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An independent director legally bears the same responsibilities as the Executive Directors, but
achieves effectiveness by influencing decisions rather than controlling operations. An independent
director is a nonexecutive director on the board of a company who has integrity, expertise and
indcpc_ndence to balance the interests of various stake holders. The idea of having them is to bring
objcct.lvily to board decisions and to protect general interests of the company, including that of
minority shareholders. Independent directors are expected to improve the level of compliance of
corporate governance of a company.

MEANING OF CORPORATE GOVERNANCE:

The Institute of Company Secretaries of India (ICSI) defines: “Corporate Governance is the
application of best Mmanagement practices, compliance of law in letter and spirit and adherence to
ethical standard for effective management and distribution of wealth and discharge of social
responsibility for sustainable development of all stakeholders.™

According to Dr. Geeta Gauri Corporate governance is a system by which companies are run. it
relates to the set of incentives, safeguards and the disputes resolution process that are used to
control and coordinate the actions of the agents on behalf of the shareholders by the Board of
directors. Shareholders are responsible for appointing the Directors and auditors. Creating residual
value is the primary concern of shareholders, but the process of value creation and its legally are
cqually important. Hence corporate governance relates to code of conduct, the management of the
companies observes while exercising its power. The Kumar Mangalam Committee acknowledges
that the fundamental objective of Corporate Governance is the enhancement of long-term
Shareholders’ value while at the same time protecting the interest of other stakeholders. The
report points out that this definition harmonizes the need for a company to strike a balance at all
times between the need to enhance shareholders’ wealth whilst not in any way being detrimental
to the interest of the other stakeholders in the company such as suppliers, customers, creditors, the
bankers.

Nassim Nicholas Tateb rruly said that:

“We liave now moved from diversified ecology of small banks, with varied lending policies
to a more homogeneous framework of firms that all resemble one another”

CORPORATE GOVERNANCE AND BANKS:

“Banking is the crucial factor effecting economic development of an economy. It is the life-blood
of a country. It is responsible for the flow of credit and for maintaining the financial balances of
the economy. Since the nationalization process in 1969 banks have emerged as a tool ol economic
development along with social justice. The liberalization policy, which was initiated in 199
created the environment of competition among banks. The emergency of new private sector banks
made the existing banks became more quality conscious in service to the customers. Along with
quantitative achievements banks turned their focus on quality. Banking has become complex and
it has been recognized that there is a need to attach more importance to qualitative standards such
as internal controls and risk management, composition and role of the board and disclosure
standards. Corporate Governance has become very important for banks to perform and remain in
competition in the era of liberalizaticn and globalization. The entry of new private sector banks,
the freedom given to public sector banks to access capital market and series of scams particularly
the one is Madhavpura Merchantile Co-operative Bank Ltd. has necessitated banks to pay more
attenticn to the corporate governance. “In India, it was only in 1998, when inadequate / inefficient
management was identified as one of the key problems associated with bank performance that the
corporate govemance cropped up in financial sector agenda. In 2000, the Advisory Group on
Banking Supervision (M.S. Verma) suggested that all banks should accept a certain minimum
level of corporate governance. It examined the issues of ownership in establishing corporate
governance practices. In 2001, an Advisory group on corporate governance (R.H. Patil) was
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REVIEW OF LITERATURE:

Reviews of literature ol the <

study are sizted below:

~ “Pei Sai Fan in his article “Review of literature & Empirical Research on Corporate
Governance™ asserad thar Corporatz Governance is about putting in place the swullrs
rocesses and mechanisms by which business and affairs of the co;por&za zre directzd 28
Slmcibs: G -'\"in'o n!*i‘v%-:“[ : S’rfartholder value by accountabiliny of mznagers 3"'5
handling the anee p-,;'.. = h 2lso means processes and mechanisms, whica 57
1 iy el and the separation of ownership (by sharcholcers) =
ich gives rise to conflict of interests within a firn ™3
il Ih;m;;‘:ﬁ of the managers are more aligned with ﬁw.:
il > e Porate scandals, involving high incidence of impie¥
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activities of managers exploiting the resources of a firm at the ultimate cxpense of
sharcholders prompt the intense reexamination and scrutiny of some of the existing
Corporate Governance practices and also considerable interest in empirical rescarch on the
cffectiveness of various corporate governance institutions and mechanisms.”

7 Mr. Jaime Caruana, chairman of Basel Committee and Governor of the Bank of
Spain, noted that *Sound Corporate Governance is an important aspect for bank’s safety
and soundness and the stability of the overall financial framework. This paper has been
framed by the Basel Committee to foster more cffective risk management and greater
transparency on the part of the banking organizations.”

» Monika Mahajan in her paper “Corporate governance in banking and financial
institutions” opined that Corporate Governance is a social institution, including a
corporate cntity which derives its legitimacy from its ability and desire to fulfill social
needs. Applicability of corporate governance in banking industry has been focused in this
poper. The Banks consider themselves as trustee of its sharcholders and should
acknowledge its responsibility towards them for creation and safeguarding shareholders
wealth. Banks' philosophy for Corporate Governance should lay emphasis on the basic
values of 'fairness', 'transparency' and 'accountability’, as quoted by World Bank, for
improving performance, enhancing the sharcholders' value and protecting the interest of
the stakeholders.”

» Dr. Gomathi Viswanathan in her article “Corporate Governance in Indian Banks”
discussed about various concepts like: need for corporate governance in banks and
recommendations by various committees like: Birla Committee, Basel Committee.
Keeping transparency in operations is must to survive and succeed in increasing
competition globally. According to them the customer has finally come to hold the centre
stage and all banking products are tailor-made 1o suit his tastes and preferences.”

C.S. Cheema and Mconika Aggarwal in their paper titled “Corporate governance in
Banks” attempted to analyse the status of Corporate Governance in Indian banking sector.

Y

» Sunanda Chavan in her article “Corporate Governance in Indian Banks” opined that
Corporate Governance is indispensable part of every banking organization, According to
her importance of Corporate Governance for banks can be seen through following points:

e DBanks are growth drivers in developing cconomies lixe:India

» Significant source of finance for industrics

e Channels through which the country’s savings are collected and used for
investments.

o Recently liberalized banking system through privatization, disinvestments has
resulted in giving greater autonomy and freedom to managers.

Kumar, Subramanayam and Dasaraju in their paper “Emergence of Corporate
sovernance in India” opined the principles which help to adhere to code of Corporate
Governance in developing economies like India. According to them zttempt have been
made to reorganize the economic system of the country after liberalization. As India is a
developing economy and one of the attractive destinations for multinationals, Corporate
Governance has been undergoing a process of change with a move towards more market

based governance.

Haniffa and Hudaib in their paper “Corporate Governance and size of Board”
opined that board size and top five cubstantial shareholdings have to be significantly
associated with both market and accounting performance measures, in addition, they
conclude a significant relationship of role duality and manageriai sharcholdings with

Y
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2. To study the effe
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GAP ANALYSIS: L.
On the basis of evaluation of literature and objectives, researcher foupd the gap in this area. Afie
considering a few research have been taken for the stud?', res;archer is found f'ollowing gap: r
Though lots of research studies have been undertaken in India and abroad covering varjoys -

in Corporate Governance, very little research studies have been undertaken in respect of Fingp o
Institutions, especially Banks. Though the RBI, Ministry of Finance and related Gover e
bodies have made several notable efforts to improve regulation in this sector, very few banks f;lltnt
established an outstanding track record of innovation growth and value creation. This is reﬂec?vg
in their market valuation. To support the Indian banking industry in the prevailing modern afld
vibrant economy the researcher has undertaken this study to bring prospects of Corporyge

Governance in the banking sector.

RESEARCH METHODOLOGY:
this section, the methods employed

Rcsearcher analyzed all the data based on secondary data. In

in the study in testing the research hypotheses are described. The specifics of data collection, and

the methods applied to empirically assess the proposed framework are described. The 51;1\pnl
. d c

:,:/):sl:zts nfhten banks out ofwhich. there are six public sector banks and four private sector banks
o lhe\i;fegf::vne:\;;d;ft:f[e}:ené pEl;IdeS for analysis purpcse: year 2015-16 and 2016-17 in order t(;
iy refcrencc‘ N, Dua“te ao‘zjlrp‘slructpre on the financial performance of Indian banks, with
Dot Y and Proportion of Independent Directors over this selected period.
rom the Annual Reports of the selected banks available on the websites of the

banks.
The variables used in the analysis are as follows:

Dependent Variables:
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nterest and Tay / Total Equity) x 100
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NED (NON EXECUTIVE DIRECTOR): This measures the number of non-executive directors on

the board. We have considered two levels of this variable:
% NED 33 - This measure will include binary number of one if the independent directors

represent at least one third of the board. Binary number zero represent if the
independent directors is less than one third. We expect firms which have more than

one third of the board to perform better.

» NED 50 - This measure will include binary number of one if the independent directors
represent 50% of the board. Binary number zero represent if the independent directors
is less than 50%. We expect firms which have more 50% of independent directors to

perform better than firm which do not.

SPSS and Open Stat Statistical Package were used along with a number of statistical techniques
like, Multiple Regression Analysis witk Dichotomous variables and Mann Whitney U Test, in
measuring the relationship between the dependent variable and independent variables. Non
parametric tests were conducted since ROE and ROA were not distributed normally. Mann
Whitney U Test was conducted to test the hypotheses. This tests the hypotheses that two
independent samples comes from populations having the same distributions. The test is equivalent

to the independent group’s t test.

HYPCTHESIS:
The following hypotheses are:

» HO: There is no significant difference between CEO duality and bank’s performance

> HI: There is significant difference between CEO duality and bank’s performance

> HO: Proportion of independent directors to board size has not a significant relationship to
bank’s performance.
HI: Proportion of independent directors to board size has a significant relationship to
bank’s performance.

N/

DATA ANALYSIS:
The following data analyses are:

Table 1: Percentage of Banks with Duality and Board Independence

2015-16 2016-17

DUALITY 92.67% 92.67%
NED 33 68.67% 100%
NED 50 72% 80.33%

Table 2: Performance of Banks With and Without Duality and Board Independence,

2015-16
2015-16 N ROA % Z-Score ROE% Z-Score
DUALITY 10 71.60 95.10 0.30
NO _ 1.44 -
it et 1 23.50 2.95
NED 33
~33% 7 74.33 . 70.25 0.75
<33% | 3 24.50 ‘ 29.90
NED 50
>50% 8 25,50 N 75.60
<350% 4 72.75 &) 25.30
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2015-16. This may be the result of the implcmen(all'or} of Listing chUil'Cmcms
Wwhich required all listed companies to have a mmlmumﬂof 2 or one third
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the Z —_values are between -1.96 and 1.96 which means that there is no significant
correlation.

LIMITATIONS OF THE STUDY:

The study focuses on board structures and CEQ duality to draw conclusions on corporate
governance and financial performance. This is a limitation. The results obtained cannot be
generalized to say that there is no relationship between corporate governance and financial

performance because of very small sample size, restricted due to the non-availability of
data. Many other studies show otherwise. Also, the use of ROA and ROE as proxies for
financial performance has its limitations. A more robust indicator would include more than

two proxies for financial performance.

FINDING & CONCLUSION OF THE STUDY:

Y

Y

\ Y

Y

Y Y Y \Y

%

NEDS0 and DUALITY have inverse relationship with ROA for both the years, whereas,
NED?33 has a positive relationship with ROA for year 2015-16. For 2016-17 it has no
impact on ROA as well as ROE since there was no bank with NED33 taking value zero in

our sample, for this year.
The negative impact of DUALITY on ROA for both the years signifies the importance of

separation of responsibilities principle.
There is an inconsistency in the relationship of ROE with NED50 and DUALITY in both

the years. This may suggest ROA to be a more consistent indicator of financial

performance.
There is significant difference between CEO duality and bank’s performance.

Proportion of independent directors to board size has a sigiificant relationship to bank’s

performance.

[ REFERENCES :l

Banks for international Settlements, (Feb, 2006),” Guidelines for Corporate Governance in
Banking Organizations”

Bob Tricker (2000) “Corporate Governance: Principles, Policies and Practices™
“Corporate Governance” {Models of Best Practices} 6th edition published by Institute of

Company Secretaries of India, New Delhi).
Excel International Journal of Multidisciplinary Management Studies Vol.2 Issue 5, ISSN

2249 8834
Fan. Pei. Sai, (March 2004), “Review of literature &Empirical Research on Corporate

Governance”, Monetary Authority of Singapore

Farinha, Jorge, (2004), “Corporate Governance: a review of the literature” Retrieved from
http://www.fep.up.pt/investigacao/cete/papers/dp0306.pdf

Garvey. Gerald T, Swan. Peter Lawrence, (1994)” The economics of corporate
governance: Beyond the Marshallian firm. Journal of Corporate Finance™, Vol . |

Hart Oliver, (May 1995), “Corporate Governance, Some Theory and Applications” The
Economic Journal.

Jensen. Michael c, Meckling. William H, May 18 2013“Theory of the Firm: Managerial
Behavior, Agency Costs and Ownership Structure™ Journal of Financial Economics

K.C Hemz Latha, Retrieved from http://EzineArticles.com/? Expert=K._C. Hema Latha
Kumar Udaya.C, Subiamanayam. M, Dasaraju. Himachalam, (May 2012), “Emergence of

Corporate Governance in India”
Mc Colgan Patrick (May 2001) “Agency theory and corporate governance: a review of the

literature from a UK perspective”

SPUNK Multidisciplinary Research Journal

 Scanned by Ca

mScanner



ISSN: 2395 — 74,

% Monika Mahajan, (Jan, 201 ) "Corporate governance in banking and financial instiyy
Political Economy Journal of India”- on.»
» Monks. Robert, Minow- Nell, “Corpor
Akinboade (2004)

» Okeahalam, Charles,
Literature, Issu€s and Challenges”
ph/corporate-governance /complian
p ce /Ihe-edc-.

Retrieved from http://www.energy.com

compliance-office .
Retrieved from www.slideshare.nct/,__/corporate—SOCIalresponsibility- 13975540

Retrieved from www.academia.edu/...ff heﬁowuership_structure_of_corporations 0
Srinivasan Padmini and Srinivasan vasanthi (December 2011) in their paper titled —
of Corporate Governance Research on India: an Exploratory Study” Status
Sunanda Chavan, Sep2010, “Corporate Governance in Indian Banks™

ate Governance”
«Review of Corporate Governance i
n Aﬁ'iCa:

YV V VY v

Y

Scanned by CamScénner



