)
TA Banksize
EQUITY Bank equity

The net income as a percentage of average book-value of total assets.

The number of directors in the board.

The percentage of directors who are non-executive.

The percentage of directors who are independent.

The percentage of directors who are female.

The percentage of directors who are foreign.

Dummy variable equals 1 if CEO is also Chairman of the board and 0 otherwise.

The natural logarithm of the bank’s total assets as at each fiscal year end.
The bank’s total equity as a percentage of total assets

DATA AND METHODS
Sample

The sample consists of the four Greek systemic banks (National
Bank of Greece - NBG, Alpha Bank - ALPHA, Bank of Piraeus - PIR
and Eurobank - EUROB). To assemble the data set, information on
performance measures and board characteristics was obtained
from banks’ annual reports and websites from 2008-2018. This
process yielded a total of 44 bank-year observations.

Research design

The fixed effect panel data Model was selected to conduct the

empirical analysis, subsequent to a Hausman (1978) test
application to compare the coefficient estimates under fixed and
random effects (Baltagi, 2005). The fixed effects model (FEM)
considers the fact that although some variables differ across
different cases (heterogeneity), they do not vary over time, (that is,
they are time invariant). Following previous literature, we use return
on assets (ROA) as a measure of bank financial performance,
calculated as net income over total assets (Kaymak and Bektas,
2008; Liang et al., 2013; Pathan and Faff., 2013). This measure is
used extensively in the literature because it is a measure of the
firm’s effectiveness in generating returns on its assets without being
influenced by managerial financing decisions.

ROA; = Bo + B1BSi, + B2NON_EXEC;, + B3IND,, + B4 FEMALE;, + BsFOREIGN;, +

BsDUALITY,, + B;TA; + BgEQUITY,,

Where, i = bank and t = year. The Model combines board structure
variables (predictor variables) with bank characteristics (control
variables). Predictor variables test the argument of this study as
outlined in section 3; the predictor variables that were employed in
testing H2 (directors’ independence) were NON_EXECand IND. The
distinction between non-executive and independent members is
based on the KING Il framework (I0OD, 2009).Control variables are
based on the literature and involve factors that can potentially affect
bank’s performance. Following previous studies, two control
variables are included, namely bank size and bank equity. Bank
size (TA) is measured by total assets at year-end (Choi and Hasan,
2005; Liang et al., 2013); bank equity (EQUITY) is measured by
total equity as a percentage of total assets (Liang et al., 2013;
Pathan and Faff. 2013). Table 1 provides definitions for all the
variables in the Model.

RESULTS
Descriptive statistics

Table 2 provides descriptive statistics for the dependent

@

and independent variables (predictor and control) for the
whole sample dataset (44 observations) and Table 3
provides descriptive statistics categorized by values of
cross terms. The results show that the mean (median) of
bank performance (ROA) is -0.90 (0.03), possibly
attributed to the crisis that has plagued the Greek
economy during the sample period. This result provided
further support for the findings of Georgantopoulos and
Filos (2017) (meanROA: -2.07), the improvement
observed is probably due to the extension of the
investigation period in this study to the years of de-
escalation of the Greek crisis. The mean of the board
size is 14.39, which is comparable with other studies
(Liang et al., 2013: 13.08; Pathan and Faff, 2013: 12,68).
Furthermore, Table 2 shows that the mean percentage of
non-executive board directors on the whole sample is
68.93%, which is much higher than the mean percentage
of independent directors that is 35.16%. Finally, the
participation of female directors in the board is not strong



116

Table 2. Descriptive statistics for the whole sample.
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Variables Mean Median Max Min Std. Dev. Skewness Kurtosis Obs.
ROA -0.90 0.03 4,52 -12.39 3.02 -2.20 8.70 44
BS 14.39 15.00 19.00 8.00 2.40 -0.35 2.89 44
NON_EXEC 68.93 66.67 90.00 47.37 9.02 0.27 3.19 44
IND 35.16 40.00 53.85 11.76 11.04 -0.78 2.49 44
FEMALE 11.62 12.13 27.27 0.00 5.43 0.33 3.49 44
FOREIGN 23.98 17.69 63.64 0.00 20.36 0.26 1.66 44
DUALITY 0.05 0.00 1.00 0.00 0.21 4.36 20.05 44
TA 11.22 11.18 11.70 10.81 0.23 0.48 2.28 44
EQUITY 0.08 0.09 0.16 -0.04 0.05 -0.83 3.19 44
Table 3. Descriptive statistics categorized by values of cross terms.
. ROA FOREIGN
Variables - - - -
Mean Median Max Min. Std. Dev. Mean Median Max Min.  Std. Dev.
NBG -1.08 -0.02 1.65 -10.84 3.44 NBG 22.30 1429 5455 6.25 17.96
ALPHA -0.35 0.09 4.52 -6.05 2.52 ALPHA 15.16 0.00 46.67 0.00 19.14
PIR -1.19 0.04 3.10 -12.39 3.97 PIR 17.46 10.53 63.64 0.00 23.99
EUROB -0.98 0.14 0.90 -6.90 2.19 EUROB  41.00 3750 57.14 31.25 7.95
Variables BS buALITY
Mean Median Max Min. Std. Dev. Mean Median  Max Min.  Std. Dev.
NBG 13.64 14.00 16.00 11.00 1.80 NBG 0.09 0 1 0 0.30
ALPHA 14.55 15.00 16.00 12.00 1.13 ALPHA 0.00 0 0 0 0.00
PIR 15.36 16.00 19.00 11.00 2.94 PIR 0.09 0 1 0 0.30
EUROB 14.00 14.00 17.00 8.00 3.13 EUROB 0.00 0 0 0 0.00
Variables NON_EXEC ra
Mean Median Max Min. Std. Dev. Mean Median  Max Min.  Std. Dev.
NBG 69.76 68.75 84.62 60.00 7.41 NBG 11.48 1158 11.70 11.08 0.23
ALPHA 67.48 66.67 73.33 64.29 2.32 ALPHA 11.09 11.09 11.21 10.97 0.08
PIR 64.25 60.00 83.33 47.37 12.64 PIR 11.13 11.12 1143 10.81 0.22
EUROB 74.23 70.59 90.00 64.71 8.45 EUROB 11.20 11.23 11.38 10.97 0.13
Variables IND Eeurry
Mean Median Max Min. Std. Dev. Mean Median  Max Min.  Std. Dev.
NBG 42.67 42.86 53.85 33.33 6.28 NBG 0.07 0.09 0.11 -0.02 0.04
ALPHA 39.39 40.00 41.67 35.71 1.60 ALPHA 0.10 0.11 0.16 0.01 0.05
PIR 27.51 18.75 45.45 15.79 12.47 PIR 0.07 0.08 0.14 -0.04 0.06
EUROB 31.05 33.33 46.15 11.76 12.71 EUROB 0.07 0.07 0.12 -0.01 0.04
Variables FEMALE
Mean Median Max Min. Std. Dev.
NBG 13.78 14.29 27.27 0.00 6.40
ALPHA 12.43 13.33 20.00 6.67 4.87
PIR 13.14 11.76 20.00 8.33 4.24
EUROB 7.12 6.25 15.38 0.00 3.69
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Table 4. Panel regression results: Board structure and Financial Performance — Model 1.
Dependent variable: ROA Panel regression results
Variable Expected Impact Model 1
Constant 21.552*
Board structurevariables
BS + 0.022**
NON_EXEC + -0.037
IND + 0.004**
FEMALE + 0.015*
FOREIGN +/- -0.022*
DUALITY -1.265**
Control Variables
TA 2.261*
EQUITY 73.755%*
Diagnostic Statistics
R — squared 0.837
F — statistic 15.681
Prob(F-statistic) 0.000
Akaike info criterion 2.353
* Statistically significant at 5%; **Statistically significant at 1%.
(11.62%) (Liang et al., 2013: 11%); with participation of bank performance was also found for board

foreign directors at slightly higher levels (23.98%). This
latest result is consistent with other studies (Almutairi and
Quttainah, 2020: 20%), or even higher than others (Liang
et al., 2013: 6%). From the findings Table 3, it is worth
noting that the Greek bank with the lowest (mean)
percentage of female directors (Eurobank: 7.12%) is also
the bank with the highest percentage of foreign directors
(41%).

Panel regression results

Table 4 provides results from the fixed effect panel data
for Model 1. Table 4 shows that 83.7% of dependent
variable variability is explained by the selected
explanatory variables. The necessary residual tests for
cross-sectional heteroskedasticity and period
heteroskedasticity problems were performed and no
evidence of heteroskedasticity was detected in the data
set. The results indicate an overall strong association
between board structure and bank performance since it
was found to be a strong support for all research
hypotheses of this study (H1-H5). Regarding board size
(BS), the results showed a positive effect on bank
performance (0.022) at a level of significance 1%,
indicating that banks with more directors on board are
likely to have increased performance. A positive effect on

independence (IND). This argument suggests that having
more independent board directors could potentially
improve bank’s performance. On the other hand, no
evidence was found for the impact of non-executive
directors on bank performance, since no statistically
significance was found for this variable (NON-EXEC).

With respect to the predictor variables of board
diversity, the findings indicate a statistically significant
impact on bank performance (FEMALEand FOREIGN,
p<0.05). Specifically, it was found that the presence of
female directors in the board increases bank
performance (0.015), while the participation of foreign
directors is found to be negatively associated with bank
performance (-0.022), at a significance level of 5%.
Regression results also indicate a strong relationship
between CEO duality and bank performance. Specifically,
in line with expectations, it was found that CEO duality
(DUALITY) have a significantly negative impact on
performance (-1.265, p<0.01).

Regarding control variables, regression results support
the hypothesis that the size of the bank, in terms of total
assets (TA), has a positive effect on bank performance
(2.261), at a level of 5% significance. A positive
relationship was also found between bank’s equity
(EQUITY) and performance (73.755, p < 0.01). These
findings suggest that larger and less leveraged banks are
more likely to operate effectively.
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Table 5. Descriptive statistics for NIMand PT_ROA.

Panel A: Descriptive statistics for the whole sample for NIM and PT_ROA

Variables NIM
Mean 2.77
Median 2.70
Maximum 4.20
Minimum 1.70
Std. Dev. 0.54
Skewness 0.80
Kurtosis 3.71
Observations 44

PT_ROA
-1.38
-0.09
3.45

-14.06
3.39
-2.09
7.69
44

Panel B: Descriptive statistics categorized by values of cross terms for NIM and PT_ROA

NIM
Variables Mean Median Max Min. Std. Dev. Obs.
NBG 3.37 3.40 4.20 2.70 0.57 11
ALPHA 2.75 2.70 3.10 2.40 0.24 11
PIR 2.58 2.60 3.00 2.10 0.24 11
EUROB 2.36 2.40 3.20 1.70 0.42 11
PT_ROA
Variables Mean Median Max Min. Std. Dev. Obs.
NBG -1.36 -0.17 2.02 -11.80 3.75 11
ALPHA -0.79 -0.01 3.45 -7.510 2.81 11
PIR -1.89 -0.18 2.15 -14.06 4.39 11
EUROB -1.45 0.16 1.09 -8.510 2.76 11
NIM = By + :BS + B,NON_EXEC + B3IND + f,FEMALE + SsFOREIGN + B¢DUALITY + B,TA + BgEQUITY @)

PT_ROA;, = Bo + B1BS;; + B2NON_EXEC;, + B3IND;, + B,FEMALE;, + BsFOREIGN,, +

BsDUALITY,, + B;TA;, + BsEQUITY,,

Additional analysis

To test the robustness of the analysis based on ROA, two
alternative measures of bank performance were applied:
net interest income as a percentage of average earnings
assets (NIM) and earnings before tax as a percentage of
average book-value of total assets (PT_ ROA).

Model 2 and Model 3 combined board structure
variables (predictor variables) and bank characteristics
(control variables) with performance measures as follows:
Where,i = bank, t = year,NIM is measured as the net
interest income as a percentage of average earning
assets and PT_ROA as the earnings before tax as a
percentage of average book-value of total assets.
Independent variables of Models 2 and 3 are presented
in Table 1. Table 5 provides descriptive statistics for NIM
and PT_ROA. Panel A provides descriptive statistics for
the whole sample (44 observations) and Panel B
provides descriptive statistics categorized by values of

©)

Cross terms.

Table 6 provides results from the fixed effect panel data
for Model 2 and Model 3. Table 6 shows that dependent
variable variability is explained by explanatory variables
at a level of 78.5 and 85% in Model 2 and Model 3,
respectively. The necessary residual tests were
performed for cross-section heteroskedasticity and period
heteroskedasticity problems; and no evidence of
heteroskedasticity was detected in the data set. Overall,
the results confirm the hypotheses with the board
structure variables having a statistically significant effect
on bank performance. Regarding Model 2 (NIM), the
results for most variables were similar to those of Model
1, with small differences in coefficients values (IND,
FEMALE, DUALITY, TA, EQUITY). One difference is the
negative effect of the board size on the performance
measure (NIM) (-0.007), in contrast to the positive effect
found for ROA in Modell which, however, in Model 2, did
not appear to be statistically significant (p>5%).
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Table 6. Panel regression results: Board structure and financial performance — Models 2 and 3.

Panel regression results

Variable Expected impact Model 2 Model 3
NIM PT_ROA
Constant -11.031 24.660
Board structurevariables
BS + -0.007 0.024**
NON_EXEC + -0.011* -0.054
IND + 0.012** 0.021**
FEMALE + 0.023* 0.016*
FOREIGN +/- -0.001** -0.025*
DUALITY - -0.320** -1.238**
Control Variables
TA 1.199* -2.509*
EQUITY 6.111** 72.735*
Diagnostic Statistics
R — squared 0.785 0.850
F — statistic 8.096 19.923
Prob(F-statistic) 0.000 0.000
Akaike info criterion 3.401 2.262
* Statistically significant at 5%; ** Statistically significant at 1%.
Additionally, the results indicate a significantly negative DISCUSSION

effect of non-executive directors (NON_EXEC) on NIM (-
0.011, p<5%), suggesting that having more non-
executive board directors could potentially decrease
bank’s performance. Finally, a stronger effect was found
in Model 2, in the same direction with Model 1, of foreign
directors (FOREIGN) on bank performance with
statistically significant at the level of 1% compared to the
significance of Model 1 (5%).

Regarding Model 3, in which bank performance was
measured with earnings before tax as a percentage of
average book-value of total assets (PT_R0OA), the findings
confirmed those of Model 1 (ROA) in all board structure
variables. These findings did not produce different
outcomes in terms of significance or sign for all predictor
variables (BS, IND, FEMALE, FOREIGN, DUALITY),
supporting research hypotheses (H1-H5). Regarding
control variables, in the investigation of the effect of the
bank size (T A) on bank performance (PT_ROA) the results
showed a negative effect (-2.509) at a significance level
of 5. Finally, the findings of Model 3, in relation to Model
1, indicate weaker but still statistically significant positive
relationship between bank equity (EQUITY) and
performance (72.735, p<5%).

The results of the study are expected and consistent with
prior research. The significant positive relationship
between board size and bank performance corroborates
the findings of prior studies which also found a positive
relationship (Gafoor et al. 2018; Adams and Mehran,
2012; Andres and Vallelado, 2008). This result reinforces
the argument that most board directors add expertise and
contribute to the effective management of the complex
banking institutions. In addition, the positive effect of the
independent directors on bank performance is in line with
findings in prior research (Andres and Vallelado, 2008;
Georgantopoulos and Filos, 2017; Liang et al.,, 2013),
indicating that an increase in independent directors is
associated with an increase in positive bank
performance. On the other hand, no evidence is found in
support of the impact of non-executive directors on bank
performance. A possible explanation may be that,
although non-executive directors do not deal with the
day-to-day management and do not maintain some form
of employment relationship with the bank, they still do not
meet some additional independence criteria, such as
independent directors do.
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Regarding board diversity, the results indicate that the
presence of female directors on board increases bank
performance, similarly to Gulamhussen and Santa (2015)
and Garcia-Meca et al. (2015). With respect to foreign
directors, it was found that their participation in the board
is negatively associated with bank performance, in line
with other studies in the banking sector (Garcia-Meca et
al., 2015; Rafinda et al., 2018). A possible explanation
may be potential communication constraints and frictions,
and foreign directors’ inaccessibility to obtain updated
vital corporate information. Additionally, it was found that
CEO duality has a significantly negative impact on
performance, in convergence with similar past empirical
findings (Kaymak and Bektas, 2008; Liang et al., 2013).
This finding, which is in line with agency theory, suggests
that in cases where the same person holds the positions
of the Chairman of the board and of the CEO, agency
conflicts are not adequately mitigated, resulting to a lower
corporate performance.

Regarding control variables, the results support the
hypothesis that bank size, in terms of total assets, has a
positive effect on bank performance. These findings are
consistent with previous studies, suggesting that highly
capitalized banks (Liang et al., 2013; Pathan and Faff,
2013) and banks with more assets (Georgantopoulos and
Filos, 2017;KaymakandBektas, 2008) perform better.
Finally, one possible explanation for the negative effect,
as opposed to the positive effect of independent directors
in model 2, is that the average percentage of non-
executive directors in the sample is particularly high (the
mean value for non-executive directors is 68.93% and the
maximum is 90%). According to Andres and Vallelado
(2008, p.2572), “an excessive proportion of non-
executive directors could damage the advisory role of
boards since it might prevent bank executives from
joining the board”.

Conclusion

This paper examines the impact of key board structure
characteristics on bank performance. Exploring evidence
from Greek systemic banks during 2008-2018, a strong
association between board structure characteristics and
bank performance was found. Specifically, the empirical
findings provide evidence of a positive effect of board
size, board independence and female directors on bank
performance, whereas the effect foreign directors and
CEO duality is found to be negative.

The study contributes a set of innovative findings to the
debate of corporate governance mechanisms on bank
performance (Choi and Hasan, 2005; Andres and
Vallelado, 2008; Adams and Mehran, 2012; Pathan and
Faff, 2013). The results also enrich and expand the past
literature (Aebi et al., 2012; Orazalin et al., 2016) by

exploring the impact of board structure on bank
performance in the volatile, extensively restructured and
challenging case of Greek banks, in a domestic market
severely hit by the global financial crisis contagion
effects. An otherwise developed economy and Eurozone
member country, Greece, has experienced a profound
banking crisis that was the offspring of an unprecedented
sovereign debt crisis, which triggered in turn institutional
reforms and resulted in the largest haircut in sovereign
debt history.

The results of this study have interesting implications
for the banking industry by identifying areas in the
corporate governance arena with substantial impact on
bank performance. Regulatory and supervisory authorities
can improve performance by considering the features
found significant in this study. Moreover, regulators can
benefit from these empirical results to strengthen
corporate governance effectiveness. Features such as
board independence and CEO separation from the
chairman of the board have been identified as important
elements to affect bank performance. Therefore, more
attention should be invested towards these issues.

This study is subject to a limitation related to the
sample of the survey. The conditions Greece have faced
in the recent years at the economic level has created an
interesting field of research, but at the same time the
characteristics of this environment may limit the
possibility of generalizing the results. Future studies in
other environments with similar characteristics may
complement the results. Furthermore, it is interesting to
implement the research question to an extended sample
across the financial industry, including insurance and
financial services.
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