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Abstract: 

Corporate Governance (CG) is all about the public trust, confidence of customers and investors 

and the shareholder’s wealth. With increasing competition day by day the need for CG is also on 

the hot seat. The terms like integrity, openness, transparency, accountability which are necessary 

in decision making process are gaining the prominent place. So, we can say CG is the process and 

structure through which the affairs of firm are managed for enhancing these terms and ultimately 

the objective is to ensure shareholders wealth.  

The present paper examines empirically whether the various elements of Corporate Governance 

affect the performance in the Indian commercial banks. The variables such as board size, board 

meetings, executive directors, non-executive directors and independent directors are measured 

through the performance measures such as Earning Per Share (EPS) and Tobin’s Q in the select 

public banks in India. The period for the study is taken from 2009-2010 to 2013-2014. The data 

collected is purely based on secondary data. The sample of five banks has been selected on the 

basis of size of the total assets. The study found that board size is positively significant with the 

performance in case of EPS and negatively significant with the number of executive and 

independent directors in case of both EPS and Tobin’s Q. 
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Introduction 

Corporate Governance is defined as the systems by which the companies are directed and 

controlled. It involves regulatory and market mechanisms and the roles and relationships between 

a company’s management, board, shareholders and other stakeholders and the goals for which 

the company is governed. 

The concept of CG identifies their role and responsibilities as well as their rights in the context of 

the company. Investors believe that a company, with good corporate governance, would perform 

over a period of time and that effective governance could reduce the risk and attract further 

investment (Agrawal. A and C.R. Knoeber, 1996). 

Un-doubtfully, corporate governance is the smooth and safe road for investors to achieve good 

results in term of profits and returns (Smith, 1996; Huson, 1997; Nesbitt, 1994). Corporate 

governance is defined in several ways; Organization for Economic Co-operation and Development 

(OCED) explained "Corporate governance involves a set of relationships between a company’s 



International Journal of Research in Finance and Marketing (IJRFM)  

Vol. 7 Issue 6, June - 2017 
ISSN(o): 2231-5985 | Impact Factor: 6.397 |    

 

 

International Journal of Research in Finance & Marketing 

      Email:- editorijrim@gmail.com, http://www.euroasiapub.org 

  An open access scholarly, peer-reviewed, interdisciplinary, monthly, and fully refereed journal 
 

63 

management, its board, its shareholders and other stakeholders. Corporate governance also 

provides the structure through which the objectives of the company are set, and the means of 

obtaining those objectives and monitoring performance are determined." Cadbury Committee 

(1992) defined it as "The system by which companies are directed and controlled." 

 

The board of directors plays an important role in the operation of a company. It oversees top 

management and is entrusted with the responsibility of monitoring and supervising the 

company’s resources and operation. 

 

Review of Literature 

Several studies have been conducted to examine the impact and relationship between corporate 

governance variables and firm performance but is still a fundamental issue for researchers. 

It is widely acclaimed that good corporate governance enhances a firm’s performance (Brickley et 

al, 1994; Brickley and James, 1987; Byrd and Hickman, 1992; Chung et al, 2003; Hossain et al, 

2000; Lee et al, 1992; Rosenstein and Wyatt, 1990; Weisbach, 1988). In spite of the generally 

accepted notion that effective corporate governance enhances firm performance, other studies 

have reported negative relationship between corporate governance and firm performance 

(Bathala and Rao, 1995; Hutchinson, 2002) or have not found any relationship ( Prevost et al. 2002; 

Young, 2003). Yermack (1996) examines the relation between board size and firm performance, 

concluding that the smaller the board sizes the better the performance, and proposing an optimal 

board size of ten or fewer. John and Senbet (1998) maintain that the findings of Yermack have 

important implications, not least because they may call for the need to depend on forces outside 

the market system in order to determine the size of the board. 

 

Erkens, Hung and Matos (2012) investigate the impact of CG on financial firms’ performance 

during the financial crisis of 2007-2008 and examined the relation between the firm performance 

and CG by regressing stock returns the crisis on measure of CG and control variables. The study 

found that firms with more independent members and high institutional investors’ ownership 

posted worse stock returns during the crisis period. 

Sahu & Manna (2012) investigated that whether the corporate board composition and board 

meeting affect the performance of selected 4 Indian manufacturing companies. The study period 

was taken from April 2006 to March 2011 on 52 manufacturing companies. They measured the 

corporate performance through the measure like ROA, ROCE, RONW, Tobin’s Q and EVA, MVA. 

The results showed that board size and board meetings have a positive impact on corporate 

performance whereas independence of the board and presence of non-executive chairman in the 

board has negative impact. Also found that there is no significant relationship between the 

proportion of executive directors in the board and the performance of the companies. 

Kathuria and Dash (1999) in their empirical study revealed that the size of the board plays an 

important role in influencing the financial performance of corporations. They concluded that the 
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performance improves if the board size increases, but the contribution of an additional board 

member decreases as the size of the board increases. In other words, corporations which already 

have a high average board size do not gain much if an additional board member joins. 

 

Need for the study 

Firm performance evaluation is necessary to improve the economic conditions in today’s 

globalized world. It is affected by corporate governance mechanism of sample companies in India, 

because their success or failure is dependent on the extent to which they are managed efficiently.  

It is beneficial to the banking industry to enhance their corporate strategy and financial integrity 

of their organizations so as to protect the interest of all the stakeholders including the creditors, 

investors, policy makers, apex regulation bodies and the economy as a whole. Earning Per Share 

(EPS) is the portion of a company’s profit that is allocated to each outstanding share of common 

stock serving as an indicator of the company’s profitability. So it is necessary to have effective 

corporate governance mechanisms to protect the shareholders interest in the company. And if 

there is effective corporate governance mechanism in place, it enables the firms to attract low cost 

investments by attracting improved investors and creditors’ confidence, both nationally and 

internationally which results in long term performance. 

 

Objective of the study 

The prime and only objective of is to study the impact of Corporate Governance practices on firm 

performance in select public sector banks in India. 

 

Methodology 

Sample selection 

Commercial banks form a significant part of the country’s financial Institution System. The 

operations of all these banks are regulated by the Reserve Bank of India, which is the central bank 

and supreme financial authority in India. Hence the sample for this study included five public 

sector banks based on the size of the total asset. 

 

Sources and Collection of Data 

The present study is done exclusively on secondary data and referred financial statements and 

report on corporate governance column, which were collected from PROWESS. The other relevant 

details were collected from different websites, reputed journal and books. 

 

Time period the study 

The study analysed the financial statement of Select Commercial Banks and also obtained 

information on company’s report on corporate governance from 1st April 2009-2010 to 31st March 

2013-2014.(5 years). 

 

http://www.euroasiapub.org/


International Journal of Research in Finance and Marketing (IJRFM)  

Vol. 7 Issue 6, June - 2017 
ISSN(o): 2231-5985 | Impact Factor: 6.397 |    

 

 

International Journal of Research in Finance & Marketing 

      Email:- editorijrim@gmail.com, http://www.euroasiapub.org 

  An open access scholarly, peer-reviewed, interdisciplinary, monthly, and fully refereed journal 
 

65 

Tools used in the study  

The present study used multiple regression analysis by stepwise method to know the impact on 

financial ratios such as EPS and Tobin’s which are taken as measures of firm performance. 

 

Scope of the study 

There are 87 commercial banks in India which include 26 schedule commercial banks, 20 private 

sector banks and 41 foreign banks (RBI Annual Report 2012-2013). The scope of the research is   

confined to five Public Sector Banks which are listed on both NSE and BSE in India. The selection 

of banks is done on the basis of size of total assets.  

 

The list of listed banks selected for the study 

Table 1 

SELECT PUBLIC SECTOR BANKS 

Name of the bank Size of Total Assets ( in 

Crores) 

State Bank of India    17,92,235 

Bank of Baroda 6,59,505 

Bank of India 5,73,190 

Punjab National Bank 5,50,420 

Canara Bank 4,91,922 

 

Source: Indian Banker’s Association 2014 

 

Variables used in the Study 

Table 2 

Name of the Variables Measure of the Variables 

EPS  (Dependent Variable)  Net Earnings/Outstanding Shares 

Tobin’s Q (Dependent Variable) Total Market Value of firm/Total Asset Value 

Board Size (Independent Variable) Total number of directors on the Board 

Executive Directors (Independent Variable) Total number of Executive Directors  

Non-Executive Directors (Independent Variable) Total number of Non-Executive Directors  

Independent Directors (Independent Variable) Total number of Independent Directors 

Non-Independent Directors (Independent Variable) Total number of Non-Independent Directors 
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Conceptual Model 

 

 

 

(A) Analysis of Corporate Governance Practice and Firm Performance by taking EPS as 

Dependent Variable 

Hypotheses 

In order to achieve objective the following hypotheses are set. 

H1: There is a positive impact of board size on EPS 

H2: There is a positive impact of presence of Executive Directors on EPS 

H3: There is a positive impact of presence of Non-Executive Directors on EPS 

H4: There is a positive impact of presence of Independent Directors on EPS 

H5: There is a positive impact of frequency of Board Meetings on EPS 

 

 

Governance Variables

Board Size

Executive Directors

Non-Executive Directors

Independent Directors

Board Meetings

Corporate 
Performance

Earning Per Share

Tobin’s Q
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Stepwise Regression is performed to know the weakest correlated variables and the variables 

which explain the best distribution. Hence by taking dependent variable as Earning Per Share i.e 

(EPS) and independent variables such as board size, executive directors, non-executive directors, 

independent directors, board meetings it was found that the data fits into three models, one with 

EPS verses Independent Directors and the another EPS verses board size and the third is EPS 

verses Executive Directors of public sector banks. The corresponding R values are 0.504, .665 

and .764. The values depicts that there is common variation between the dependent variables and 

independent variables. These estimated regression values are tested by ANOVA and found that all 

the three regression equations fits well as the F values are significant i.e less than 0.05. 

Also the performance of independent variables is evaluated by testing the co-efficient of these 

variables and found that in these three models the coefficient of independent variables are 

significant as probability p value is less and or equal to 0.05. The results are tabulated in the co-

efficient table. With these results we conclude that the Earning Per Share of public sectors banks 

is directly related to Independent directors as one model, Independent Directors and Board size 

as second Model and Independent Directors, Board Size and Executive Directors as another model. 

Table 3 

Model Summary 

Model R R Square Adjusted R 

Square 

Std. Error of 

the Estimate 

1 .504a .254 .221 40.01514 

2 .655b .429 .377 35.77957 

3 .764c .583 .524 31.29254 

a. Predictors: (Constant), IndeDirec 

b. Predictors: (Constant), IndeDirec, BoardSize 

c. Predictors: (Constant), IndeDirec, BoardSize, ExecDirec 

Table 4 

ANOVAa 

Model Sum of Squares df Mean Square F Sig. 

1 

Regression 12516.018 1 12516.018 7.817 .010b 

Residual 36827.871 23 1601.212   

Total 49343.889 24    

2 

Regression 21179.979 2 10589.989 8.272 .002c 

Residual 28163.910 22 1280.178   

Total 49343.889 24    

3 

Regression 28780.202 3 9593.401 9.797 .000d 

Residual 20563.687 21 979.223   

Total 49343.889 24    
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a. Dependent Variable: EPS 

b. Predictors: (Constant), IndeDirec 

c. Predictors: (Constant), IndeDirec, BoardSize 

d. Predictors: (Constant), IndeDirec, BoardSize, ExecDirec 

 

Source: Compiled by the Researcher 

Table 5 

Coefficientsa 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

B Std. Error Beta 

1 
(Constant) 111.772 8.855  12.622 .000 

IndeDirec -6.462 2.311 -.504 -2.796 .010 

2 

(Constant) -28.433 54.473  -.522 .607 

IndeDirec -7.021 2.078 -.547 -3.379 .003 

BoardSize 8.481 3.260 .421 2.601 .016 

3 

(Constant) -24.785 47.659  -.520 .608 

IndeDirec -6.540 1.825 -.510 -3.583 .002 

BoardSize 11.831 3.094 .588 3.823 .001 

ExecDirec -13.803 4.955 -.429 -2.786 .011 

a. Dependent Variable: EPS 

Source: Compiled by the Researcher 

 

The co-efficient results provide support to Hypothesis 1. It means that the number of member on 

the board size has a positive impact on EPS as the p value is 0.010 which less than 0.05 that 

indicates the value is significant. Similarly, it also supports H2 and H4 as the p values for these two 

variables are less than 0.05. It shows the values are significant, the values being 0.016 and .011. 

The results could be explained by the facts that the variables such as size of the board, the number 

of executive directors and the number of independent directors explain the performance of the 

banks with EPS variable. 

From the above co-efficient table the three regression equations formed are 

 

EPS (Y) = 111.772 + 6.462 (Independent Directors) 

EPS (Y) = -28.433 -7.021 (Independent Directors) + 8.481 (Board Size) 

EPS (Y) = -24.785 – 6.54 (Independent Directors) + 11.831 (Board Size) + 7.366 (Executive 

Directors) 
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(B) Analysis of Corporate Governance Practice and Firm Performance by taking Tobin’s 

Q as Dependent Variable 

Hypotheses 

H1 (a): There is a positive impact of board size on Tobin’s Q 

H2 (a): There is a positive impact of presence of Executive Directors on Tobin’s Q 

H3 (a): There is a positive impact of presence of Non-Executive Directors on Tobin’s Q 

H4 (a): There is a positive impact of presence of Independent Directors on Tobin’s Q 

H5 (a): There is a positive impact of frequency of Board Meetings on Tobin’s Q 

In this the all five independent variables being same and the dependent variable is being taken as 

Tobin’s Q. The same multiple regression is applied to know the impact of independent variables 

on dependent variable and found that the data fits into two models. One Tobin’s Q with Executive 

Directors and another Tobin’s Q with number of independent directors on the board. The R values 

from the table of Model Summary shows that there is common variation of 56.8 percent in Tobin’s 

Q and Executive Directors and 70.7 percent including number of number of executive directors 

and independent directors on the board. 

 

The co-efficient table shows that, in these two models the coefficient of independent variables is 

significant as probability p value is less and or equal to 0.05. The results are tabulated in the co-

efficient table. With these results we conclude that the Tobin’s Q of public sectors banks is directly 

related to Executive Directors as one model, Executive Directors and Independent Directors as 

second Model. The results supports H1(a) and H4(a) as there is impact of executive and 

independent directors on the performance of the banks but it is showing negatively significant. 

 

Table 6 

Model Summary 

Model R R Square Adjusted R 

Square 

Std. Error of 

the Estimate 

1 .568a .322 .293 2.54459 

2 .707b .500 .455 2.23429 

 

Source: Compiled by the Researcher 
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Table 7 

 

ANOVAa 

Model Sum of Squares df Mean Square F Sig. 

1 

Regression 70.759 1 70.759 10.928 .003b 

Residual 148.924 23 6.475   

Total 219.683 24    

2 

Regression 109.858 2 54.929 11.003 .000c 

Residual 109.825 22 4.992   

Total 219.683 24    

a. Dependent Variable: tobinsQ 

b. Predictors: (Constant), ExecDirec 

c. Predictors: (Constant), ExecDirec, IndeDirec 

 

Source: Compiled by the Researcher 

 

Table 8 

Coefficientsa 

Model Unstandardized Coefficients Standardized 

Coefficients 

t Sig. 

B Std. Error Beta 

1 
(Constant) 12.556 1.684  7.455 .000 

ExecDirec -1.217 .368 -.568 -3.306 .003 

2 

(Constant) 12.646 1.479  8.550 .000 

ExecDirec -1.101 .326 -.513 -3.378 .003 

IndeDirec -.364 .130 -.425 -2.799 .010 

a. Dependent Variable: Tobin’s Q 

 

Source: Compiled by the Researcher 

 

 

Tobin’s Q (Y) = 12.556 – 1.217 (Executive Directors) 

Tobin’s Q (Y) = 12.646 -1.101 (Executive Directors) - .364 (Independent Directors) 

 

Findings and Conclusion 

Corporate Governance Practice in the banking system differs substantially from that in 

corporations. The present study analyses the impact of corporate governance factors on the 
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performance of the select banks. Using multiple regressions (Stepwise Method) examined the 

impact of corporate governance and firm profitability in terms of EPS and Tobin’s Q. The sample 

consists of five public sector banks for the period of 2009-2010 to 2013-2014. The results of the 

study provide evidence that some corporate governance variables measures are not significantly 

impact on EPS and Tobin’s Q. But in the variable board size it is found that there is positively 

significant relation between board size and the performance of the banks when EPS taken as the 

performance measure i.e. if the number of directors in the board increases the value of EPS 

increases and then the performance also increases and the vice versa. The larger the board the 

number of shares will be more. 

 

On the other hand the composition of board i.e. number of executive director and independent 

directors on the board are negatively significant. The independent directors are not involved in 

day to day decision making process. They may not have practical knowledge about the condition 

of the firm and they are pressurized by other directors which might mislead to decision making 

process. In case of executive directors though they are involved in day to day operation of the 

organization but the results are showing that there is negative significance. It might be due to not 

fulfilling the motivational role in addition to office based work or it may be due to information 

which is going in organization but is not receiving by the executive directors from the members of 

the organization. In this study the variables such as number of non-executive directors and 

number of board meeting conducted annually will not impact the performance of the select public 

sector banks in India. 

 

Discussions:  

(i) Research Implications:  

This study will help the board of directors’ specially executive directors and independent 

directors that their presence in the board will influence on the net income of a company allocated 

to each of its shareholders and also increases the market value of the firm. 

 

(ii) Limitations of the Study and Scope for Further Research  

The following are the limitations of the study:  

1.  The study is purely based on secondary data of only public sectors banks in India.  

2. The statistical tools applied in the study which will have certain inherent limitation.  

 

The following are the pointers which can be used for further research:  

1. A study could be made only with private sector banks with same objective. 

2. A study could be made with other parameters such as ROA, ROCE, NPM, P/E Ratio etc. 

3. The period of the study can also be increased. 
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4. A comparative study of public sector with private sector could be done with same 

objective.  
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