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Introduction 

By its nature, the Board of Directors of a company influences its performance. The function of 

the directors is to manage and organize the firm, from the top to control the work of the lowest 

management. It is therefore the managers who are responsible for the results achieved by any 

company. 

Among the main tasks entrusted to the administrators, there is the highest level of strategic 

planning, the one that dictates the guidelines to be followed by the various managers of the 

different departments. It follows that making this decision already has a major impact on 

performance: a strategy must not only be clear and precise but must also take into account as 

many variables as possible. But this is not enough, taking a strategy must also be a quick 

process, often there are windows of opportunity open for a short time that a company, and 

therefore its management, must be able to exploit. 

Clarity and speed are requirements that all firms must meet in order to remain competitive in 

any market they operate. This is also true in relation to particular companies such as financial 

intermediaries and, among them, banks. 

A clear decision, however, if taken quickly, can prove to be wrong. Adequate balance is needed 

in the process leading to the design of a strategy, and it is in this balance that it becomes essential 

to have a well-constituted and structured Board of Directors.  

This is one of the reasons that have led to a series of studies on the search for a relationship 

between the Board, in particular its composition, and the performance achieved by both 

American and European companies. In general, the literature on the subject agrees that there is 

a relationship between certain characteristics of a single director or the Board in general and 

the outcome obtained. The characteristics most frequently analyzed by these researches are the 

size of the Board, the presence of independent and non-executive directors, the number of 

meetings held during the year, and the percentage of managers present at the meetings. In recent 

years there has also been research aimed at verifying the impact of gender quotas on a company 

or the presence of cultural diversity within the Board itself. 

What these studies have in common, apart from the methodology, is the focus of the 

investigation. Much of the present literature is limited to analyse manufacturing or other service 

companies; there is a lack of careful study with reference to the banking sector. Although in the 

United States such research is already attracting the interest of more and more academics, there 

is no such reference in Europe. Studies carried out about the European banking industry are still 

few and fragmentary. 
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In fact, there are considerable differences between companies that can be defined as traditional 

and banking institutions; these differences are justified by the activity carried out by these 

organizations and the consequent particular attention that the various Legislators place on it. 

These differences translate into rules to which banks and the various financial institutions must 

comply, rules that can also influence performance itself.  

To better understand these differences, Chapter I of this work will start from the definition of 

bank, showing the points of contact with the reality of the other companies, but above all the 

differences between these two macro-sectors. In order to better understand these differences, 

we will also see the specific legislation, which involves not only a State, but is often subject to 

supra-state legislation or, in any case, requires compliance with international regulations. In the 

last part of Chapter I will then introduce the concept of corporate governance, i.e. managers' 

control over the company. 

Having clarified these differences, we will then proceed to look in more detail at the 

organizational structure of the banks and the Board of directors specifically. In Chapter II will 

be illustrated the three models of governance widespread in Europe and beyond, and then the 

particular regulations and the process leading to the appointment of directors will be explained 

in more detail. A fundamental part of this chapter, which establishes the clear difference 

between banks and other types of companies, is the one dedicated to the issue of banking 

supervision. As we will see, in Europe this topic is made more complex, since especially for 

the Member States that have also joined the Eurozone, supervision takes place at different 

levels: the first is national, the second is Communitarian. 

Some of the characteristics of the Board mentioned above will then be dealt with in Chapter 

III. In the course of this part, the composition of the Board will be illustrated in more detail, as 

well as those characteristics that are considered the most important and subject to greater 

control, such as dimensional, independence, attendance, and cultural diversity. For example, 

the presence of some banks in different countries, as well as their capillarity in the territory, 

necessarily imply a greater organizational dimension; in order to face this size, it is usually 

decided to have a Board composed of a greater number of members than what is present for 

other types of companies. This difference in the size of the Board derives from the greater 

complexity of the activities that a bank faces; what needs to be understood is whether a greater 

size is actually associated with better performance. 

The second part of this work will try to capture this topic. In Chapter IV, after having laid the 

foundations of the research in the previous chapters, will be shown the statistical analysis 

conducted. Starting from the hypotheses given and the sample of banks analyzed, we will see 
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the variables under observation. With regard to the result obtained, as we will see, the choice 

fell on ROE and Tobin's Q; vice versa, the characteristics of the Board under study are size, 

independence, number of non-executive directors, attendance at the meetings and percentage 

of cultural diversity within the Board.  

At the end, this analysis, accompanied by the outputs obtained using statistical software, should 

have answered the question of whether there is a relationship between the composition of the 

Board of Directors and some of its peculiarities and the performance of the main European 

banks. 
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Chapter I: General overview of Credit Institutions 

The first step in this analysis is to clearly define what credit institutions are, their essential tasks 

and what the main differences between these companies and other types of firms are. In fact, 

the latter aspect is particularly important from a regulatory point of view, which depends to a 

large extent on the particular activity carried out by banks. After having introduced these 

differences in general, will be introduced the legislative favor that Italy and the main 

international bodies devoted to the regulation of this sector, a subject that will be discussed in 

more detail in the next chapter.  

 1.1 Definition of Credit Institution 

The main function of banks is to collect savings and liquid funds from the public, with the duty 

to repay them in the form of both deposits and other instruments. This is the activity that is 

conventionally referred to as banking activity, but in addition to this, these institutions can carry 

out any other financial activity that is not reserved by law to other entities [BdI, 2019], for 

example they can carry outplacement and trading services for securities, as well as assisting in 

the listing process of other companies on the stock exchange. Among the activities carried out 

by banks, however, there is also the provision of credit to households and businesses that require 

it; this function can be defined as financial intermediation and so far, is the most widespread 

intermediation function [Consob, 2019].  

It should be noted, however, that banks are distinct from financial intermediaries, the latter are 

different entities to which the national legislator allows professional lending to the public [BdI, 

2019]. Similar differences can also be found in other legal systems, European and non-

European. 

Often, we are faced not with a bank but with a banking group, i.e. a group of banks or financial 

companies that are part of a common holding firm. In the Italian case, these groups are 

registered in a special register of the Bank of Italy and must follow a specific discipline both at 

the statutory level and with regard to the necessary requirements for company representatives. 

In particular, Article 3 of Legislative Decree No. 342 of 4.8.1999 provides that banking activity 

may be authorized by the Bank of Italy only if there are no links between the subjects of the 

group to which they belong and other subjects that could hinder the supervisory functions 

[Bankpedia, 2019]. 

This last aspect makes it possible to introduce the subject of banking regulation, which will be 

discussed in greater depth in the following pages. In fact, it is already clear how the supervision 



12 
 

of the work of credit institutions is fundamental to guarantee stability to the economic system 

not only locally, but in light of the events following the outbreak of the Great Recession, also 

internationally. The supervision, as will be seen, is essentially directed to the protection of 

savers, on whose current accounts all the operations carried out by the banks are based. It must, 

therefore, be understood how the credit system in Europe is structured and what laws are in 

force to regulate it. 

1.2 Characteristics of the credit system and current regulations 

Several studies conducted on the state of health of Italian banks [Barbagallo, 2018, Cicioni, 

2019], agree on a gradual strengthening following about a decade of political and economic 

instability that has involved Italy more than other European countries. However, this 

improvement seems to be largely attributable to the positive performance of a few large groups 

rather than to an overall improvement in the system [Barbagallo, 2018]. The deterioration in 

credit quality that has involved banking groups, especially the smaller ones, in the last decade 

[Cicioni, 2019] is linked to this context. What made the situation even more delicate was the 

advent of digitization, which contributed to a reduction in the number of branches on the 

territory and pushed banks to invest in home banking in order to offer customers a better service 

[Graziani, 2019] with a view to increasing attention to customer satisfaction, which is 

increasingly fundamental in order to distinguish themselves from competitors and attract more 

new customers.  

As mentioned above, the sector under analysis has always been highly regulated. With the birth 

of the European Union and the advent of the Euro currency, this regulation has further 

increased; the supervisory procedures within the eurozone have also changed. Initially, it was 

the responsibility of the authorities of the single states, thus not falling within the remit of the 

European Central Bank. In fact, Article 127 of the TFEU provided, in subsection  5, that the 

European System of Central Banks should limit itself to contributing to the proper conduct of 

the policies pursued by the competent authorities with regard to the prudential supervision of 

credit institutions and the stability of the financial system [TFEU, 2007]. However, as a result 

of the crisis, several instruments and entities were introduced at the European level to monitor 

the performance of the banking system, in particular through a reform of the supervisory 

system. Since 2014, the Single Supervisory Mechanism has been introduced, which provides 

for greater cooperation between the ECB and national supervisors. This reform has the threefold 

objective of safeguarding the security and soundness of the European banking system, 

increasing financial integration and stability, and ensuring a consistent level of supervision 
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among member countries. This reform is obviously aimed at euro area countries, but other 

Member States that have not joined the euro [ECB, 2019] may also join the system.  

In this new scenario, the European Central Bank is responsible for the direct supervision of the 

so-called significant banks, while the others are subject to the supervision of national 

institutions, although they must follow the ECB's directives. Further details on this particular 

system of supervision will be given in Chapter II; the objective of this first introductory part is 

to give a more general overview of the functioning of banks, illustrating the highest supra-

national regulations to which they are subject.  

At the international level, the most recent reforms have considerably increased the regulatory 

burden on both prudence and compliance. On the one hand, these reforms ensure that banks are 

more resilient to external shocks, but on the other hand, the burden of compliance has a heavy 

impact on overall performance. Already with BASEL III, special guarantees had been 

introduced on the capital and liquidity available to banks in order to avoid that possible financial 

shocks could translate into crises with repercussions on the entire system [Borsa Italiana, 2018]. 

From 2021 onwards, BASEL IV should enter into force, the fundamental objective of which 

will be the introduction of more efficient but easier to apply regulatory constraints. This reform 

will also be a challenge for the banking system; the ability to manage change will depend to a 

large extent on the speed with which institutions manage to direct their strategies towards 

compliance with the new rules [Mastroianni, 2019]. 

At the EU level, furthermore, in addition to the Single Supervisory Mechanism, there are a 

whole series of regulations, directives, decisions, recommendations, and opinions issued by the 

EU to which the Member States must adhere with binding or non-binding character depending 

on their nature. With regard to the banking and financial system in particular, regulatory or 

implementing technical standards have become increasingly important. They are developed by 

the European Supervisory Authorities and adopted by the European Commission by regulation. 

Their aim is to harmonize the most complex and specific profiles in order to achieve a complete, 

homogeneous, and unified system of single market rules. The main tasks, for instance, carried 

out by the Bank of Italy derive their regulatory origin mainly from the so-called Capital 

Requirements Regulation, i.e. Regulation (EU) no. 575/2013 which introduced prudential 

supervision rules valid for all banks, and Directive 2013/36/EU which regulates the conditions 

for access to banking activity, the freedom of establishment of banks in the Union and the 

freedom to provide their services, prudential control, additional capital reserves and corporate 

governance [BdI, 2019]. 
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Finally, a distinction is made at the national level between primary source standards and 

secondary source standards. For the Italian scenario, the former includes the Testo Unico 

Bancario1, which contains the principles to which all banks operating in Italy must adhere and 

defines the powers of the credit authorities, such as the CICR2, the Ministry of Economy and 

Finance and the Bank of Italy. In particular, it gives the latter the possibility to adopt potential 

interventions and the power to issue secondary regulations on technical aspects. Other rules are 

also contained in the Testo Unico della Finanza3 and the Law on the Protection of Savings. The 

secondary sources are represented by the resolutions of the CICR, which lays down the 

principles and criteria for the exercise of supervision.  

However, the problem of the lack of unification of the European credit system and the 

consequent homogenization of the methodology and operations of the various national banks 

still remains open. As the Associazione per i Mercati Finanziari Europei4 points out, the EU 

has as a priority for the next set of legislative reforms precisely the achievement of the banking 

union in order to remove the present fragmentation and make European banks more competitive 

at the global level [AMFE, 2019]. 

What has just been said shows that the weight of the regulations on banking activity is indeed 

substantial, which on the one hand certainly increases the level of security of the entire system, 

but on the other hand reduces its effectiveness, making it very bureaucratic and therefore slow 

to introduce changes. In the next chapter, we will see how the legislation also influences the 

composition of the Board by requiring a series of qualifications, especially in terms of 

independence. These constraints lead to a predetermined composition of the Board of Directors; 

the aim of this paper is precisely to investigate whether there is a relationship between 

composition and performance. If this is verified, then an interesting aspect will be to assess 

whether the regulations envisaged are in favor of improving banking performance, or, on the 

contrary, are an excessive obstacle (which, however, could be justified by the willingness of 

individual legislators to protect the weaker party, i.e. individual account holders).  

 
1 Consolidated Banking Act, concerns banking and credit laws. It aims to coordinate and regulate both 

the exercise of financial activities and the intermediaries responsible for carrying them out. It has 

introduced the concept of the universal bank, which has an entrepreneurial nature and can jointly collect 

savings from the public and exercise credit. The greater autonomy of the banks has led to an increased 

autonomy of supervisory powers, which makes it possible to monitor banking activity through the 

instrument of prudential supervision. Since its enactment, the TUB has undergone a series of changes 

to adapt it to national and EU regulatory developments. 
2 Interministerial Committee for Credit and Savings, to which the TUB confers tasks of high vigilance 

with regard to credit and savings protection, the exercise of the credit function and currency matters. 
3 Consolidated Law on Finance is the main regulatory source of financial market law in Italian 

legislation. 
4 Association for European Financial Markets 
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1.3 Corporate Governance, meaning and fundamental aspects 

The last step to be taken, before moving on to a more detailed analysis of current legislation 

and the composition and functions of the Board, is the introduction of the concept of corporate 

governance, referring to the following chapter the definition of the various structural models 

that a company's controlling system can refer to. 

The aim of corporate governance is to control the structure and functioning of all corporate 

policies. It is at this level that constant control over the company's activities is implemented, as 

well as defining strategies and planning the implementation process. Corporate governance is 

made up of all the entities involved in the management of the company, therefore not only the 

Board of Directors, but also the Shareholders' Meeting and the Board of Statutory Auditors, at 

least for the governance models in which the latter element is provided for. In brief, corporate 

governance concerns all the mechanisms and processes necessary for the functioning of the 

various entities just mentioned. 

The structure of corporate governance can be looked at with two different conceptions: 

• Initially, there was a tendency to prefer a narrow concept, focused on the rules of 

operation of the various governing entities of companies with a very broad corporate 

structure, which delegates management to the Board of Directors. The intrinsic risk of 

this model is that managers tend not to pursue the interests of ownership (the high 

number of the owners, leads to a dilution of the share package: many small shareholders 

cannot and have no incentive to maintain precise and constant control over the 

managers' actions). Then corporate governance, according to the narrow conception, is 

seen as the tool with which it is possible to align the objectives of management with 

those of the shareholders, i.e. the creation of value. 

• The extended concept, on the other hand, assumes that this separation of ownership and 

control only occurs for large listed companies, such as banks. In the reality of the 

market, however, their number is relatively modest: there are many more small and 

medium-sized companies that do not usually provide for this separation of ownership 

and control. It follows that value creation should not be the sole objective of corporate 

governance. According to the extended concept, corporate governance has to deal with 

meeting the expectations of the various stakeholders that come into contact with the 

company; then corporate governance includes not only the internal system but also 

external elements such as control entities and institutions, public opinion, consumer 

associations, etc. 
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The issue of corporate governance goes hand in hand with a phenomenon resulting from the 

high fragmentation of ownership and the occurrence of the misalignment of objectives just 

mentioned. In large companies it is, in fact, possible the occurrence of the phenomenon known 

as free-riding, i.e. the problem that occurs when an individual, who can be a shareholder or a 

manager, exploits resources or information in his possession to his personal advantage, without 

dealing with the creation of a common value; from the point of view of the delegation made by 

the shareholders to the directors, the theory of the agency is developed [Jensen, 1994]. 

This theory foresees the existence of two figures: an agent and a principal. The latter 

corresponds to the shareholder who delegates to the manager/agent the decision-making and 

management power of the company. The problem of the agency arises from the presence in the 

operational reality of uncertainty and information asymmetries, i.e. the performance resulting 

from the agent's decisions do not depend only on his decisions but also on factors arising from 

the external context and, above all, the actions taken by managers are not directly observable 

by shareholders.  

The problem of the agency can occur between various levels; as just seen the principal/agent 

can be the partner/manager, and it is on this dichotomy that the discourse will be deepened. But 

this conflict can also arise between principal/agent as minority/majority shareholders, which 

leads to the exploitation of the latter of the private benefits of controlling the company. Finally, 

the agent can be the totality of the shareholders while the principal can be the remaining part of 

the stakeholders; in this case, the shareholders exploit the company, damaging the interests of 

the society in general involved in the work of the firm. 

Returning to the shareholder/manager dichotomy, ownership unbundling creates the 

assumption that the former cannot physically control what the latter do, especially for large 

companies with heavily dispersed properties. In fact, given the large number of shareholders 

and the resulting small share of capital they hold, voting rights become a residual right of 

control. The emergence of post-contractual opportunism, i.e. that which occurs once the 

directors' delegation of powers to managers has been stipulated, has the effect of increasing the 

cost of control and reducing the amount of financial resources that investors bring to companies. 

In fact, managers may have information asymmetries with respect to ownership by 

implementing transactions aimed more at their own benefit than at protecting the firm, such as 

the sale of assets at non-market prices or corporate growth aimed at increasing their salary and 

not the value of the company itself. 

Given these phenomena of corporate governance failure, overtime management theories have 

developed tools capable of remedying or at least mitigating such opportunistic behavior; some 
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of these tools respond directly to market dynamics, while others have been imposed by national 

legislation to protect all parties involved in relations with a company. 

From the point of view of market mechanisms, the main way to solve the problem of bad 

governance is that if a company reduces its value due to the misconduct of managers, then it 

may become attractive to other shareholders, who may launch a hostile takeover, take control 

of the company and dismiss the existing management. Another mechanism is to cultivate 

common values of loyalty and diligence by hiring managers and CEOs with clear duties.  

From the legislative point of view, on the other hand, for large companies, the legislation 

provides for the presence of non-executive and independent directors, or the presence of special 

committees such as those for appointments or remuneration. In some firms there is also the 

figure of a reference shareholder, i.e. an institutional shareholder, who holds a large 

shareholding or has the proxy of other shareholders; his task is to supervise the work of 

managers with the aim of protecting the company's interests. 

Each of these methods developed by theory has its advantages and disadvantages. However, 

managers can engage in opportunistic behavior and limit the impact that some tools can have 

on corporate governance. This also applies to banks. The best way to prevent misconduct by 

top management and to protect the generality of stakeholders is continuous supervision.  

This cannot be applied to the generality of firms, but for companies such as banks, for the 

reasons mentioned, having an effective, rapid and common supervisory mechanism between 

countries is a fundamental element. For this reason, various instruments have been developed, 

starting from typified governance models and the mandatory presence of certain entities or 

members with particular characteristics. The next chapter will start with these elements and 

then go on to explain in detail the supervisory process that applies in most European countries. 
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Chapter II: Governance structure and supervisory mechanisms 

Explained what is meant by banking institution, the main regulatory sources and what corporate 

governance is, two key issues will be discussed in this chapter. First of all, we will see in detail 

what the Board of Directors is and therefore in practice how corporate governance is carried 

out; then we will explain in detail the main supervisory system active in Europe on the work of 

banks.  

2.1 Fundamental tasks of the Board 

As anticipated, in companies it is the task of the Board of Directors to implement the decisions 

taken by the partners and to carry out the business activity. This is the collegial body with the 

task of designing, developing and implementing the firm's organizational strategies, managing 

the various departments and managers, controlling their work and ensuring the legal 

responsibility of the organization; it is therefore a fundamental role in corporate governance. 

Article 2380 bis of the Italian Civil Code provides that: "The management of the company [...] 

is the exclusive responsibility of the directors, who carry out the operations necessary to 

implement the corporate purpose [...]. When the administration is entrusted to several persons, 

they constitute the Board of Directors" [Civil Code, 2019].  

By "implementation of the corporate purpose" is meant the implementation of the strategies 

previously deliberated. These tasks include the preparation of business plans and their possible 

modification, the investment or disinvestment in other companies, the purchase or sale of real 

estate and the decision to purchase or sell firms or branches, i.e. M&A transactions. These are 

often particularly sensitive decisions, which if made incorrectly can lead to serious problems 

for the company. This is true for all types of societies, but when considering banks, it is natural 

to think about the reflections that poor decisions can generate. For this reason, banks are often 

very slow to make decisions that can be particularly sensitive, but which could provide high 

returns. As revealed by a study conducted by BCG, European banks in 2013-2017 proved 

unable to generate economic profits comparable to those of banks in other geographical areas, 

including the United States and some emerging countries. In particular, the study highlights a 

"gap that exists between the more delayed banks and a small but aggressive handful of 

determined incumbents seeking new partnerships with fintech and open banking" [BCG Global 

Risk, 2019]. In such an environment, it becomes essential to move quickly in order to gain a 

competitive advantage over the competition; the best way to increase efficiency, accelerate the 

process and improve overall decision making is through digitization. For European banks, the 

possibility of catching up with their counterparts operating in other areas passes through digital 
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transformation and its impact on key roles such as credit and treasury management [Il Sole 24 

Ore, 2019]. 

The fundamental task of management and the Board of Directors in general, whether it is a 

small family business or a large corporation, is to keep the company competitive and profitable. 

The structure that comes to be defined therefore provides both horizontal controls, especially 

for large companies, and vertical controls along the "chain of command" [Ewing H. G., 1979]. 

The CEO and the Board in general have the task of controlling and directing this process: 

preparing and evaluating procedures, objectives and strategic planning provide the Board 

members with constant and continuous information on the state of health of the company. This 

continuous monitoring allows a general check-up of the entire management; the overall vision 

of the CEO and the rest of the Board of Directors allows an in-depth control that highlights the 

strengths of the company or remedies weaknesses. This overall vision translates into the setting 

of objectives with a more or less long-term perspective, which are transmitted to the entire 

company through its vertical structure. The execution of these objectives and the related output 

then go back up the vertical chain of control and their achievement or not, as well as the results 

produced, return to be analyzed by the Board. The ultimate goal remains that of creating value 

for shareholders; in fact, another fundamental role played by the Board is the so-called 

shareholders' relations, i.e. the set of documents and information that are periodically 

submitted to the attention of shareholders. 

As mentioned above, it is already the Legislator himself who provides that the responsibility of 

the directors is towards the shareholders, but not only. More and more importance has assumed 

the concept of stakeholders, i.e. the generality of those who have an interest in a company and 

its actions. Companies do not always operate in the interest of all these figures and what usually 

happens when there is a lack of stable and trustworthy relationship between the administration 

and the generality of stakeholders leads to the explosion of a company crisis or scandals that 

the company must remedy. This behavior on the part of the Board is not always born of bad 

faith, defining the totality of stakeholders is not an easy process [Miles S., 2012]. What is more, 

large companies and banks are now required to behave proactively and ethically, oriented 

towards sustainability. 

As said, these tasks are characteristic for all types of companies. The differences between small 

and large firms, whether listed or not, derive purely from organizational characteristics: it is 

obvious that as a company grows, complexity increases and therefore the governance structure 

must change to ensure business performance. What has just been described is therefore the 

characteristic scenario of the managerial world, which involves the generality of companies 
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and, among them, also the banking world. The differences between the latter and the other types 

of companies, in fact, do not lie in the roles played but, as will be seen later in this chapter, in 

the organizational structure adopted. A wise choice in terms of governance has repercussions 

on all levels of the company and deeply affects the final performance. 

2.2 Governance structure and administrative bodies 

The governance structure takes the form of the organizational model that a company decides to 

adopt for its Board of Directors.  

There are three distinct systems of administrations in Europe, which can coexist within the 

single legal systems of the EU Member States and can be divided into two categories depending 

on whether they are based on relationships or on the market. 

In particular, three types of systems can be identified: 

• Traditional system 

• Two-tier system 

• One-tier system 

The first two are relationship-based, while the third system is market-based. 

This choice is not exactly free; all companies must follow what is provided for by national 

legislation. For example, Italian law provides for all three models of administration listed above, 

from which a company may choose. In fact, the governance structure is one of the cases of 

typification provided for by the Italian Civil Code [Art. 2380 C.C.]. 

2.2.1 Traditional system 

The first type of governance provided by the Legislator is the so-called traditional, or Latin, 

model. This system provides for the coexistence of two bodies: the Board of Directors (which 

can also be reduced to the case of a single director for an unlisted Plc.) and the Board of 

Statutory Auditors, both appointed by the Shareholders' Meeting. The function of the first entity 

is obviously that of the management of the company, as described above; vice versa, the Board 

of Statutory Auditors and the figure of the auditors are entrusted with the control of the directors' 

actions, while the accounting control is assigned to an external statutory auditor or auditing 

firm.  

In the absence of a specific statutory indication, this is the model that is applied in Italy. For 

large companies that decide to adopt this model, the Board of Directors itself is structured by 
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delegation to the Executive Committee or to one or more Managing Directors, who act on behalf 

of the Board within the limits of this delegation. 

The Board of Statutory Auditors deserves special attention. This body stems from the need to 

ensure constant control over the work of the Directors, to verify that the actions implemented 

by the Board are consistent with the objectives of the shareholders and in respect of the 

generality of stakeholders.  

2.2.2  Two-tier system 

As anticipated, a company's governance system can follow the two-tier (or follow the one-tier) 

model only if expressly provided for in the company's statutes. This system originates from the 

German governance model and provides for the existence here too of two entities: the 

Management Board and the Supervisory Board. As with the traditional model, the accounting 

control remains entrusted to an external auditor or auditing firm. 

The functions of the Management Board are completely similar to those of the Board of 

Directors; as regards the Supervisory Board, on the other hand, it assumes both the functions 

of the Board of Statutory Auditors and some functions which in the traditional model are the 

responsibility of the Shareholders' Meeting. In particular, it is up to the Supervisory Board to 

appoint the members of the Management Board and approve the financial statements for the 

year, as well as, if provided for by the Corporate statutes, to approve the strategic direction of 

the company.  

2.2.3 One-tier system 

The latest model envisaged by the Legislator is the one-tier model, which derives from the 

governance structure usually adopted by Anglo-Saxon companies.  

The substantial difference from the two previous models is the lack of a supervisory body such 

as the Board of Statutory Auditors. Administration and control are in fact exercised respectively 

by the Board of Directors and by a Management Control Committee which is set up within the 

Board itself. Also in this case, accounting control is entrusted outside the company. 

The Board of Directors has the same roles and duties as before, while the Committee is made 

up of the members of the Board of Directors who meet the independence requirements 

discussed later in this chapter. With regard to the functions performed by the Committee, here 

too, by analogy, the Civil Code refers to the provisions for the Board of Statutory Auditors. 
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2.3 Appointment and characteristics of components 

As anticipated, the Legislator provides for characteristics that both Directors and Statutory 

Auditors must respect in order to be appointed as such by the Shareholders' Meeting. It should 

also be noted that, for listed companies, at least one director must be appointed by the minority 

shareholders. 

The statutes may provide for particular requirements of integrity, professionalism and 

independence for Directors; the Legislator, therefore, does not provide for the obligation to 

respect certain characteristics [Art. 2387 C.C.], except as will be seen for what will be expected 

by special laws in relation to the exercise of particular activities, such as banking. Only in listed 

companies, at least one member (two if the Board of Directors has more than seven members) 

must comply with the independence requirements established for statutory auditors. There is 

no minimum or maximum number of members: it is left to the statutory autonomy to decide 

whether or not to include limitations. 

The case of the Board of Statutory Auditors is different. For unlisted companies, the number of 

statutory auditors must be three or five; for listed companies, on the other hand, it is only 

required to appoint at least three auditors [Art. 148 TUF]. 

Because of the importance that this body assumes, the legislator himself lays down 

requirements that the auditors must comply with. In particular, Art. 2397 paragraph 2, at least 

one auditor and one alternate auditor must be enrolled in the register of legal auditors kept by 

the Ministry of Economy, while the others must be chosen among professionals enrolled in the 

professional registers or among university professors in legal or economic subjects. For listed 

companies, Art. 148 of the TUF also provides for the appointment of auditors not enrolled in 

the register of statutory auditors. 

What the Legislator wants to achieve is, in essence, compliance with the requirements of 

independence from the Board of Directors, so that the control exercised by the statutory auditors 

over the directors is free and effective. These requirements are provided for in Article 2399 of 

the Italian Civil Code, which states that statutory auditors may not be appointed: 

• those who find themselves in the conditions provided for by Art. 2382 of the Italian 

Civil Code (the disqualification, the incapacitated, the bankrupt or those sentenced to a 

penalty that provides for the disqualification from public office or the inability to 

exercise managerial office) 
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• the spouse, relatives and relatives-in-law within the fourth degree of the directors of the 

company in which the auditor should operate or of the subsidiaries, parent companies 

or companies subject to common control 

• those who are linked to the company by an employment or consultancy relationship or 

other relationships of a financial nature that compromise their independence 

In listed companies, Statutory Auditors must also comply with the limits on the number of 

positions held by CONSOB5. Lastly, the Company's statute may provide for additional 

limitations and compliance with additional requirements.  

2.4 Differences and relevant aspects in the Banks’ BoD 

As mentioned above, there are differences in the organizational structure adopted for certain 

types of enterprises, such as banking enterprises. These differences do not materialize in the 

governance form, which remains typified by the three models already explained but arise in the 

internal organizational structure of a model and among the requirements for the appointment of 

directors and statutory auditors. 

This different legislative favor derives from the particular role played by banks, as well as other 

financial intermediaries, which are indispensable for economic development and to guarantee 

the payment system, but that also has a considerable social impact. 

In fact, as far as the Board of banks is concerned, directors are required to comply with the 

requirements of professionalism and honourableness laid down by the Ministry of Treasury. 

Among the directors, the presence of members in possession of independence requirements has 

assumed great importance; the presence of the latter makes it possible, in theory, to ensure that 

the work of the Board is carried out in the interests of the company and in general of the 

shareholders (both majority and minority). In addition to monitoring, these independent 

directors also perform the typical functions of non-executive directors [Bank of Italy, 2014]. 

Independence, as seen, derives from the absence of elements capable of compromising the 

autonomy of judgment on the decisions taken by management. The Italian average in 2014 (the 

year of the study conducted by the BdI) of independent directors on the Board of banks was 

29%. 

Contrary to what has been seen previously, the national legislator has then reinforced for banks 

of greater size or operational complexity, the so-called principle of non-pletoricity, which 

 
5 Commissione nazionale per le società e la Borsa (National Commission for Companies and the Stock 

Exchange), independent administrative authority aimed at investor protection, efficiency, transparency 

and development of the Italian securities market 
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provides for a limited number of directors in proportion to the size of the institution itself. For 

large banks that adopt the traditional model, a maximum number of fifteen directors has in fact 

been provided for, which can be waived only in exceptional cases [Lener, 2016]. 

The presence of non-executive directors, i.e. those who are not involved in the management of 

the company but perform a balancing function with respect to executive directors, is also 

strengthened in banks. At least a quarter of the Board must then meet the independence 

requirements of Art. 26 of the TUB. In particular, this article states that << Those who perform 

administration, management and control functions at banks must be suitable for the 

performance of their duties [...] they must meet the requirements of professionalism, good 

repute and independence, meet criteria of competence and fairness, devote the time necessary 

for the effective performance of their duties, so as to ensure the sound and prudent management 

of the bank >>. It is the Ministry of the Economy which identifies these criteria, then the 

management and control system of the banks assess the suitability of their members and the 

adequacy of the body, documenting and justifying the analysis process carried out and the result 

obtained. 

The Legislator, in application of Directive 2013/36/EU of the European Parliament and the 

Council, has then provided for the obligation to set up committees within the Board with 

particular supervisory functions. Among these so-called endo-consultant committees, banks of 

greater size or complexity must set up three committees specializing in appointments, 

remuneration and risks6. 

In general, the role of these committees is to provide technical support to the Board of Directors 

in relation to its specific discipline. In particular: 

• Appointments Committee, gives opinions to the Board on the size and composition of 

thereof, gives indications on which professional figures would be appropriate to have 

on the Board. It is also responsible for proposing the candidates for the office of director 

in cases of co-optation [Il Sole 24 Ore, 2019]. 

• Remuneration Committee, with the task of periodically assessing the adequacy, 

correctness and application of the remuneration policy for directors and managers, to 

formulate proposals and express opinions on the remuneration of directors with special 

duties and, by assisting the control body, to monitor the application of the decisions 

taken by the Board of Directors, verifying the effective achievement of performance 

objectives [Cutillo G., 2018]. 

 
6 Medium-sized banks, on the other hand, only need to set up a risk committee. Finally, smaller banks 

are not obliged to set up a risk committee. 
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• Risk Committee, with functions to support the management body in supervising strategy 

in the area of internal controls. It is responsible for expressing opinions and assessments 

on the company's policy of outsourcing the control function, on compliance with the 

internal control principles; it verifies that these functions are in line with the provisions 

of company policy and assesses the correct use of accounting standards for the 

preparation of the financial statements, liaising with the external control body [Bank of 

Italy, 2013]. 

The management function remains entrusted to the Board of Directors, which, as for other types 

of companies, may delegate the management of the business to the Executive Committee. The 

only limit in this sense is the correct balance of powers, i.e. the preparation of a clear delegation 

that separates the tasks and responsibilities of the Committee from those of the Board. 

There are also no particular differences with regard to the supervisory body, subject to 

compliance with the additional features already set out. This organism must monitor the 

effectiveness of all corporate structures and must promote the adoption of all corrective 

measures in the event that anomalies are detected. The Chairman is then entrusted with the task 

of ensuring the effectiveness of the internal debate and facilitating the effectiveness of the 

body's action. 

2.4.1  The control steps 

As in the case of other types of companies, the control of the Board of Statutory Auditors (or 

of the different body set up to control management) is also provided for in the case of banks, 

with a series of procedures that mark the entire process in three phases, although there are some 

peculiar characteristics deriving from the social importance of banking activities. 

The first phase is reconnaissance. Under Art. 150 of the TUF, the auditors of the banks also 

receive information flows from the company's control functions on a quarterly basis; it follows 

that the internal control system of the company functions, in addition to being the object of the 

auditors' control, is also a tool in the hands of the latter to obtain information on the company's 

operations. This opportunity is provided by Circular no. 285 of 17 December 2013 [Bank of 

Italy, 2013]. This is also the first stage in the process of the Board of Statutory Auditors' power 

and duty to attend meetings of the Board or even the Shareholders' Meeting; it should be noted, 

however, that the precise control of the actions of directors and managers is the responsibility 

of the internal control system, while the Board of Statutory Auditors is responsible for a higher 

level of control, except for choosing in detail the issues for which it deems appropriate. 
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The next phase is the evaluation phase, in which the presence of the three committees mentioned 

above, in particular the Risk Committee, has a major impact. In this context, the Board of 

Statutory Auditors is responsible for assessing the consistency of decisions regarding the 

organization of the bank, with reference to both the provisions of the Code and the Consolidated 

Finance Act and the Bank of Italy's provisions on the subject. 

The last phase is the reactive phase, in which the Board of Statutory Auditors uses its powers 

if it finds irregularities in the previous phases. The powers at its disposal can be classified into 

two types: endo-societies and exo-societies. The latter take the form of recourse to the 

Supervisory Authorities, while in the former, in addition to the obligation to notify the 

Shareholders' Meeting, there is also the obligation to notify the Board [Art. 153 TUF]. If it 

deems it necessary, therefore, the Board of Statutory Auditors may immediately notify the 

Board of Directors of the problems encountered, without first notifying the Shareholders' 

Meeting. On the other hand, with regard to exo-society powers, the Board of Statutory Auditors 

or, in general, the company's supervisory body, has the power to initiate a process of external 

analysis, which for the banking sector is divided into several levels, as will be shown soon. 

2.5 Banking supervision 

The nature of the banking business and its impact on society, as seen, makes it particularly 

important to have a well-designed supervisory system in place. If the Control Body is in charge 

of internal supervision, its power to initiate external control by the prepared Authorities is 

fundamental. It should be pointed out that the control by the latter does not start only following 

a reminder from the auditors, but is continuously exercised over the entire banking sector. 

Within the Eurozone, this external supervisory system is well articulated and has undergone 

considerable improvement following the 2008 Recession and the 2014/59/EU Directive known 

as the Banking Recovery and Resolution Directive. The system that has been created supervises 

the nineteen Member States of the European Union that have decided to adopt the Euro, but is 

also open to the other Member States that decide to adhere to it. 

This new Single Supervisory Mechanism (SSM) involves two actors, on the one hand, the 

European Central Bank (ECB) and, on the other hand, the National Supervisory Authorities 

(NCAs), and is part of the existing supervisory practice in order to improve its efficiency and 

harmony at European level.  

In this system, credit institutions are classified into significant and less significant institutions. 

This classification is not fixed but may vary over time. Indeed, in order to distinguish between 
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the two, the SSM carries out a periodic review in which credit institutions from participating 

Member States are assessed to determine whether or not they meet the materiality requirements: 

• Total assets exceeding EUR 30 billion7 

• It is already one of the three most important entries of a Member State. 

• Receives direct assistance from the European Stability Mechanism8 

• Total assets above EUR 5 billion and the ratio of cross-border assets (in one or more 

Member States) to total assets above 20% (same percentage for total liabilities). 

The SSM is then authorized to declare an institution significant to ensure consistency in the 

supervisory standards adopted. For large institutions, in order not to impede the control of the 

ECB or NCAs as a result of excessive switching from significant to less significant, it is 

necessary that the above criteria are not met for three consecutive calendar years. 

The substantial difference between these two types of entities is that significant ones are subject 

to direct supervision by the ECB, which is in any case assisted by the NCAs. In this panorama, 

the European Central Bank is therefore responsible for the direct supervision of about 115 

banking groups, which represent 82% of the activities of the euro area. 

2.5.1  The European Central Bank 

At the top of the Single Surveillance Mechanism, as seen, is the European Central Bank. Its 

task is the general supervision of banking supervision, keeping under control not the economy 

of a single country but of the entire Eurozone. It is a daily check aimed at the early detection of 

any problems in order to implement corrective measures immediately, as well as supervision of 

the adoption and consistent application of supervisory policies and regulations issued. 

In carrying out this control function, the ECB coordinates and cooperates with the individual 

national authorities, but remains responsible for the effectiveness and consistency of the whole 

system. 

The ECB's supervisory powers include: 

• The setting of capital requirements, the so-called reserves, higher to avoid financial risks 

• Valuation of the acquisition and disposal of qualifying holdings9 in credit institutions 

 
7 Or total assets of less than EUR 5 billion but more than 20% of the country's GDP 
8 The function of the European Stability Mechanism (ESM) is to grant financial assistance to member 

countries with temporary difficulties in financing themselves on the market, 

https://www.bancaditalia.it/media/fact/2019/mes_riforma/index.html 
9 In other words, a shareholding representing at least 10% of the capital or voting rights or even if the 

means are taken to exercise significant influence over the management of the bank (e.g. rights to appoint 

the Board of Directors). In this case, supervision serves to ensure that only eligible persons have access 

https://www.bancaditalia.it/media/fact/2019/mes_riforma/index.html
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• Ensuring compliance with the prudential regulations laid down by the European Union 

• Conduct of prudential assessments, inspections of banks and investigations of their 

activities 

• Granting and revocation of banking license 

The ECB's regular monitoring of banks includes an analysis of the way in which they are 

granted and in general of compliance with the Single European Code10. Its responsibility lies 

with the European Parliament and the Council of the EU. A special Supervisory Board has been 

set up for its functioning, whose decisions are taken unless the Governing Council of the ECB 

rejects them.  

This body is composed of a President, a Vice-President, four representatives of the ECB and 

one representative of each NCA of the Member States. 

2.5.2  The National Competent Authorities 

In support of the ECB and with direct responsibility for the supervision of smaller and less 

significant banks, are the individual National Competent Authorities. Their supervisory tasks 

are aimed at direct consumer protection, verification of compliance with anti-money laundering 

legislation and verification that payment systems comply with all requirements.  

For the various member countries, the NCAs are their own Central Banks. For the sake of 

convenience, the Bank of Italy will be seen below; as seen, the structure of the SSM provides 

for compliance with similar regulations at the EU level, to which all the National Authorities 

refer. With a view to harmonizing the European credit system, any differences still present in 

individual national regulations will become increasingly residual over time. 

The supervisory activity carried out by the BdI includes not only remote and on-site monitoring, 

but also the adoption of administrative measures such as authorizations, sanctions and measures 

relating to the management of possible problematic situations. The powers and tasks entrusted 

to the BdI are set out in the Consolidated Banking Law, which takes into account the dictates 

of the EU. 

 
to the banking system as shareholders: the aim is to ascertain that potential purchasers meet the 

requirements of good repute and have sufficient financial strength, so that the banks in question can 

continue to meet the required prudential requirements. 
10 Set of legal acts to be respected by all financial institutions in the EU. It sets the capital requirements 

for banks, regulates the prevention and management of disruptions and ensures better protection of 

misfits. https://www.consilium.europa.eu/it/policies/banking-union/single-rulebook/ 

https://www.consilium.europa.eu/it/policies/banking-union/single-rulebook/
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In addition to establishing clear and identical rules for all financial intermediaries, micro and 

macro-prudential supervision of individual banks is carried out. 

Macro-prudential analysis detects the risk factors of the national financial system as a whole. 

This level makes it possible to support micro-supervision with specific surveys aimed at 

investigating relevant issues that may affect several intermediaries or the market.  

At the micro-prudential level, as mentioned above, the ECB is responsible for the direct 

supervision of significant institutions, while the BdI carries out controls that respect the 

entrepreneurial nature of the supervised entities. This monitoring is carried out by means of 

tools capable of identifying problems at an early stage and implementing the necessary 

corrective measures. In particular, the inspection activity, both at a distance and, as mentioned 

above, on the spot, may bring to light management irregularities or violations of specific or 

general regulations. In the presence of a dangerous situation, it may require measures such as 

recovery plans and the removal of Board members; in the most serious cases it may also provide 

for extraordinary administration. 

This last point once again shows the importance of the correct composition and functioning of 

the Board of Directors of institutions such as banks. An excursus was made on the current 

legislation, particularly in Italy, on corporate governance and the main differences between 

companies and financial institutions were shown. In the next chapter, we will see in more detail 

what are the structural characteristics of the Board that can most affect the conduct and 

performance of firms in general and banks in particular.  
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Chapter III: the impact of the Board of Directors on Performance 

The above has provided a general overview of what banks are, their role within society and the 

various organizational structures they can adopt. Given their importance, it has also been seen 

how control and supervision work; these aspects investigate the work of managers and the 

Board of Directors in general. In addition to this, as seen, it is the national Legislator itself, not 

only the Italian one, that provides directors and statutory auditors with certain requirements, i.e. 

the adoption of a specific organizational model and a predetermined number. 

The objective of this regulation is to check that the work of banks and financial intermediaries 

in general is in line with the expectations of all stakeholders and to protect consumers and the 

economy of the country as a whole, even though with respect for the entrepreneurial freedom 

enshrined in the Constitution and which in any case characterizes and must characterize banking 

activity. 

In light of this, in the continuation of the chapter, an overview of the most important features 

that must be present at the head of the Board will be given, based on the existing literature on 

the subject. This will help to understand exactly what their role is and why it may be interesting 

to study how these same variables can influence the performance of banks, as well as other 

companies. This relationship between Board variables and performance will then be studied in 

the next chapter. 

3.1 The features of the Board 

In general, the composition of any company's Board depends on the decisions of the 

shareholders. They decide on the appointment of one director rather than another. However, 

there are individual characteristics that, when added to the characteristics of the other members 

of the Board, can alter the decision-making process and have a profound effect on performance. 

As has been said extensively, it is from the Board that the strategic and managerial thrust begins, 

so it is from the Board that the decision taken on a particular matter is conveyed. If this decision 

turns out to be the right one, then performance can be expected to increase; otherwise, any 

company will have to deal with the mistakes made at the highest level, which are often not 

trivial and can lead to deep crises, from which not even replacing part or all of the Board of 

directors can get away unscathed. 

Legislation in some countries requires some variables to be fixed, such as the total number and 

presence of independent and non-executive directors. If, as seen, this choice stems from the 

national willingness to protect and safeguard weaker parties in relations with banks and 
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financial intermediaries, it is not likely to adversely affect performance. For this reason, among 

the variables discussed in the next paragraphs will be precisely the size of the Board and the 

number of independent and non-executive directors, ending with a digression on the importance 

of having a good attendance of directors at Board meetings and the impact of cultural diversity.  

3.1.1  Board size 

The first variable to be analysed is the dimensional one.  

As mentioned above, the various national legislators require banks to comply with certain 

parameters also from the point of view of the size of the Board as well as compliance with 

special requirements for individual members. Studies conducted on companies operating in 

other traditional sectors show that there is a relationship between the size of the Board and the 

overall performance of the company. However, the results produced are often mixed. 

For some research, the increase in the number of members of the Board of Directors translates 

into a deterioration in performance or, in general, a reduction in the quality of the entire 

decision-making process [Jensen, 1993]. According to these studies, the increase in size is 

associated with a dilution of the power of individual directors and an increase in the 

phenomenon of free riding [Ertana et al., 2009]. 

In this context, an increase of members translates into an increase in the number of people with 

decision-making power and the possibility for individual directors to think more about their 

own personal interests rather than those of the company in general, because their tasks can be 

carried out by other members without arousing particular suspicion. In other words, the effort 

and commitment of some directors is lost or reduced, affecting the entire decision-making 

process and slowing down or hindering the normal functioning of the Board itself. 

Further studies have shown, on the other hand, that a smaller Board size is often associated with 

better performance and an increase in the value of the company. For example, research 

conducted on a sample of U.S. companies has shown that smaller Boards tend to look for the 

best, better-paid CEOs and that shareholders tend to look against increases in Board size 

precisely because they are often associated with deteriorating performance [Yermack, 1996].  

It is right on the relationship between decision making and performance that are inserted a series 

of analyses conducted by various studies, all agreeing on the existence of a positive relationship 

between a contained dimension of the Board and performance. In particular, it has been shown 

that small Boards tend to eliminate or at least reduce cases of bad communication and improve 

the overall quality of the decision-making process [Guest, 2009]; contradicting some previous 

studies, recent analyses have found that a smaller size is also associated with the reduction of 
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the phenomenon of free riding due to the greater control over the work of individual members 

[Thomsen and Conyon, 2012]. 

Or, a greater dimension is often associated with fairer and more rational decision-making, 

linked to greater performance [Kogan and Wallach, 1966]. Or even that larger groups have a 

more diversified vision and a greater heterogeneity of culture and opinions that reduce the 

likelihood of approving wrong projects [Sah and Stiglitz, 1986]. For these studies, the use of a 

larger Board is therefore preferable when the decisions to be taken normally are of particular 

relevance [Sah and Stiglitz, 1991]. 

Further analysis of the size of the Board of Directors and its relationship with the performance 

have highlighted the existence of a so-called U-shaped relationship between the two variables, 

i.e. that both very small Boards and numerous Boards have a strong positive impact on the final 

performance [Coles et al, 2008]. 

Finally, an interesting study conducted by Cheng in 2008 examined the effect that Boards of 

different sizes have on company performance. The empirical result of this analysis was the 

demonstration that large Boards tend to make less risky decisions, tending to have an almost 

stable performance over time. In contrast, smaller Boards have been more risk-prone, leaving 

performance more volatile in the short term, although in the long-term overall performance 

does not seem to be significantly different from that achieved by companies with larger Boards 

[Cheng, 2008]. 

This last point is particularly interesting in the light of banking activity. As will be seen in the 

next chapter, fundamental to a bank's performance is to have a correct composition of the Board 

from every point of view, in order to protect the decision-making process. If a company has a 

fair freedom to take risks with its capital and to bet on what may seem more daring projects, a 

bank cannot put its clients' savings at risk by betting on ambitious but risky ideas (sometimes 

wrongly as in the case of Internet Banking, a phenomenon in which banks have only recently 

started to invest by lending their side to the birth of new very aggressive business realities in 

this niche market).  

From this point of view, if it is true that a larger size is associated with a stable performance 

without the need to take numerous risks, then it is likely that this form of Board is well suited 

to the banks' business model. Some studies on the subject have been conducted with reference 

to the US market and indeed a positive relationship has been found between the size of the BoD 

and Tobin's Q, although there is consensus that for the US market this derives from the impact 

that frequent acquisition and merger operations have on the banking sector [Adams and Mehran, 

2008].  
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Such an analysis, as mentioned in the introduction, is lacking with regard to the European 

banking industry. In the continuation of this work, an attempt will be made to give an overview 

of the situation in the old continent and to verify whether or not there is a relationship between 

size and performance. 

3.1.2  Independent and Non-Executive directors 

As partly mentioned above, the figure of independent directors is of vital importance since it 

performs, together with the Supervisory Board, a surveillance and safeguarding function with 

regard to the company's interests. It is therefore a guarantee function regarding the work of 

executive directors. The aim is to avoid, or at least promptly detect, potential opportunistic 

behavior by the Board. 

While executive directors are entrusted with the management of the company from a strategic 

and operational point of view, the figure of the independent director is entrusted exclusively 

with the task of ensuring the protection of stakeholders; in other words, they do not participate 

directly in the decision-making process that leads to the adoption of a certain strategy, but are 

entrusted with the execution of constant control over the decisions of top management. 

Independence arises, in particular with reference to companies listed on the risk capital markets 

and for banks, from compliance with certain requirements of national legislation. Requirements 

also common to other countries that provide for the presence on the Board of members with 

supervisory powers is that they are similar to those already shown for the Italian case in the 

previous chapter. 

The presence on the Board of "people with a high reputational level", however, is not a 

guarantee of the adoption of behaviours that can be qualified as "independent" [Chiappetta, 

2010]. The ultimate goal of eliminating the problem of information asymmetries between the 

majority and minority of the Board, i.e. phenomena for which information is not equally 

distributed between the parties, is not achieved by simply including on the Board people with 

the typical characteristics of independence. An institution that has proved effective in 

improving the control of independent members of the Board, is the so-called lead independent 

director, defined by the literature as an intermediary between the chairman, CEO, the rest of 

the Board and stakeholders [Plouhinec, 2018]. Going into more detail, among the tasks of this 

figure we have: 

• With reference to the Board in general, supervision of the performance and distribution 

of powers within the Board itself, as well as control of appointments and successions 

between directors 
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• With regard to the CEO, he is responsible for monitoring the relationship between the 

CEO and the Chairman of the Board of Directors, where these two roles are not covered 

by a single person [Krause et al., 2014]. 

• With reference to non-executive directors, it presents itself as an alternative channel of 

communication with respect to direct comparison with executive and media members 

among the various directors. 

In day to day operations, therefore, it mediates between the parties contributing to the 

maintenance of good cooperation between the various members, while in periods of greater 

intensity, the LID has the duty to facilitate the resolution of any type of problem that may 

involve the Board or at least to contribute to the achievement of a possible solution by mediating 

between the parties involved in the decision-making process itself. 

Also for this figure, studies carried out with reference to the American market, have found that 

companies with a figure like the LID in the Board of Directors have better results in terms of 

control and consequently manage to obtain a higher financial performance; this is because, 

according to the same study, the presence of a LID allows to solve more quickly bad decisions, 

especially those made directly by the CEO [Lamoreaux P. T. et al, 2019]. 

As mentioned above, independent directors fall into the category of non-executive directors. In 

fact, the members of the Board of Directors can be divided into two categories, depending on 

whether or not they are involved in strategic management and planning. The non-executive 

members are the directors who are not entrusted with the management of the company, but 

control over the rest of the Board. This control is made even more effective by the presence, 

among the non-executive members, of independent directors. This further separation aims to 

eliminate or at least reduce as much as possible the possibility of conflicts of interest within the 

Board.  

To this end, the CEO duality, i.e. the separation between CEO and chairman of the Board, is 

now considered a good practice; in particular, the role of the latter is usually entrusted to a non-

executive director, while the CEO is appointed among the executive directors. That this is an 

increasingly widespread policy in Europe is demonstrated by the fact that among the major 

European banks the number of those who do not present this distinction is steadily decreasing; 

in 2019 only 10 banks out of 69 show the overlapping of the two powers under a single figure 

[Source: Own processing from Orbis data]. 

Analyzing more properly the literature about the existence or not of a relationship between 

independence and performance, again it does not seem to prevail one result rather than another. 

While from a conceptual point of view the presence of non-executive and independent directors 
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should serve to ensure alignment of objectives and reduction of information asymmetries, their 

actual impact on performance is not always unambiguous. 

Several studies have shown a negative correlation between the number of independents and the 

company's performance [Agrawal and Knoeber, 1996]. According to other research, this 

phenomenon is explained by the fact that the efficiency of the Board is compromised by the 

increase in the overall number of directors in general, but among which seems to have a greater 

impact the growth in the percentage of independent members [Bhagat and Black, 2002]. 

Alongside this research, other scholars have found no causal link between a company's 

performance and the number of non-executive and independent directors [Adams et al., 2010]. 

For these researchers, the presence of these figures does not aim at improving company results, 

but at a simple resolution of the agency problem with a view to the general satisfaction of 

stakeholders, which does not always coincide with an improvement in profit [Thomsen and 

Conyon, 2012]. 

Other studies, finally, agree on the widespread belief that as the Board's independence 

increases, performance increases due to improved control [Solomon, 2007]. Independent 

directors can provide great value to the company in which they operate when the latter is able 

to provide them with all the tools and information necessary to perform their functions and in 

a timely manner with the use and analysis of the same [Reiter and Rosenberg, 2003]. However, 

this seems to be true only when a certain percentage of independent directors is reached in 

proportion to the overall size of the Board; under certain parameters, in fact, the presence of 

non-executive members seems to have no significant impact on performance [Lorsch et al., 

2001]. 

As said, the trend today seems to be to hire more and more non-executive members with or 

without independence within the Board. In accordance with the regulations which provide for 

it, the Supervisory Board is entirely made up of members with these characteristics and it is 

who directly appoints the executive directors of the Management Board. This impulse stems 

from the desire to improve corporate governance systems and avoid the occurrence of structural 

problems for a company. The appointment of members with a high social standing and a 

successful career, stems from the desire to respect the interests of shareholders, but is also based 

on the fact that these types of individuals have a greater personal interest in preserving their 

name and career; this is followed by a much more likely commitment to ensure that executive 

members respect their opinion and greater general protection for the interests of shareholders. 

In fact, it is no coincidence that for listed companies and financial institutions, several national 
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legislators, including the Italian one, provide for the appointment of independent directors 

among persons such as university professors in legal/economic subjects. 

What has been said, as seen also in reference to the overall size of the Board, has a particularly 

delicate reflection with the banks. Also in this case there is a lack of precise reference to the 

situation of European banks and the verification of the presence of an impact between 

independence and in general members prepared to control the actions of the directors within 

the Board itself and the results obtained by the bank. In the next chapter, this will be one of the 

starting points for the analysis between Board composition and performance. 

3.1.3          Board meetings, attendance and cultural diversity 

Another key aspect in numerous analyses of whether or not there is a relationship between 

Board composition and performance concerns the number of meetings held during the year and, 

above all, the rate of attendance by Board directors. 

As a matter of course, in order to preserve the operations of any company, the Board of 

Directors has the obligation to meet as often as it deems appropriate, as well as when requested 

by the supervisory bodies or by the shareholders themselves. During these meetings, in which 

the majority principle usually applies, the strategic guidelines to be followed for the next period 

or particularly important topics that may arise during the course of normal business operations 

are discussed and approved. Continuous and constant updating of the Board meetings allows 

for more consistent monitoring of the company's activities and, as a result, greater flexibility 

when it is necessary to introduce some unforeseen changes. 

For the decisions taken during these meetings to be correct, consistent with shareholders' 

objectives and respectful of the interests of all stakeholders, a certain presence of individual 

members must be guaranteed. Beyond meetings aimed at deliberating on particular issues, such 

as extraordinary finance transactions or the preparation of financial statements (for which it is 

often the legislator that imposes minimum thresholds that must be respected in order for the 

meeting to be considered valid), the presence of a significant number of members makes it 

possible to increase the importance of corporate governance mechanisms. 

Also in this respect, a greater presence of independent directors can have a significant impact 

on company performance. In fact, their presence at Board meetings not only highlights the 

effective diligence and commitment on their part in carrying out the tasks entrusted to them by 

the shareholders, but also allows a greater influence on the decisions taken by the Board itself, 

thus reducing, at least in theory, the information asymmetries both within the Board and 

between it and the shareholders' meeting. 
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It is during these meetings that the independent directors are able to obtain, easily and quickly, 

the information necessary to pursue their supervisory obligations [Masulis et al, 2012]. All these 

reasons have given rise to a series of research aimed precisely at investigating the impact of the 

frequency of meetings and attendance of directors, in particular independent directors, on 

performance [Brick and Chidambran, 2010] as well as on the direct monitoring of the Board's 

overall conduct [Cai et al., 2009]. 

There is no lack of research that has demonstrated a negative impact between the number of 

meetings and performance; in particular, it has been found that some companies respond to a 

negative trend in performance with an increase in the number of Board meetings [Vafeas, 1999], 

however, in this case it is easy to think that this increase is not the reason for the poor 

performance, which lies in a previous problem that requires greater commitment on the part of 

the Board. The failure to trace the origin of this problem, despite an increase in the number of 

meetings, could, therefore, be an indication of the poor quality of the Board itself. 

For these reasons, shareholders are increasingly tending to use the average attendance of 

directors at Board meetings to assess the conduct of top management: if performance is deemed 

satisfactory, shareholders can reward the most active managers with confirmation of their 

position and, conversely, remove from office those who are not able to guarantee their 

commitment to keep the company in excellent condition [Cai et al., 2009]. 

Recent studies have also shown that a high presence of independent directors allows a greater 

protection of shareholders' interests, contributing to a reduction of the agency problem and an 

improvement of the results obtained [Liu et al., 2014]. 

In the light of these analyses, it is clear that the number of meetings held during the year, but 

above all the attendance of the directors at these meetings, is fundamental for achieving a good 

economic/financial performance. Also for this variable it is possible to make a specific 

reasoning about the entrepreneurial reality of banks. As has been said many times over the 

course of these pages, their significance and importance push us towards a careful and in-depth 

control of the managers' actions. 

Providing for direct oversight mechanisms through the introduction of independent directors 

on the Board of Directors only makes sense if they actually have oversight powers primarily 

during Board meetings. The analyses conducted have almost always found a positive 

correlation between attendance and performance, but they were not conducted taking a sample 

of banks as a reference; although it may be reasonably obvious to obtain a positive result for 

this type of company as well, the conclusion of the next chapter, as will be seen, will be devoted 



39 
 

to this type of analysis; therefore, trying to confirm such a positive correlation also for the 

banking world. 

In conclusion, more and more important is the issue of diversity within a company. This 

diversity must be achieved at all levels of the company, including the Board of Directors. Here, 

too, the legislator has intervened, at the instigation of the European Parliament, by forcing 

companies to respect gender quotas. However, diversity does not only result from the presence 

of more or fewer women on the Board; diversity also occurs when people come from different 

cultures and have different skills from different backgrounds [Rustichelli, 2012]. The fifth 

variable that will be examined in more detail is therefore the cultural diversity of the members 

of the Board of Directors, in particular, the impact of the presence or absence of members with 

different skills, not directly related to the reference sector, will be analyzed. 

In fact, the idea that having people with a different cultural background is fundamental for the 

good management of any business is increasingly widespread. This diversity is reflected both 

in the different studies followed and in the different skills possessed by individual managers. 

Several researches have shown that companies that have to manage complex operations benefit 

from the presence of a culturally diverse Board [Anderson et al., 2011]. In particular, cultural 

diversity seems to have a fundamental impact on decisions that can radically change the 

company's vision, especially with regard to the adoption of new technologies. However, this 

drive for change, as beneficial as it may be for traditional companies, may prove to be not only 

an opportunity but also a great threat for banks. Having directors with different skills, but 

without basic financial requirements, can be critical to this type of company. For this reason, 

the last part of the next chapter will be devoted to the analysis of this particular aspect. 
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Chapter IV: Empirical analysis between Board of Directors 

composition and performance 

After having seen, at a theoretical level, what are the main characteristics of the Board of 

Directors, the different types of structure it can adopt and the relationships with performance 

already deepened by various analyses conducted over time, it is now possible to look the impact 

that the Board has on the results obtained by some of the major European banks.  

Before going to illustrate the research hypotheses and the results obtained, it is good to start 

with a descriptive analysis of the variables that will be analyzed as well as the sample chosen 

and the creation of the database. After this first overview, the chapter will be concluded by 

showing the results obtained through the use of statistical software such as STATA®.  

4.1   Sample Choice 

As mentioned several times in the previous chapters, the analysis that will be discussed in more 

detail in the remainder of this discussion will concern only European banks. In particular, the 

analysis will involve a sample of 69 commercial banks in the period 2013-2019 from different 

European countries. The choice of this sample depends mainly on two factors. The basic idea, 

the cornerstone of all the work, is to carry out an analysis of the Board's impact on the main 

European banks, following the model of the analyses already conducted on the subject in the 

US market.  

However, from this point of departure it is fundamental to draw an important note: the US 

banking model is unique, whereas in Europe there is still no banking union, not even within the 

Eurozone. This implies differences both from an organizational and supervisory point of view. 

The heterogeneity of the European banking model, however, has made it possible to open up 

the analysis to banks from outside the EU, in particular Russian banks, thus extending the 

spectrum of analysis. Preliminary checks carried out on banks in this country have shown a 

governance and supervisory structure similar to that of other countries, which should avoid 

significant distortions in the sample. 

All the companies analyzed have in common the fact that they are subject to the direct 

supervision of the European Central Bank, or in any case, have been considered significant for 

the economy of the Old Continent. As mentioned above, the Single Surveillance Mechanism is 

also open to banks that do not belong to the Monetary Union, which can therefore freely decide 

whether or not to join this single surveillance of a supranational nature. In the sample thus 

identified there were about 120 commercial banks working un Europe; however, due to the 
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limited number of the two main databases used to search for data, it was not possible to obtain 

data for all these companies. In fact, both Orbis and Eikon did not have complete information 

on some of the companies; it was therefore decided to narrow the sample by using as a criterion 

the level of market capitalization at the last available year. 

Table 1 (List of Banks, values as at 31.12.2019) lists the banks that will be analyzed, their 

country of origin, whether or not they will be subject to the MVU and their level of market 

capitalization in 2019 (last year for which full data are available). The 21 banks not under the 

direct control of the ECB come from outside the EU. For these companies, control is only 

exercised at the subsidiaries present in a euro area member territory and therefore not at the 

parent company. This is especially true for British and Russian banks, like HSBC Holdings Plc. 

and Sberbank Rossii PAO, while for other banks the parent company is monitored and not the 

subsidiary present in the territory, as for Santander Bank Polska S.A., a Polish bank purchased 

by the Spanish company Santander, which is directly supervised by the ECB. 
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Table 1. List of Banks, values as at 31.12.2019 [Source: Own processing from Orbis and Eikon data] 

Company Country BCE Surveilance Market Cap (USD)

HSBC HOLDINGS PLC GB              118.155.504.779,18 

BANCO SANTANDER SA ES a                42.810.152.919,09 

BNP PARIBAS SA FR a                41.176.175.047,83 

BANCO BILBAO VIZCAYA ARGENTARIA SA ES a                23.060.204.627,10 

BARCLAYS PLC GB                21.017.375.038,64 

DEUTSCHE BANK AG DE a                13.440.703.537,25 

LLOYDS BANKING GROUP PLC GB                30.172.426.188,56 

CREDIT AGRICOLE S.A. FR a                22.287.797.609,42 

UNICREDIT SPA IT a                19.358.986.720,17 

ING GROEP NV NL a                23.785.308.059,18 

INTESA SANPAOLO IT a                30.250.711.915,35 

STANDARD CHARTERED PLC GB                18.370.586.343,35 

ROYAL BANK OF SCOTLAND GROUP PLC GB                17.729.175.078,32 

CAIXABANK, S.A. ES a                11.602.979.219,36 

COMMERZBANK AG DE a                  4.951.258.428,60 

NORDEA BANK ABP FI a                22.497.475.596,44 

KBC GROEP NV/ KBC GROUPE SA BE a                20.434.462.128,63 

ERSTE GROUP BANK AG AT a                  8.690.512.582,99 

DANSKE BANK A/S DK a                  9.437.353.913,08 

DNB ASA NO                16.669.974.186,33 

BANCO DE SABADELL SA ES a                  3.004.051.271,26 

RAIFFEISEN BANK INTERNATIONAL AG AT a                  5.210.985.747,00 

SKANDINAVISKA ENSKILDA BANKEN AB SE a                14.559.607.405,73 

SWEDBANK AB SE a                12.555.001.461,45 

SVENSKA HANDELSBANKEN AB SE a                16.499.998.736,84 

BANCO BPM SPA IT a                  2.101.216.969,33 

BANKIA, SA ES                  3.513.712.195,89 

POWSZECHNA KASA OSZCZEDNOSCI BANK POLSKI SA - PKO BP SA PL                  6.947.498.289,85 

UNIONE DI BANCHE ITALIANE SPA IT a                  3.100.541.039,42 

BANCA MONTE DEI PASCHI DI SIENA SPA IT a                  1.389.554.830,90 

BANK OF IRELAND GROUP PLC IE a                  2.432.556.493,33 

AIB GROUP PUBLIC LIMITED COMPANY IE a                  3.343.659.809,14 

BANCO COMERCIAL PORTUGUES, SA PT a                  1.758.448.510,04 

SANTANDER BANK POLSKA S.A. PL                  4.337.231.564,42 

BANKINTER SA ES a                  3.193.880.266,64 

BPER BANCA S.P.A. IT a                  1.559.966.182,22 

BANK POLSKA KASA OPIEKI SA PL                  3.547.308.287,13 

PIRAEUS BANK SA GR a                     576.895.915,74 

BANK OF GREECE GR a                     278.219.691,88 

OTP BANK PLC HU                  8.186.064.181,77 

NATIONAL BANK OF GREECE SA GR a                  1.099.034.119,85 

ING BANK SLASKI S.A. - CAPITAL GROUP PL                  4.888.444.249,00 

MBANK SA PL a                  2.296.926.970,10 

KOMERCNI BANKA CZ a                  3.789.539.244,73 

JYSKE BANK A/S DK a                  1.900.377.781,33 

BANCA MEDIOLANUM SPA IT a                  4.056.709.791,91 

CLOSE BROTHERS GROUP PLC GB                  2.023.557.423,52 

BANQUE CANTONALE VAUDOISE CH                  6.993.886.532,80 

BANK MILLENNIUM PL                     976.847.673,46 

AAREAL BANK AG DE a                     993.541.716,78 

BANCA PICCOLO CREDITO VALTELLINESE IT a                     380.617.676,55 

BANK HANDLOWY W WARSZAWIE S.A. PL                  1.404.530.049,84 

SYDBANK A/S DK a                     836.265.397,24 

PERMANENT TSB GROUP HOLDINGS P.L.C IE a                     280.806.232,52 

GETIN HOLDING SA PL                       47.288.842,19 

BANK OF CYPRUS HOLDINGS PUBLIC LIMITED COMPANY EL a                     333.623.982,19 

ALPHA BANK S.A. GR a                  1.106.557.927,67 

BANCA CARIGE SPA - CASSA DI RISPARMIO DI GENOVA E IMPERIA IT a                  1.250.787.020,24 

VOZROZHDENIE BANK RU                     149.776.482,82 

MEDIOBANCA BANCA DI CREDITO FINANZIARIO S. P. A. IT a                  5.050.727.909,10 

CREDIT SUISSE GROUP AG CH a                21.371.761.546,67 

VALIANT HOLDING AG CH                  1.303.309.701,96 

EFG INTERNATIONAL AG CH a                  1.762.194.656,14 

Sberbank Rossii PAO RU                52.608.792.437,14 

Societe Generale SA FR a                15.300.418.788,96 

Julius Baer Gruppe AG CH a                  7.883.298.521,45 

Bank VTB PAO RU                  5.218.257.696,40 

Eurobank Ergasias Services and Holdings SA GR a                  1.623.918.982,82 

Banca Popolare di Sondrio ScpA IT a                     674.993.712,86 
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In order to refine the analysis and complete the database then used as a reference for the 

research, data were also found by Bloomberg, Statista and Investing, which were taken as 

reference mainly for purely financial variables.  

Given the methodology followed for the research and the construction of the database, we will 

now see what the hypotheses will be investigated and then proceed to a deepening of the 

analysis itself. 

4.2   Research hypothesis 

In the previous chapters, the main issues of particular interest regarding the composition of the 

Board of Directors and their possible relationship with the banks' performance were discussed 

at length. The purpose of the analysis that follows is precisely to study the existence or not of 

this relationship and to assess its importance in order to create food for thought on a possible 

change in the governance model currently used in the various European countries, or to 

highlight empirically how the models implemented are already valid for reducing information 

asymmetries or, more generally, to contribute positively to the strengthening of the results 

produced by the company's work, in this case the bank. 

In particular, we will try to: 

• Check if and how much the size of the Board affects performance  

• Narrow the analysis considering only non-executive directors and then only 

independent directors, according to the requirements analyzed in the previous chapters 

• Check the impact that the number of annual meetings and the presence of the 

independent directors at such meetings may have on the result  

• Verify the influence of cultural diversity 

In the light of these points, of the empirical evidence shown in the previous chapter and of the 

logical constructions deriving from the theory and which will be illustrated below, the 

hypotheses constructed for the analysis under discussion will now be introduced in detail. 

4.2.1  Performance and Board Size 

The starting point of the analysis, as well as the first logical question from which to try to verify 

the existence or not of a relationship between Board and performance, is to consider a macro 

characteristic, attributable to the generality of the Board, i.e. its number. 

As mentioned above, this is an issue on which the Legislator himself has often established 

mandatory minimum requirements to be met or ceilings beyond which it is no longer possible 
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to appoint additional administrators. But beyond this, as we have seen in the previous chapter, 

in which the literature on the subject has been briefly introduced, the results of the analysis do 

not always agree in defining in a univocal way the impact of the number on performance. 

From a purely logical point of view, the scenarios that link the size of the decision-making body 

and the results of the bank are dichotomously linked to two macro-areas: 

• Great - Positive 

A first line of research was seen to be based on the idea that an increase in the size of 

the Board is associated with improved control over the work of individual members and 

an overall increase in the quality of the decision-making process. This last point is 

particularly interesting and, as seen in several studies, on all those of Kogan and Wallach 

and Sah and Stiglitz, opens the way to the idea that performance is positively correlated 

to dimensional increase. 

Such an increase can lead to the entry on the Board of administrators with a different 

cultural background, and therefore stimulate the conversation in a strategic key that 

takes place in the Board. Similar analysis is referred to the last hypothesis presented in 

this work. 

In fact, according to these scholars, a greater number of directors and, consequently, the 

possibilities of internal control within the Board itself, translates into a greater 

rationalization of the decision-making model, a better discussion and a greater depth of 

detail. If this is combined with greater heterogeneity among the members themselves, 

i.e. the presence of greater cultural diversity, then the decision-making process is 

enriched by the presence of different visions brought by individual managers. This can 

be translated into an improvement in dialectics, in the possibility of being able to 

consider different scenarios and variables that can enrich the discussion and generate 

food for thought that can better define the strategy that the company wants to undertake. 

• Small - Positive 

On the diametrically opposed side there is the idea that having a small Board improves 

the internal dialogue, streamlines the decision-making process and reduces the 

occurrence of free-riding phenomena. In particular, on this last point, the analysis of 

scholars such as Ertana or Thomsen and Conyon is concretized. According to these 

researchers, the smaller size allows a better control over the work of individual 

managers because episodes of free-riding would be discovered before and directly from 

the rest of the Board. The rationale behind this approach is that it is easier to control a 

smaller group of people, using even fewer resources. The decision-making process itself 

would be more streamlined: fewer directors require less time to reach a majority and a 
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greater alignment of objectives, both among managers themselves and between them 

and the generality of stakeholders. 

It is easy to see how these two visions are not only the reciprocal of each other but within them, 

they also contain their own opposite. If Great - Positive is not true, then it must necessarily be 

Small - Positive, which is equivalent to a hypothetical third scenario that can be defined as 

Great - Negative. For this reason, the whole treatment of the literature can be ascribed to the 

two strands just exposed.  

But which model is best suited, at least theoretically, to the banking world? In light of the above, 

combined with the fact that some studies have shown that larger Boards seem to be more 

suitable in case of decisions to be taken normally of particular importance, Sah and Stiglitz, 

then it is easy to see how a bank, that is an organization with a high formality and that daily has 

to deal with delicate decisions, lends itself well to fall among the companies theorized by the 

two authors.  

It follows that, for the banks, given their social importance and the difficulty of the decisions 

to be taken: 

H1: The increase in the size of the Board of Directors is associated with an improvement 

in performance. 

The next two hypotheses represent a narrowing of this first analysis: in fact, the overall Board 

will be divided into two sub-groups, the first will see the division between executive and non-

executive directors and the second, in turn, will separate the total number of non-executive 

directors based on whether or not they meet the independence requirements. 

4.2.2 Independence and Non-Executive Directors 

This breakdown allows, after having seen at a general level the number of the Board of 

Directors, to deepen the internal structure by verifying the impact of the Board's organization 

on performance. 

As we have seen when talking about the governance model, great importance has been given 

over time to the non-executive directors, i.e. those members of the Board who are not involved 

in the management of the company but who are responsible for verifying that the resolutions 

passed by the Board are in line with the expectations of shareholders and of all stakeholders. 

The non-executive directors, therefore, have the task of assisting the true managers of the 

company and ensuring that the decision-making process is fluid and consistent with the 

protection of the interests of the firm as a whole. 
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Also for this point it has been possible to see what are the dominant theories and analyses 

already carried out, and even in this case the possible scenarios can be reclassified into two 

scenarios that provide for: one the positive impact between the increase in non-executive 

directors and performance and the other that provides for the opposite.  

The legislator's trend, supported by the fact that indeed the vast majority of research has shown 

how an increase in non-executive directors improves control over the work of managers, shows 

that it is preferable to have a Board composed largely of non-executive members. This stems 

from the fact that the presence of these directors contributes to reducing the phenomenon of 

free riding and generally improves the decision-making process. 

It follows that the second hypothesis will be: 

H2: The increase in the number of non-executive directors is associated with an 

improvement in performance. 

Again, the importance attached to the figure of independent directors has increased in the last 

period. As mentioned above, these members fall into the category of non-executive directors; 

it follows that going to verify the impact of these independent members on performance 

becomes a further level of analysis of the relationship between the composition of the Board 

and the result obtained by the company. 

The independent member, according to the prevailing doctrine, makes it possible to improve 

the control exercised over executive decisions; indeed, studies such as those conducted by 

Bhagat and Black seem to suggest that the improvement in performance linked to the increase 

in the size of the Board derives directly from the increase in the number of independent 

directors. But even in this case there is no lack of studies that have shown the opposite; above 

all, Lorsch has highlighted how the positive trend seems to be valid only up to a certain 

dimensional level.  

The absence of such an analysis conducted with reference to banks alone increases the interest 

in verifying whether or not such a relationship exists. It is, therefore, possible to define a third 

hypothesis as follows: 

H3: The increase in the number of independent directors is associated with an 

improvement in performance. 

This first three hypotheses allow to study the internal composition, but this alone is not enough 

to explain a relationship with performance: having more or less administrators, alone, does not 
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necessarily lead to a better or worse result. Their participation in Board meetings is important 

too. 

4.2.3 Meeting attendance, cultural diversity and performance  

Among the last points opened in the previous chapter concerns the number of meetings of the 

Board of Directors and, above all, the average attendance of all directors at the meetings. 

In this case, the main focus of the literature has been to verify whether or not the participation 

of more or less independent directors in Board meetings affects the result obtained.  

In fact, during these meetings the Board usually deliberates on a certain strategy to be followed 

or on fundamental information for the company itself. If the task of the non-executive and 

independent directors is to supervise the work of the executive members, then it is natural to 

think that their poor participation in the Board's activities would result in a worsening of their 

control functions. Cascading, if less control is associated with a deterioration in performance, 

then low average attendance translates into lower than expected results. Hence the fourth 

hypothesis: 

H4: The increase in average attendance at Board of Directors meetings is associated 

with an improvement in performance. 

On this point, the literature shown in the previous chapter has proved particularly fruitful in 

recent years. The studies of Brick and Chidambran, as well as those of Masulis or Cai, agree 

with the positive impact of this hypothesis, but as mentioned, none of these studies has focused 

on the model of banking governance. 

Finally, as previously mentioned, the dimensional growth of the Board may lead to the entry of 

members with special skills or with a different educational and experiential background, which 

may or may not contribute to a better performance. Research on the subject has been highlighted 

and all seem to agree on the positive relationship between cultural diversity and the results 

obtained, but this research has not taken the banking industry into account. Said so, a fifth 

hypothesis is conceivable: 

H5: The increase in cultural diversity within the Board of Directors is associated with 

improved performance. 

Given these assumptions, we will now proceed to illustrate the statistical methodology used and 

the variables observed. 
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4.3   Statistical model 

For the purposes of this analysis, in order to test the hypotheses just described and thus verify 

the presence and effect of a relationship between a given Board composition and the 

performance obtained by the bank, STATA® was used, a statistical software through which it 

was possible to use the information present on the database to build, as we will see, a series of 

regressions able to answer the questions opened by this discussion. 

A fundamental aspect, and one of the starting assumptions of the whole analysis, is the 

distinction between linear regression and panel regression. The main difference derives from 

whether or not time is considered within the model. 

4.3.1 Panel Regression  

The starting point for statistical analysis using regression models is the linear regression. This 

type makes possible a simplified representation of reality. In fact, the linear regression focuses 

on aspects that can be considered essential to explain a certain relationship between cause and 

effect, thus eliminating factors that can be considered of secondary importance.  

A linear regression is presented as an equation such as: 

𝑌 =  𝛽0 +  𝛽1 𝑋1+ 𝛽2 𝑋2 + ⋯ + 𝛽𝑛 𝑋𝑛+ 𝜀 

where, Y is the dependent variable, i.e. the variable whose trend we are trying to explain; the 

various X are the independent variables considered fundamental to explain the Y. The 

coefficients β finally, they indicate the weight of each independent variable and, in the case of 

β
0
, the value of the intercept on the y-axis. Since it is rarely possible to hypothesize a 

deterministic link between them, an error variable is also inserted in regressions, Ɛ that is to 

say, a random variable that sums up the uncertainty about the true relationship that exists 

between Y and X. The result of a linear regression can be summarized graphically as: 
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Graph 1. Example Graph Linear Regression [Source: Proprietary Processing]. 

In this case, the inclination of the straight line, given by the coefficient β
0
, indicates a positive 

relationship (weakly) between X and Y; an opposite slope indicates a negative relationship. The 

last case is that of a straight line parallel to the abscissae axis; in this case there is no relation 

between the two variables, or at least it cannot be explained by a linear regression. 

If the analysis involves the same observations but over several years, then time series of the 

same data is available for the sample, panel data analysis is used. This type of analysis allows 

to work with a greater number of information, including within the sample a greater variability 

in order to reduce the collinearity between the variables themselves. Usually, this type of 

analysis is conducted through a linear function between the dependent variables Y and the 

independent variables X at period t: 

𝑌𝑖𝑡 =  𝛽1 𝑋1𝑖𝑡+ 𝛽2 𝑋2𝑖𝑡 + ⋯ + 𝛽𝑛 𝑋𝑛𝑖𝑡+ 𝑢𝑖𝑡 

where i represents the statistical unit. The term u𝑖𝑡 can then be broken down into two 

components: ∝𝑖  e 𝜀𝑖𝑡 . The first term represents a constant characteristic of each statistical unit 

and takes into account a series of unobserved variables considered constant in time (in fact the 

subscript t does not appear); the second term is called idiosyncratic error and represents the 

random error that influences the dependent variable Y. 

For panel analysis, it is not possible to assume that this error is distributed over time 

independently; therefore, it is necessary to check whether its effect is fixed (FE) or random 

(RE). To do this, use a test known as the Hausman test. In fact, as the term 𝑢𝑖𝑡 can be broken 

down into: 

𝑢𝑖𝑡 = ∝𝑖 + 𝜀𝑖𝑡  

0
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Which turns regression into: 

𝑌𝑖𝑡 =  𝛽1 𝑋1𝑖𝑡+ 𝛽2 𝑋2𝑖𝑡 + ⋯ + 𝛽𝑛 𝑋𝑛𝑖𝑡+ ∝𝑖 + 𝜀𝑖𝑡  

The FE model takes care of eliminating precisely the coefficient ∝i , which, as we have seen, is 

constant over time and contains non-observable values which, however, could influence the 

regression since they can be correlated with independent variables. 

The RE model also provides for the decomposition of the erratic component, but in this case an 

intercept is explicitly introduced into the regression equation: 

𝑌𝑖𝑡 =  𝛽0 + 𝛽1 𝑋1𝑖𝑡+ 𝛽2 𝑋2𝑖𝑡 + ⋯ + 𝛽𝑛 𝑋𝑛𝑖𝑡+ ∝𝑖 + 𝜀𝑖𝑡  

In this way, we can assume that the Expected Value of ∝𝑖 is null and void: 𝐸[∝𝑖 ] =  0 

The coefficients ∝𝑖 are therefore not treated as fixed parameters in this case, but are taken as 

realizations of a random variable, not related to regressors. 

Based on these theoretical assumptions, Hausman's test tries the null hypothesis 𝐻0 that the 

individual effects are not related to any regressors. If the test result leads to reject 𝐻0 it is 

concluded that the individual effects of the ∝𝑖 are significantly correlated with at least one of 

the regressors and therefore using the RE model could lead to distortions, thus confirming that 

it should be preferable to use the FE model [Hausman, 1978]. 

An example of the output of this test is: 

 

1. Hausman Test Output [Source: Torres-Reyna, Princeton University]. 

That is, after performing the regression with the random and fixed model, the equations are 

tested together using a special Hausman fixed random function. If the last point, i.e. prob>chi2 

is less than 0.005 then the test is significant and therefore the fixed model can be used [Torres-

Reyna, 2007]. 
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The test carried out on the sample subject of this analysis and in particular on the various 

regressions that will be shown later, showed a prob>chi2 value higher than 0.005 thus forcing 

us to use the random model.  

Having clarified this aspect, before starting the discussion on the variables subject to analysis 

and the results, it is good to specify the basic reasoning of the regression itself. We start from a 

null hypothesis H0 which is always a statement about the parameters of the sample that the 

analysis is not significant. This reasoning can lead to two types of errors. The type I error is the 

one that is made when the null hypothesis is rejected despite the fact that it is actually true. The 

concept of significance of the statistical test is defined precisely as the probability of making 

such an error. For this reason we use the observation of the so-called p-value, that is the 

probability value of each estimated coefficient and, in particular, we check if this value is lower 

than a predetermined level of significance. Usually three parameters of significance are used: 

0.1, 0.05 or 0.001. This gives a confidence level of 90%, 95% and 99% respectively, i.e. the 

probability that the statistical result did not occur by accident or error in the construction of the 

sample. Usually at the management level, it is possible to implicitly accept a higher error, and 

therefore a 90% confidence level can be used. In fact the p - value used in this analysis as a 

reference parameter of significance will be 0.1. The type II error, on the other hand, occurs 

when the null hypothesis is accepted, although in reality it is wrong; in order to limit this type 

of error, an attempt has been made to keep the sample as large as possible. 

4.4   The variables 

Explained the statistical model that will be used in the analysis, it remains to illustrate what will 

be the variables to be studied, given the previous hypotheses. First of all, it is necessary to 

distinguish between three types of variables considered in the regression equations. In fact, we 

will see: dependent, independent and control variables. The first ones will be the object of the 

analysis, the second ones are the variables that are supposed to influence the first, and the third 

ones are further variables used to clean up the possible effect of the internal correlations in the 

analysis and to have a more correct and truthful regression model. 

4.4.1 Dependent variables 

As mentioned, the objective of the analysis is to verify the influence or not of certain structural 

characteristics of the Board of Directors on performance. It follows that the dependent 

variables, i.e. the Y's of the previous examples of regressions, will be those variables able to 

return clear and shared information about the state of health of any company, and therefore also 

of a bank. 
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In particular, during this analysis, two characteristic variables were used to represent 

performance: Return On Equity (ROE) and Tobin's Q. The reason for this choice lies in the fact 

that these are the two main indicators considered in the analysis of the health status of a 

company and several studies agree on their importance to have a general overview of a firm 

[Chaghadari and Chaleshtori, 2011]. This concept derives from the fact that a company's 

stakeholders tend to consider financial profitability comparable to potential profitability and 

therefore as a good approximation of the company's performance. 

Starting with the ROE, it is an indicator given by: 

𝑅𝑂𝐸 =  
𝑁𝑒𝑡 𝑃𝑟𝑜𝑓𝑖𝑡

𝐸𝑞𝑢𝑖𝑡𝑦
 

expresses the rate of return on the capital contributed by shareholders (Equity Value). In 

summary, this indicator makes it possible to assess whether and how much management has 

been able to administrate its own resources to increase company profits. The greater its value, 

the greater will be the value of the company for investors and the market in general. During this 

analysis, ROE data from 59 different banks were collected over a 7-year period; as can be seen 

in Table 2 (ROE Values), there is a fair variability between the performance achieved by the 

various companies. In 2013 the average ROE was 3.78%, while in the last year of the survey 

the average was around 8.87%. The data collected does not, therefore, show a constant and 

growing trend in performance, but there seems to be a lot of variability between one year and 

another. On the whole, however, an average ROE in the seven years considered equal to 6.34% 

is a good value, especially considering the not easy previous period, characterized by the Crisis. 

Years Obs Mean 

2013 53 .0378 

2014 58 .0821466 

2015 58 .0782833 

2016 59 .042838 

2017 57 .0686999 

2018 57 .0528031 

2019 55 .0887041 
Table 2. ROE values [Source: Own processing from Thomson Reuters data]. 

As anticipated, the second variable to be observed for the hypotheses is Tobin's Q, named after 

the Nobel Prize for economics James Tobin. The theory behind this indicator argues that the 

market value of a company's shares makes it possible to measure the difference between the 

expected capital of the firm and the capital actually held by it. His study is interesting because 

it is calculated starting from financial parameters already linked to the operational performance 

of the company, with a more market-oriented perspective and therefore to the potential value, 
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instead of the accounting values and therefore to the past of the firm (as ROE does). In fact, the 

formula used for its calculation is: 

𝑇𝑜𝑏𝑖𝑛′𝑠 𝑄 =  
𝑀𝑎𝑟𝑘𝑒𝑡 𝑉𝑎𝑙𝑢𝑒 𝑜𝑓 𝑡ℎ𝑒 𝐹𝑖𝑟𝑚

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
 

In particular, the numerator is the sum of shareholders' equity and liabilities measured at market 

value, while the denominator represents the total tangible assets available to the company. 

Again, Table 3 (Tobin's Q values) briefly summarises the results observed over the same period.  

Year Obs Mean 

2013 69 .0024129 

2014 69 .002355 

2015 69 .0023684 

2016 69 .0021852 

2017 69 .0022002 

2018 69 .0021972 

2019 69 .0021605 

Table 3. Tobin's Q values [Source: Own processing from Thomson Reuters data]. 

In this case, observations were made for each year on all banks in the sample. It is immediately 

evident that there is less volatility over the years: the values of Tobin's Q are quite 

homogeneous, and all are around 0.22%. Being on average lower than the unit, it is possible to 

state that during the period considered the stock market evaluates the available capital of the 

company below its replacement cost, i.e. the market price of the capital available to the 

company. 

4.4.2 Independent variables 

Turning now to the variables for which we try to verify whether or not they have an influence 

on performance, it is necessary to distinguish according to the hypothesis created to be tested. 

In fact in this case, the variables change for each of the previously mentioned hypotheses; in 

the following, we will see the independent variables for each regression built. 

H1 provided for an analysis of the relationship between the size of the Board of Directors and 

performance; it follows that the first independent variable to be investigated is the Board Size. 

From the Eikon Thomson Reuters portal, as seen in one of the databases used as the source of 

the data collected for the analysis, it was possible to obtain data on the size of the Board for all 

the banks in the sample over time; in fact, this data is indicated as the total number of directors 

on the last day of the fiscal year. Also due to the different governance models present in the 

market, the total number varies from bank to bank. Table 4 (Board Size values) contains all the 
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observations collected; although the average goes from 14 in 2013 to 13 in 2019, there is no 

significant deviation over the period. However, it is interesting to note that the minimum 

number of members over the period has increased, a sign that even smaller banks have increased 

the number of members on the Board, probably to increase the level of expertise required to 

operate in the current market.  

Year Obs Mean Std.Dev. Min Max 

2013 69 14 6 2 32 

2014 69 15 6 3 30 

2015 69 14 6 3 31 

2016 69 14 5 3 30 

2017 69 13 4 3 21 

2018 69 13 4 6 23 

2019 69 13 4 6 29 

Table 4. Board Size values [Source: Own processing from Thomson Reuters data]. 

H2 and H3 aim to verify the impact of non-executive and independent directors respectively on 

performance. In this case, the data on the number of these types of members comes partly from 

the Orbis database and partly from analyses conducted directly on the balance sheets of some 

of the banks in the sample. Table 5 (Number of Non-Executive Directors) shows the number of 

non-executive directors in the period considered.  

Year Obs Mean Std.Dev. Min Max 

2013 69 12 5 1 26 

2014 69 12 5 1 27 

2015 69 12 5 1 28 

2016 69 11 5 1 28 

2017 69 10 3 1 19 

2018 69 11 3 5 21 

2019 69 11 3 5 21 

Table 5. Number of Non-Executive Directors [Source: Own processing from Orbis data]. 

A parallel with the total size is immediately evident: a large part of the total number of directors 

on the Board are non-executive and therefore members prepared to control the work of the 

executives. Going into further detail considering the number of directors classified as 

independent, in Table 6 (Number of Independent Directors) it is possible to see that the trend 

is very similar to that of non-executive directors, which proves that more and more shareholders 

tend to give the task of controlling the work of executive members to directors who have no 

connection with the company and its representatives and who are characterized by high levels 

of integrity and professionalism. The ultimate goal is the one widely explained in the previous 

pages: the protection of the interests of all the company's stakeholders. 
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The actual impact of this composition will be shown below. 

Year Obs Mean Std.Dev. Min Max 

2013 69 13 5 1 25 

2014 69 13 5 1 25 

2015 69 12 4 1 23 

2016 69 12 4 1 23 

2017 69 9 3 1 17 

2018 69 9 3 1 17 

2019 69 10 3 1 18 
Table 6. Number of Independent Directors [Source: Own processing from Orbis data]. 

H4 aims to capture the relationship between attendance at company meetings and performance. 

In this case, we started by considering the number of meetings held during the year and the 

presence of directors, especially independent directors, for each of these meetings. From these 

data coming from Eikon, together with the total size of the Board, it was possible to calculate 

the average attendance for each year for most of the banks in the sample. Table 7 (Attendance 

values Independent Directors) summarises the result: 

Year Obs Mean Std.Dev. Min Max 

2013 60 13 5 2 26 

2014 61 14 5 6 28 

2015 67 13 5 3 29 

2016 64 13 5 4 28 

2017 60 12 3 7 18 

2018 67 13 3 8 22 

2019 69 12 3 7 19 

Table 7. Attendance values Independent Directors [Source: Own processing from Thomson Reuters data]. 

The average trend is once again constant, but the minimum rather than the maximum number 

of participants has increased. This may indicate a greater attention that the company structure 

has towards the participation in the meetings of the independent directors, in order once again 

to improve control over the company. 

Finally, H5 aims to assess the impact that cultural diversity has on performance. For this 

particular analysis, two opposite elements have been considered; on the one hand, the 

percentage of cultural differences within the Board and, on the other hand, the percentage of 

members with similar expertise in financial terms. Tables 8 (Percentage of cultural diversity in 

the BoD) and 9 (Number of members with the same skills) briefly show the values recorded in 

the analysis period considered: 
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Year Obs Mean Std. Dev. Min Max 

2013 64 .3067245 .3048265 .04 1 

2014 66 .2815908 .269769 .0333333 1 

2015 63 .2308374 .2112114 .047619 1 

2016 60 .3157457 .2722967 .047619 1 

2017 64 .324774 .2468924 .047619 1 

2018 61 .3241014 .2407563 .0434783 1 

2019 59 .3036914 .2332901 .0454545 1 

Table 8. Percentage of cultural diversity in the BoD [Source: Own elaboration from Thomson Reuters data]. 

In the sample subject of studies, therefore, on average 30% of the Board seems to have a 

different cultural background, then a different path of studies or coming from a different 

previous working career. 

Year Obs Mean Std. Dev. Min Max 

2013 69 5,37 3,58 0 14,00 

2014 69 5,76 3,87 0 14,68 

2015 69 4,73 3,42 0 13,00 

2016 69 4,84 3,40 0 15,45 

2017 69 4,73 3,03 0 13,76 

2018 69 4,94 3,17 0 11,67 

2019 69 4,76 3,15 0 11,29 

Table 9. Number of members with the same skills [Source: Own processing from Thomson Reuters data] 

The trend of members with the same skills also seems stable over time. The average fluctuates 

around 5 administrators with a comparable cultural background, which when compared to the 

total number of Board members pushes to a percentage of about 50% depending on the year of 

reference. 

4.4.3 Control variables 

Finally, as anticipated, control variables have been included in the analysis, with the aim of 

controlling the variable for a causal factor not included in the analysis but which has no effect 

on the independent variable. In this way we have tried to eliminate or at least reduce the 

distorting effect of the dependent variable on the independent one; this is because it is 

impossible to include in a statistical analysis all the variables able to influence the Y being 

examined. 

For this work, in addition to a year-by-year and country-specific control, implemented with the 

aim of verifying the absence of outliers or distortions due to the specificities of a legal system 

rather than asymmetric shocks involving a single country in a given year, the size of the 

enterprise and the ROA were included as control variables. 
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As for the dimensional variable, once again the number of employees for each period was 

derived from ORBIS. From this data, in order to have a correct and consistent dimensional 

quantity in the sample, we moved to the logarithmic scale. In table 10 (Employee Log) it is 

possible to see what has been obtained. 

Year Obs Mean Std. Dev. Min Max 

2013 54 4,140 .6543354 2,827 5,486 

2014 56 4,166 .6581584 2,836 5,518 

2015 57 4,138 .648081 2,787 5,519 

2016 59 4,118 .6407847 2,925 5,504 

2017 54 4,079 .629863 2,941 5,492 

2018 57 4,098 .6160653 2,949 5,468 

2019 53 4,082 .6124866 2,963 5,449 
Table 10. Employee Log [Source: Own processing from Orbis data]. 

As far as ROA (Return on Assets) is concerned, it is a measure of the profitability of the 

business activities given by: 

𝑅𝑂𝐴 =
𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
 

This is an index of how efficiently the total assets available to the company are used and 

transformed into income. Precisely considering the total assets available to the company, makes 

its use as a control variable very useful in order to eliminate any distortions that the ROE 

(indicator with a closer survey eye) is unable to capture. Once again, the values shown in Table 

11 (ROA values) were obtained directly from EIKON.  

Year  Obs Mean Std. Dev. Min Max 

2013 69 2,51% .0101146 -3,77% 2,43% 

2014 69 0,42% .0114864 3,60% 4,52% 

2015 69 0,42% .0069725 -2,15% 2,23% 

2016 69 0,29% .0097834 -2,30% 2,23% 

2017 69 0,61% .0073795 -2,41% 2,73% 

2018 69 0,61% .0071889 -2,42% 2,85% 

2019 68 0,41% .0114401 -6,81% 2,99% 

Table 11. ROA values [Source: Own processing from Thomson Reuters data]. 

Having completed this overview of the variables and given the statistical model used, as well 

as the database and constructed assumptions, it now remains to show and comment on the 

results obtained using STATA®. In the next paragraph, we will have the opportunity to see the 

work done on the statistical software with the regressions built to test the hypotheses, ending 

with the analysis of the output produced. 

The last aspect that can be analyzed, after having seen all the dependent and independent 

variables, and before moving on to the actual analysis, is a quick overview of the correlation 
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between the Y and X variables being studied. Tables 12 (Correlations between ROE and 

independent var.)  and 13 (Correlations between Tobin's Q and independent var.) show the 

results obtained about ROE and Tobin's Q. 

 
ROE BS NonExe. Indepe. Attendance BCultural SpecificSkill 

ROE 1 
      

BS 0,098 1 
     

 
0,055 

      

NonExe. 0,096 0,920 1 
    

 
0,062 0 

     

Indepe. 0,037 0,471 0,516 1 
   

 
0,472 0 0 

    

Attendance 0,126 0,952 0,849 0,588 1 
  

 
0,058 0 0 0 

   

BCultural -0,005 -0,269 -0,204 0,184 -0,276 1 
 

 
0,943 0 0 0,001 0,000 

  

SpecificSkill 0,051 0,367 0,210 0,290 0,387 -0,061 1  
0,317 0 0 0 0 0,299 

 

Table 12. Correlations between ROE and independent var. [Source: Own elaboration from Thomson Reuters data] 

We can already see the presence of a statistically significant correlation between the ROE and 

all the variables studied with the exception of the number of independent directors, specific 

skills and the Board cultural diversity (the significance is expressed by the numbers highlighted 

in italics). The latter value, although not statistically significant, already seems to be negatively 

correlated to performance. 

 
TOBINSQ BS NonExe. Indepe. Attendance BCultural SpecifikSkill 

TOBINSQ 1 
      

BS 0,005 1 
     

 
0,920 

      

NonExe. 0,014 0,920 1 
    

 
0,764 0 

     

Indepe. 0,288 0,471 0,516 1 
   

 
0 0 0 

    

Attendance -0,040 0,952 0,849 0,588 1 
  

 
0,502 0 0 0 

   

BCultural -0,214 -0,269 -0,204 0,184 -0,276 1 
 

 
0,000 0 0,000 0,001 0,000 

  

SpecifikSkill 0,144 0,367 0,210 0,290 0,387 -0,061 1  
0,002 0 0 0 0 0,299 

 

Table 13. Correlations between Tobin's Q and independent var. [Source: Own processing by Thomson Reuters] 

Different speech for Tobin's Q. In this case, it is immediately evident how at this level of 

investigation there is no significant correlation with the variables subject to analysis except for 

the number of independent directors, specific skills and the Board cultural diversity. Therefore, 

we obtain a result exactly mirroring what we have just seen with the ROE. In the next paragraph 

we will see if this result will also be confirmed by the constructed regressions or if, on the 

contrary, significance will be found by inserting control variables. 
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4.5   The analysis: regressions and results 

Given the hypotheses set out above, in order to verify the presence of a correlation between the 

various characteristics of the Board and the performance obtained by the banks, the results 

achieved will now be provided and, taking as reference the previous studies, we will try to give 

a comment on what has been reached. 

4.5.1 The regression of H1 

In order to verify the existence of a relationship between the size of the Board of Directors and 

the performance, an as seen controlled regression has been constructed. Table 14 (Logistic 

Regression ROE – H1) summarizes what was found: 

Random-effects GLS regression Number of obs = 340 

Group variable: IDCode Number of groups = 60 

  
  

R-sq: Obs per group: 
 

within = 0.0038 min = 1 

between = 0.2966 avg = 5.7 

overall = 0.0616 max = 7 

  
  

  Wald chi2(3) = 10.04 

corr(u_i, X)    = 0 (assumed) Prob > chi2 = 0.0183 

 

  Coef.  Std. err. 

  
 

  

Board Size 0.015* 0.007 

LOG Employees 0.025 0.071 

ROA 8.957** 3.47 

Years Dummies Included 

Country Dummies Included 

Constant -0.340 0.303 

  
  

R-squared 
 

                            

No. of cases 340.000 
 

  
  

+ p < 0.10 * p < 0.05 ** p < 0.01 *** p < 0.001 

Table 14. Logistic Regression ROE - H1  

At a level of significance of 95%, the increase in the number of directors on the Board has a 

positive impact on the company's performance. In particular, when an additional director is 

appointed, ROE appears to increase by 1.5%. The absence of significance presents instead for 

the dimensional control variable, i.e. the logarithm of the number of employees seems to show 

how, in general, size does not have a significant impact on the performance of banks.  
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This positive report is also confirmed by Tobin's Q. 

Random-effects GLS regression Number of obs = 389 

Group variable: IDCode Number of groups = 65 

  
 

  

R-sq: Obs per group:   

within = 0.0138 min = 1 

between = 0.0034 avg = 6.0 

overall = 0.0064 max = 7 

  
 

  

  Wald chi2(3) = 4.65 

corr(u_i, X)    = 0 (assumed) Prob > chi2 = 0.1996 

 

  Coef.  Std. err. 

  
 

  

Board Size 0.000+ 0.000 

LOG employees -0.000 0.000 

ROA -0.004 0.004 

Years Dummies Included 

Country Dummies Included 

Constant 0.002+ 0.001 

  
 

  

R-squared                               

No. of cases 389.000   

   
+ p < 0.10 * p < 0.05 ** p < 0.01 *** p < 0.001 

Table 15. Tobin's Q - H1 logistics regression 

Table 15 (Tobin's Q - H1 logistics regression) shows how the positive correlation is confirmed. 

However, in this case, the impact seems remarkably limited: the increase of a member is 

associated with an increase of the dependent variable of 0.00178%, practically zero. 

The results obtained are therefore in agreement with most of the literature and with the most 

recent managerial theories, which see a positive increase in the overall number of 

administrators. In particular, it seems to be confirmed what Sah and Stiglitz said, for whom, as 

seen in the previous chapter, a larger Board seemed to be more able to operate in case of difficult 

decisions. Banks are often forced to move in contexts of high uncertainty, where making 

mistakes is not only easy, but could have a big negative impact on the final result. Indeed, this 

theoretical possibility seems to be confirmed for the 69 European banks that are the subject of 

this analysis. 
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4.5.2 The regressions of H2 and H3  

The second hypothesis concerned non-executive directors and performance. The objective is to 

verify whether the theory also applies to the banking world. 

In particular, in Chapter III it was seen that the practice now tends to favor the inclusion of non-

executive and independent figures on the Board in order to limit conflicts and the occurrence 

of the agency problem between managers and shareholders. The result obtained from the survey 

seems to confirm this positive relationship (Table 16: Logistic regression ROE–H2). 

Random-effects GLS regression Number of obs = 340 

Group variable: IDCode Number of groups = 60 

  
 

  

R-sq: Obs per group:   

within = 0.0019 min = 1 

between = 0.2809 avg = 5.7 

overall = 0.0605 max = 7 

  
 

  

  Wald chi2(3) = 8.46 

corr(u_i, X)    = 0 (assumed) Prob > chi2 = 0.0374 

 

  
  

  Coef. Std. err. 

  
 

  

Non-Executive 0.0147+ 0.008 

LOG employees 0.021 0.073 

ROA 8.615* 3.484 

Years Dummies Included 

Country Dummies Included 

Constant -0.279 0.305 

  
 

  

R-squared 
 

                

No. of cases 340.000                 

  
  

+ p < 0.10 * p < 0.05 ** p < 0.01 *** p < 0.001 

Table 16. Logistic regression ROE - H2 

In fact, even in this case, increasing the number of non-executive directors on the Board is an 

improvement in ROE. 

Again, studying the effect of the independent variable on Tobin's Q may give further 

confirmation of the result just obtained or limit its impact. Therefore, using this variable as the 

objective of the analysis, we obtain what is shown in Table 17 (Tobin's Q-H2 logistic 

regression): 
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Random-effects GLS regression Number of obs = 389 

Group variable: IDCode Number of groups = 65 

  
 

  

R-sq: Obs per group:   

within = 0.0154 min = 1 

between = 0.0065 avg = 6.0 

overall = 0.0108 max = 7 

  
 

  

  Wald chi2(3) = 5.47 

corr(u_i, X)    = 0 (assumed) Prob > chi2 = 0.1404 

 

  Coef. Std. err. 

  
 

  

Non-Executive Boar~m 0.000+ 0.000 

LOG employees -0.000 0.000 

ROA -0.005 0.004 

Years Dummies Included 

Country Dummies Included 

Constant 0.003*** 0.001 

  
  

R-squared                             
 

No. of cases 389.000 
 

  
  

+ p < 0.10 * p < 0.05 ** p < 0.01 *** p < 0.001 

Table 17. Tobin's Q - H2 logistic regression 

In other words, not only does the ROE seem to be confirmed, but the result is in line with what 

was observed about hypothesis 1. This is also due to the fact that the number of non-executive 

directors is part of the total number of directors of any company, i.e. the total Board size used 

to test the previous hypothesis. Also in this case, however, the effect that is obtained on Tobin's 

Q, although statistically significant, is equal to 0.00191% and therefore very low. 

The third hypothesis, which restricts the analysis to Board members with independence, once 

again confirms what has been seen so far. In fact, the increase of these managers leads to an 

improvement in ROE of 2.4%, the greatest impact found so far (Table 18: Logistic Regression 

ROE-H3). 

Random-effects GLS regression Number of obs = 242 

Group variable: IDCode Number of groups = 59 

  
 

  

R-sq: Obs per group:   

within = 0.0200 min = 1 

between = 0.1941 avg = 4.1 

overall = 0.0680 max = 5 

  
 

  

  Wald chi2(3) = 13.98 

corr(u_i, X)    = 0 (assumed) Prob > chi2 = 0.0029 
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  Coef. Std. err. 

  
 

  

Independent Board Members 0.024* 0.012 

LOG employees 0.001 0.085 

ROA 18.992*** 5.493 

Years Dummies Included 

Country Dummies Included 

Constant -0.246 0.335 

  
 

  

R-squared 
 

       

No. of cases 242.000        
  

  

+ p < 0.10 * p < 0.05 ** p < 0.01 *** p < 0.001 

Table 18. Logistic Regression ROE - H3 

However, for this hypothesis, analyzing the impact between independent directors and Tobin's 

Q, no statistically significant result is obtained, as can be seen in Table 19 (Tobin's Q-H3 

logistics regression). 

Random-effects GLS regression Number of obs = 389 

Group variable: IDCode Number of groups = 65    

R-sq: Obs per group: 
 

within = 0.0036 min = 1 

between = 0.0411 avg = 6.0 

overall = 0.0333 max = 7    
 

Wald chi2(3) = 2.96 

corr(u_i, X)    = 0 (assumed) Prob > chi2 = 0.3974 
 
 

Coef.  Std. err.    

Independent Board ~e 0.000 0.000 

LOG employees -0.000 0.000 

ROA -0.006 0.004 

Years Dummies Included 

Country Dummies Included 

Constant 0.003*** 0.001    

R-squared                             
 

No. of cases 389.000 
 

   

+ p < 0.10 * p < 0.05 ** p < 0.01 *** p < 0.001 

Table 19. Tobin's Q - H3 logistics regression 

What we have seen about the two hypotheses confirms the theory. Moreover, if we read these 

results together, we can affirm with even greater certainty that the presence on the Board of 

independent and non-executive directors represents one of the best tools for imitating the 

conflict of interest and any bad practices implemented by the majority of the Board. It is 
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possible to make this parallelism between H2 and H3 because, as shown also in the previous 

part of the description of the variables, it has now become common practice to appoint non-

executive directors who already have the characteristics of independence. And this is even more 

true when considering the Boards of financial institutions and therefore of banks. 

4.5.3 The regression of H4  

As explained, so that the figures of the independent directors can effectively control the work 

of the managers, they are asked to use all the tools at their disposal to obtain timely and constant 

information about what is decided and carried out by the executive members.  

In order to make such control possible, however, it is necessary that the independent directors 

actually participate in the meetings of the Board of Directors; it is precisely during these 

meetings that they can gather in a timely manner the details of the managers' decisions and the 

reasons that push or have pushed for a particular resolution. In fact, Table 20 (Logistic 

Regression ROE–H4) shows that attendance is strongly linked to performance, measured in 

terms of ROE. 

Random-effects GLS regression Number of obs = 207 

Group variable: IDCode Number of groups = 46 

  
 

  

R-sq: Obs per group:   

within = 0.0426 min = 1 

between = 0.2905 avg = 4.5 

overall = 0.1156 max = 7 

  
 

  

  Wald chi2(3) = 21.84 

corr(u_i, X)    = 0 (assumed) Prob > chi2 = 0.0001 

 

  Coef. Std. err. 

  
 

  

Board Meeting Attendance 0.036** 0.011 

LOG employees 0.052 0.092 

ROA 27.118*** 6.661 

Years Dummies Included 

Country Dummies Included 

Constant -0.777+ 0.415 

  
  

R-squared 
 

                            

No. of cases 207.000 
 

  
  

+ p < 0.10 * p < 0.05 ** p < 0.01 *** p < 0.001 

Table 20. Logistic Regression ROE - H4 

The variable Board Meeting Attendance is described as the average number of directors with 

independence characteristics present at the various meetings held during each year in the 
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analysis. It can be seen that the impact is extremely positive: the presence of only one more 

independent director is associated with 3.6% more ROE, with a level of significance of 99%.  

However, even in this case, the analysis conducted on Tobin's Q does not return any statistically 

significant results, as in Table 21 (Tobin's Q–H4 logistics regression): 

Random-effects GLS regression Number of obs = 241 

Group variable: IDCode Number of groups = 53    

R-sq: Obs per group: 
 

within = 0.0010 min = 1 

between = 0.0493 avg = 4.5 

overall = 0.0633 max = 7    
 

Wald chi2(3) = 2.24 

corr(u_i, X)    = 0 (assumed) Prob > chi2 = 0.5247 
 
 

Coef.  Std. err.    

Board Meeting Attendance 0.000 0.000 

LOG employees -0.000 0.000 

ROA -0.001 0.007 

Years Dummies Included 

Country Dummies Included 

Constant 0.003*** 0.001    

R-squared                             
 

No. of cases 241.000 
 

   

+ p < 0.10 * p < 0.05 ** p < 0.01 *** p <0.001 

Table 21. Tobin's Q - H4 logistics regression 

In fact, as we can see in the coefficient’s column, also for this hypothesis lacks any acceptable 

level of significance, shown by the absence of any symbol associated with the Board Meeting 

Attendance. 

4.5.4 The regression of H5  

It has been said that the issue of diversity is increasingly important and at the heart of the 

sustainability policies implemented by various companies. This great attention derives from the 

idea that a cultural contamination usually leads to a better evaluation and decision-making 

process: different points of view thinking about the same problem can lead to winning 

decisions.  

However, already from the first observations seen in Tables 12 and 13, the variable cultural 

diversity seems to have an ambiguous behavior, for this reason it is good to deepen the analysis. 
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In Table 22 (Logistic Regression ROE-H5 ~ Cultural Diversity) it is possible to see the 

relationship between cultural variability and ROE: 

Random-effects GLS regression Number of obs = 241 

Group variable: IDCode Number of groups = 55    

R-sq: Obs per group: 
 

within  = 0.0000 min = 1 

between = 0.1200 avg = 4.5 

overall = 0.0503 max = 7    
 

Wald chi2(3) = 2.62 

corr(u_i, X)    = 0 (assumed) Prob > chi2 = 0.4542 
 
 

Coef.  Std. err.    

Board Cultural Diversity -0.065+ 0.058 

LOG employees -0.015 0.033 

ROA 1.670 1.600 

Years Dummies Included 

Country Dummies Included 

Constant 0.095 0.140    

R-squared                             
 

No. of cases 241.000 
 

   

+ p < 0.10 * p < 0.05 ** p < 0.01 *** p <0.001 

Table 22. Logistic Regression ROE - H5 (Cultural Diversity) 

Surprisingly, therefore, as far as the banking reality is concerned, the increase in cultural 

diversity is associated with a decrease in ROE of 6.5%, a negative impact also confirmed by 

the analysis conducted on Tobin's Q, although with a very limited effect, as shown in Table 23 

(Logistics regression Tobin's Q-H5 ~ Cultural Diversity): 

Random-effects GLS regression Number of obs = 239 

Group variable: IDCode Number of groups = 58    

R-sq: Obs per group: 
 

within  = 0.0211 min = 1 

between = 0.0382 avg = 4.8 

overall = 0.0595 max = 7    
 

Wald chi2(3) = 2.62 

corr(u_i, X)    = 0 (assumed) Prob > chi2 = 0.4542 

 

 

 

 

 



68 
 

 
Coef.  Std. err.    

Board Cultural Diversity -0.000* 0.000 

LOG employees -0.000 0.000 

ROA -0.002 0.005 

Years Dummies Included 

Country Dummies Included 

Constant 0.003** 0.001    

R-squared                             
 

No. of cases 239.000 
 

   

+ p < 0.10 * p < 0.05 ** p < 0.01 *** p <0.001 

Table 23. Logistics regression Tobin's Q - H5 (Cultural Diversity) 

This negative relationship between cultural variability and performance seems to be confirmed 

for banks. A justification for this can be found by analyzing, on the contrary, members with 

comparable skills. In fact, in Tables 24 (Logistic Regression ROE-H5 ~ Specific Skills) and 25 

(Logistics regression Tobin's Q-H5 ~ Specific Skills) the number of directors with the same 

cultural background with a strong economic and financial background was used as an 

independent variable. 

Random-effects GLS regression Number of obs = 340 

Group variable: IDCode Number of groups = 60    

R-sq: Obs per group: 
 

within  = 0.0065 min = 1 

between = 0.1542 avg = 5.7 

overall = 0.0370 max = 7    
 

Wald chi2(3) = 7.06 

corr(u_i, X)    = 0 (assumed) Prob > chi2 = 0.0699 

 
 

Coef.  Std. err.    

Specific Skills 0.016+ 0.010 

LOG employees 0.026 0.077 

ROA 7.124* 3.458 

Years Dummies Included 

Country Dummies Included 

Constant -0.209 0.321    

R-squared                             
 

No. of cases 340.000 
 

   

+ p < 0.10 * p < 0.05 ** p < 0.01 *** p <0.001 

Table 24. Logistic Regression ROE - H5 (Specific Skills) 

At a confidence level of 90%, therefore, one more member with similar skills to the directors 

already on the Board has a positive impact on ROE of 1.6%. 
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Random-effects GLS regression Number of obs = 389 

Group variable: IDCode Number of groups = 65    

R-sq: Obs per group: 
 

within  = 0.0076 min = 1 

between = 0.0112 avg = 6 

overall = 0.0086 max = 7    
 

Wald chi2(3) = 3.12 

corr(u_i, X)    = 0 (assumed) Prob > chi2 = 0.3742 
 
 

Coef.  Std. err.    

Specific Skills 0.000 0.000 

LOG employees -0.000 0.000 

ROA -0.006 0.004 

Years Dummies Included 

Country Dummies Included 

Constant 0.003*** 0.001    

R-squared                             
 

No. of cases 389.000 
 

   

+ p < 0.10 * p < 0.05 ** p < 0.01 *** p <0.001 

Table 25. Logistics regression Tobin's Q - H5 (Specific Skills) 

To conclude the analysis, Table 25 shows the relationship with Tobin's Q. However, also in this 

case no statistically significant data is available from the sample considered. 

Comparing what has been obtained, it is possible to affirm that in banks, unlike in other 

companies, having a culturally varied Board has a negative impact on performance; on the 

contrary, having directors aligned on financial issues shows a positive impact on ROE. For 

banks it is essential to have strong technical skills and economic and financial skills, otherwise 

the risk of making wrong decisions becomes too high. 

This is not necessarily always positive. While it is true that diversity has been found to have a 

negative influence on results, it is also true that different cultures help a company to innovate. 

The low initial interest of banks in technological innovations in the sector, such as home 

banking, can also be read in this key. Probably having had a greater cultural diversity would 

have led banks to take the path of innovation earlier, gaining a competitive advantage over their 

rivals. 
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Conclusions 

The importance of the correct composition of the board has been stressed many times. The goal 

for any company is to maintain the delicate balance between speed and clarity required in the 

decision-making process. Hence the series of researches that have been exposed in the previous 

pages; all of them, as seen, aimed at finding a relation between composition and performance. 

The analysis just shown was intended to verify this question.  

We had the opportunity to explain what was meant by both variables and what is the prevailing 

theoretical framework. We have seen what a bank is and how corporate governance 

mechanisms works. The first part of this paper has served to lay the theoretical foundations of 

what was then the model analyzed in the last chapter. 

In particular, both the dependent and independent variables and the control variables on which 

the actual analysis would be based were presented and for each of the Ys, a hypothesis was 

constructed based on the results obtained from similar research. What had been found by these 

previous studies was not always agreed; however, it was possible to identify a prevailing strand 

that saw a positive relationship between the independent variables analyzed also in this work 

and the results obtained by the company. Having checked the analysis for the Country and the 

Year should have limited the distorting effect of any variables not taken into account. However, 

a limitation of this work could result from the absence of more detailed information on 

macroeconomic trends in all the countries it considers; in order to maintain the homogeneity of 

the information, the sample has been gradually narrowed down, which however, may have 

limited the applicability and generality of the analysis itself. 

Nevertheless, in the light of the results seen with STATA®, it is possible to conclude that all 

the hypotheses shown in Chapter IV are demonstrated and in line with previous studies, except 

the cultural variable. 

Coming more in detail to the hypotheses, in the paper it was seen that the increase in the size 

of the Board and therefore the number of administrators (H1), is associated with a significant 

improvement in ROE; a result also confirmed by a positive impact on Tobin's Q; this validate 

the provisions of Sah and Stiglitz for which, as seen in Chapter III, a larger Board is preferable 

when a company is constantly faced with complex decisions; result that also seems to be in line 

with what Cheng saw, for which a larger Board tends to make less risky decisions that tend to 

stabilize performance. The same result was obtained by analyzing the trend in the number of 

non-executive directors (H2) and partially considering only the independent directors (H3), as 

supported by Reiter and Rosenberg, as well as Solomon. In the latter case, a positive 
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relationship with the ROE was confirmed, but by doing the same analysis considering Tobin's 

Q as a dependent variable no statistically significant result was obtained. The fourth hypothesis 

aimed at verifying whether the increase in the presence of directors, in particular independent 

directors, at meetings had a significant impact on the company's results (H4). Again, a 

statistically significant report was found on the ROE alone, but it confirms what the logic 

suggests: since it is at Board meetings that independent directors can find all the information 

necessary to perform their control functions, and since it is ascertained that companies with a 

greater number of independent directors are able to achieve a better performance, then it is not 

surprising that the increase in their attendance at meetings is associated with a better ROE. Also 

in this case, the prevailing strand of literature is therefore confirmed also for the banking world, 

as Brick and Chidambran, as well as Cai, had proved to be valid for traditional companies. 

Finally, with the last hypothesis it has been shown that, contrary to the prevailing literature on 

the subject, having a Board with marked cultural differences is detrimental to banks; 

conversely, the impact of members with expertise on the subject seems very important (H5). In 

fact, the provisions of some studies such as those conducted by Anderson, do not seem 

applicable to banks, for which it seems preferable to have a Board made up of administrators 

with a more homogeneous and technical background. 

As repeatedly mentioned, much of the literature, although mostly it agrees with the results just 

shown, has the defect of not having dealt with the banking sector directly. The research 

conducted in Europe has all investigated companies operating in other sectors of the economy, 

unlike the studies followed in the United States, some of which proposed this distinction. It is 

therefore interesting to highlight the results obtained also on the basis of this difference in the 

survey samples. 

With the exception of the cultural variable, from the prevailing strand it is possible to state that 

the assumptions confirmed for other types of companies also apply to banks. This is true 

especially considering independence; the impact that independent directors have on the work 

of executive members seems to be fundamental to push them to effectively pursue the interests 

of the company and therefore of stakeholders. Therefore, there follows also a justification for 

the regulatory framework that tends to give more and more importance to the presence of these 

figures and to that of the so-called Lead Independent Director.  

After all, Jean Francois Paul Laffitte said: "One administrator administers, three administrators 

look for the best way to administer, five administrators discuss opposing programs, seven 

administrators chat". Only by including competent people who are able to mediate well among 

all the members of the Board of Directors, the final performance can increase. 
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Summary 

By its nature, the Board of directors of a company influences its performance. The function of 

the directors is to manage and organise the company, from its highest level to control the work 

of the lowest management. It is therefore the managers who are responsible for the result 

achieved by any company. 

In making a strategic decision, clarity and speed are requirements that all firms must meet in 

order to remain competitive in any market they operate. This is also true in relation to particular 

companies such as banks. A clear decision, however, if taken quickly, can prove to be wrong. 

Adequate balance is needed in the process leading to the design of a strategy, and it is in this 

balance that it becomes essential to have a well-constituted and structured Board of Directors.  

This is one of the reasons that have led to a series of studies looking for a relationship between 

the Board composition and the performance achieved by companies. However, much of the 

present literature is limited to analysing manufacturing or service firms; there is a lack of careful 

studies with reference to the banking sector. Especially with regard to the European market. In 

fact, there are considerable differences between companies that can be defined as traditional 

(i.e. companies operating in other sectors) and banking institutions; these differences are 

justified by the activity carried out by these institutions and the consequent particular attention 

that the various Legislators place on it.  

The objective of this analysis is precisely to verify whether or not there is a relationship between 

the composition of the Board of Directors and performance, taking the main European banks 

as a sample. In fact, after clarifying the main differences between a bank and any other 

company, the concept of corporate governance and banking supervision has been introduced 

and then the main features of the board able to influence performance. Only after this general 

overview was the actual analysis introduced and developed. 

Chapter I: General overview of credit institutions 

The main function of banks is to collect savings and liquid funds from the public, with the 

obligation to repay them in the form of both deposits and other instruments.  

The frailty of this activity explains the reason for the careful national and European legislation 

on the work of banks and the need for a well-structured supervisory system; monitoring is 

essentially aimed at protecting savers, on whose current accounts all transactions carried out by 

banks are based. 
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The sector under analysis has always been highly regulated. With the birth of the European 

Union and the advent of the single currency, this regulation has further increased; the 

supervisory procedures within the eurozone have also changed. Initially, it was the 

responsibility of the authorities of the individual states, thus not falling within the remit of the 

European Central Bank. However, as a result of the Great Recession of 2008, a number of 

instruments and bodies were introduced at the European level to monitor the work of the 

banking system, in particular through a reform of the supervisory system that introduced the 

Single Supervisory Mechanism. 

At the international level, the most recent reforms have considerably increased the weight of 

regulation on both the prudence and compliance side; BASEL IV is expected to fully enter into 

force in 2021 and its fundamental objective will be the introduction of more efficient but easier 

to apply regulatory constraints. 

At the EU level, on the other hand, in addition to the Single Supervisory Mechanism, there are 

a whole series of regulations, directives, decisions, recommendations and opinions issued by 

the EU to which the Member States must adhere with binding or non-binding character 

depending on their nature. Finally, at the national level and for the Italian case, a distinction is 

made between rules of primary sources (such as the Consolidated Banking Law) and rules of 

secondary sources (such as the resolutions of the CICR, Interministerial Committee for Credit 

and Savings). 

The weight of the regulations on banking activity is therefore very substantial, which, while 

certainly increases the level of security of the entire system, reduces its effectiveness, making 

it very bureaucratic and therefore slow to introduce changes, which could have a negative 

impact on the results produced by the company itself. 

Before explaining in more detail the regulations in force and the functions of the Board, the 

concept of Corporate Governance was also introduced. Its objective is to control the structure 

and functioning of the entire corporate policy; it is composed of all the bodies involved in the 

management of the company, therefore not only the Board of Directors, but also the 

Shareholders' Meeting and the Board of Statutory Auditors, at least for the governance model 

in which the latter element is provided for. 

The theme of corporate governance goes hand in hand with the phenomenon of free-riding, i.e. 

the problem that occurs when an individual, who may be a shareholder or a manager, exploits 

resources or information in his or her possession for his or her own personal benefit, without 

dealing with the creation of a common value; from the point of view of the delegation made by 

shareholders to directors, the theory of the agency develops. In particular, the separation of 
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ownership creates the assumption that the former cannot physically control the actions of the 

latter, especially for large companies with heavily dispersed properties. Managers may have 

information asymmetries with respect to ownership by implementing operations that are more 

for their own benefit than for the protection of the company. 

Given this, over time, management theories have developed tools to remedy or at least mitigate 

such opportunistic behaviour. Some of these follow the logic of the market, while other 

techniques have been imposed by national legislation to protect all parties involved in relations 

with a company. In fact, for large companies, the regulations require the presence of non-

executive and independent directors, or the presence of special committees set up to monitor 

the work of executive managers. The best way to prevent the misconduct of top management 

and to protect the generality of stakeholders is continuous supervision.  

Chapter II: Governance structure and supervisory mechanisms 

As anticipated, in companies it is the task of the Board of Directors to implement the decisions 

taken by the partners and to carry out the business activity. These are often particularly sensitive 

decisions, which if made incorrectly can lead to serious problems for the firm. This is true for 

all types of companies, but when considering banks, it is natural to think about the reflections 

that poor decisions can generate. For this reason, banks are often very slow to make decisions 

that can be particularly sensitive, but which could provide high returns. Especially in the 

modern competitive environment, being able to move quickly gives them a competitive 

advantage over their competitors. The best way to increase efficiency, speed up the process and 

improve overall decision making is through digitization; the banking world must also seize this 

opportunity, or it will be overwhelmed by the revolution brought by fintech.  

The fundamental task of management and the Board of directors in general is to keep the 

company competitive and profitable. In fact, the ultimate goal remains to create value for 

shareholders. A prudent choice of governance has an effect on all levels of the company and 

has a profound impact on the final performance. 

The governance structure takes the form of the organisational model that a company decides to 

adopt for its Board of Directors. Three types of systems can be identified: traditional, two-tier 

and one-tier. The first provides for the coexistence of two bodies, the Board of Directors and 

the Board of Statutory Auditors, both appointed by the Shareholders' Meeting. The dualistic 

model also provides for the presence of two bodies, the Management Board and the Supervisory 

Board; however, in this case the Shareholders appoint the Supervisory Board which in turn will 

appoint the Management Board. The one-tier system, on the other hand, provides only for the 
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existence of the Board of Directors; in this case, the control function is performed by a 

Committee established within the Board itself. 

The Legislator provides for characteristics that both Directors and Statutory Auditors must 

respect in order to be appointed as such by the Shareholders' Meeting. The statutes may provide 

for particular requirements of integrity, professionalism and independence for Directors; it is 

therefore left to the autonomy of the statutes to decide whether or not to include limitations on 

appointments. The case of the Board of Statutory Auditors, on the other hand, is different, due 

to the importance that this body assumes, the same Legislator provides for the requirements 

that the Statutory Auditors must comply with. In particular, at least one member and one deputy 

must be enrolled in the Register of Statutory Auditors kept by the Ministry of Economy, while 

the others must be chosen among the pros enrolled in professional registers or among university 

professors in legal or economic subjects. The objective is to comply with the requirements of 

independence, which is essential to ensure effective control over the actions of directors. 

As far as the Board of banks is concerned, directors are also required to comply with the 

requirements of professionalism and honourableness laid down by the Ministry of Treasury. 

The presence of directors who meet the requirements of independence within the Board itself 

has also assumed great importance. In addition to monitoring, these independent directors also 

perform the typical functions of non-executive directors.  

At the EU level, there is also an obligation to set up committees within the Board with 

supervisory functions; among these so-called endo-consultant committees, banks of greater size 

or complexity must set up three committees specialising in appointments, remuneration and 

risks. The role of these committees is to provide technical support to the Board of Directors in 

relation to its specific discipline. 

The control of the Board of Statutory Auditors provides for a series of procedures that mark the 

entire process in three phases. The first phase is the reconnaissance one, during which the 

auditors of the banks also receive information flows from the corporate control functions on a 

quarterly basis and preside over the normal meetings of the Board or the Shareholders' Meeting. 

The next phase is the assessment phase, in which the presence of the three committees 

mentioned above, in particular the risk committee, has a great impact; the Board of Statutory 

Auditors is responsible for assessing the consistency of decisions regarding the bank's 

organisation, with reference both to the provisions of the Code and the Consolidated Law on 

Finance, and to the relevant provisions of the Bank of Italy. 
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The last phase is the reactive one, in which the Board of Statutory Auditors uses its powers if 

it finds irregularities in the previous phases. The powers at its disposal can be classified into 

two types: endo-societies and exo-societies. The latter take the form of recourse to the 

Supervisory Authorities, while in the former, in addition to the obligation to notify the 

Shareholders' Meeting, there is also the obligation to notify the Board. 

In fact, if the Control Body is responsible for internal supervision, its power to initiate external 

control by the Authorities is fundamental. Within the Eurozone, this system of external 

supervision is well articulated. The Single Supervisory Mechanism (SSM) provides for two 

actors, on the one hand, the European Central Bank (ECB) and, on the other hand, the National 

Competent Authorities (NCAs). Credit institutions are classified in significant and less 

significant entities. This classification is not fixed but may vary over time. The substantial 

difference between these two types of institutions is that significant institutions are subject to 

direct supervision by the ECB, which is in any case assisted by NCAs. In this panorama, the 

European Central Bank is therefore currently responsible for the direct supervision of 

approximately 115 banking groups representing 82% of the activities of the euro area. 

The task of the ECB is the general supervision of banking surveillance, keeping under control 

not the economy of a single country but of the entire Eurozone. It is a daily check to identify 

any problems at an early stage in order to implement corrective measures immediately, as well 

as supervision of the adoption and consistent application of supervisory policies and regulations 

issued.  

In support of the ECB and with direct responsibility for supervision smaller and less significant 

are the individual National Competent Authorities. Their supervisory tasks are aimed at direct 

consumer protection, verification of compliance with anti-money laundering legislation and 

verification that payment systems comply with all requirements. In addition to defining clear 

and identical rules for all financial intermediaries, micro- and macro-prudential supervision of 

individual banks is carried out. The latter identifies risk factors for the national financial system 

as a whole, while at the micro-prudential level, checks are carried out using tools that can 

identify problems at an early stage and implement the necessary corrective measures. 

Chapter III: The impact of the Board of Directors on performance 

The composition of the Board of any company depends on the decisions of the shareholders. 

They decide on the appointment of one director rather than another. However, there are 

individual characteristics that, when added to the characteristics of the other members of the 

Board, can alter the decision-making process and have a profound effect on performance. The 
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legislation of some countries provides that some variables are fixed, for example the total 

number and presence of independent and non-executive directors. If, as seen, this choice stems 

from the desire to protect and safeguard the weaker parties in the relationship with banks, it is 

not certain that it will adversely affect performance. Among the variables discussed in the 

paragraphs there were the size of the Board and the number of independent and non-executive 

directors, a digression on the importance of having a good attendance of directors at Board 

meetings and the impact of cultural diversity. 

For some research, the increase in the number of members of the Board of Directors translates 

into a deterioration in performance or, in general, into a reduction in the quality of the entire 

decision-making process. The increase in size, therefore, seems to be associated with a dilution 

of the power of individual directors and an increase in the free-riding phenomenon. However, 

a different strand of research has shown that a greater dimension is often associated with a more 

equitable and rational decision-making process, linked to greater performance and that larger 

groups have a more diversified vision and greater heterogeneity of culture and opinions that 

reduce the probability of approving wrong projects. In essence, it would seem that a larger 

Board is preferable when the decisions to be taken normally are of particular relevance, as is 

usually the case for banks. 

As seen, the figure of independent directors is of vital importance because it performs, together 

with the supervisory body, a surveillance and safeguarding function with respect for the social 

interest. While from a conceptual point of view the presence of non-executive and independent 

directors should serve to ensure alignment of objectives and reduction of information 

asymmetries, their actual impact on performance is not always unambiguous. According to 

some research, a negative relationship would be justified by the fact that the efficiency of the 

Board is compromised by the increase in the overall number of directors in general. However, 

it is widely believed that as the Board's independence increases, performance increases due to 

improved control. This is because independent directors can provide great value to the company 

in which they operate when the latter is able to provide them with all the tools and information 

necessary to perform their functions and in a timely manner with the use and analysis of the 

same. The trend today seems to be to hire more and more non-executive members with or 

without independence within the Board. 

A further key aspect in numerous analyses of whether or not there is a relationship between 

Board composition and performance concerns the number of meetings held during the year and, 

above all, the attendance rate of Independent Board managers. The presence of a significant 

number of members during Board meetings increases the relevance of corporate governance 
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mechanisms. Also in this respect, a greater presence of independent directors can have a 

significant impact on corporate performance. Shareholders themselves are increasingly tending 

to use the average attendance of directors at Board meetings to assess the conduct of top 

management: if performance is deemed satisfactory, shareholders can reward the most active 

managers with confirmation of their position and, conversely, remove from office those who 

are not able to guarantee their commitment to keep the company in excellent condition. Recent 

studies have also shown how a high presence of independent directors allows for greater 

protection of shareholders' interests, contributing to a reduction of the agency problem and an 

improvement in the results obtained. The analyses conducted have almost always found a 

positive correlation between attendance and performance, but they were not conducted with a 

sample of banks as a reference. 

More and more important is the issue of diversity within a company. In fact, the idea that having 

people with a different cultural background is fundamental for the good management of any 

company is becoming increasingly widespread. Several studies have shown that companies that 

have to manage complex operations benefit from the presence of a culturally heterogeneous 

Board; cultural diversity seems to have a fundamental impact on decisions that can radically 

change the company's vision. However, this drive for change for banks can be not only an 

opportunity, but also a great threat. Having directors with different skills, but without 

fundamental financial requirements, can be critical to this type of company. That is why it is 

interesting to conduct an in-depth analysis of this issue. 

Chapter IV: Empirical analysis between BoD composition and performance 

After having seen the main characteristics of the Board of Directors, the different types of 

structure it can adopt and the relationships with performance already deepened by various 

analyses conducted over time, it is possible to see the impact that the Board has on the results 

obtained by some of the major European banks.  

The analysis involved a sample of 69 banks over the period 2013-2019 from different European 

countries. This choice depends mainly on two factors; first, being under the direct or indirect 

surveillance of the ECB and second, have a market capitalization of at least 40 million euros. 

The starting point of the analysis was to verify the impact of the Board size on performance. 

After this general consideration, the focus was restricted to non-executive and then independent 

directors. In conclusion, the reports that attendance at Board meetings and cultural diversity has 

on the performance achieved during the period were analyzed. 
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For the purposes of the analysis, a panel regression model was used, which makes it possible 

to study a phenomenon based on identical observations collected over different years. In 

particular, ROE and Tobin's Q were chosen as dependent variables to measure performance. 

The former expresses the rate of return on the capital contributed by the shareholders and allows 

to assess whether and how much the management has been able to manage the equity to increase 

the company's profits. The Tobin’s Q allows to measure the difference between the capital 

expected by the company and that actually in possession of the same, it follows from a more 

market-oriented perspective and therefore the potential value, rather than the book values and 

the past of the company. In the period considered the ROE had an average value of 6.34%, a 

good value, especially considering the not easy previous period, characterized by the crisis, 

while Tobin's Q always fluctuated around 0.22%, which allows to state that during the period 

considered the stock market valued the available capital of the company below its replacement 

cost. 

The independent variables considered to test the hypotheses were instead: 

• Board Size, which indicates the number of administrators for each year analyzed. The 

average number of members was 14, with peaks of 32. 

• Number of Non-executive Directors, which when compared with the values obtained in 

the previous point, it becomes clear that most of the members of the Board are non-

executive 

• Number of independent directors, whose data show that almost all non-executive 

members today meet the independence requirements. This in order to increase the 

effectiveness of the control over executive members 

• Attendance of independent members at Board meetings, calculated based on the average 

attendance at each meeting and the total number of members.  

• Percentage of cultural diversity and Number of members with similar skills, in order to 

check whether cultural diversity is an advantage for banks or, on the contrary, is 

detrimental to performance 

Alongside this, a number of control variables have been included to refine the analysis and 

eliminate possible distortions. In particular, the company size, expressed as a logarithm of the 

number of employees, and the ROA, which, considering all the assets available to the company, 

allows to correct distortions on the ROE, have been considered. Further control was made, in 

the form of dummies, on the variables Country and Year. 
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Then, for each hypothesis, a regression model was created to test the correlation between 

dependent and independent variables. The following is a summary of what expected, and the 

results obtained: 

• H1: The increase in the size of the Board of Directors is associated with an improvement 

in performance.  

We found a positive impact on the company's performance, as one more member is 

associated with a 1.5% increase in ROE. Report also confirmed by Tobin's Q 

• H2: The increase in the number of non-executive directors is associated with an 

improvement in performance. 

Similar to the total size, the increase in non-executive members leads to an improvement 

in ROE and Tobin's Q. This could depend on the fact that the number of non-executive 

directors is part of the total number of directors of any company, i.e. the total Board size 

used to test the above hypothesis 

• H3: The increase in the number of independent directors is associated with an 

improvement in performance. 

In this case, what has been achieved seems to suggest that the increase of independent 

members allows a growth of the ROE of 2.4%. In this case, however, the analysis on 

Tobin's Q did not lead to any statistically significant data 

• H4: The increase in average attendance at Board of Directors meetings is associated 

with an improvement in performance. 

Attendance has proven to be crucial to achieving a good performance. In fact, as it 

increased, an impact on ROE of +3.6% was recorded; also in this case, considering 

Tobin's Q, a statistically significant result was not achieved. 

• H5: The increase in cultural diversity within the Board of Directors is associated with 

improved performance. 

Surprisingly, as far as cultural diversity is concerned, for banks it seems that its increase 

leads to a 6.5% decrease in ROE (negative impact also confirmed by Tobin's Q). On the 

contrary, the increase in the number of administrators with a homogeneous cultural and 

technical background seems to improve the performance achieved by the bank. In terms 

of ROE there is an increase of 1.6%, while Tobin's Q also in this case is not statistically 

significant.  

Conclusions 

The importance of the correct composition of the board has been stressed many times. The goal 

for any company is to maintain the delicate balance between speed and clarity required in the 
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decision-making process. Hence the series of researches that have been exposed in the previous 

pages; all of them, as seen, aimed at finding a relation between composition and performance. 

The analysis just shown was aimed at verifying this question. 

We had the opportunity to explain what was meant by both variables and what is the prevailing 

theoretical framework. We have seen what a bank is and how corporate governance 

mechanisms work. The first part of this work has served to lay the theoretical foundations of 

what was then the model analyzed in the last chapter. 

What had been found by these previous studies was not always agreed; however, it was possible 

to identify a prevailing strand that saw a positive relationship between the independent variables 

analyzed also in this work and the results obtained by the company. 

In light of the results seen with STATA®, it is possible to conclude that all the hypotheses made 

are demonstrated and in line with previous studies, with the exception of the cultural variable. 

In fact, it is possible to confirm that the assumptions already confirmed for other types of 

companies also apply to banks. Board Size is strictly linked with the increase of both ROE and 

Tobin’s Q, as supported by Sah and Stiglitz. Result agrees with what was found about the non-

executive directors. The particular importance of independent members seems to be confirmed; 

the impact of these directors has on the work of the executive members seems to be fundamental 

to push them to effectively pursue the interests of the company and therefore of the 

stakeholders. Only the cultural variable seems to contradict the prevailing literature; in this case 

it has been seen that it is preferable to have a board with greater homogeneity from the point of 

view of culture.  

These results are in line with the legislation of several countries. It is no coincidence that the 

regulation is increasingly pushing the figure of independent directors on the board. The 

increasing attention to their presence and that of the so-called Lead Independent Director is 

explained precisely in view of their influence on.  

After all, Jean Francois Paul Laffitte said: “One administrator administers, three administrators 

look for the best way to administer, five administrators discuss opposing programs, seven 

administrators chat”. Only by including competent people who are able to mediate well among 

all the members of the Board of Directors can the final performance increase. 

 


