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Do bank boards matter? A literature review on the
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Abstract: Corporate governance of banks is important and unique (Levine,
2004). Sound bank corporate governance is a crucial element for promoting a
more resilient financial system (FSB, 2013) and sustaining economic growth
(BCBS, 2015). A systematic literature review is conducted on the articles
published in peer-reviewed academic journals to identify the prevailing results
in academic research on bank board characteristics, which is the most
investigated topic in bank corporate governance. Based on both theoretical
and empirical contributions, findings show that research mainly measures the
impact of board characteristics on performance and risks potentially faced
by banks, however there is no univocal consensus on the best practices to
adopt. Further research is needed to directly investigate other areas of bank
corporate governance (such as internal risk management, remuneration and
ownership structure).

Keywords: banks; corporate governance; board of directors; BoD; board
independence; review.
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This paper is a revised and expanded version of a paper entitled [title]
presented at [name, location and date of conference].

1 Introduction

“Alongside adequate capital and organisation, the third factor of the stability of the
banking system is the quality of corporate governance” (Draghi, 2008). Soundness of
the financial and banking system underpins economic growth by ensuring an effective
and efficient allocation of resources (Levine and Zervos, 1998; Beck et al., 2000;
Levine et al., 2000; Claessens and Laeven, 2003) and exerting an important influence
on corporate governance of firms (Franks and Mayer, 2001; Santos and Rumble, 2006;
Dika et al., 2013). Indeed, as further investigated in this paper, both academics and
practitioners, claim that failures and weaknesses of bank corporate governance greatly
contributed, the financial crisis that commenced in 2007 and plagued the economy
until the recent years (Kirkpatrick, 2009; Al-Sa’eed, 2012). As a matter of fact, several
studies support the need for banks to be subject to specific governance provisions due
to the complex and opaqueness of their business (Caprio and Levine, 2002; Levine,
2004; Macey and O’Hara, 2003; Brogi, 2008). Bank corporate governance indeed
appears to be different from that of other firms (Hopt, 2013; Becht et al., 2011;
Mehran et al., 2011), therefore financial intermediaries are unique also from a corporate
governance perspective (Llewellyn, 2002). While there is a growing body of literature
on governance of financial institutions there is notably a lack of a comprehensive
vision of the topic (Macey and O’Hara, 2003; Adams and Mehran, 2005; Caprio et al.,
2007). Furthermore, there is a striking gap between the perspective of regulators and
supervisors and main academic researches and findings. In order to assess to what
extent academic knowledge supports decisions taken by regulators and supervisors we
first examine the academic debate concerning bank corporate governance by conducting
a systematic literature review on 120 scholarly publications in the period from 1980
(first paper included in the sample) to 2015, selected among peer-reviewed academic
journals. This paper speaks to the call by Macey and O’Hara (2003), Adams and
Mehran (2005) and Caprio et al. (2007) for a better understanding of the specific
issues of bank corporate governance development and tries to shed some light on
the causality dilemma between theory and practice, by investigating whether or not
the progress of regulation and supervision in the area of bank governance follows
academic findings. Hence, this research balances theoretical and empirical contributions
in corporate governance literature, moreover findings of this paper have relevant policy
implications by making a clear and concrete contribution on the on-going debate on
bank corporate governance. The main findings of this paper lead to assert that there is an
increasing understanding of the fundamentals of bank corporate governance even though
there is still no univocal consensus on the best practices to adopt in order to improve
bank performance and effectively manage bank risk. Despite difficulties in defining an
ideal board structure, authorities have introduced several provisions with the aim of
strengthening risk management regulation, and assessing the accuracy and usefulness of
information provided to and from banks’ directors also by engaging more frequently
with board and management. Notwithstanding this, standard setters and regulators tend
to focus respectively on what the board should do and must do and the necessary
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Do bank boards matter? 3

competences of board members as opposed to structural characteristics (BCBS, 2010;
FSB, 2013; Directive 2013/36/EU or CRD IV; Bank of Italy, 2013; Brogi, 2011). In this
paper, we focus on the literature on bank board characteristics because we found it to be
the prevailing topic in the bank corporate governance literature. Nonetheless, researchers
should also further investigate internal risk management, remuneration and ownership
structure in banks. The remainder of this paper is organised as follows: in Section 2,
corporate governance is broadly defined to include the interface between economic and
financial environment; the method used to conduct the research and the composition
of the sample is described in Section 3; Section 4 presents a review of the relevant
literature on corporate governance in banking and compares it with the regulatory and
supervisory provisions to contribute to the ongoing debate on the topic starting from the
board structure; finally in Section 5 are the policy implications as well as provocative
areas for future research are discussed.

2 Corporate governance

Corporate governance can be broadly defined as processes and relations by which firms
are managed. A first definition of corporate governance is given by Prowse (1998):
“Corporate governance is rules, standards and organisations in an economy that governs
the behaviour of corporate owners, directors, and managers and define their duties and
accountability to outside investors, i.e., shareholders and lenders.”

A more detailed definition of corporate governance is provided by the OECD:
“Corporate governance involves a set of relationships between a company’s
management, its board, its shareholders and other stakeholders. Corporate governance
also provides the structure through which the objectives of the company are set, and
the means of attaining those objectives and monitoring performance are determined”
(OECD, 2004, 2015). In short, corporate governance arrangements allocate rights and
responsibilities among agents of every firms and affected stakeholders [e.g., board of
directors (BoD), executive managers, shareholders, and regulators]. Indeed, much of
the contemporary debate regarding corporate governance has been focused on how
to deal with conflicting stakeholder interests. The latter have given rise to different
theories that are the object of on-going debates for both academics and regulators [in
particular: agency theory (Jensen and Meckling, 1976; Eisenhardt, 1989; Yermack, 1996;
Eisenberg et al., 1998); resource-based view (Mahoney and Pandian, 1992; Peteraf,
1993; Wernerfelt, 1995; Coff, 1999); transaction costs theory (Williamson, 1979, 1981);
stakeholders’ theory (Freeman, 1984); stewardship theory (Donaldson and Davis, 1990,
1991, 1994; Davis et al., 1997)].

As concerns the institutional debate on corporate governance, though regulations
vary worldwide, general, non-binding principles have been issued by various
international organisations (Brogi, 2008) (such as stock exchanges, international
organisations, associations, institutional investors mainly) in the last two decades
in co-operation with governments of different countries, referred to both listed and
unlisted companies. The most relevant principles have been issued by the committee
on the financial aspects of corporate governance (The Cadbury Report, 1992); The
Organisation for Economic Co-operation and Development (OECD) [Principles of
corporate governance (originally developed in 1999, then updated in 2004 and finally
revised in 2015 with the co-operation of G20 organisation)]; The Federal Government
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4 M. Brogi and V. Lagasio

in the USA (Sarbanes, 2002); the European Commission (EC) [the commission
recommendation on the role of non-executive or supervisory directors of listed
companies and on the committees of the (supervisory) board 2005/162/EC] and the UK
Government (2010).

In particular OECD principles are aimed to preserve the basis for an effective
corporate governance framework; outline the rights and equitable treatment of
shareholders and key ownership functions; define the role of stakeholders in corporate
governance, the role of disclosure and transparency in perceiving the companies’
objectives and the responsibilities of the board (OECD, 2004, 2015).

Financial institutions require a distinct analysis of corporate governance issues
(Adams and Mehran, 2003; Macey and O’Hara, 2003) as well as specific regulatory
measures due to the complexity and opaqueness of their business (Levine, 2004; Mehran
et al., 2011). A broad description of banking activities concerns in credit allocation
and financial services provision in order to reduce transaction costs and asymmetric
information (Bhattacharya and Thakor, 1993; Allen and Santomero, 2001). They also
play a decisive role in the corporate governance of other firms (Franks and Mayer,
2001; Santos and Rumble, 2006; Dika et al., 2013) by overseeing investment decisions.
To sum up, Caselli (2010) argues that “governance and strategy takes place in a broad
perspective in which banks and the financial system have to deal with five significant
factors today: regulations, customers, knowledge, capital and synergies.” As a matter
of fact, when banks are efficient, they facilitate growth and stability for the economy
as a whole by ensuring an effective and efficient resource allocation (Levine and
Zervos, 1998; Beck et al., 2000; Levine et al., 2000; Claessens and Laeven, 2003;
Kyereboah-Coleman and Biekpe, 2006).

The unique characteristics of financial intermediaries also encompass their corporate
governance (Llewellyn, 2002). Indeed, OECD Principles have also been adopted as one
of the Financial Stability Board’s (FSB) Key Standards for sound financial systems
serving FSB, G20 and OECD members; have been used by the World Bank Group and
are an effective tool for implementation of the guidelines on corporate governance of
banks issued by the BCBS (OECD, 2004, 2015; BCBS, 2015).

In particular, the BCBS (2015) has recently provided a definition of bank
corporate governance that broadly describes the role of corporate governance from
bankers’ perspective: “Corporate governance determines the allocation of authority and
responsibilities by which the business and affairs of a bank are carried out by its board
and senior management” (“Corporate governance determines the allocation of authority
and responsibilities by which the business and affairs of a bank are carried out by its
board and senior management [...]”), including how they: set the bank’s strategy and
objectives; select and oversee personnel; operate the bank’s business on a day-to-day
basis; protect the interests of depositors, meet shareholder obligations, and take into
account the interests of other recognised stakeholders; align corporate culture, corporate
activities and behaviour with the expectation that the bank will operate in a safe and
sound manner, with integrity and in compliance with applicable laws and regulations;
and establish control functions. Basel Committee on Banking Supervision (BCBS),
corporate governance principles for banks, July 2015.

Moreover, the EC and the EBA (2011) have developed a new regulatory framework
to implement these new standards in the European Union (EU) (Regulation (EU)
No. 575/2013 also known as CRR and directive 2013/36/EU or CRD IV).
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The following section shows the procedure run to assess the review and describes
the main characteristics of the sample.

3 Methodology and population of the sample

3.1 Methodology

Consistent with prior systematic assessments of governance literature (e.g., Pugliese
et al., 2009; Abatecola et al., 2013) the selection process is performed as follows:

1 Choose Scopus and ScienceDirect as research databases.

2 Select all articles published in journals with a peer reviewed evaluation process,
written in English language thereby excluding books, chapters in books,
conference proceedings, working papers and other unpublished works so as to
ensure the comparability of the contents.

3 Ensure substantive relevance of the potential articles by looking for the
combination of ‘corporate governance’ and (‘banks’ or ‘financial institutions’) in
the keywords of the articles.

4 Ensure relevance of the articles by reading all abstracts checking for a discussion
related to bank corporate governance following the ‘fit for purpose’ approach by
Boaz and Ashby (2003) and Denyer et al. (2008). Survey remaining articles by a
complete reading in order to check substantive relevance for a discussion related
to bank corporate governance.

5 Consolidate results.

This leads to identify a sample of articles published in top finance and management
journals [American Economic Review (AER); Applied Economics Letters (AEL); Applied
Financial Economics (AFE); Banca Impresa Societá (BIS); Business Strategy &
The Environment (BSE); Contemporary Economics (CE); Corporate Governance: An
International Review (CGIR); Corporate Ownership & Control (COC); Economic
Modeling (EM); Economic Policy Review (EPR); Emerging Markets Review (EMR);
European Economic Review (EER); European Journal Economics (EJE); European
Journal of Law & Economics (EJLE); Financial Management (FM); International
Journal of Business & Management (IJBM); International Journal of Economics &
Finance (IJEF); International Journal of Managerial Finance (IJMF); International
Review of Economics & Finance (IREF); International Review of Financial Analysis
(IRFA); Journal of Accounting & Economics (JAE); Journal of Banking and Finance
(JBF); Journal of Business & Social Sciences (JBSS); Journal of Business Ethics
(JBE); Journal of Business Finance & Accounting (JBFA); Journal of Corporate
Finance (JCF); Journal of Corporate Law Studies (JCLS); Journal of Economics
& Business (JEB); Journal of Economics & Finance (JEF); Journal of Financial
& Quantitative Analysis (JFQA); Journal of Financial Economics (JFE); Journal
of Financial Intermediation (JFI); Journal of Financial Research (JFR); Journal of
Financial Services Research (JFSR); Journal of Financial Stability (JFS); Journal
of International Business Studies (JIBS); Journal of International Money & Finance
(JIMF); Journal of Law & Economics (JLE); Journal of Management & Governance
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(JMG); Journal of Monetary Economics (JME); Journal of Money, Credit & Banking
(JMCB); Journal of Risk Management in Financial Institutions (JRMFI); Pacific Basin
Finance Journal (PBFJ); Quarterly Review of Economics & Finance (QREF); Review
of Economic Perspectives (REP); Review of Economics & Statistics (RES); Review
of Finance (RF); Review of Financial Economics (RFE); Review of Financial Studies
(RFS); The Accounting Review (AR); The Journal of Finance (JF)] from 1980 to 2015.
Furthermore a content analysis is then run following Insch et al. (1997), Bos and Tarnai
(1999) and Guthrie et al. (2004) so as to analyse the development of research on bank
corporate governance, by classifying all basic elements of each paper:

1 type of article

2 impact factor of the journal and cites of the article

3 main research topic and research question(s)

4 dataset, period of observation and geographical setting

5 methodology, including variables and robustness checks

6 result(s) and conclusion(s).

3.2 Population of the sample

The research conducted on the whole set of articles, outlined that the attention regarding
banking corporate governance is mainly focused on risks potentially faced by banks and
their performance capability.

The most frequent topics in the bank corporate governance literature are board
structure, risk management, executive compensation, ownership structure that are
normally investigated considering their impact on risks and performance drivers.
In particular, as revealed by FSB (2013) board structure covers the functions and
responsibilities of the board in ensuring that the “firm has an appropriate risk governance
framework given the firm’s business model, complexity and size which is embedded
into the firm’s risk culture.” Risk management function is responsible for identifying,
measuring, monitoring, and recommending strategies to control and mitigate risks. It
also reports on risk exposures of firms, so as to ensure a risk profile in line with
the risk appetite framework (RAF) approved by the BoDs. As concerns executive
compensation, it is related with risk since an inadequate compensation structure may
lead to excessive risk-taking. Finally, there is a wide strand of literature that relates
risk and performance to the ownership structure and its concentration. Thus, breakdown
based on the main research direction presented in each paper, leads to identify four
main areas of interest Table 1: board structure (46 papers, corresponding to 32% of the
sample); risk management (39, 27%); ownership structure (32, 22%); compensation (26,
18%).

Moreover, the most cited articles for each of the topics, are respectively Macey
and O’Hara (2003) published in Economic Policy Review with 618 cites on Google
Scholar; Barth et al. (2004) in Journal of Financial Intermediation with 1,785 cites
(which is also the most cited article in the full sample), Altunbas (2001) and Berger
(1995b) in Journal of Money, Credit & Banking with 556 and 756 cites, respectively.
Table 2 shows the 30 journals which have been most cited in bank corporate governance
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articles, considering average citations per article. The journal that received the highest
average citations is Journal of Financial Economics, that published four articles on bank
corporate governance. Conversely, Journal of Banking & Finance published the largest
number of articles on bank corporate governance, 32, with 150 average citations per
article considering year of publication. Geographical setting reveals that the majority
of articles (45%) covers a sample of International banks, 26% is based on US banks,
13% on European banks, 11% on Asian banks and 5% of the articles in the sample are
conducted on African banks (Figure 1).

Table 1 Composition of the sample

Topic No. of articles No. of articles (%)

Board structure 46 32%
Risk management 39 27%
Ownership 32 22%
Compensation 26 18%
Total 143

Source: Authors’ own elaboration

Figure 1 Research setting (see online version for colours)

Source: Authors’ own elaboration

Figure 2 shows the breakdown of different topics by geographical setting. In particular,
it is notable a larger focus on compensation in US and international samples of banks
(respectively of 7% and 6% of the full sample of articles). This could be a result
deriving from the largest distribution of data regarding US banks compared with other
Continents. Figure 3 shows the historical development in bank corporate governance
literature, broken down by topic. As above mentioned the first article included in the
sample has been published in 1980, hence the period of this analysis covers the period
1980–2015. As illustrated in the figure, bank corporate governance has become an
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increasingly important area for research in the last decade, especially as a reaction to the
last financial crisis. Starting from 2008 the number of articles increased over time with
two major peaks in 2011 and 2013. In particular, noteworthy is the increasing interest on
board structure since the financial crisis, in line with the general historical development
on bank corporate governance. contrariwise, compensation appears to be a hot topic
for researchers in two waves, in the period 1993–1997, and in 2011–2015, when the
literature starts to depict executive compensation as one of the causes of the financial
crisis of 2007, due to its link with excessive risk-taking (Fahlenbrach and Stulz, 2009;
Beltratti and Stulz, 2009; DeYoung et al., 2009; Erkens et al., 2009).

Figure 2 Topics by geographical setting (see online version for colours)

Source: Authors’ own elaboration

Figure 3 Topics by year of publication (see online version for colours)

Source: Authors’ own elaboration

As a matter of fact, academic literature still presents mixed result, furthermore,
“there exist fundamental risk-incentive mechanisms that operate in exactly the opposite
direction” (Boyd and De Nicolo, 2005). Furthermore, the diversity among financial
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system institutions lead to different risks faced by banks, supporting the unlikeliness to
apply a single instrument of financial stability policy (Ellis et al., 2014).

Table 2 Top 30 cited journal in bank corporate governance

Journal No. of articles Total cites Average of cites Std. dev. of cites
(Google Scholar) (Google Scholar) (Google Scholar)

JFE 4 3,129 782 316
JMCB 2 1,322 661 95
EPR 4 1,482 371 215
JFE 4 1,359 340 377
JFI 8 2,555 319 574
JME 3 793 264 71
IREF 1 162 162 -
JBF 32 4,801 150 152
JFQA 2 250 125 -
FM 1 120 120 -
JCF 7 680 97 114
IJMF 2 186 93 55
JEF 1 85 85 -
JFS 2 164 82 73
RES 1 82 82 -
JFR 2 161 81 48
AFE 1 79 79 -
JIMF 1 75 75 -
RFE 1 70 70 -
AR 1 69 69 -
JLE 1 68 68 -
JEB 4 259 65 56
PBFJ 2 109 55 7
JAE 2 105 53 42
RFS 1 49 49 -
BSE 1 42 42 -
RF 5 177 35 15
JFSR 3 97 32 16
JBFA 1 30 30 -
CGIR 8 239 30 25
Others 44 286 13 12
Total 143 19,085 133 244

Source: Authors’ own elaboration

Executive compensation is a hot subject for researchers especially in the aftermath
of 2007/2008 financial crises (OECD, 2015). Indeed, most of the literature regarding
executive compensation in our sample was developed from 2011. Moreover, executive
compensation has also become a topic of intense debate among principles setters (e.g.,
OCSE, 2015, 2017; BCBS, 2015; EBA, 2015), regulators (e.g., EP, 2013), and media
(e.g., Rajan, 2008; Rajan et al., 2008), with a particular focus on CEO compensation.
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Nonetheless, the evidence linking compensation practices to the effect on banks’ risks
and performance is mixed. There is a wide consensus in the literature regarding
executive compensation that its level and composition may increase the risk-taking
behaviour of bank managers (Houston and James, 1995; Adams and Mehran, 2003;
Webb, 2008; Bebchuk and Weisbach, 2010; Gropp and Kohler, 2010; John et al., 2010;
Grove et al., 2011; Cheng et al., 2012; DeYoung et al., 2013; Chaigneau, 2013). This
is the reason why both principle setter and regulators identify it as a critical issue
in banks’ soundness and stability. Moreover, executive compensation has also become
a topic of intense debate among principles setters (e.g., OCSE, 2015, 2017; BCBS,
2015; EBA, 2015), regulators (e.g., EP, 2013) and media (e.g., Rajan, 2008; Rajan
et al., 2008; Kirkpatrick, 2009), with a particular focus on CEO compensation (Bai and
Elyasiani, 2013; Chen et al., 2006; Fahlenbrach and Stulz, 2011; Thanassoulis et al.,
2011; Hagendorff and Vallascas, 2011; Tian and Yang, 2014). Referring in particular to
financial institutions, BCBS asserts that remuneration structure is also linked to bank
risk-taking behaviour [“Remuneration systems form a key component of the governance
and incentive structure through which the board and senior management promote good
performance, convey acceptable risk-taking behaviour and reinforce the bank’s operating
and risk culture” (BCBS, 2015)], furthermore it should be in line with the business and
risk strategy, objectives.

A more detailed discussion of the findings is given by the following section, that
reviews the most relevant articles related to bank corporate governance and specifically
to board structure.

4 Board structure

The BoDs plays an important role in the governance arrangements of any firm (Fama
and Jensen, 1983a, 1983b; Williamson, 1983). The main functions of the BoD are
controlling and advising (Zahra and Pearce, 1989; Gabrielsson and Huse, 2004). The
control function consists in the supervision of managers’ activities so as to preserve
shareholders’ interests. As an advisor, the board supports strategic business decisions by
providing opinions and directions to managers. As concerns financial institutions and
in particular banks, the monitoring function is a crucial task for the board, due to the
complexity and opaqueness of their business model (Levine, 2004; Mehran et al., 2011).

From an institutional perspective, improving board structure is considered vital by
international standard setters in order to enhance corporate governance functioning
(OECD, 2004, 2015; BCBS, 2006, 2010, 2015). Both the EBA and the BCBS
consider BoD as one of the main internal governance features of banks. Directors are
responsible for delegating power within the institution and setting objectives for the
bank and the levels of risk-appetite. The BoD is also responsible for the organisation
of the internal control system (EBA, 2011). BoDs has “overall responsibility for
the bank, including approving and overseeing management’s implementation of the
bank’s strategic objectives, governance framework and corporate culture” (BCBS, 2015).
Moreover, “The board should structure itself in terms of leadership, size and the use
of committees so as to effectively carry out its oversight role and other responsibilities.
This includes ensuring that the board has the time and means to cover all necessary
subjects in sufficient depth and have a robust discussion of issues” (BCBS, 2015).
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As mentioned in the introduction, contributions try to identify how board
characteristics influence effectiveness and this mainly relate them to performance drivers
and risk measures. Articles on board structure may be further subdivided in four
different research sub-topics: board size, independence, diversity and CEO duality.

4.1 Size

Size is one of the characteristics that could be crucial in the effectiveness of BoD
functioning (De Andres and Vallelado, 2008; Pathan, 2009; Grove et al., 2011; Adams
and Mehran, 2011).

As above mentioned, boards’ key roles are controlling and supporting firm’s strategy.
Indeed, corporate governance literature that examines the effect of board size (reviewed
by Shleifer and Vishny, 1997; Denis and McConnell, 2003; Bebchuk and Weisbach,
2010) mainly outlined two alternative theories: the agency theory (Jensen and Meckling,
1976; Fama and Jensen, 1983a, 1983b; Jensen, 1993; Yermack, 1996; Eisenberg et al.,
1998) which focuses on the relevance of board monitoring and argues that larger
boards may reduce effectiveness and the resource-based view (Pfeffer, 1972; Pfeffer and
Salancik, 2003; Hillman and Dalziel, 2003) that posits that larger boards may provide
expertise and resources that are required to deal with complex activities and thus lead
the board to be more effective in its advisory role.

Even though a great number of articles have investigated the impact of board size,
evidence is inconclusive and confirms that in corporate governance of banks (as well as
companies) one size does not fit all (Coles et al., 2008).

Figure 4 Board size and performance (see online version for colours)

Source: Authors’ own elaboration
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Table 3 Board size and performance

Source: Authors’ own elaboration
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Adams and Mehran (2003, 2012) find support for the resource-based view and
specifically that BHC boards are larger than those of manufacturing firms, although
they have been declining in size over time (Adams and Mehran, 2003). Furthermore,
the authors use a sample of 32 bank holding companies (BHCs) from 1986 to 1999
to investigate the relationship between the natural logarithm of board size and Tobin’s
Q. Their results suggest that larger boards enhance banks’ performance and this result
could be driven by a larger number of directors with subsidiary directorships within
larger boards, that could contribute in dealing with organisational complexity (Adams
and Mehran, 2003, 2012). Though it is not the main focus of their article, with Aebi
et al. (2012) using data on 573 US banks over the crises period (1st July 2007 to
31st December 2008) find that a larger board increases bank performance, measured by
return on equity (ROE) and buy and hold returns, although board size is not the main
focus of the article.

Consistent with this result (Belkhir, 2009), using panel data techniques with an
ordinary least squares (OLS) estimation method, shows a positive relation between the
logarithm of board size and two different measures of performance [Tobin’s Q and return
on assets (ROA)] on an international sample composed by 174 banks and savings and
loan holding companies, over the 1995–2002 period. Chahine and Safieddine (2011) run
a fixed-effect model to examine the effect of board size and composition on performance
using 749 Lebanese bank years’ data during 1992–2006. The authors find that bank
performance (measured by ROA and ROE) is positively related to board size.

Conversely and consistent with the agency theory, other studies support a negative
association between board size and bank functioning, measured by both risk and
performance.

Staikouras et al. (2007) find that large boards negatively influence bank profitability
(measured by ROA, ROE and Tobin’s Q) of a sample of 58 large European banks.
Uwuigbe and Fakile (2011) use Nigerian Stock Exchange factbook data published
in 2008, containing information on board size and performance proxies. The authors
find that a smaller board size enhances financial performance and reduces free-riding
problems in Nigerian banks.

Pathan and Faff (2013) conduct a two-step system generalised moments method
(GMM) estimation method and an OLS regression of different performance measures
(pre-tax operating income, average ROE, average ROA, net interest margin, Tobin’s Q
and average stock return) and find a significant and negative relationship with board
size for a sample of 300 BHCs over the period 1997–2000. Wang et al. (2012) study
the relationship between corporate governance and performance by using an innovative
two-stage approach based on capital adequacy, asset quality, management earnings and
liquidity (CAMEL) rating. The authors find that there are negative impacts of board size
on US BHCs’ performance in 2007.

Liang and Jiraporn (2013) analysing a sample of 50 largest Chinese banks during
2003–2010 find that board size has a significantly negative impact on bank performance
and bank loans quality.

Lastly, there are numerous articles that do not find any statistically robust
relationship between board size and bank functioning that led researchers to question to
what extent board size matters for firm performance.

Simpson and Gleason (1999) find no effect of the number of directors on the
probability of financial distress as well as Belkhir (2009), analysing 174 US financial
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companies. This is also consistent with results outlined by Brogi (2011) in comparing
the influence that board size exerts respectively on 67 firms and 33 banks performance.

Finally, Erkens et al. (2012) do not find that board size is related to bank
performance during the crisis. Conversely, De Andres and Vallelado (2008) analyse data
of 69 banks from six OECD countries over the period 1995–2005. The authors obtain
a hump-shaped relationship between board size and performance that suggests that the
ideal number of bank directors to be around 19.

Results extend Larcker et al. (2007) and Grove et al. (2011) that find some evidence
for an inverted U-shaped relationship between ROA and board size. Figure 4 and Table 3
summarise results from a sub-sample of articles that apply comparable methodologies.

Literature regarding the relationship between board size and risk is relatively more
recent possibly fuelled by the financial crisis that evidenced the short-comings of ROE
as a measure of performance in banking. Again, mixed results emerge.

Pathan (2009) and Minton et al. (2012) find that bank board size of US banks is
negatively related to risk-taking (measured as total risk, idiosyncratic risk and systematic
risk) during the pre-crisis period. This is also consistent with the study of Faleye and
Krishnan (2010) that find that smaller boards ensure fewer junk loans provisioning of
banks and are also reduce speculative actions on a sample of 51 banks over 1994–2006.
Rachdi and Ben Ameur (2011) explore data of 11 large Tunisian commercial banks
over the period 1997–2006 in order to investigate whether board characteristics affect
performance and incentives to take risk in banking industry. Using both generalised
least square (GLS), random effect (RE) and GMM system approaches, their results
support the idea that bank board structure is a determinant factor for bank performance
and bank risk-taking. In particular, the authors find a small bank board is associated
with more performance (measured by ROA and ROE) and with more bank risk-taking
(Z-score). Berger et al. (2012) argue that during the recent financial crisis board size,
as well as other corporate governance characteristics of US commercial banks are not
related to bank stability (measured in terms of probability of default). Garcia-Marco and
Roblez-Fernandez (2008) exploring a sample of Spanish banks, show that board size
matters for risk-taking, and in particular they find smaller size institutions assuming
lower risks, due to a moral hazard behaviour. More recently, Elyasiani and Ling (2015)
investigate the association between busy directors and both bank performance and risk
by employing the three stages least squares (3SLS) technique. Though their main focus
is the impact of risk management characteristics on banks performance, the authors find
that performance and board size do not have a significant relationship, whereas the
number of directors is strongly and positively associated with higher risk-taking (total,
market, idiosyncratic, credit and default risks).

From an institutional perspective, standard setters and regulators tend to focus
respectively on what the board should and must do and therefore underline the
importance of the competences of board members as opposed to the structural
characteristics of the board (Bank of Italy, 2013; BCBS, 2010, 2015; Brogi, 2011; EBA,
2012). The analysis result in a there is a noteworthy lack of univocal consensus about
an adequate board size in order to enhance performance and risk-avoiding. This is also
notably from an institutional perspective. The BoD should “periodically, and at least
annually, assess the structure, size, composition and performance of the management
body and make recommendations to the management body with regard to any changes”
(CRD IV). This is in line with the BCBS (2015) principles that suggest to BoD to
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“periodically review its structure, size and composition as well as committees’ structures
and coordination.”

4.2 Independence

The BoD is the bridge between management and shareholders (OECD, 2004, 2015).
Studies concerning board structure point out that the presence of independent directors
(i.e., directors without direct ties with management) on the board contribute to a
better monitoring of managers (Fama and Jensen, 1983a, 1983b; Boyd, 1994; Rechner
and Dalton, 1991). This strand of literature also belongs to the agency theory and
in particular it is related to the study of Jensen and Meckling (1976), Fama and
Jensen (1983a, 1983b) and Beasley (1996). The latter argue that the agency problem
deriving from the separation between ownership and control needs to be mitigated
with a sound and efficient corporate governance. The agency relationship is the
engagement of an agent (manager) to preserve and safeguard principal (shareholder’s)
interests on its behalf (Jensen and Meckling, 1976). Conventional wisdom recognises
that independence, diversity and expertise enhance corporate governance quality and
safeguard shareholders’ interests. Alternative views also exist on the role of independent
directors.

Fama and Jensen (1983a, 1983b) and Beasley (1996) identify independence as a
vital characteristic of directors to mitigate agency conflicts between management and
shareholders because their role in the board permit them to perform a better critical
monitoring function. A different perspective is provided by the stewardship theory
(Donaldson and Davis, 1991; Kent et al., 2010). Following this view, inside and
executive directors have greater knowledge than independent directors with respect to
their company’s characteristics and provide better decision-making.

Bank corporate governance literature also recognises the level of independence of
the BoDs as a critical issue for internal governance of banks. As well as corporates,
banks BoDs should act in order to preserve shareholders’ interest. Nonetheless, banks
differ from other types of firms since they have a far wider number of stakeholders, that
include depositors and other debt holders. Thus, the monitoring function of the BoD of
banks is very important. Univocal consensus on the ideal level of independent members
of the board is still missing, but most of the literature shows that a higher level of
outsider representation increases the likelihood of the efficient outcome for the bank,
measured by performance and risk-avoiding capabilities.

Figure 5 and Table 4 show the findings of a sub-sample of comparable (as concern
the methodology) articles.

In line with agency theory, independent directors have incentives to properly exert
the control function, because they seek to protect their reputation (Pathan, 2009). Li
and Song (2013) find that board independence positively affects bank value of an
international sample of banks. Consistent with this view, Pathan and Skuly (2010)
also find an endogenous relationship between different bank corporate governance
characteristics. Using a sample of 212 US BHCs during the period 1997–2004, authors
show that larger (in terms of assets) and more diversified banks have larger and more
independent boards. In the same geographical setting, Cornett et al. (2010) extend the
sample of observation to 300 publicly traded US banks during the financial crisis.

The authors find that bank performance is positively affected by a more independent
board. Furthermore, De Andres and Vallelado (2008) show a nonlinear (hump
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shaped) relationship between board independence and performance, similar to the
above-mentioned result regarding the relationship between board size and performance.
Liang and Jiraporn (2013) investigate the relationship between the performance of 50
Chinese banks [measured by ROE, pre-provision profit and stock of non-performing
loans (NPLs)] during 2003–2010 using an OLS methodology. The authors find that
independence of BoDs positively affects bank performance. More recently, García-Meca
et al. (2015), show that Tobin’s Q and ROA are positively affected by the presence of
a higher number of independent directors, although it is not the main aspect studied
in the article. They examine the board structure of 159 banks in nine countries during
2004–2010 using a GMM methodology, focusing especially in the impact of gender
diversity on bank performance, as further investigated in this paper.

Also in line with the agency theory and consistent with the positive results in
terms of performance, there is some evidence of a negative relationship between
board independence and bank risk-taking. Indeed, Pathan (2009) investigating a sample
composed by 212 US BHCs over 1997–2004 as in Pathan and Skully (2010), with
a GLS and a RE technique, find that board independence is strongly and negatively
related to bank risk (measured by total risk, idiosyncratic risk, and systematic risk).
Similar results are reported in Minton et al. (2012) and Faleye and Krishnan (2010).
The latter find that board independence reduces riskiness measured by the long-term
S&P credit rating and inclusion of financial covenants in loan contracts, although it
is not related to the lending risk diversification. Yeh et al. (2011) examine whether
the performance during the recent financial crisis is better for financial institutions
with more independent directors on different committees. Using the data of the 20
largest financial institutions from G8 countries during the 2007–2008 financial crisis the
authors show that performance during the crisis is higher for financial institutions with
more independent directors on auditing and risk committees. Moreover, the influence
of committee independence on bank performance is particularly relevant for civil law
countries (measured by a dummy variable). Yeh et al. (2011) also suggest that regulation
authorities should enforce regulation compliance to improve director independence,
particularly for auditing and risk committees in banking industry, since independent
directors in banking are supposed to reduce excessive risk-taking behaviours.

Even if independent directors may enhance the effectiveness of monitoring bank
management, they may lack in practical bank business expertise (Adams and Mehran,
2012). Thus, supporting the stewardship theory also in bank corporate governance,
Adams and Ferreira (2007) comment the negative result obtained between performance
and independence with the reduction of the information among boards, due to the
outside position of independents. This condition negatively affects the advisory role of
the board and may also reduce its monitoring function.

Belkhir (2009) relates different characteristics of bank corporate governance with
Tobin’s Q, and find that a higher number of independent directors negatively affects the
performance of an international sample of 260 banks, using an OLS methodology. Aebi
et al. (2012) also find a negative relationship between the percentage of independent
directors and performance but their findings are not totally supported by the significance
of their results. Consistent with this view is the above-mentioned study of Pathan and
Faff (2013). The authors find a negative relationship between different performance
measures and independence of the board.

As in the case of board size, some authors do not find robust correlations between
director independence and bank results, both in terms of performance and risk-taking.
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As concerns performance, Adams and Mehran (2005) and Staikouras et al. (2007)
find no significant relation between the degree of board independence (measured by
the percentage of independent directors) and performance. The latter looking for the
effect of board composition on the performance of 58 European banks, does not find a
significant relation between independence and ROA.

Figure 5 Independence and performance (see online version for colours)

Source: Authors’ own elaboration

Adams and Mehran (2012), using a sample of 32 international BHCs receiving bailout
money during 1986–1999 does not find a negative relationship between Tobin’s Q and
independence analysed with an OLS estimation method. Moreover, the author suggests
that independence may not always have the sufficient expertise to oversee complex
banking firms.

Pi and Timme (1993), Griffith et al. (2002) and Simpson and Gleason (1999),
study the effect of a higher number of independent directors on bank boards on the
probability of financial distress. Nonetheless as mentioned above, there is a wider strand
of literature supporting the relevance of board independence in the development of good
corporate governance and a consequent enhancement of bank functioning (Peni and
Vähämaa, 2012). Indeed, standard setters and regulators focus on board composition and
favour independence. Hence, regulation and legal systems have a significant impact on
internal governance arrangements of banks (Ferreira et al., 2012; Li and Song, 2013). In
particular, Li and Song (2013) reach two main conclusions in their study: empowering
official supervision reduces board independence and encouraging private monitoring
increases board independence. These findings are consistent with Barth et al. (2004) and
Beck et al. (2006).

Actually, since 2002 the Sarbanes-Oxley Act requires that boards have audit
committees consisting only of independent outside directors. The codes of best practice
for corporate governance issued in many countries have called for greater outside
representation (Denis and McConnell, 2003). Despite the fact that national approaches
on the definition of independence (IOSC, 2007; OECD, 2017).
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Table 4 Independence and performance

Source: Authors’ own elaboration
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4.3 CEO duality

Another important issue in researches conducted on board structure of banks is the
so-called CEO duality. It represents a situation in which the CEO of a bank is also chair
of the BoDs.

Consistent with agency theory (Jensen and Meckling, 1976) CEO duality may reduce
the ability of the board in preserving shareholders’ interests. Indeed, CEO may not
separate personal interest from shareholders’ interests and the control function of the
board may be less effective (Jensen, 1993; Lasfer, 2006). Moreover, the presence of a
CEO who is also the Cahir of the board can mitigate the agency problem by moderating
the effect of board involvement in executive management. From this perspective in the
absence of CEO duality, the requirement of a minimum level of independent directors in
order to enhance the advisory function of the board may be reduced without affecting the
monitoring function. The stewardship theory states that CEO duality results in a more
efficient and rapid decision-making process. Nonetheless it enhances the strategic vision
of the board, by providing long-term objectives in line with shareholders’ interests.

Focusing on financial institutions, CEOs are key decision makers. In particular, their
risk propensity has a decisive role in the definition of the strategy of the bank (Adams
and Ferreira, 2007). As a consequence, their position has a strong effect on both risk
and performance of a bank. Indeed, empirical research on the impact of CEO duality
on banks’ performance (Pi and Timme, 1993; Johnson et al., 1996; Griffith et al., 2002;
Cooper, 2009; Adnan et al., 2011) and banks’ risks (Simpson and Gleason, 1999; Pathan,
2009; Boujelbene and Nabila, 2011; De Jonghe et al., 2012; Rachdi et al., 2013) provide
different conclusion on the impact of CEO duality, nonetheless most of the findings are
not supported by sufficient significance. As concerns performance, Pi and Timme (1993)
find that banks with CEOs who are also chairs of the board, over performed in respect
of a situation without CEO duality. In particular, the authors study 112 US banks during
1987–1990 and show a positive relation between CEO duality and ROA and an inverse
relation with costs.

Regarding the empirical evidences of CEO duality affecting risk-taking of banks,
several authors find some evidence that CEO power is negative related with bank
risk-taking. In particular, Simpson and Gleason (1999) find a lower probability of
financial distress when there is CEO duality using a sample of 287 banks over the period
1989–1993. They also suggest that the risk-avoiding function of a CEO who is also the
Chair of the board is given by the bias of protecting his role in the board. Consistently,
Pathan (2009) and Boujelbene and Nabila (2011) investigate the relationship of different
corporate governance variables of two different samples of banks and find that the
presence of a CEO who is also the chair of the board is inversely related with bank
risks. The first author uses a sample composed by 212 US BHCs during 1997–2004
and regresses CEO duality on different risk measures as total risk, idiosyncratic risk,
systematic risk, assets return risk and insolvency risk). Boujelbene and Nabila (2011) use
a static panel and GLS methodology on a sample of ten commercial banks listed on the
Tunisian Stock Exchange during 1995–2007 measuring risk with three different drivers:
total risk, insolvency risk, and beta. The authors find that the coefficient of CEO duality
is positive and statistically significant and positively associated with total risk and
insolvency risk probably. This result is driven by a reduction of the control effectiveness
of the governance structure, resulting in an increase in bank risk-taking. Rachdi et al.
(2013) try to assess whether bank board structure is associated with risk. The authors
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use a sample of 11 Tunisian conventional banks over the period 2001–2011 and find that
duality on boards is associated with more insolvency risk, but has no significant effect
on insolvency and credit risk. De Jonghe et al. (2012) use a stochastic frontier approach
on 65 commercial banks operating in Turkey between 1988 and 2009. The authors,
looking for a relationship between both internal and external governance mechanisms
(respectively CEO duality, board experience, political connections, education profile
and discipline exerted by shareholders, depositors, or skilled employees) and bank
performance, find that the presence of a more experienced CEO (controlled by the
cumulative number of years a particular manager has been at the top of his or her
organisation) generally increases risk/return efficiency, as suggested by human-capital
theory (Becker, 1962). Kaymak and Bektas (2008) also observe Turkish commercial
banks (27) operating in the market between 2001–2004, but their findings support
the stewardship view, by showing how the presence of duality increases the risk of
principal-principal conflict. The authors run a cross-sectional data analysis investigating
the association of different governance drivers (board independence, CEO duality, board
size, and board tenure) with bank performance measured by ROA.

Another evidence of the consistency of the stewardship view is given by Larcker
et al. (2007). The latter is one of the first papers that finds CEO duality negatively
impacting on performance. The authors investigate different corporate governance
variables of a sample of 2106 financial and non-financial firms between 2002 and 2003
by using a principal component analysis (PCA). This method is used to develop 14
multi-indicator indices from 39 individual governance indicators, including CEO duality.
Wang et al. (2012) also report a negative impact of CEO duality on efficiency by
exploring the relationship between the operating performance and corporate governance
of 68 BHCs in the US with a modified data envelopment analysis (DEA) method.

Figure 6 CEO duality and performance (see online version for colours)

Source: Authors’ own elaboration
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Table 5 CEO duality and performance

Source: Authors’ own elaboration
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Researchers also investigate whether CEO duality is not only associated with bank
risk/performance measures but also with bank functioning. Indeed, Faleye and Krishnan
(2010) and Grove et al. (2011) study the relationship between CEO duality and lending
activity. In particular, Faleye and Krishnan (2010) find that the probability of lending
to high-risk borrowers increases with CEO duality. Grove et al. (2011) find a negative
relationship with bank performance but do not find a significant association with loan
quality, by adopting the factor structure to measure multiple dimensions of corporate
governance for 236 US public commercial banks. Semenova and Savchenko (2015),
exploring the effect of combining positions between the BoDs and top management,
demonstrate that there is a need for a broader approach to regulating the spheres of
director responsibility, and avoid CEO duality for developed countries. They obtain this
result from a sample of banks in 112 countries and measure bank profitability, both in
terms of profitability for managers (ROA) and return for shareholders (ROE). However,
their conclusions seem to be true only for developed economies.

Dalton et al. (1996) conducted a meta-analysis investigate whether a situation
of non-duality board is related to performance, and their result reveal suggest no
relationship of a meaningful level. The latter finding is consistent with the results
of other later banking studies that reveal not significant relationship among variables
(Griffith et al., 2002; Cooper, 2009; Adnan et al., 2011; Aebi et al., 2012; Berger
et al., 2014). In particular, Griffith et al. (2002) assert that a situation in which CEO
is also the chair of the BoD, has no significant impact on performance because adding
responsibilities do not result in an improving in CEOs capacity to affect performance.
Cooper (2009) finds insignificant relationship between the CEO duality and bank
performance (measured by Tobin’s Q), economic value added (EVA) and market value
added (MVA). Furthermore, Adnan et al. (2011) show a negative but insignificant
relationship between CEO duality and bank performance. At last, Aebi et al. (2012) do
not find that CEO duality affects buy-and-hold returns of US banks included in their
sample. Berger et al. (2012) find no effect of CEO duality on bank default probabilities
by investigating a sample of 249 bank failures and 4,021 non-default US commercial
banks over the financial crisis period (2007–2010). Figure 6 and Table 5 summarise
findings of a sub-sample of comparable (as concern the methodology) articles. As
reported in the latter, the academic point of view is mainly directed to define CEO
duality as a situation to be avoided by the BoD.

Institutional perspective regarding the CEO duality is largely in line with academic
point of view. Indeed, the combination of the role of board chair and CEO is possible
among many of the jurisdictions with one-tier board systems. As a matter of fact,
National competent authorities have duties and responsibility in determining whether or
not a situation of CEO duality can be specifically identified as banks’ value creator.
Nonetheless, there is still a lot of work to do to by regulators and authorities clarify the
issue CEO duality in banks.

4.4 Diversity

A widely researched question in corporate governance literature is whether diversity
among board members affects firm performance.

Diversity on boards should improve independence, preserve minorities’ rights, and
offer different point of views in boards’ meeting. Nonetheless, it may slow down board
functioning and decision provisioning (Carter et al., 2003, 2010). Hence, literature
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concerning this topic is not univocal. Moreover, it recognises that also the type of
diversity seems to be crucial (García-Meca et al., 2015). In particular, most of the studies
focus on gender diversity and investigate whether a higher number of women directors
can lead to better upshots in terms of effectiveness and performance. From an agency
theory perspective, a higher number of women on the board improves independence and
board monitoring function (Carter et al., 2003; Terjesen et al., 2009).

An extensive review of diversity on corporates’ board is provided by Nielsen and
Huse (2010), contrariwise, banking literature concerning diversity is limited and more
recent. The only studies that investigate different types of diversity in banks’ board are
Hagendorff et al. (2010) and García-Meca et al. (2015). In particular, Hagendorff et al.
(2010) find that diversity (and independence) matter only under strict banking regulation
regimes. In particular, the authors find that age, occupational and expertise diversity
improve acquisition performance. Contrariwise, in less strict regulatory environments,
corporate governance is virtually irrelevant in improving the performance outcomes of
merger activities. García-Meca et al. (2015) analyse the relationship between board
diversity (interpreted as gender and as nationality) and performance on a cross-country
sample composed by 159 banks observing the period 2004–2010. They find opposing
results due to the type of diversity: gender diversity increases bank performance;
national diversity constrains it. At last, they also assert that within weaker regulatory
and lower investor protection environments board diversity has less influence on banks’
performance. The effects of gender diversity on banks performance are also investigated
by a few other researchers (Pathan and Faff, 2013; Strøm et al., 2014; Nguyen et al.,
2015) obtaining mixed results.

In particular, Pathan and Faff (2013) run a GMM estimation methods over a
sample composed by 212 US BHCs and find that gender diversity has a positive
effect on bank performance in the pre-Sarbanes-Oxley Act (SOX) period (1997–2002),
but this relationship is becoming weaker in both the post-SOX (2003–2006) and the
crisis periods (2007–2011). They also argue that this finding may be resulted by the
consequential possibility of a reduction of more capable male directors on board. This
is consistent with Nguyen et al. (2015). The latters analyse the issue of gender diversity
in 308 US banks from January 1999 to December 2011 by investigate the impact on
market performance and controlling for executives’ appointments announcements. As in
Pathan and Faff (2013), the authors find that gender diversity is not linked to measurable
value effects.

Contrariwise, Strøm et al. (2014) find that a female CEO and a female chair of the
board are positively related to performance of a cross-country panel of 329 microfinance
institutions in 73 countries during 1998–2008.

As resulted by the survey conducted in this paper, gender diversity is also being
investigated to explore its effects on bank risk-taking (De Cabo and Gimeno, 2012;
Berger et al., 2014) and functioning (Muller-Kahle and Lewellyn, 2011; Beck et al.,
2013; Chakrabarty and Bass, 2014).

De Cabo and Gimeno (2012) investigate whether gender diversity impact on bank
risk-taking of a sample composed by 612 European banks. In particular, the authors
show three main findings:

1 a higher number of women directors reduces bank risk-taking

2 board size and woman directors number are positively related
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3 banks with growth objectives are more prone to include women on their board.

Berger et al. (2014) use a difference-in-difference estimation method to explore the
relationship between different corporate governance characteristics (age, gender, and
educational composition) and bank risk-taking, measured by the risk weighted assets
density (RWA/total assets). Their findings show that a higher representation of women
on boards improves bank risk-avoiding, although results are not strongly significant.
Furthermore, they argue that the latter result can be explained by a women risk aversion
hypothesis.

Muller-Kahle and Lewellyn (2011) try to asses a relationship between board
composition and subprime lending, by investigating also gender diversity issues on
a sample of 74 US banks during the period 1997–2005. For what concerns gender
diversity, their results show that subprime lenders have boards presenting a lower
percentage of women directors. Beck et al. (2013) explore a similar research question
but focus to loan officers rather than bank executives. The authors use data of a
commercial bank in Albania and find a lower likelihood to turn problematic of loans
originated by female loan officers than loans originated by male loan officers. Thus,
loans screened and monitored by female loan officers present lower default rates. The
authors confer this result to a better capacity of women to build relationship with
borrowers better than male officers. At last, Chakrabarty and Bass (2014) investigate
data of 280 international microfinance institutions, to asses whether a higher presence
of women on boards may reduce banks’ operating costs. Their results confirm the
hypothesis of a positive effect of women on boards and lead the authors to argue that
microfinance institutions with high operating costs may benefit from appointing a board
with socio-economic expertise and women directors.

Standard setters started to promote diversity on board in the last decade. In 2011 the
OECD announced its Gender Initiative which suggests “The need to introduce quotas for
women in boardrooms or in senior management is being widely debated and, conditional
on data availability, deserves further analysis to understand its benefits in terms of
women’s employment outcomes and firm performance.” For what concerns banks board
composition, the BCBS (2015) provides specific suggestions regarding diversity, that are
outlined in principle 2: “The board should be comprised of individuals with a balance
of skills, diversity and expertise, who collectively possess the necessary qualifications
commensurate with the size, complexity and risk profile of the bank.”

Indeed, concerning financial institutions, in 2011, the Committee on Economic and
Monetary Affairs provided a report on the corporate governance of financial institutions
to suggest to EC an increase of female representation on financial institutions’ boards by
arguing that “greater diversity would tend to reduce the sector’s vulnerability to crises,
contribute to stability, and improve the quality of debate and decision making.”

As a result, the view point of a need to improve and preserve diversity on boards
is shared by both standard setters and regulators and is also in line with most of the
papers surveyed in this research. However, even thought academics focus on diversity
of corporates’ boards since the last decade of the twentieth century (Nielsen and Huse,
2010) forestalling both standard setters and regulators, for what concerns financial
institutions, the development of suggestions and guidance is receiving growing attention
of standard setters and regulators along with academics findings.
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5 Conclusions

Despite the considerable and increasing effort in exploring the effects of bank corporate
governance practices, the relationship between bank board characteristics and both
performance and risk-taking remain elusive. We perform a systematic literature review
on the characteristics of bank boards of directors with the aim of summarising the main
findings of previous researchers. We contribute to the literature by identifying areas of
improvement in the bank corporate governance literature. Indeed, our analysis shows
that though there is an increasing understanding of the fundamentals of bank corporate
governance, and in particular of the characteristics of banks’ BoDs, research has not
yet found the magic formula for board composition as results are at best ambiguous
and sometimes even contradictory. This could stem from the fact that research tends
to investigate boards from the outside considering composition and at best professional
characteristics of board members. Due to the difficulties in obtaining data, there is a
notable lack of studies on board dynamics and effectiveness from the inside. Despite the
inconclusive evidence, regulators and supervisors focus on the characteristics of banks’
BoDs. This means that there is still a lot of work to do to identify the practices that
improve bank performance and effectively manage risk. Moreover, research adopting a
more holistic approach capable of capturing the multifaceted complexity of corporate
governance and encompassing the other areas of bank corporate governance (such as
risk management, remuneration and ownership structure) could be possibly be more
successful in providing guidance.
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