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Abstract
This paper examines the impact of ownership structure and board characteristics on bank financial performance using data from the six countries in
the Gulf Cooperation Council (GCC). Sixty seven banks, conventional and Islamic, are studied. OLS regression is used to depict the effect of board
structure, ownership structure, and control variables on the financial performance of the banks. The results of this study reveal that there is a significant
relationship between board size, board activism, number of outside directors and Tobin’s Q; while return on assets is affected by audit committee and
outside directors. However, bank size is the only control variable that has an impact on return on equity and profit margin. Most banks in GCC use
“Big 4” audit firms in their efforts to enhance corporate governance practices.
© 2017 Published by ITMSOC Working Group.
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1. Introduction

B

ANK governance has changed tremendously during the last
three decades, principally due to bank ownership changes,
such as mergers and acquisitions [1]. The worldwide financial
crisis of 2008, originating in the United States (US), has been attributed to U.S. banks’ excessive risk-taking. Consequently, in order to control such risk and draw people’s attention to the agency
problem within banks, there are statements made by bankers, central bank officials, and other related authorities, emphasizing the
importance of effective corporate governance (CG) in the banking
industry since 2008 and until now [2, 3].
The aim of GCC countries is to have a strong financial sector,
based on well-established financial companies, in order to keep

pace with international developments and enable the vision of a
solid economy that will be recognized internationally. Banks in
the GCC countries play a dominant role as financial intermediaries in a region where most companies are non-listed, familyowned enterprises. Banks can play a central role in instilling a
culture of good CG in that region, which is so vital for private
sector development.
The rest of the paper is organised as follows: the following
section provides a theoretical background and hypotheses development. The research methodology is provided in Section 3, followed by the findings and analysis in Section 4; and finally summary & conclusion are provided in Section 5.
2. Theoretical Background and Hypothesis Development
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2.1. Ownership Structure
Some studies find that changes in performance are significantly
associated with changes in insider ownership [4]. These studies
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Country
Bahrain
Kuwait
Oman
Qatar
Saudi Arabia
United Arab Emirates
Total

Variable Symbol
Dependent Variables
Tobin Q

ROA
PM
ROE
Independent Variables
OwnCon
DirOwn
Brdsize
Duality
BrdNonEx
BrdActivism
AC
Control Variables
TYPE
AGE
SIZE

Definition

Table 1. Population and Samples per Country.
All Bankscop List
Population
(Population)
(Banks only)
58
29
33
10
14
7
14
7
22
12
39
19
180
84

Sample Size
18
8
7
7
11
16
67

Table 2. Definition and Measurement of Variables.
Measurement

We used Chung and Pruitt (1994)
measure of Q (CPQ) as an approximation
of Tobin Q, since it does not require an
estimate of the market values of debt and
preferred stock
The amount of return on bank’s assets
Profit Margin
The amount of return on bank’s equity

C-P Q = (MV (CS) + BV (PS) + BV (LTD) + BV (INV) + BV (CL) - BV

Ownership Concentration
Director Ownership
Board Size
CEO Duality
Number of Non-Executives on Board
Board Activism
Audit Committee

Adding up all share ratios of shareholders of the bank who have 5% or more
(excluding others)
Owner Manager = 1; Hired Manager = 0
Total number of board members during 2011
Duality: If the CEO and Chairman are the same person = 1; If otherwise = 0
Number of non-executive members on the board during 2011
Number of board meetings held during 2011
If Audit Committee exists = 1; If it does not = 0

Bank Type
Age of Bank
Bank Size

Conventional bank = 1; Islamic = 0
Number of years since the bank was established
Natural log of total assets

(CA)) / BV (TA)

Net Income divided by Average Total Assets
Net Income divided by Revenue
Net Income divided by Average Total Equity

Table 3. OLS Regression Results.

Const.
Size
OwnCon
DirOwn
BrdSize
Brdactivism
Ac
BrdNonEx
Age
Duality

Model 1
(Dependent Variable Tobin Q)
Coeff.
t-statistics
.164
.303
-.009
-.218
-.156
-.819
.087
.486
.145
4.336***
.061
1.807*
.016
.078
-.103
-2.874***
.006
1.470
-.055
-.198

F-statistics
3.671
p-value for F- test
0.002
R-squared
0.472
adjusted R2
0.343
Max VIF
2.774
*Statistically significant at the 0.10 level
** Statistically significant at the 0.05 level
*** Statistically significant at the 0.01 level

Model 2
(Dependent Variable PM)
Coeff.
t-statistics
.140
.454
.053
2.254**
-.126
-1.164
-.147
-1.439
-.020
-1.078
.011
.566
.050
.432
.014
.711
.002
1.018
-.243
-1.550
2.460
0.026
0.374
0.222
2.774

Model 3
(Dependent Variable ROE)
Coeff.
t-statistics
-.031
-.342
.014
1.983*
-.020
-.652
-.029
-.968
-.005
-.947
.004
.689
-.002
-.071
.008
1.339
.000
.774
-.023
-.516
1.921
0.079
0.318
0.153
2.774

Model 4
(Dependent Variable ROA)
Coeff.
t-statistics
.015
.937
-1.390E-5
-.011
-.011
-1.987*
-.008
-1.535
.000
-.161
-.001
-.931
.011
1.780*
.002
1.755*
-8.699E-6
-.079
-.010
-1.198
2.364
0.032
0.365
0.211
2.774
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document that the greater the increase in insider ownership, the
greater the performance improvement, which is consistent with
the alignment of interests hypothesis arising from a larger insider
ownership. Similarly, a study find evidence, in a sample of successful bidders in bank acquisitions, of a positive association between bidder returns and the level of insider ownership when the
latter exceeds 6% [5].
Research results by [6–8] are also consistent with the view
that insider ownership can be an effective tool in reducing agency
costs, although they report a non-monotonic relation. This functional form has been related to the observation that, within a certain ownership range, managers may use their equity position to
entrench themselves against any disciplining attempts from other
monitoring mechanisms. Some studies reveal that boards of directors are likely to have a more positive effect on community bank
performance when directors have a significant financial interest in
the bank [9].
In developing countries where large concentration of ownership is more evident while the stock markets are weak. In those
countries, there is a higher degree of economic uncertainties coupled with weak legal controls and investor protection, and frequent government intervention; all resulting in poor performance
[10–12]. In the banking sector in the GCC countries, most ownership and control are substantial family corporate holdings and
boards of directors are largely dominated by controlling shareholders, their friends and relatives. Based on the above discussion, the first research hypothesis is:
H1 : There is a significant relationship between ownership structure and bank performance.
2.2. Board Characteristics
Several studies reveal that there is a negative relation between
the size of the board and performance [8, 13, 14]. Larger boards
seems to be less efficient due to the slow pace of decision making
and the difficulty in both arranging board meeting and reaching
consensus. It is also argued that the CEO seems to have more
dominant power when the board size is too large [13, 15–18].
Some studies report that ROA and ROE are statistically significant and negatively related to board size in European Banks [19].
However, other studies find positive significant relationship between the size of the board and bank performance in Taiwan [20].
Based on the agency perspective, the separation of the roles of
CEO from chairman is another crucial monitoring mechanism.
CEO duality is problematic from an agency perspective as the
CEO seems to get dominant influence on board decisions by chairing the group of people in charge of monitoring and evaluating his
performance. This in effect results in weakening the board’s independency and may result in ineffective monitoring of management. Therefore, good governance will occur when the two roles
of Chairman and CEO are separated [21–24]. Several studies reveal that separating the positions will affect performance posi-
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tively [23, 25, 26]. On the other hand, the studies [21, 27] do
not find sufficient evidence to support a performance distinction
between the separated and combined leadership firms on performance. The discussion above leads us to the second research hypothesis:
H2 : There is a significant relationship between board characteristics and bank performance.
2.3. Both Characteristics of Structure and Board
Some studies aim to compare the OECD CG principles with
principles from Islam and declare them compatible; they point out
that Islam as applied to business is entirely compatible with CG
[28]. Honesty and trust are key ingredients of an effective governance framework [29], and are also basic to ethical behaviour in
the Islamic Sharia [30–32]. A study found that there is no significant difference between the United Arab Emirates’ national conventional and Islamic banks regarding CG practices [33]. This
prompts the third research hypothesis as:
H3 : There is no difference in ownership structure and board characteristics between Islamic and conventional banks.
3. Research Methodology
3.1. The Method
In order to test the hypotheses, quantitative method was used to
investigate the effects of ownership structure and board characteristics and other control variables, such as bank size, age and type
of banks on bank performance. The bank performance was measured by Tobin’s Q, ROA, Profit Margin, and ROE. Bankscope
database is used to the top fifty one banks from six GCC countries, as shown in Table 1.
3.2. Sampling and Data Collection
The targeted population is the conventional and Islamic banks
operating in the GCC countries which are Bahrain, Kuwait,
Oman, Qatar, Saudi Arabia, and United Arab Emirates. Table
1 shows the population and samples selected per country.
3.3. Measurement of variables
For bank performance measurement, the dependent variables
that were used are Tobin’s Q, ROA, Profit Margin, and ROE.
Meanwhile, the independent variables that were used in regard
to CG mechanisms are ownership concentration, director ownership, duality, board size, board non executive, board activism, and
audit committee. Control variables include bank type, bank age,
and bank size. Table 2 shows the definition and measurement of
these variables.
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4. Finding and Analysis
4.1. Hypotheses Testing
Multiple regressions were used to test the first two hypotheses.
For testing the third hypothesis, two-independent samples t-test is
adopted. Table 3 provides the results for the following multivariate regression models.
T obin0 s Q

=

α + β1 · OwnCon + β2 · DirOwn
+β3 · Duality + β4 · Brdsize
+β5 · Brdnonex + β6 · Brdativism
+β7 · Ac + β8 · Age + β9 · S ize + ε

PM

=

(1)

α + β1 · OwnCon + β2 · DirOwn
+β3 · Duality + β4 · Brdsize

estimated coefficients are positive and statistically significant at
10% level. This result is consistent with previous studies [40, 41].
The independent-samples T-test was used to test the difference
between Islamic and conventional banks in terms of ownership
and board characteristics.
The interpretation of the two-stage independent t-test result for
ownership concentration reveals that Islamic banks are not significantly different from conventional banks in using ownership
concentration.
The interpretation of the two-stage independent t-test result
for director ownership, duality, board size, board non-executive,
board activism, and audit committee reveals that Islamic banks
are not significantly different from conventional banks in terms
of ownership structure and board characteristics except for board
size. The results agree to great extent with the findings of [33].

+β5 · Brdnonex + β6 · Brdativism
+β7 · Ac + β8 · Age + β9 · S ize + ε
ROE

=

(2)

α + β1 · OwnCon + β2 · DirOwn
+β3 · Duality + β4 · Brdsize
+β5 · Brdnonex + β6 · Brdativism
+β7 · Ac + β8 · Age + β9 · S ize + ε

ROA

(3)

= α + β1 · OwnCon + β2 · DirOwn
+β3 · Duality + β4 · Brdsize
+β5 · Brdnonex + β6 · Brdativism
+β7 · Ac + β8 · Age + β9 · S ize + ε

(4)

Model 1 investigates the relationships between bank performance (T obin0 s Q) and the variables of interest. The R2 is 0.472
and the model appears highly significant (F = 3.671, p = 0.002).
Board size and board activism appear to have an effect on Tobin’s Q. These results on board size are consistent with the results of bank study in Taiwan [20] and the US [34], however they
are inconsistent with previous studies [13, 15–19, 35]. Therefore,
Board non-executive has an effect on Tobin’s Q, where the estimated coefficient is negative and statistically significant at 1%
level. This result is consistent with the finding of [35–37].
Model 2 examines the relationships between profit margin
(PM) and bank size, bank age, and CG variables. Only bank size
appears to have an effect on PM, where the estimated coefficient
is positive and statistically significant at 5% level. The results are
consistent with the findings of [38].
Model 3 examines the relationships between return on equity
(ROE) and bank size, bank age, and CG variables. Bank size only
appears to have an effect on ROE, where the estimated coefficient
is positive and statistically significant at 10% level. This result
may possibly reflect an independent source of value creation due
to market power and economies of scale and scope [39].
Finally, Model 4 investigates the relationships between bank
performance (ROA) and bank size, bank age, and CG variables.
Board non-executive appears to have an effect on ROA, where the

5. Summary and Conclusion
With exception to board size, the results reveal that there are no
significant differences between Islamic and conventional banks in
GCC countries in terms of ownership structure and board characteristics. The study also reveals that most of the banks in GCC
countries employ “Big 4” audit banks which can lead to enhancing CG practices.
The results reveal that only ownership structure variable having
an impact on bank financial performance is ownership concentration where there is a negative relationship. This can be explained
by the fact that most ownership and control in GCC countries
are substantially in family corporate holdings which are coupled
with weak legal controls and investor protection and hence undermine the principles of good CG. This leads us to conclude that
high concentration of ownership in the banking sector in emerging economies has negative impact on performance, while board
size, board activism, and audit committee as part of the board
characteristics have the positive impact on financial performance
in GCC banks.
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3. Peni E, Vähämaa S. Did Good Corporate Governance Improve Bank Performance During the Financial Crisis? Journal of Financial Services Research.
2012;41(1-2):19–35. Available from: https://doi.org/10.2139/ssrn.1740547.
4. Cole RA, Mehran H. The Effect of Changes in Ownership Structure on
Performance: Evidence from the Thrift Industry. Journal of Financial Economics. 1998;50:291–317. Available from: https://www.federalreserve.gov/
pubs/feds/1996/199606/199606pap.pdf [cited 2016 Jun 18].

M. A. K. Basuony et al. / ITMSOC Transactions on Innovation & Business Engineering 02 (2017) 1–6
5. Subrahmanyam V, Rangan N, Rosenstein S. The Role of Outside Directors
in Bank Aquisitions. Financial Management. 1997;26(3):23–36. Available
from: https://ideas.repec.org/a/fma/fmanag/subrahmanyam97.html.
6. Morck R, Shleifer A, Vishny RW. Management ownership and market valuation. Journal of Financial Economics. 1988;20:293–315. Available from:
https://scholar.harvard.edu/files/shleifer/files/mgt-own-mkt-val.pdf.
7. McConnell JJ, Servaes H. Additional evidence on equity ownership and
corporate value. Journal of Financial Economics. 1990 Oct;27(2):595–612.
Available from: https://doi.org/10.1016/0304-405x(90)90069-c.
8. Hermalin BE, Weisbach MS. The Effects of Board Composition and Direct
Incentives on Firm Performance. Financial Management. 1991;20(4):101–
112. Available from: http://www.jstor.org/stable/3665716.
9. Spong K, Sullivan RJ. Corporate Governance and Bank Performance. SSRN
Electronic Journal. 2007 Sep;Available from: https://doi.org/10.2139/ssrn.
1011068.
10. Ahunwan B. Corporate governance in Nigeria. Journal of Business
Ethics. 2002;37(3):269–287. Available from: https://doi.org/10.1023/a:
1015212332653.
11. Rabelo FM, Vasconcelos FC. Corporate Governance in Brazil. Journal of
Business Ethics. 2002;37(3):321–335. Available from: https://doi.org/10.
1023/a:1015249300794.
12. Tsamenyi M, Enninful-Adu E, Onumah J. Disclosure and corporate governance in developing countries: evidence from Ghana. Managerial Auditing
Journal. 2007 Mar;22(3):319–334. Available from: https://doi.org/10.1108/
02686900710733170.
13. Eisenberg T, Sundgren S, Wells MT. Larger board size and decreasing firm
value in small firms. Journal of Financial Economics. 1998 Apr;48(1):35–54.
Available from: https://doi.org/10.1016/s0304-405x(98)00003-8.
14. Mak YT, Kusnadi Y. Size really matters: Further evidence on the negative relationship between board size and firm value. Pacific-Basin Finance Journal.
2005 Jun;13(3):301–318. Available from: https://doi.org/10.1016/j.pacfin.
2004.09.002.
15. Jensen MC. The Modern Industrial Revolution, Exit, and the Failure of Internal Control Systems. The Journal of Finance. 1993 Jul;48(3):831–880.
Available from: https://doi.org/10.1111/j.1540-6261.1993.tb04022.x.
16. Yermack D. Higher market valuation of companies with a small board of directors. Journal of Financial Economics. 1996 Feb;40(2):185–211. Available
from: https://doi.org/10.1016/0304-405x(95)00844-5.
17. McKnight PJ, Weir C. Agency costs, corporate governance mechanisms
and ownership structure in large UK publicly quoted companies: A panel
data analysis. The Quarterly Review of Economics and Finance. 2009
May;49(2):139–158. Available from: https://doi.org/10.1016/j.qref.2007.09.
008.
18. Cheng S. Board size and the variability of corporate performance. Journal of
Financial Economics. 2008 Jan;87(1):157–176. Available from: https://doi.
org/10.1016/j.jfineco.2006.10.006.
19. Staikouras PK, Staikouras CK, Agoraki MEK. The effect of board size and
composition on European bank performance. European Journal of Law and
Economics. 2007 May;23(1):1–27. Available from: https://doi.org/10.1007/
s10657-007-9001-2.
20. Huang CJ. Board, ownership and performance of banks with a dual board
system: Evidence from Taiwan. Journal of Management & Organization. 2010 May;16(02):219–234. Available from: https://doi.org/10.1017/
s1833367200002145.
21. Baliga BR, Moyer RC, Rao RS. CEO duality and firm performance: Whats
the fuss? Strategic Management Journal. 1996 Jan;17(1):41–53.
22. Brickley JA, Coles JL, Jarrell G. Leadership structure: Separating the
CEO and Chairman of the Board. Journal of Corporate Finance. 1997
Jun;3(3):189–220. Available from: https://doi.org/10.1016/s0929-1199(96)
00013-2.
23. Coles JW, Hesterly WS. Independence of the Chairman and Board Composition: Firm Choices and Shareholder Value. Journal of Management. 2000 Apr;26(2):195–214. Available from: https://doi.org/10.1177/
014920630002600202.
24. Weir C, Laing D. Governance structures, director independence and corporate

25.

26.

27.

28.

29.

30.

31.
32.

33.

34.

35.

36.

37.

38.

39.

40.

41.

5

performance in the UK. European Business Review. 2001 Apr;13(2):86–95.
Available from: https://doi.org/10.1108/09555340110385254.
Rechner PL, Dalton DR. CEO duality and organizational performance: A
longitudinal analysis. Strategic Management Journal. 1991 Feb;12(2):155–
160. Available from: https://doi.org/10.1002/smj.4250120206.
Sundaramurthy C, Mahoney JM, Mahoney JT. Board Structure, Antitakeover
Provisions, and Stockholder Wealth. Strategic Management Journal. 1997
Mar;18(3):231–245. Available from: http://www.jstor.org/stable/3088129.
Rechner PL, Dalton DR. The Impact of CEO as Board Chairperson on Corporate Performance: Evidence vs. Rhetoric. The Academy of Management
Executive. 1989 May;3(2):141–143. Available from: http://www.jstor.org/
stable/4164885.
Abu-Tapanjeh AM. Corporate governance from the Islamic perspective: A
comparative analysis with OECD principles. Critical Perspectives on Accounting. 2009 Jul;20(5):556–567. Available from: https://doi.org/10.1016/j.
cpa.2007.12.004.
Organization for Economic Co-operation and Development (OECD). OECD
Principles of Corporate Governance. Paris, France; 2004. Available
from:
https://www.oecd.org/corporate/ca/corporategovernanceprinciples/
31557724.pdf.
Gambling T, Karim RAA. Business and accounting ethics in Islam. Mansell,
London; 1991. Available from: https://books.google.co.th/books/about/
Business and accounting ethics in Islam.html?id=yxoUAQAAMAAJ&
redir esc=y.
Taylor M. Sharia law protects investors. Money Management. 2008;22(5):8.
Mohammed A. The concept of corporate governance in Sharia. European
Business Law Review. 2009;20(2):343–368. Available from: https://www.
kluwerlawonline.com/abstract.php?id=EULR2009012.
Al-Tamimi HAH. The effects of corporate governance on performance
and financial distress.
Journal of Financial Regulation and Compliance. 2012 May;20(2):169–181. Available from: https://doi.org/10.1108/
13581981211218315.
Adams RB, Mehran H. Bank board structure and performance: Evidence for
large bank holding companies. Journal of Financial Intermediation. 2012
Apr;21(2):243–267. Available from: https://doi.org/10.1016/j.jfi.2011.09.
002.
Pathan S, Faff R. Does board structure in banks really affect their performance? Journal of Banking & Finance. 2013 May;37(5):1573–1589. Available from: https://doi.org/10.1016/j.jbankfin.2012.12.016.
Agrawal A, Knoeber CR. Firm Performance and Mechanisms to Control
Agency Problems between Managers and Shareholders. The Journal of Financial and Quantitative Analysis. 1996 Sep;31(3):377. Available from:
https://doi.org/10.2307/2331397.
Bhagat S, Black BS. The Non-Correlation Between Board Independence and
Long-Term Firm Performance. Journal of Corporation Law. 2002;27:231–
273. Available from: https://ssrn.com/abstract=313026.
Klapper LF, Love I. Corporate governance, investor protection, and
performance in emerging markets.
Journal of Corporate Finance.
2004 Nov;10(5):703–728.
Available from: https://doi.org/10.1016/
s0929-1199(03)00046-4.
Odegaard BA, Bohren O. Governance and Performance Revisited. ECGI Finance Working Paper No 28/2003. 2003;(28). Available from: https://doi.
org/10.2139/ssrn.423461.
Andres P, Vallelado E. Corporate governance in banking: The role of the
board of directors. Journal of Banking & Finance. 2008 Dec;32(12):2570–
2580. Available from: https://doi.org/10.1016/j.jbankfin.2008.05.008.
de Andres P, Vallelado E. Corporate governance in banking: The role of the
board of directors. Journal of Banking & Finance. 2008 Dec;32(12):2570–
2580. Available from: https://doi.org/10.1016/j.jbankfin.2008.05.008.

6

M. A. K. Basuony et al. / ITMSOC Transactions on Innovation & Business Engineering 02 (2017) 1–6

Biographies
Mohamed A. K. Basuony is Associate
Professor of Accounting at the School
of Business at the American University
in Cairo.
Prior to that, he worked at the German University in Cairo and Faculty of
Commerce, Ain Shams University.
He received both his Bachelor with
honours and Master Degree from the
same university.
He obtained his Ph.D. degree from
Brunel University in the UK.
His work experience includes twenty years teaching undergraduates as well as post-graduates in Egypt and the UK.
His areas of research are in performance management, balanced scorecard, management and strategic control, corporate
governance, and corporate social responsibility.

Ehab K. A. Mohamed is the Dean and
Professor of Accounting at the Faculty
of Management Technology, German
University in Cairo.
Prior to joining GUC he worked for
10 years at Sultan Qaboos University,
Oman.
He graduated from Cairo University,
and received his M.Sc. & Ph.D. from
Cass Business School, London.
He is a Fellow of the Chartered Institute of Internal Auditors, UK.
His areas of research are in auditing, fraud, performance measurement, business education, financial reporting, and corporate
governance.
He has published a number of papers in international refereed
journals and presented papers at numerous international conferences.
He published two books on financial accounting and auditing.

Ahmed F. Elbayoumi is an assistant
professor of accounting at the Department of Accounting, Faculty of Commerce, Cairo University, Egypt. He
is also a visiting assistant professor,
Department of Accounting, School of
Business, The American University in
Cairo.
He received his PhD from Cairo
University, Egypt.
His main research interests are financial reporting, corporate governance,
and market based accounting research and auditing.

