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Abstract  
The major objective of the paper is to explore the effects of internal 

governance indicators on performance of listed commercial banks in 

Pakistan during 2004-2013. Multiple regression analysis is used to 

estimate the relationship between internal governance indicators (i.e. 

board size, board composition, CEO duality, managerial ownership, 

institutional ownership, and ownership concentration) and 

performance measures (i.e. ROA, ROE, EPS and MBR). Regression 

results show that that board size is significant and positively related to 

ROA, ROE and MBR. Notably, board composition is positively related 

to ROA, ROE and EPS while negatively related to MBR. CEO duality 

and managerial ownership are significant and positively related to 

EPS. Institutional ownership is significant and positively related to 

ROE and EPS. Finally, ownership concentration is negatively related 

to EPS. Leverage is inversely while bank size is positively related to 

ROA, ROE and EPS. Finally, loan ratio is positively related to ROA 

and MBR. In sum, despite weak corporate governance in the country 

internal governance indicators still have substantial effects on 

performance.  
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I.  Introduction  
 Different organizations and researchers have defined the term corporate 

governance in different ways. Some define it in a narrow perspective to include in it only 

the shareholders whereas the others address the concerns of stakeholders. For instance, 

the Organization of Economic Cooperation and Development defined the corporate 

governance as the system by which corporations are directed and controlled. According 

to Shleifer & Vishny (1997, p. 737) corporate governance deals with the ways in which 

suppliers of finance to corporation assure themselves of getting a return on their 

investment. According to La Porta et al. (2000, p. 4) corporate governance is, to a large 

extent, a set of mechanisms through which outside investors protect themselves against 

expropriation by the insiders. In sum, corporate governance intended to create a corporate 

culture of consciousness, transparency, and openness. The basic objective of corporate 
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governance is to ensure that the agent(s) manage the operations of an organization for the 

benefits of principal(s). Several researchers have explored the effects of corporate 

governance on performance unluckily their findings yield inconsistent results. Notably 

most studies have used the data of non-financial firms whereas a little is known about the 

financial firms in particular commercial banks. A little research on commercial banks 

may be due to the reason that their decisions are the product of various regulations. 

However, it is important to note that commercial banks are the part of the corporate 

sector and are regulated (more or less) in similar ways as non-financial firms. Thus, 

inconsistent findings on the affect of corporate governance on performance and a 

diminutive research on commercial banks are few reasons that have originated the need 

for this study. We are sure that results of this paper illuminate the insights of bank 

managers, shareholders, prospective investors, and regulatory authorities regarding the 

effects of corporate governance on financial performance. 

 

 Rest of this paper is arranged as follows. Section II presents a review of earlier 

empirical studies. Data and methodology presented in Section III. Empirical results are 

included in Section IV. Section V presents discussion on regression results. Section VI 

provides conclusion of the study.  

 

II.  Literature Review  
 This section provides review of literature of prior empirical studies relevant to the 

impact of corporate governance on firm value.  

 

 Several researchers have investigated the impact of board size on corporate 

performance however their findings are inconsistent. For instance, Lipton & Lorsch 

(1992) argue that bigger boards are less efficient than smaller boards because of the 

reason that a few directors may take personal benefits on the efforts of others. Yermack 

(1996) explored the effects of board size on firm value using data of large US companies. 

He found that board size is inversely related to firm value. According to Jensen (1993) 

when a board becomes larger then it less likely to function effectively. Nyamongo & 

Temesgen (2013) observed a negative association between board size and performance. 

Hassan & Halbouni (2013) observed an inverse relationship between accounting-based 

measures of performance and board size. Al-Saidi & Al-Shammari (2013) observed that 

board size has a negative effect on performance of banks in Kuwait. Liang et al. (2013) 

observed a negative association between board size and bank performance. Alternatively, 

some studies have shown a direct relationship between board size and performance. 

Haniffa & Hudaib (2006) examined the data of Malaysian companies to understand the 

relationship between corporate governance and performance. They found that board size 

has a positive association with performance. Sheikh et al. (2013) explored the effects of 

corporate governance on performance of listed companies in Pakistan. Their results show 

a significant positive linkage between board size and performance.  

 

 According to Fama & Jensen (1983) it is implausible for non-executive directors 

to work against the interests of shareholders as their primary role is to improve the 

regulations and to reduce the agency problem. Rosenstein & Wyatt (1990) have shown a 

positive association between the outside directors and owners wealth. Omran (2009) used 

the data of 52 newly privatized Egyptian firms from 1995 to 2005 and observed that 

changes in board composition due to privatization have a positive effect on performance. 

Moreover he found that proportion of outside directors positively affects the firm 
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performance. Liang et al. (2013) explored the affect of board characteristics and 

functioning of the board on bank’s performance and asset quality using data of 52 banks 

in China. Their results show that non executive directors are positively linked to the 

performance and bank’s asset quality. Tomar & Bino (2012) used data of 14 listed banks 

in Jordan during 1997-2006. They found that composition of board of directors is 

positively linked to performance. Nayamongo & Temesgen (2013) observed a direct 

relationship between independent directors on a bank’s board and performance. 

Conversely some studies have shown an inverse linkage between board composition and 

performance. Agrawal & Knoeber (1996) reported a negative association between outside 

directors and performance. Al-Saidi & Al-Shammari (2013) found a negative linkage 

between outside directors and performance. Sheikh et al. (2013) have shown a significant 

negative linkage between outside directors and performance. Moreover, they argue that 

negative relationship may be due to the fact that excessive monitoring of independent 

directors may limit the managers to discharge their duties freely. Notably, a few studies 

have observed no significant linkage between board composition and performance such 

as Adams & Mehran (2003) and Haniffa & Hudaib (2006).  

 

 CEO duality refers to a situation when chief executive officer of a company also 

acts as the chairperson of the board of directors. The advocates of organizational theories 

suggest that duality enhances unity of command. However the proponents of agency 

theory suggest that avoiding duality limits potential CEO entrenchment. Empirical results 

are inconsistent regarding the effects of CEO duality on performance. Hassan & 

Halbouni (2013) observed that CEO duality is inversely related to performance. 

Alternatively, Sheikh et al. (2013) have shown a positive association between 

performance and CEO duality. Al-Saidi & Al-Shammari (2013) found that CEO duality 

is positively related to performance. Nyamongo & Temesgen (2013) found that CEO 

duality has no material effects on bank performance. In sum, results of earlier empirical 

studies show that both separation and duality have some related costs as well as benefits 

thus it is difficult to expect that one leadership structure may effectively be applicable in 

all conditions.  

 

 The agency issues between shareholders and management may encourage the 

managers to exert less effort to administrate the firm. Moreover these issues may lead the 

managers to use available resources for their personal well being. However, agency 

problem may be reduced if managers hold large fraction of the firm’s equity. Thus an 

increase in proportion of shares owned by the managers may help to align the interest of 

managers and shareholders by restricting them not to waste the firm’s resources for their 

own well being. Numerous studies on corporate governance have used the variable of 

managerial ownership however their findings are mixed. Morck et al. (1988) observed a 

U shaped relationship between firm value and fraction of shares owned by the managers. 

McConnell & Servaes (1990) observed a curvilinear relationship between firm value and 

managerial shares ownership. Moreover, they observed that firm value increases until 

insider ownership reaches 40% to 50% and then reduce gradually for high degree of 

ownership. In another study, McConnell & Servaes (1995) explored the relationship 

between firm’s growth opportunities, ownership structure, and leverage. They found that 

fraction of shares owned by insiders; blockholders and institutions are of greater 

importance in low-growth firms compared to high-growth firms. Li et al. (2007) observed 

that managerial ownership is directly correlated with performance. Hu & Zhou (2008) 

observed that firms with substantial managerial ownership do better than firms with no 
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managerial ownership. Alternatively, some studies have shown a negative linkage 

between managerial ownership and performance. Bokpin (2013) used the data of banking 

industry in Ghana during 1999-2007 to understand the effects of corporate governance on 

performance. He observed that managerial ownership negatively affects the performance. 

In addition, he has shown that although banks with insider ownership are less profitable 

but maintains a high loan quality. Sheikh et al. (2013) observed that managerial 

ownership is inversely related to performance.   

 

 Pound (1988) presented three hypotheses namely efficient monitoring, conflict of 

interest, and strategic alliance to explicate the relationship between firm value and 

institutional shareholdings. The efficient monitoring hypothesis predicts that institutional 

investors can monitor the management more effectively than small investors. Conflict of 

interest hypothesis suggest that institutional investors are forced to use their right to vote 

in favor of management on account of their other business relationships. Strategic 

alignment hypothesis predict that managers and institutional investors may find it 

valuable to cooperate. However this cooperation diminishes the favorable effects on 

corporate value that could result from monitoring. A number of studies have examined 

the impact of institutional ownership on firm value but their findings are unclear. For 

instance, McConnell & Servaes (1990) observed that institutional ownership is directly 

related to firm value. Han & Suk (1998) observed that institutional ownership has a direct 

affect on stock returns.  Moreover, Sami et al. (2011) observed that institutional 

ownership has a direct affect on and firm performance. Alternatively, Graves & Waddock 

(1990) suggest that the influence of institutional ownership on management may not be 

on the fence because they have some degree of knowledge of the firms in which they 

operate.  

 

 Many empirical studies have tested the influence of ownership concentration on 

firm performance but unfortunately their findings are inconsistent. Omran (2009) 

observed that ownership concentration is directly related to performance. Sami et al. 

(2011) found that blockhoders ownership is positively correlated with performance. 

Sheikh et al. (2013) observed the ownership concentration is directly correlated with 

performance. Nguyen et al. (2014) observed that block holders ownership is positively 

correlated with performance. Alternatively, Lehmann & Weigand (2000) found that 

ownership concentration has a negative effect on profitability. Haniffa & Hudaib (2006) 

observed that ownership concentration has a positive association with accounting-based 

while negative association with market-based measures of performance. Similarly, 

Ehikioya (2009) found that ownership concentration is inversely related to market-based 

while directly related to book-based performance measures. 

 

III. Data and Methodology 
 

A. Data  

 We took data from annual reports published by the commercial banks listed on 

Karachi Stock Exchange (KSE) Pakistan during 2004-2013. Moreover, data relevant to 

stock price was obtained from publications of KSE. Total 23 commercial banks were 

listed in KSE during the study period. However, banks with incomplete data were deleted 

from analysis. Moreover, observations relevant to a micro-finance bank were deleted 

from analysis due to different nature of its banking operations. So final sample composed 



Nadeem Ahmed Sheikh, Sitara Karim      81 

of 196 firm-year observations relevant to 22 commercial banks over a period of 10 years 

from 2004 to 2013.  

 

B. Variables 

 We use some corporate governance indicators (i.e. board size, board composition, 

CEO duality, managerial ownership, institutional ownership, and ownership 

concentration) to estimate their effects on four firm performance measures such as ROA, 

ROE, EPS and MBR. In addition, a few control variables such as loan ratio, bank size, 

and leverage are introduced in the regression equations to control the bank-specific 

factors that may affect the performance. Definitions of these variables are listed in Table 

1.  

 

Table 1: Definition of Variables 
Variable Symbol  Definition 

Return on assets 
itROA

 
Ratio of profit before taxes to total 
assets.  

Return on equity 
itROE

 
Ratio of profit before taxes to 
stockholders equity. 

Earnings per share  
itEPS

 
Ratio of profit before taxes to total 
outstanding common stocks.  

Market-to-book ratio 
itMBR

 
Ratio of market price per share to book 
value per share.  

Board size  
itBS  Log of board size.  

Board composition  
 itBC  Ratio of non-executive directors to total 

number of directors.  

CEO duality 
itCD  Dummy variable, 1 if CEO is the 

chairperson of the board of directors, 0 
otherwise. 

Managerial Ownership 
itMO  Ratio of shares owned by the directors 

to total outstanding common stocks. 

Institutional Ownership 
itIO  Ratio of shares owned by the financial 

institutions to total outstanding common 
stocks.  

Ownership concentration 
itOC  Ratio of shares held by 5-10 largest 

shareholders to outstanding common 
stocks.  

Leverage 
itLEV

 
Ratio of total liabilities to total assets. 

Bank size 
itSIZE

 
Natural logarithm of total assets. 

Loan Ratio 
itLR

 
Ratio of total advances to total assets.  

 

C. Methodology  

 Pooled ordinary least squares method used on an unbalanced panel data set to 

estimate the relationship between corporate governance and performance. The regression 

equations express as follows: 

it

n

j

ijtititititititit ControlBOCIOMOCDBCBSROA  



1

76543210
 (Eq.1) 

it

n

j

ijtititititititit ControlBOCIOMOCDBCBSROE  



1

76543210

 (Eq. 2) 
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it

n

j

ijtititititititit ControlBOCIOMOCDBCBSEPS  



1

76543210

 (Eq. 3) 

it

n

j

ijtititititititit ControlBOCIOMOCDBCBSMBR  



1

76543210

 (Eq. 4) 

 

IV. Empirical Results  
 

A. Descriptive Statistics 

 Table 2 presents the summary statistics of variables. The mean ROA and ROE are 

0.6% and 2.73% respectively. The mean EPS is Rs.3.88 and average MBR is 1.53. We 

use log of total directors as a proxy of board size. Thus mean of log of board size is 

0.924. The mean non-executive directors in a bank board are 79.89%. This percentage is 

quite high in commercial banks than in non-financial firms as reported by Sheikh and 

Wang (2012). CEO duality indicates that only in 4.59% cases the CEO also acts as 

chairperson board of directors. This percentage is quite low compared to non-financial 

firms in Pakistan as reported by Sheikh et al. (2013). The low proportion of CEO duality 

may be due to the nature of banking business where both positions are separated. The 

managers on average held 6.95% shares. Only 12.39% of shares are owned by the 

financial institutions. On average 56.94% shares are owned by 5 to 10 largest 

shareholders. This ratio indicates that level of ownership concentration is too high in 

Pakistan than in advanced countries of the world. The mean leverage ratio is 89.90% 

which indicates the proportion of assets financed by the banks during the study period 

through deposits and non-deposits liabilities. The high proportion of leverage may be due 

to the nature of banking business where banks accept deposits for lending purpose. The 

mean natural log of total assets is 18.87. Finally, mean loan ratio is 47.86% which 

indicates the proportion of advances to total assets.  

 

Table 2: Descriptive Statistics 
Variable N Mean SD Minimum Maximum 

itROA
 

196 0.0061 0.0281 -0.1037 0.0540 

itROE
 

196 0.0273 0.5395 -4.4970 0.5485 

itEPS
 

196 3.8824 6.6403 -19.040 24.000 

itMBR
 

196 1.5383 1.0113 0.2293 8.5292 

itBS  196 0.9242 0.0784 0.6020 1.1139 

itBC  196 0.7989 0.1344 0.2857 0.9230 

itCD  196 0.0459 0.2098 0 1 

itMO  196 0.0695 0.1191 0 0.6341 

itIO  196 0.1239 0.1051 0 0.4239 

itOC  196 0.5694 0.1675 0.1263 0.9898 

itLEV
 

196 0.8990 0.0650 0.5023 0.9839 

itSIZE
 

196 18.875 1.1815 15.207 21.201 
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itLR
 

196 0.4786 0.1015 0.2272 0.7088 

 

B. Correlation of Variables 

 Correlation matrix reported in Table 3 indicates that values are fairly small and 

indicating no serious problem of multicollinearity. The board size is significant and 

positively correlated with ROA, EPS and MBR. Moreover, board size has no significant 

linkage with ROE. Board composition has significant positive association with ROA, 

ROE, EPS and board size. Alternatively, board composition has no significant association 

with MBR and CEO duality. CEO duality is significant and positively correlated with 

ROA and EPS while negatively correlated with board size. Moreover, CEO duality has 

no significant association with ROE and MBR. Managerial ownership is significantly 

positively associated with EPS and board composition, and negatively associated with 

CEO duality and ownership concentration. In addition, managerial ownership has no 

significant linkage with ROA, ROE, MBR and board size. The institutional ownership is 

significant and positively associated with ROA, ROE, EPS and board composition while 

negatively correlated with ownership concentration. Moreover, institutional ownership 

has no significant association with MBR, board size, CEO duality, and managerial 

ownership. Finally, ownership concentration is significant and negatively correlated with 

MBR, board size, and board composition while positively correlated with CEO duality. 

Furthermore, ownership concentration has no significant linkage with ROA, ROE and 

EPS.  

 

Table 3: Correlation Matrix 
Variable 

itROA
 itROE

 itEPS
 itMBR

 itBS  
itCD  

itBC  
itOC  

itMO  
itIO  

itSIZE
 

itLEV
 itLR

 

itROA
 

1             

itROE
 

0.77*** 1            

itEPS
 

0.73*** 0.61*** 1           

itMBR
 

-0.09 -0.32*** 0.02 1          

itBS  0.13** 0.06 0.13* 0.12* 1         

itCD  0.16** 0.08 0.33*** -0.08 -0.37** 1        

itBC  0.25*** 0.25*** 0.33*** -0.11 0.20** 0.05 1       

itOC  -0.03 -0.04 -0.09 -0.13* -0.12* 0.23** -0.37*** 1      

itMO  0.03 0.08 0.12* 0.02 0.01 -0.12* 0.18*** -0.28*** 1     

itIO  0.19*** 0.22*** 0.20*** 0.05 0.06 -0.08 0.21*** -0.24*** -0.01 1    

itSIZE
 

0.51*** 0.25*** 0.58*** -0.01 -0.01 0.30** 0.12* 0.11* 0.02 0.15** 1   

itLEV
 

0.12* -0.09 -0.01 0.13* 0.11 -0.06 0.08 -0.19*** 0.08 0.12* 0.41* 1  

itLR
 

0.11* -0.02 0.01 0.35*** 0.05 -0.01 0.02 -0.32*** 0.09 0.06 -0.008 0.33** 1 

Note: *, **, ***, significant at 10%, 5%, and 1% level respectively  

 

C. Regression Results 

 Regression results of (Eq.1) are reported in Table 4 which shows that board size 

and board composition has a significant positive effect on ROA. Although CEO duality, 

institutional ownership are directly while managerial ownership and ownership 

concentration are inversely related to ROA but the relationship is insignificant. Bank size 

and loan ratio are significantly positively while leverage is significantly negatively 
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related to ROA. Results of (Eq.2) presented in Table 5 indicates that board composition 

and institutional ownership are significantly positively related to ROE. However board 

size, CEO duality, ownership concentration, and managerial ownership have no 

significant linkage with ROE. Leverage is inversely while bank size is directly related to 

ROE. The loan ratio has no significant linkage with ROE. 

 

 Results of (Eq.3) reported in Table 6 indicates that board size, board composition, 

CEO duality, managerial ownership, and institutional ownership are positively while 

ownership concentration is significantly negatively related to EPS. Bank size is directly 

while leverage is inversely related to EPS. The loan ratio has no significant linkage with 

EPS. Finally results of (Eq.4) presented in Table 7 which shows that board size is 

significantly positively while board composition is significantly negatively related to 

MBR. CEO duality, managerial ownership, institutional ownership, ownership 

concentration, leverage, and bank size have no significant relationship with MBR. Loans 

ratio is significant and positively correlated with MBR.  

 

Table 4: Impact of Internal Governance Indicators on itROA  

Variable Coefficient SE t-statistic Prob. 

C  
-0.2622 0.0365 -7.1700 0.0000 

itBS  0.0482 0.0236 2.0400 0.0420 

itBC  0.0300 0.0142 2.1100 0.0360 

itCD  0.0038 0.0096 0.4000 0.6900 

itMO  -0.0016 0.0146 -0.1200 0.9080 

itIO  0.0238 0.0167 1.4300 0.1550 

itOC  -0.0003 0.0123 -0.0300 0.9790 

itLEV
 

-0.0911 0.0311 -2.9200 0.0040 

itSIZE
 

0.0135 0.0017 7.7600 0.0000 

itLR
 

0.0493 0.0182 2.7000 0.0080 

2R  
0.3659 Mean Dep. Var. 0.0061 

Adj. 
2R  

0.3352 F-statistic 11.920 

RMSE 0.0224 Prob. 0.0000 

 

Table 5: Impact of Internal Governance Indicators on itROE  

Variable Coefficient SE t-statistic Prob. 

C  
-1.7985 0.7831 -2.3000 0.0230 

itBS  0.3625 0.5058 0.7200 0.4740 

itBC  0.7204 0.3042 2.3700 0.0190 

itCD  -0.0337 0.2056 -0.1600 0.8700 

itMO  0.2848 0.3144 0.9100 0.3660 
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itIO  0.8796 0.3582 2.4600 0.0150 

itOC  0.0143 0.2644 0.0500 0.9570 

itLEV
 

-2.5529 0.6674 -3.8300 0.0000 

itSIZE
 

0.1550 0.0373 4.1500 0.0000 

itLR
 

0.3106 0.3907 0.7900 0.4280 

2R  
0.2087 Mean Dep. Var. 0.0273 

Adj. 
2R  

0.1705 F-statistic 5.4500 

RMSE  0.4913 Prob. 0.0000 

 

Table 6: Impact of Internal Governance Indicators on itEPS  

Variable Coefficient SE t-statistic Prob. 

C  
-52.795 6.9471 -7.6000 0.0000 

itBS  18.360 4.4872 4.0900 0.0000 

itBC  6.4390 2.6992 2.3900 0.0180 

itCD  7.4683 1.8248 4.0900 0.0000 

itMO  5.3384 2.7898 1.9300 0.0550 

itIO  5.7167 3.1785 1.8000 0.0740 

itOC  -6.4438 2.3459 -2.7500 0.0070 

itLEV
 

-39.304 5.9209 -6.6400 0.0000 

itSIZE
 

3.7076 0.3313 11.190 0.0000 

itLR
 

4.5110 3.4667 1.3000 0.1950 

2R  
0.5889 Mean Dep. Var. 3.8824 

Adj. 
2R  

0.5690 F-statistic 29.610 

RMSE 4.3593 Prob. 0.0000 

 

Table 7: Impact of Internal Governance Indicators on itMBR  

Variable Coefficient SE t-statistic Prob. 

C  
-0.4650 1.5105 -0.3100 0.7590 

itBS  1.6348 0.9756 1.6800 0.0950 

itBC  -1.3765 0.5869 -2.3500 0.0200 

itCD  -0.0332 0.3967 0.0800 0.9330 

itMO  0.0201 0.6066 0.0300 0.9740 

itIO  0.3904 0.6911 0.5600 0.5730 

itOC  -0.4171 0.5100 -0.8200 0.4150 
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itLEV
 

-0.0177 1.2874 -0.0100 0.9890 

itSIZE
 

0.0129 0.0720 0.1800 0.8570 

itLR
 

3.2443 0.7537 4.3000 0.0000 

2R  
0.1622 Mean Dep. Var. 1.5383 

Adj. 
2R  

0.1216 F-statistic 4.0000 

RMSE 0.9478 Prob. 0.0001 

 

V.  Results and Discussion  
 Regression estimates indicate that board size has a significant positive effect on 

ROA, ROE and MBR. The positive association between board size and performance 

confirm the implications of resource based view which predicts that firms are partly 

directed by elements in their environment. So banks with larger boards have more 

capability to get the resources from external environment which they think are critical to 

their success. The positive relationship is consistent to the findings of Adams & Mehran 

(2003), Haniffa & Hudaib (2006) and Sheikh et al. (2013). Board composition has a 

positive impact on ROA, ROE and EPS while negative impact on MBR. The positive 

relationship indicates that elevated board independence makes the outside directors able 

to closely observe the actions of management and take challenging steps which internal 

directors may find it difficult to step in. The positive relationship of board composition 

with performance confirm the findings of Rosenstein & Wyatt (1990), Omran (2009), 

Tomar & Bino (2012), Liang et al. (2013), Nayamongo & Temesgen (2013). 

Alternatively, board composition is negatively related to MBR. Descriptive statistics 

given in Table 2 indicate that non-executive directors represent 79.89% of total directors. 

Thus excessive involvement of non-executive directors in daily affairs of bank may 

restrict the managers to perform their functions liberally. These actions of non-executive 

directors may negatively affect the firm performance. The inverse relationship of board 

composition with bank performance is congruent with the findings of Agrawal & 

Knoeber (1996), Al-Saidi & Al-Shammari (2013) and Sheikh et al. (2013). 

 

 CEO duality has a positive impact on EPS only. Notably, descriptive statistics 

presented in Table 2 indicate that in 4.59% cases the CEO also acts as chairperson of the 

board. A very low proportion of CEO duality may be due to sensitive nature of banking 

business where both positions are separated because of the fact that separation between 

two positions better safeguard the shareholders’ interest. The positive relationship is 

consistent with the findings of Al-Saidi & Al-Shammari (2013) and Sheikh et al. (2013). 

Managerial ownership has a positive effect on EPS. The results are not very much 

encouraging because proportion of managerial ownership is quite low (i.e. 6.59%) in 

sample banks. The positive relationship confirms the Jensen’s (1993) argument that 

increase in equity ownership by managers may match the interest of managers with 

shareholders and in turn mitigate the agency problem. The positive relationship confirms 

the findings of Li et al. (2007) and Hu & Zhou (2008). 

 

 Institutional ownership has a positive impact on ROE and EPS. The positive 

relationship confirms the Pound’s (1988) efficient monitoring argument that due to 

greater capabilities institutional investors can monitor the management more closely at 

lesser costs than small investors. In addition, institutional investors are able to actively 
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combat proposals that appear illogical and against the interest of stockholders. Finally, 

ownership concentration has a negative impact on EPS. The negative relationship 

confirm the predictions of agency theory which suggest that ownership concentration is a 

prospective cause for conflict of interest between minor and major shareholders and 

hence negatively affect the performance. More importantly, major shareholders take out 

firm resources for private benefits in a way that would have a negative impact on 

performance. Descriptive statistics presented in Table 2 depicts that major shareholders 

on average hold 56.94% shares. This finding necessitates the need for effective 

implementation of corporate governance regulations in Pakistan. The negative 

relationship confirms the findings of Lehmann & Weigand (2000). 

 

 Leverage is inversely related to performance. Descriptive statistics reported in 

Table 2 indicate that sample banks have financed 89.90% of their assets with total 

liabilities. The heavy reliance of commercial banks on deposits and non-deposits 

liabilities may be due to the nature of banking business. Bank size and loan ratio are 

positively related to performance. The bigger size (in terms of assets base) provides 

confidence to depositors to deposits their savings which in turn increase the lending 

power of banks. As banks accept deposits at low rate than the rate at which they lend 

money. Thus this difference positively affects the performance. More importantly, 

commercial banks prefer to grant loans to those individuals/businesses to which they 

consider credible. Thus safe lending positively affects the bank performance. In sum, the 

positive and negative effects of different explanatory variables on performance indicates 

that despite weak corporate governance in the country internal governance indicators still 

have considerable impact on bank performance. So bank managers, depositors, 

shareholders, and prospective investors understand the importance of these factors while 

making strategic decisions. 

 

VI. Conclusion 
 This study has explored the impact of corporate governance on performance of 

listed commercial banks in Pakistan. Notably, our results are found consistent with 

predictions of theories relevant to corporate governance. For instance, board size has a 

direct relationship with performance because of the fact that a bank with large board 

members has more capabilities to monitor the managers and to get resources from outside 

sources at lower costs. The board composition has a positive linkage to book-based while 

a negative linkage to market-based measures of performance. The positive relationship 

indicates that elevated board independence makes the outside directors able to monitor 

the managers more effectively. On the other hand, negative relationship indicates that 

heavy involvement of non-executive directors in day-to-day operations of banks may 

restrict the managers to handle their affairs efficiently and in turn inversely affect the 

performance. CEO duality and managerial ownership have a positive impact on 

performance. The positive relationship of managerial ownership confirms the predictions 

of agency theory which suggests that increases in proportion of managerial ownership 

may reduce the agency problem between managers and shareholders. Institutional 

ownership has a direct linkage with performance. The positive relationship is congruent 

with Pound’s (1988) argument that institutional investors can monitor the managers more 

effectively than small investors and thereby positively influence the performance. 

Ownership concentration has a significant negative effect on performance. The negative 

relationship is consistent with the explanations of agency theory which predict that 
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ownership concentration is the root cause of conflict of interests between major and 

minor shareholders and negatively affect the performance. 

 

 In synopsis, results show that despite weak corporate governance in the country 

still governance indicators substantially affect the banks’ performance. Thus bank 

managers, depositors, and prospective investors should understand the importance of 

these factors while making decisions. Moreover, regulatory authorities should take some 

steps to implement the regulations for effective corporate governance in the country. Our 

results have unveiled the effects of some governance indicators on performance of 

commercial banks in Pakistan. However still there is a dire need to explore the effects of 

a number of other governance variables (i.e. number of board meetings, directors’ 

remuneration, CEO compensation and external governance factors etc.) on performance 

of commercial banks in Pakistan. 
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