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ABSTRACT

Subject of study — role of corporate governance practices in managing the largest Russian banks.The relevance of the study
is due to the fact that decisions affecting financial results of companies depend on socio-demographic characteristics of
their decision-makers and technology of these decisions. The Board of Directors is the body that controls the activities of
management, and the efficiency of management decisions depends on its structure. The aim of the study is to estimate
the influence of socio-demographic characteristics of directors on financial results of banks. In this research the authors
use such method as panel regression analysis to estimate the significance of the obtained results. The sample captures
the data on 6 largest Russian banks by total assets for the period 2011-2020. As the result, gender board diversity has
a positive and statistically significant impact both on ROA and ROE. Meanwhile, the influence of national diversity on
ROE is insignificant whereas the effect of this variable on ROA is significant and negative. In addition to board diversity
features, business size is also an important determinant of profitability. The negative influence of this indicator should
not be understood literally. The largest Russian banks are examined in this article, so the growth in the volume of their
assets is associated with a decline in profitability in relative terms. The analysis also reveals that board independence
and leverage do not affect profitability. Conclusion confirm a positive influence of board gender diversity on financial
performance of Russian banks. Along with that, a negative impact of national diversity and an insignificant impact of
board independence refute the results reported by both foreign and Russian authors. Further research on the influence
of corporate governance practices on financial performance of Russian companies is required.
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INTRODUCTION

Corporate governance has a direct impact
on the success of the company as a whole. It
is the board of directors (further — BD) that
determines and takes decisions that will
lead to either positive or negative results for
the company. The search for the optimal BD
structure of the company has become the
subject of research for both management
practitioners and the academic community
[1].

Among the parameters of the BD
structure that influence the performance
of management, among others, socio-
demographic characteristics, CEO duality,
the level of competence of directors about
the salaries in the company, educational
level and professional experience of directors
were identified [2]. This paper is focused
to the examination of the effect of the
socio-demographic characteristics of the
BD members on the financial results of top
Russian banks.

Statistics on BD structures in Russian
enterprises indicate the following. The
share of independent directors increased
significantly from 36.7% to 42.2% in 2020.
Based at the six-year retrospective, the
growth was 3.2% (in 2014, independent
directors accounted for 39% of the total BD
membership). The representation of women
in the Russian BD is still one of the lowest
compared to international practice despite
the fact that the share of women on boards
of directors increased from 8.4 to 10.5%
in 2020. The percentage of companies that
do not include women on their boards has
more than halved — from 37% in 2019 to
23% in 2020. The share of foreign directors
was 29.2% in 2020 and thus remained almost
unchanged compared to 2019 (29.7%).!

The purpose of the paper is to examine
the influence of the BD structure on the
financial results of the main Russian banks.

! SpencerStuart. Russia Board Index; 2020. URL: https://
www.spencerstuart.com/-/media/2021/june/russiabi2020/
russiabi_2020.pdf (accessed on 07.01.2023).
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Specifically, the following criteria are
assessed: board independence, the share
of female directors and the share of foreign
directors.

REVIEW OF THE LITERATURE

The theory that had the largest influence
on corporate governance practices may
appropriately be called an agency theory.
It explores the problem of the separation
ownership and control. This theory describes
the relationships between hired directors and
shareholders as a contract in which owners
(principals) hire managers (agents) under
certain conditions. And while managers
are expected to conduct their work in a
professional manner and act in the best
interest of the company, in fact, this is not
always the case [3].

Managers who obtain enormous resources
of the company at their disposal begin to use
them not for the development of a company,
but for their own purposes or to achieve the
target indicators of their activities [4]. This
situation is referred to as an agency problem
or agency conflict in the literature [5].

In the practice of corporate management,
a huge amount of paper is devoted to the
issue of the resolution of agency conflicts
[6—9]. One of the most effective practices
is the creation of a board of directors and
the invitation of so-called independent
directors [10]. Moreover, the composition and
structure of the BD, namely the total number
of directors, the share of independent
directors and the proportion of female and
foreign directors, also influence the financial
performance of the business.

In Russia, agency theory has not been
widely adopted. This is partly due to the less
developed practices of corporate governance
in general. Also, a factor reducing the
effectiveness of corporate governance
procedures is the fact that enterprises in
Russia often use tools beyond the legal
framework which puts into question the
development of this model in domestic
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enterprises [11]. On the other hand, with the
development of the stock market, the need
for improving the legal field and corporate
governance practices for regulating business
will grow.

METHODOLOGY OF ANALYSIS
Data

The explored sample comprises the six
largest Russian banks as the management
practices in such financial institutions and
the management methods employed may
differ considerably from those implemented
in banks with smaller assets. It should also
be taken into consideration that reporting in
financial companies has a number of aspects
contrasted to non-financial companies,
therefore it would be methodologically
irrelevant to include in the sample both
financial and non-financial companies. The
analysis period is 2011-2020. This period is
selected in view of the fact that in 2010-2011,
the global markets began to recover after
the catastrophic 2007-2009 recession, and
starting from 2020, the financial performance
of enterprises were heavily damaged by the
COVID-19 pandemic. The data is derived
from the annual reports of the relevant banks,
taken from their official websites.

Methods of analysis
The following methods are used for analysis:
descriptive statistical analysis, correlation
analysis of independent variables, panel
regression analysis, and the Hausman test.

The degree of correlation is measured
using the Pearson coefficient. For the interval
variables that are used in the work, this
coefficient is preferred over other similar
indicators, such as the Spearman and Kendall
factors [12].

Correlation analysis is performed to
detect potential multicollinearity. This
phenomenon reflects a strong correlation
between independent variables. In the event
of a strong correlation in the sample, the
regression results may show that one of the
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variables affects the dependent variable while
the other does not, but this may not be the
case [13].

The least squares method is one of the
methods of mathematical regression analysis
used to determine parameters in which
the modeled relationship between factors
is closest to the real observed values of
variables [14]. Thus, the least squares method
estimates the size of the deviation of real
values from the modeled values and seeks to
minimize it [15].

When conducting panel analysis, another
task arises: choosing the optimal model
specification from two options, namely
models with either fixed or random effects.
The Hausman test is performed to determine
whether the results of a random effect model
are stable and can be used for analysis [16].

Model and hypotheses
The analytical model for panel regression
analysis is as follows:

ROA(ROE)=Size+Leverage +Gender +
+ Board Independence +Foreign,

where ROA (Return on Assets) — profit before
deduction of taxes and interest payments /
total assets (profitability of total capital);

ROE (Return on Equity) — net profit /
equity (profit of own capital);

Gender (gender diversity) — number of
women in the BD / total number of directors;

Board Independence — number of
independent directors / total number of
directors;

Foreign (national diversity) — number of
foreign directors / total number of directors.

Size — natural logarithm of assets;

Leverage — liabilities / assets.

The last two variables are control variables.
They are included in the model in order to
exclude the possible undetected influence of
these factors. Thus, two models that reflect
different types of profitability are analyzed:
total capital and equity.
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Table 1
Descriptive Statistics
Variable Observations Average ::l?adt?;: Min Max

ROE 60 12.87% 0.133 -25.16% 43.90%
ROA 60 7.89% 0.096 -1.31% 39.42%
Size 60 8.090 1.648 3.440 10.492

Leverage 60 89.29% 7.39% 64.49% 130.77%
Board independence 33 35.76% 12.32% 11.11% 54.55%
Foreign 40 30.79% 23.74% 5.88% 90.91%
Gender 38 14.84% 7.69% 0.00% 28.57%

Source: Developed by the authors.

These models test the following
hypotheses:

Hypothesis 1: the share of independent
directors has a significant impact on the
profitability of banks;

Hypothesis 2: the share of female directors
has a statistically significant impact on bank
profitability;

Hypothesis 3: the share of foreign directors has
a significant impact on the profitability of banks.

It is expected that the explored factors will
have a statistically significant relationship
with the profitability of banks. Similarly, the
hypotheses are formulated in the form of the
rejection of this relationship according to
the logic of the statistical tests that will be
conducted in the research process.

ANALYSIS

Statistical analysis is performed in four steps.

In the first stage, the descriptive statistics of
the sample are analysed; then the correlation
coefficients between independent variables
are assessed; the next step is the panel
regression analysis; and, the final stage is the
Hausman specification test.

Descriptive statistics analysis
To begin with, we describe the sample
statistics. The analysis considered 5
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independent variables (company size,
leverage, percentage of independent directors
in the BD, percentage of foreigners in the BD
and percentage of women in the BD) and 2
dependent variables (return on equity and
return on assets). Descriptive statistics are
presented in Table 1.

Descriptive statistics analysis reflects the
importance of leverage as its mean value
was. Almost 90% indicate leverage growth
in the banking sector over the past 10 years.
Obviously, the banking sector requires free
financial resources that remain after all
current costs are executed. However, it is
worth noting that the growth in leverage has
negative implications for the industry, as the
stock of own funds of companies with high
leverage is limited. A high level of leverage
also has a negative impact on the efficiency
of the company which in combination can
become one of the causes of bankruptcy.

Average profitability was 12.87% for ROE
and 7.89% for ROA, respectively. However,
the minimum values for both dependent
variables are negative, indicating that banks
in the sample recorded losses in certain years.

With regard to the BD structure, the
average share of female directors was 15%
while there were also boards of directors with
no women. The highest level of presence of

©® FINANCE: THEORY AND PRACTICE 4 Vol. 27, No.3°2023 ¢ FINANCETP.FA.RU



A.N. Krasnov, .V. Balynin, L.A. Shmeleva

Table 2
Correlation Matrix
Variable Size Leverage Board Ind. Foreign Gender
Size 1
Leverage -0.083 1
Board independent 0.128 -0.070 1
Foreign -0.662 -0.259 0.146 1
Gender 0.071 -0.218 0.588 0.192 1

Source: Developed by the authors.

female directors was 28.57%, i.e. just under
a third. The average percentage of foreigners
was higher, namely 31%, while the maximum
presence of foreign directors was 90% (9
out of 10 directors were foreigners). The
average board independence ratio is 36%,
i.e. on average two executive directors per
one independent director on the board
of directors of Russian banks. There were
also banks where the share of independent
directors exceeded 50%.

The next step was to determine the
correlation between the independent
variables. At this stage, the Pearson
coefficient was used to examine the
correlation between variables such as
company size, leverage, percentage of
board independence in BD, percent of
foreigners in BD and percent of women in
BD. In this image, the Pearson coefficient, as
mentioned above, reflects the relationship of
independent variables between themselves.
The correlation analysis results are presented
in Table 2.

The analysis using the Pearson coefficient
identified two pairs with the highest
correlation rates: between the percentage
of foreigners in BD and the size of the
organization (-0.662), as well as between the
proportion of women in BD, and the percent
of independent directors in BD (0.588).

Regarding the first correlation between the
percentage of foreigners in BD and the size

of the company, it can be seen that the larger
the company’s size, the more it tends to
invite to its board of directors’ managers with
a foreign passport. Foreign specialists in BD
are needed to expand business relationships,
diversity in management approach and to
make independent decisions that allow a
sober assessment of the company’s activities,
to analyze the negative sides and to develop
positive aspects.

The second pair of variables with a strong
correlation is the relationship between
the proportion of women in BD and the
percentage of independent directors in BD.
In the world economy of the 215t century,
the trend to gender equality is taken, which
allows women to hold high positions in the
management of large companies. Numerous
studies show that firms with women on their
boards of directors operate more efficiently
[17, 18]. This enables us to confidently state
the requirement for a proper selection of the
BD composition. When developing the BD,
the company’s management must consider
the number of independent directors, women,
and foreigners on the board.

As a consequence of summarizing the
correlation matrix study, we can infer that
organizations with women in BD function
more effectively and have greater financial
results. According to Pearson’s coefficient
analysis, the optimum number of women
on the board of directors is 15-20%, or
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Table 3

Regression Analysis Results

Size -0.055 (0.024)™ | -0.068 (0.006) ** -0,072 (0,091) ~0,051 (0,021) *
Leverage -0.072 (0.151) -0.066 (0.150) 0,655 (0,568) 0,780 (0,520)
Gender 0.104 (0.142) 0.275 (0.099) *** 0,773 (0,532) 0,971 (0,343) ***
Foreign -0.153 (0.100) -0.177 (0.050) *** 0,190 (0,373) -0,036 (0,172)
Board independent ~0.003 (0.068) 0.025 (0.066) ~0,0704 (0,258) 0,039 (0,230)
R 0.942 0.958 0,445 0,563
(Fps\fzﬂfé;cs 10.570 (0.000) *** |  389.89 (0.000) *** 0,67 (0,649) 21,90 (0,001) ***
X2 (p-value) 47 (0.452) 141 (0.923)

Source: Developed by the authors.
Note: 3HaunmocTb: significance at the: *** — 1%, ** — 5%, * — 10%.

approximately 1 woman per every 6 males.
Women in BD allow for independent
assessment of solution effectiveness, analyze
problem situations, and carefully plan the
future of the company.

Regression analysis using the least squares
method

Since the paper uses panel sampling (data
varies in two dimensions — by year and by
company), it is necessary to assess which
of the models (with constant or random
effects) gives more accurate results. This
assessment was made using the Hausman
test. The test revealed that the random effect
model was more appropriate for both ROA
and ROE models. It was when choosing the
random model that the indicators were most
objective and true.

The following results were obtained after
conducting regression research for ROA
and ROE variables: the ROE indicator is
influenced by the size of the company and
gender, and the ROA indicator is also strongly
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influenced by the company size and gender,
but the presence of foreigners on the board of
directors also affects ROA (Table 3).

The result of the analysis shows that
ROE is statistically influenced by the size
of the company and gender, i.e. the number
of women on the board of directors. The
size of the company has a negative impact
on ROE. In other words, as the size of the
assets increases, this indicator decreases.
ROE measures the return on equity capital,
or the profitability of a company. When a
company is among the largest in its industry,
it is extremely difficult for it to grow at the
rate that young and growing companies do.
Thus, the relative return on capital of a large
company increases steadily over time. This
result is logical as the largest banks of the
country which already occupy a significant
market share were included in the sample.
Therefore, they do not grow extensively. It
should be noted that a negative correlation
between return on equity and asset growth
will be found in major banks, but the
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Table 4

Research hypotheses results

Hypotheses

ROA ROE

Board independent (hypothesis 1)

Not confirmed Not confirmed

Gender (hypothesis 2)

Confirmed (+) Confirmed (+)

Foreign (hypothesis 3)

Confirmed (+) Not confirmed

Source: Developed by the authors.

conclusion cannot be generalized to smaller
businesses. It should also be noted that the
study’s result is significant at the 5% level,
which means that the probability that the
size does not actually affect ROE is 5%. This
demonstrates the significance of this variable.

The second variable that has a strong impact
on the ROE score is the share of women on
the board of directors. This coefficient has
a 1% significance. In other words, the error
probability in estimating the significance of
this change in ROE is 1%. According to the
regression analysis, the inclusion of women on
the board has a positive impact on ROE. As a
result, we observe a trend: increasing the share
of female directors has a positive impact on
return on equity.

There are several arguments for positive
impact of female directors on the company’s
financial results. It is mostly due to men and
women’s distinct ways of thinking in general.
Men perceive the world in a more linear and
rational manner, and they are required to
respond to fewer streams of information at the
same time. As a result, the natural restriction
of strictly “male” thinking may be a lack of
diversity of possibilities and an inadequate
perspective of the current condition of things.
In doing so, women perceive the world more
broadly, with more dimensions and a wider
range of experiences available. Women
are able to step out of line and offer non-
standard actions and solutions to problems
that are almost impossible to solve logically
[19, 20]. The downside of this perception is
often the inability to organize the layers of
perceived information and understand the

FINANCE: THEORY AND PRACTICE 4 Vol. 27, No.3°2023 ¢ FINANCETP.FA.RU @

causal relationships between phenomena. We
can improve the quality of the board’s overall
decision-making through integrating the best
features of both types of thinking, namely male
rationality, consistency, and pragmatism, and
female volumetric vision and more intuitive
thinking. This will lead to better management
and financial results.

At the same time, it should be understood
that the positive dynamics of the ROE
development is observed with the existing
ratio of men and women on the board
of directors, namely about 6:1. It cannot
be stated that if this ratio changes in
any direction, the positive dynamics will
continue.

The share of directors with foreign
citizenship and the share of independent
directors had no statistically significant
impact on the profitability of banks. Similarly,
the level of leverage did not affect the banks’
profitability.

The analysis of ROA indicates the
following. The regression analysis showed
that characteristics such as company size,
gender, and the number of foreigners on
the board of directors had the greatest
impact on ROA. The size of the company and
the number of foreigners on the board of
directors negatively affects the ROA indicator.
But the gender variable (the presence of
women in the BD) has a positive effect.

It should be noted that the presence of
foreign directors negatively affects the ROA
indicator at 1%. That is, the probability that
the presence of foreigners in the BD does not
matter for the ROA is 1%. Thus, as a result of
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testing hypotheses, it should be noted that not
all of them were confirmed (Table 4).

The impact of women’s share in BD
and company size on financial results was
explained above. Positive influences of the
presence of foreigners in the BD were also
noted, such as the expansion of business
ties, objective evaluation from outside and
new business experience. However, we must
not overlook the negative aspects of the
study, which were more significant. Because
of variations in education, mentality, and
culture, foreigners sometimes have difficulties
with understanding the nuances of the
activities of organizations in a given nation.
In this instance, foreigners are more likely
to interfere with management rather than to
assist it. Moreover, an agency conflict arises
from disagreements between independent
directors and managers, and as a result,
practices designed to improve corporate
governance have the opposite effect.

CONCLUSION

The paper is devoted to the role of corporate
governance practices in the main Russian
banks. The impact of BD characteristics on
company financial results has been studied in
specific. The use of panel regression analysis
allows us to assess the impact of BD members’
socio-demographic characteristics on bank
profitability, namely ROA and ROE. For both
dependent variables, the random effects model
proved to be more effective. This suggests that
the corporate governance practices presented
by the selected variables are quite similar in all
banks in the sample. At the same time, it should
be noted that these results apply exclusively
to the country’s top banks; extending them to,
for example, smaller banks or non-financial
businesses would be incorrect because these
companies would have different features.

The analysis showed that gender diversity
on the board of directors has a statistically
significant positive impact on both overall
profitability and profitability of banks’ equity
capital.

196

At the same time, the presence of
foreigners on the board has no influence on
the profitability of equity capital but has a
negative impact on the total profitability of
the company.

Besides the BD’s characteristics, bank size
was an important aspect in determining the
company’s success. This indicator’s negative
role should not be taken literally. As it was
noted, since the largest Russian banks were
analyzed, further growth of their assets is
associated with a decrease in profitability in
relative terms. The analysis also showed that
the share of independent directors and the
level of bank leverage had no statistically
significant impact on the profitability of banks.

The influence of corporate governance
practices on financial performance is a
relatively unexplored issue in Russian
management literature. In the practice of
corporate governance, at least 15-20 criteria
that have a pronounced and statistically
significant influence on company profitability
can be identified. Furthermore, by comparing
the obtained results with those in other
contexts, the results may be improved and
deepened. These might include samples from
non-financial institutions, smaller banks,
similar samples of banks from other countries
(both developing and developed economies),
and samples from different time periods.

It should be noted that the regression
analysis used in the work does not give
a complete picture. It does not reflect
causal relationships between variables.
The hypotheses are based on the existing
literature, however there is no guarantee that
the relationships applied in this sample are
the same as those used by other authors in
the past. Regression analysis also assumes
linearity between variables whereas in reality
the relationship may be non-linear [21, 22].

The results of this study may be valuable to
managers of certain companies (particularly
those sampled) as additional sources of
information since they suggest various
management decisions.
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