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Executive Summary  

Board composition - especially when it relates to diversity, has become a major topic of discussion within the 

corporate governance field with a number of studies seeking to explore the effect on firm performance. Banks are 

often excluded from these studies, since they operate under different structures and are under a highly regulated 

environment. This thesis is inspired by the “Recommendations on Corporate Governance” report from the Danish 

Business Authority’s Committee on Corporate Governance (2017) and seeks to examine the relationship between 

three corporate governance factors, the size of the board, the diversity of the board, the average number of 

directorships, and financial performance on a sample of 61 Danish banks over the time period 2014-2018. 

The empirical analysis controls primarily for accounting-based financial measures. The results conclude that board 

size has a negative, but non-significant, effect on financial performance of Danish banks. This paper, furthermore, 

does not find a significant link between financial performance, as measured by return on average assets, and 

female/foreign board representation. We do find evidence for the “critical mass” theory; when the proportion of 

female and foreign board representation exceeds respectively 31% and 67%, the effect of this type of diversity on 

financial performance is significantly positive after controlling for a number of governance and financial variables. 

Finally, we find that multiple directorships have a significantly negative effect on return on average assets. 
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1. Introduction 
 
In the wake of major corporate collapses, the rise in corporate financial scandals and fraudulent financial reporting, 

corporate governance has in the last two decades become the subject of debate and empirical analysis among many, 

including managers, researchers, and even policymakers. Although the financial crash had many different causes, 

corporate governance structures have been heavily blamed in the years that followed, even though the role that it 

had in the emergence of the crisis is questionable and heavily debated.  

 

Investors and governments have demanded stronger corporate governance and increased regulation of major 

corporations, especially financial institutions. In Europe, regulations were made in order to increase banks’ capital 

requirements (CRD IV) as well as improve the oversight of management. CRD IV contained a number of new 

hard laws that address issues such as remuneration, reporting, board diversity, and board composition (European 

Commission, 2019). 

The financial crises shook the Danish financial system, and resulted in the resolution of many Danish banks, as 

well as in an increase in financial legislation. The Danish Financial Supervisory Authority was grated new 

regulatory tools following the financial crisis in order to strengthen its control over the financial soundness of 

banks and to regain the investors’ confidence in the financial system (Rose, 2017). It is a common belief that the 

Danish banking system’s collapse is a consequence of a lack of control by shareholders as well as financial 

authorities, and in particular, inefficient monitoring by the supervisory board of executive management (Rose, 

2017).  

 

According to the principal-agent theory, executives of firms often fail to act in the interest of investors, as they 

pursue personal interests. To mitigate this problem, corporate governance mechanisms are employed to incentivize 

managers to act in the interest of shareholders. One of these mechanisms include, of course, appointing an 

independent board of directors that act as a supervisory and monitoring body in the organization. This should, 

according to the literature, decrease the risk of corporate financial fraud (e.g., Dechow et al., 1996; Beasley, 1996; 

Uzun et al., 2004). Furthermore, a board composed of knowledgeable and experienced members can improve the 

financial performance by providing the management with sound advice and relevant information. 

There can, however, arise problems when the board, for example, is too large or lacks the technical skills in key 

areas such as accounting or experience in the industry the firm is operating within. Additionally, while 

implementing certain corporate governance mechanisms can improve the bank’s public accountability and 
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minimize unnecessary risk exposure (Basel Committee on Banking Supervision, 2006), it is unclear whether it has 

a significant impact on the financial performance. This would of course be of interest to shareholders.  

The purpose of good corporate governance is after all to ensure that the management is creating value for their 

shareholders and are acting responsibly, which in theory would strengthen the organization’s long-term 

competitiveness. Recommendations given in the report “Recommendations on Corporate Governance” (2017) 

from the Danish Business Authority’s Committee on Corporate Governance has the purpose of promoting the 

public’s trust to corporations. This paper seeks to explore whether some of the recommendations regarding the 

composition of the board of directors given in this report, has an effect on the financial performance of Danish 

banks.  

1.1. Motivation  

As observed in the 2008 financial crisis, bank crises are able to destabilize the economy of many countries. 

Research on the corporate governance of banks is, thus, both important from a private and a public perspective. 

With the recent Danske Bank money-laundering scandal and increasing talk of the emergence of a new financial 

crisis, having a greater understanding of the effects of corporate governance mechanisms on our financial industry 

is of importance. Although corporate governance may not be able to prohibit excessive credit risk exposure in 

financial firms, recognizing whether regulations regarding the corporate governance structure of financial firms 

even produces the desired result is of interest.  

 

Corporate governance in banking entails some differences compared to corporate governance in other industries. 

There are some structural differences for banks compared to manufacturing companies, for example. The difficulty 

in identifying the effect of corporate governance on performance may be due to the existence of different optimal 

structures across industries (Demsetz & Lehn, 1985; Romano, 1996). This is even more pronounced in the presence 

of regulation (Demsetz & Lehn, 1985) which of course plays a large role in financial institutions. By only studying 

the effects of corporate governance mechanisms in Danish banks, it will hopefully become clearer, what the 

relationship between performance and corporate governance mechanisms entails within this specific scope. 

Different papers have studied the effect of some corporate governance mechanisms on bank performance in 

different countries, but the studies altogether have not produced a clear consensus on the relationship. This may 

be due to some country-specific differences, or because the effects are simply not so straightforward and of an 

ambiguous nature.  
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Specifically, the focus on regulating board composition is of interest in this paper.  Namely, the effect of diversity, 

board size, and multiple directorship. This thesis attempts to show how and whether the characteristics and 

composition of the supervisory board of Danish banks impact the banks’ financial performance.  

1.2. Problem statement 

Do the recommendations for board composition given in the report “Recommendations on Corporate Governance” 

(2017) from the Danish Business Authority’s Committee on Corporate Governance have an effect on the financial 

performance of Danish banks? 

 

Hypotheses:  

1) Increasing the board size harms banks’ financial performance 

Board size has been both positively and negatively linked to firm performance by a number of studies. It therefore 

seems interesting that the report “Recommendations on Corporate Governance” (2017) promotes a restriction on 

board size. Since they recommend restricting the board size, we expect to see a negative relationship between 

board size and financial performance. 

 

2) Board diversity improves banks’ financial performance 

Board diversity gets promoted as a mechanism that enhances the decision-making of boards, but the discussion 

may be more linked to a discussion of what good corporate governance should achieve. 

For example, Brown et al. 2002 argue that if good corporate governance does not result in improved performance, 

then the question of who sits on the board of the company or how that board operates has no practical value and 

appointing women to the board in that case merely has symbolic value. In light of the quotas debate, this question 

is vital. 

 

3) Directors with multiple directorships decreases bank performance  

Multiple directorship is another debated aspect with regards to electing board members. Some believe that directors 

with multiple directorships can be regarded as high-quality directors, while others argue that such directors are 

being spread too thin. “Recommendations on Corporate Governance” (2017) recommends that board members 

limit their directorship positions to ensure that they are capable of fulfilling their responsibilities as directors at a 

satisfactory level for the company. Therefore, we assume that multiple directorships decrease board performance 

and hence banks’ financial performance as well.  



 

Page 7 of 72 

 

1.3 Delimitations 

The thesis aims to research whether recommended board composition structures as defined by the Danish Business 

Authority’s Committee on Corporate Governance has an effect on the financial performance, as measured by 

return on average assets, of both listed and unlisted Danish banks in the years 2014-2018. Specifically, whether 

diversity, board size, and multiple directorships actually have an effect on return on average assets. 

 

An easily identifiable, and widely discussed, board “diversity” measure is the proportion of female and foreign 

directors. Other possible diversity variables are not included due to the difficulty of finding and gathering such 

information, as the primary data source is the banks’ annual reports.  

The study does not make a distinction between independent and non-independent directors, since most of the board 

members on Danish bank boards are independent. The proportion of employee representatives are, however, 

included as a control variable in the regressions. 

 

Banks that were not active during all five years and/or lack some of the information needed are excluded. The time 

scope has been restricted to the years 2014-2018, as the governance data is largely gathered manually. Other 

financial performance measures (such as Tobin’s Q and return on average equity) are excluded, since they 

produced a very similar outcome to return on average assets when tested. 

 

In short, the large focus of the thesis is on examining the effect of the proportion of female and foreign directors, 

the effect of the total board size, and the average number of directorship positions a bank board has on the financial 

performance of banks as measured solely by return on average assets.  
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1.4 Thesis structure 
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2. Background, Theory, and Literature  

This part of the paper shortly introduces the important background, theory, and purpose behind the implementation 

of a supervisory board. The special corporate governance circumstances for banks are then discussed, in order to 

provide some perspective before the empirical analysis of the effect that board composition has on firm 

performance. The theoretical issues are the foundation behind the practical outcomes and the formulation of the 

research question, as presented in Section 1.2. The current literature on board size, board diversity, and multiple 

directorships is then presented, before highlighting the actual recommendations from the Committee on Corporate 

Governance 2017 report that are central to the scope of this paper. Lastly, an overview of the banking industry in 

Denmark is presented. 

 

2.1 Agency theory  

Agency theory is a central focal point in many corporate governance discussions. 

Jensen & Meckling (1976) describe the agency relationship as follows: 

“[…] a contract under which one or more persons (the principal(s)) engage another person (the agent) to 

perform some service on their behalf which involves delegating some decision-making authority to the 

agent.”.  

Agent-principal problems then arise from the separation between ownership and control.  In other words, when 

the incentives of the principal, i.e. the owners/investors, of a firm and the executive management are not aligned. 

Asymmetric information between shareholders and management lead to agency costs, which Jensen and Meckling 

(1979) define as the sum of the monitoring expenditures of the principal, the bonding expenditures of the agent, 

and the residual loss in welfare experienced by the principal as a result of the divergence of interests between the 

principal and the agent. If the owners of the firm do not through corporate governance mechanisms ensure that the 

management is acting on their behalf and best interest, management may act self-serving in ways that are 

eventually harmful to the investors.  

 

Corporate governance is then a way in which the suppliers of finance to corporations assure themselves of getting 

a return on their investment (Shleifer & Vishny, 1997). Thus, by establishing proper incentive contracts and 

incurring monitoring costs, principals can mitigate agency costs according to agency theory. The argument that 

equity-based incentive programs mitigate the principal-agent problems is, however, widely debated (e.g. Cheng & 

Warfield, 2005; Erickson et al., 2006; Feng et al., 2011; Armstrong et al. 2013). Even if linking management pay 

to firm performance aligns the interests of management and shareholders, it does not mitigate problems that could 
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still occur due to the asymmetric information between the two (Coughlan & Schmidt, 1985). Opportunistic 

management could decide to manipulate information that would affect the share price in order to reap short-term 

rewards at the expense of long-term cash flows (Stein, 1989). 

 

Earlier agency theorists (Demsetz & Lehn, 1985; Jensen & Meckling, 1976; Fama & Jensen, 1983) proposed that 

an effective governance system with the appointment of a board of directors, could better align agent-principal 

interests. The theory suggests that managers be monitored by this board of directors whose principal task is to 

ensure that managers act in the best interest of shareholders.  

 

2.2 Board structure  

A supervisory board monitors the activities of a firm. It sets the corporate strategy, appoints and supervises senior 

management, and functions as the main corporate governance mechanism. Having a board of directors in place is 

one of the most important mechanisms to help mitigate conflicts between management and shareholders (Jensen, 

1993). One of the primary roles of a board of directors is to monitor management (Fleischer et al., 1988; Waldo, 

1985). By supervising managers, the board oversees that managers do not act opportunistically and thereby ensures 

shareholder maximization. The board also has the responsibility of planning the succession of the CEO. 

Furthermore, the board also has an advisory role (e.g. Agrawal & Knoeber, 2001; Adams & Ferreira, 2007; Kor 

& Misangyi, 2008; Kroll et al., 2008). 

 

Boards have evolved in such a way that they can broadly be categorized as either having a two-tier (dual) structure 

of a one-tier (unitary) system. A one-tier board structure is composed of both managers and independent directors, 

whereas a two-tier board structure consists of a management board that manages the firm's operations, plus a 

separate supervisory board that excludes managers and is charged with overseeing the firm's activities, including 

the appointment and monitoring of corporate managers (Belot et al., 2014).  

 

Two-tier structure 

Corporations in Denmark have a two-tier board system, consisting of an executive board and a supervisory board. 

The executive board consists of top-level management team, while the supervisory board is completely composed 

of outside experts, such as bankers, executives from other corporations (e.g. interlocking directorships), and 

employee representatives. The supervisory board in Danish corporations is, thus, a body separated from and 
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independent of the executive board, whose control function has a broader setting than in Anglo-Saxon countries 

where a one-tier board structure exists (Moerland, 1995). 

 

Besides a formal separation of supervisory and executive responsibilities there typically also exists legal 

requirements to incorporate specific forms of employee representation with the Germanic two-tier board structure. 

In Denmark the rule is that if a firm has had at least 35 employees on average during the last three years, then the 

employees have the right to decide that they wish representation on the board (Erhvervsstyrelsen, 2014) 

 

Whether having a supervisory board solely consisting of outside directors and a few employee representatives is 

the best composition for firm performance is much debated, since these directors typically do not obtain the same 

level of knowledge of the firm as inside directors. Baysinger and Hoskisson (1990) argue that insiders have access 

to information that is relevant to assessing the managerial competence and the strategic desirability of initiatives, 

regardless of their short-run or long-run performance outcomes. Outside directors will lack the amount and quality 

of information that insiders have acquired. According to Baysinger and Hoskisson (1990), the inclusion of insiders 

on the board appears to overcome problems of information processing and hence improve the effectiveness of 

decision control. 

2.3 Corporate governance in banks 

Whether the boards’ primary role is to monitor, mediate, or advise is largely dependent on the firm and the 

directors’ characteristics. In the case of banks, the dynamic interaction between banks and regulators makes it 

difficult to generalize some of the findings from earlier studies on governance, board structure, and conduct 

(Armstrong et al., 2016). Since banks are more highly regulated than manufacturing firms, the regulation may 

already play a corporate governance role, or it can be seen as a complement for the corporate governance 

mechanisms. The interaction between regulation and corporate governance is important to take into consideration 

in order to understand what kind of role the board has in banks. 

Banks are significantly higher leveraged than manufacturing firms. That means that they are susceptible to risk 

shifting agency problems. In these institutions, where depositors are the primary claimholders, the objective of 

corporate governance is not merely to align top management closely with the equity holders. Top management 

should also be given incentives to act on behalf of debtholders to an adequate degree (John & Qian, 2003). Some 

hypothesize that in such cases, it would be beneficial for managers to have low pay-performance sensitivity. 

Empirical studies have been consistent with this hypothesis (John & John, 1993; Barro & Barro, 1990; Houston 

& James, 1995; Ang et al., 2002; John & Qian, 2003). 
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Moreover, typical governance reforms aimed at aligning compensation with shareholder interests, such as say-on-

pay votes, use of restricted stock, and increased director independence, fail in banks because shareholders also 

benefit from bank management taking on excessive risk (Bebchuk & Spamann, 2010). 

Macey and O’Hara (2003) argue that shareholder incentives to prevent fraud and self-dealing through monitoring 

is “notoriously ineffective in many cases because individual shareholders rarely have sufficient incentives to 

engage in monitoring because of collection-action problems”. The authors propose that the scope of the fiduciary 

duties of bank directors needs to be expanded to include the interests of fixed claimants “(and certain contingent 

claimants, such as deposit insurers)” as well. Bhattacharya et al. (1998) highlight that due to the asymmetric 

information that there exists between depositors and managers, bank managers have an incentive each period to 

invest in riskier assets than they promised they would ex ante. Deposit insurance does not solve the issue according 

to Arun and Turner (2004). If the government provides deposit insurance, the incentive to opportunistically 

increase risk-taking is not necessarily mitigated. Instead a substantial part of moral hazard cost is borne by the 

government (Arun & Turner, 2004). The interest of bank shareholders may furthermore oppose those of 

government regulators. Bank shareholders will likely prefer management to take more risk than what regulators 

would prefer, due to their motivation for ensuring financial stability (Barako & Tower, 2006). 

2.4. Regulation 

Danish banks are regulated through the Danish Companies Act, the Danish Financial Business Act and, in the case 

of listed banks, the Copenhagen Stock Exchange Rules. The role of board governance for banking stability during 

a crisis has been the topic of discussion amongst many academics as well as policymakers and regulators (Basel 

Committee on Banking Supervision, 2011; Pathan & Faff, 2013; Iqbal et al., 2015; de Haan & Vlahu, 2016; 

Battaglia & Gallo, 2017). 

 

After the global financial crisis, it has been highlighted that corporate governance can be a mechanism through 

which stability problems and risk can be controlled within banks. The European regulatory framework established 

by the Basel Committee on Banking supervision puts forth a series of international standards for bank regulation, 

Basel I, Basel II and, most recently, Basel III (Basel Committee on Banking Supervision, n.d.). These lay the 

foundation for banking supervision worldwide. 

 

The Financial Business Act (Consolidation Act No. 937 of 6 September 2019) contains the overall regulation of 

financial institutions and conduct of financial business in Denmark. The Financial Business Act also provides the 

https://link.springer.com/article/10.1007/s10258-019-00162-3#CR50
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legal framework for the supervision of compliance by the Financial Supervisory Authority (FSA) (Jensen & 

Federspiel, 2019). 

 

The Danish FSA issues regulations and supervises financial institutions to make sure that they comply with 

statutory financial provisions. It is important to note that financial institutions' executive managers are prohibited 

from also being members of the board of directors in Denmark. 

 

Whether Danish banks need to conform strictly to the recommendations from the report to achieve sound corporate 

governance, or if banks are so heavily regulated that “good” corporate governance has already been ensured by 

the external regulatory and enforcement environment, needs to be addressed. 

 

The fitness and propriety of members of Danish banks’ board of directors and board of management are evaluated 

by the FSA (Finanstilsynet, 2014). The scope of their “Fit and proper” guidelines includes rules for the maximum 

number of directorships a board member may hold (normally, one executive position along with two directorships, 

or four directorships) (Finanstilsynet, 2014). The composition of the board and the individual board members of 

Danish banks are hence thoroughly examined by the FSA. The Danish Financial Business Act furthermore requires 

that members of the board of directors and executive board have the knowledge and experience necessary for their 

posts (Retsinformation, 2019).  

 

If left unregulated, poor bank corporate governance practices can drive the market to lose confidence in the ability 

of a bank to properly manage its assets and liabilities, including deposits, which could in turn trigger a liquidity 

crisis and might then lead to economic crisis in a country, or pose systematic risk to the society at large (Lindblom 

et al., 2014), exactly as we saw happen in 2008. That is to say, bank corporate governance seems to be too 

important to be left entirely to bank boards and market actors. 

 

The risk of placing the responsibility in the hands of regulators instead of inside the bank with the executive and 

supervisory board on the other hand, is that reflexive learning and dynamic responsiveness is hindered. 

In short, the role of corporate governance within banks is an important topic to investigate as they operate under 

highly regulated environments which can affect the supervisory conduct of boards. 
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2.5. Board Composition 

The performance implications of board composition and structure have been evaluated in a growing body of 

organizational research. In this section, we will review the existing literature on board size, board diversity, and 

multiple directorships of board members. 

 

2.5.1. Board size  

Board size can have an effect on the corporate governance vigilance of firms and as a consequence have an effect 

on firm performance (Yermack, 1996; Dalton et al., 1999). A number of studies have examined the relationship 

between the size of the board of directors and firm performance. This is an interesting question to examine 

empirically since, theoretically, the effect can go either way. 

 

A larger board could make coordination and communication difficult, resulting in the agency problem and reducing 

firm performance (Lipton & Lorsch, 1992; Jensen, 1993; Eisenberg et al., 1998), which is supported by the 

stewardship theory. 

According to stewardship theory, managers act as responsible stewards of the assets they control, even when left 

on their own (Donaldson, 1990; Donaldson & Davis, 1991, 1994). A large board is, therefore, redundant according 

to this theory. Lipton and Lorsh (1992) recommend that the number of directors must be restricted to seven or 

eight. They argued that when the board size increases to more than 10 members, it becomes difficult for directors 

to express their opinions and ideas. Similarly, Jensen (1993) argued that smaller boards are more effective and 

can, thus, increase the firm performance. Hermalin and Weisbach (2001) made the argument that when boards 

become too big, they take on more of a symbolic role rather than a functional role. Yermack (1996) provided 

empirical evidence for a negative relationship between the board size and firm performance, when analyzing a 

sample of US firms between 1984 and 1991. Several other studies similarly found there to be a negative 

relationship between board size and firm performance (e.g. Boone et al., 2007; Eisenberg et al., 1998; Garg, 2007; 

Kao & Chen, 2004). 

 

On the other hand, a larger board of directors could result in an increase of expert knowledge and, therefore, 

facilitate higher quality decision making (Kiel & Nicholson, 2003). This is supported by agency theory. Agency 

theory proposes that the board acts as representatives of the various shareholders. A larger board working towards 

the interest of the stakeholders by monitoring and controlling management, would therefore increase the firm 

performance. Agency theory, hence, believes that larger boards enhance the firm performance by achieving better 

monitoring, since a large group of people are working together towards the same goal (Kalsie & Shrivastav, 2016). 
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Likewise, the resource dependency theory proposes that with larger board size, a wider variety of expertise and 

knowledge becomes accessible (Kalsie & Shrivastav, 2016). According to this theory, when the number of 

directors is increased, the directors will have access to more varying resources. Firm performance will thereby be 

affected positively by the means of increasing resource availability. 

 

Both of these theories, agency theory and resource dependency theory, predict a positive link between the size of 

the board of directors and the firm performance. This positive relationship between firm performance and board 

size is also demonstrated in several empirical studies (e.g. Coles et al., 2008; Fauzi & Locke, 2012; Kathuria & 

Dash, 1999; Pearce & Zahra, 1992; Kalsie & Shrivastav, 2016). 

 

Board size is widely recognized as having a link to the performance of firms, yet the studies on this relationship 

have produced mixed results. A meta-analysis on the number of directors and financial performance by Dalton et 

al. (1999) shows that the literature provides no consensus about the direction of that relationship despite the host 

of theory-driven rationales. This ambiguous relationship between the size of the board of directors and firm 

performance is no exception in the case of banks, with some studies reporting a positive relationship (e.g. Tanna 

et al., 2011; Adams & Mehran, 2005), some reporting a negative relationship (e.g. Agoraki et al., 2010; Pathan et 

al., 2007; Staikouras et al., 2007), and some finding no significant effect between the size of the supervisory board 

and the banks’ performance (e.g. Bino & Tomar, 2012; Adams & Mehran, 2008; Zulkafli & Samad, 2007; Belkhir, 

2006). 

 

2.5.2. Board Diversity 

Firms have increasingly been urged to appoint directors with different ethnic and gender backgrounds by 

institutional investors, shareholder activists, and interest groups (van der Walt et al., 2006). The underlying 

assumption is that greater diversity should lead to less insular decision-making processes and greater recognition 

of change (Westphal & Milton, 2000).  

 

In their recommendation for the composition of the board of directors, the Committee on Corporate Governance 

(2017) states that “diversity improves the quality of the work and the interaction of the board of directors, e.g. 

through different approaches to the performance of management tasks”. The corporate governance committee, 

therefore, recommends that in the selection and nomination process of director candidates, the board of directors 

should take into consideration “the need for integration of new talent and diversity” in addition to assessing the 

candidates’ competencies and qualifications.  
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According to Milliken and Martins (1996), the various types of diversity that may be represented among directors 

in the boardroom include age, gender, ethnicity, culture, religion, constituency representation, independence, 

professional background, knowledge, technical skills and expertise, commercial and industry experience, career 

and life experience. In the following sections, we examine the literature on board diversity with regards to 

specifically nationality and gender. 

 

2.5.2.1 Gender 

Gender equality is very high in Denmark and other Nordic countries (OECD, 2018), but women are still largely 

underrepresented on corporate boards (Danmarks Statistik, 2018). This is a widely discussed and controversial 

topic, with some suggesting quota laws, and others arguing for an increase in the incentives for companies to 

appoint female board members. 

While gender may not indicate different perspectives on corporate strategy, there is evidence from research on 

relational demography that demographic differences can provide the basis for out-group categorization, creating 

the potential for intergroup bias (Westphal & Milton, 2000).  

 

It is well-researched that individuals who possess similar characteristics (such as functional background, industry 

background, race, and gender) as the in-group are viewed more favorably by the group, regardless of their 

competences (e.g. Byrne et al., 1966; Baskett, 1973; Ashforth & Mael, 1989; Turner et al., 1979). This similarity-

attraction bias can affect the selection of new directors. It is, however, not clear whether appointing “diverse” 

directors into a group of fairly similar directors would produce a desired outcome. Some literature suggests that 

demographic minorities face potential barriers to exerting influence (e.g. Maass & Clark, 1984; Tanford & Penrod, 

1984). Thus, when a minority director has a differing perspective, he/she may not be able to actually challenge the 

majority.  

 

Carter et al. (2003) examine the relationship between the percentage of women and firm value for Fortune 1000 

firms and find a significant positive relationship between the fraction of women on the board and firm value. They 

also find that the proportion of women on boards increases with firm size and board size but decreases as the 

number of insiders increases. 

 

In a meta-analysis, Byron and Post (2015) find that female board representation is positively related to accounting 

returns, albeit the magnitude of this relationship is very small. They also find a small positive relationship between 

female board representation and market performance in countries with greater gender parity (and negative in 
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countries with low gender parity)—"perhaps because societal gender differences in human capital may influence 

investors’ evaluations of the future earning potential of firms that have more female directors” (Byron & Post, 

2015). 

 

In a similar meta-analysis, Pletzer et al. (2015) find no relationship between a higher representation of females on 

corporate boards and firm financial performance. Although the study has its limitations, e.g. selecting only small 

sample size of 20 peer-reviewed studies, if this paper is to be taken as representative, there seems to not exist a 

case for gender diversity on boards with regards to financial firm performance. The case for promoting gender 

diversity, according to this study, should rather be based on ethical reasons.  

 

2.5.2.2 Nationality 

Appointing foreign nationals on the board is not only beneficial from a multinational perspective, but it can also 

be viewed as an additional form of board diversification. Foreign nationals may have different backgrounds, 

experiences, and social networks, which may improve their understanding of the stakeholders, provide diverse 

connections and differing views. Diversifying board members this way may mean that more different personalities 

and ways of thinking are being represented. This can help foster creativity in the decision-making processes. 

Moreover, it may also provide a more comprehensive management oversight. This positive effect of 

“internationalizing” the board is supported by Oxelheim and Randøy (2003). They show that having Anglo-

American directors in Scandinavian firms is associated with an increase in firm market value, as well as more 

vigilant monitoring of management (as indicated by a higher sensitivity between firm performance and CEO 

turnover). 

 

They furthermore argue that the recruitment of an outsider Anglo-American board member can be seen as an 

alternative avenue to reduce cost of capital that complements the traditional route of seeking foreign listing. Having 

an outsider Anglo- American citizen on the board is a value statement that signals openness to foreign investors 

and a commitment to corporate transparency. Since foreign board members may be more familiar with the 

regulatory frameworks and institutions of the investors’ countries of origin, they might transfer some of the better 

practices from these countries to their boards, reassuring current and potential foreign investors, and increasing 

the legitimacy of the firm. (Oxelheim & Randøy, 2003). 

 

The benefits of appointing foreign directors can, however, also be attained by appointing national directors with 

international experience. Having national directors with international experience can help to provide firms with 
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the necessary advice, monitoring abilities, and resources to meet the challenges of internationalization according 

to Oxelheim et al. (2013). 

 

Having diverse nationalities on Danish boards can be expensive for the firms, as Danish firms do not remunerate 

board members at the same level as in other countries, e.g. the U.K. Board members should additionally be paid 

on a somewhat equal level (Vestergård, 2014). The higher costs of foreign directors’ participation in board 

meetings will thus only be attractive to bigger firms. 

 

Furthermore, there could be a language barrier for foreigners. Even if all directors are fluent in English, the 

appointment of a foreign director will probably cause a shift in the atmosphere for the Danish board members, as 

they would be obligated to communicate in English. The existing board members might, therefore, oppose the 

appointment of foreign directors, fearing that it might disrupt the board atmosphere and make communication 

difficult. 

 

Gantenbein and Christophe (2011) find that the simple fact of being a foreigner has no impact on firm value, and 

in the case of foreigners with CEO experience, it even lowers firm. Masulis et al. (2012) also argue that due to 

geographic distance (which, for instance, causes opportunity costs of travelling) and different customs, foreign 

directors may also be less effective at monitoring.  

 

2.5.3. Multiple directorship 

The Committee on Corporate Governance (2017) recommends that “each member of the board of directors assess 

the expected time commitment for each function so that the member does not take on more functions than he/she 

can complete at a satisfactory level for the company”.  

 

It is commonly thought that directors who hold directorship in multiple companies are impairing their ability as 

director to effectively monitor the management of firms. 

A paper by Ferris et al. (2003) tests the hypothesis that “directors who serve on multiple boards become so busy 

they cannot monitor management adequately”, which is coined the “Busyness Hypothesis”. They find no evidence 

that multiple board appointments harm subsequent firm performance. Instead, they find that past performance of 

firms for which an individual serves as director correlates with the number of directorships subsequently held by 
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that individual, which they coin the reputation effect. This is probably because firm success can generate additional 

offers of board employment. 

 

Further disputing the notion of the Busyness Hypothesis, Ferris et al. (2003) find that the announcement of an 

appointment of a multiple director actually produces significantly positive abnormal returns. This gives the 

impression that the market trusts that the appointment of a director, who is sitting on the board of other successful 

companies, will have a positive impact on the firm. There has to, of course, exist a point of diminishing returns, 

when directors increase the number of boards they sit on. Although, perhaps most directors are capable of 

restricting themselves to only commit to a certain number of directorship – and other organizational positions, that 

they deem feasible for their schedule, and for which they can effectively execute. 

 

The idea that the number of directorships held by a director might proxy for reputational capital, with such 

individuals viewed as high-quality directors, is also supported by a number of earlier papers (e.g. Fama & Jensen, 

1983; Kaplan & Reishus, 1990; Vafeas, 1999). 

 

Some empirical studies, however, support the argument that directors who serve on multiple boards are subject to 

lax monitoring which consequently leads to lowered firm performance (e.g. Core et al., 1999; Shivdasani & 

Yermack, 1999). The evidence is, hence, unclear on whether directors with multiple directorship positions are 

harmful to the shareholders for whom they serve.  

 

In summary, two competing arguments exist when determining the effectiveness of board members who hold 

multiple positions on other boards. In the terminology of Ferris et al. (2003) either the “reputation hypothesis” or 

the “busyness hypothesis” hold when hypothesizing the effect of multiple directorships held by a board member.  
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2.6. Recommendations on Corporate Governance 

The recommendations by the Committee on Corporate Governance are considered “best practice guidelines for 

the management of companies with shares admitted to trading on a regulated market in Denmark, including Nasdaq 

Copenhagen A/S” (Committee on Corporate Governance, 2017). Although, as stated the recommendations, or 

parts thereof, may also provide inspiration for non-publicly traded companies. According to the Committee, the 

recommendations should be viewed together with the statutory requirements, including the Danish Companies 

Act, the Danish Financial Statements Act, European Union company law, the OECD Principles of Corporate 

Governance, and so forth. The recommendations intend to help ensure confidence in companies. 

In this section, we first go through the recommendations in the most recent report (2017) regarding the composition 

of the board and then summarize how these compare to what was previously stated in their reports. 

 

On diversity 

When evaluating future candidates for the board, it is recommended in the 2017 report that the description of the 

candidates, which is reviewed by the general meeting, includes information regarding professional and personal 

qualifications, industrial  experience,  diversity, educational  background,  or  other  qualities  that  the  board  of  

directors deem to be paramount. 

THE COMMITEE RECOMMENDS that the selection and nomination of candidates for the board of 

directors be carried out through a thorough and transparent process approved by the board of directors. 

When assessing its composition and nominating new candidates, the board of directors should, in addition 

to the need for competencies and qualifications, take into consideration the need for integration of new 

talent and diversity. (Committee on Corporate Governance, 2017, 3.1.3). 

The report later elaborates that diversity includes “among other things age, international experience and gender” 

(Committee on Corporate Governance, 2017). It is, thus, not a direct recommendation that the board includes 

foreigners as long as some of the board member have some international experience themselves. This may be due 

to the difficulties of recruiting foreigners, as discussed in Section 2.5.2.2. The report highlights that the company 

should have a policy on diversity which aims to achieve a “relevant” degree of diversity. 
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On multiple directorships  

The report of 2017 recommends that each member of the board self-assess their expected time commitment for 

each function that they have.  

 THE COMMITEE RECOMMENDS that each member of the board of directors assess the expected time 

commitment for each function so that the member does not take on more functions than he/she can 

complete at a satisfactory level for the company. (Committee on Corporate Governance, 2017, 3.3.1). 

The report does not give a rule of thumb for how many directorships would be too many to fulfill at a satisfactory 

level. 

 

Previous reports  

Since the first report, “Nørby-udvalgets rapport om Corporate Governance i Danmark – Anbefalinger for god 

selskabsledelse i Danmark 2001”, and the subsequent reports had a role in shaping the corporate governance of 

Danish companies, the recommendations of prior years will be utilized in the analysis of the tendencies in board 

composition of Danish banks.  

 

On diversity 

In the first report, “Nørby-udvalgets rapport om Corporate Governance i Danmark – Anbefalinger for god 

selskabsledelse i Danmark 2001”, diversity is not a factor in the recommendations given for evaluating new 

candidates for the board. The committee does, however, recommend that international experience and background 

be considered: 

The supervisory board must ensure that supervisory board candidates nominated by the supervisory board 

possess relevant and necessary knowledge and professional experience in relation to the requirements of 

the company, including the necessary international background and experience, if this is relevant. 

(Committee on Corporate Governance, 2001). 

 

Due to the increasing globalization of Danish companies, many Danish executives do possess international 

experience (Berlingske Business, 2006). This recommendation is, therefore, likely easily fulfilled by many Danish 

directors as well.  

 

The recommendation for and focus on diversity first appeared in the revised 2008 document (December 2008): 

To ensure the quality of board work and thus increase the supervisory board’s contribution to the value 

creation, it is important that the composition of the supervisory board is regularly reviewed, including as 

regards diversity in relation to gender and age, etc. (Committee on Corporate Governance, 2008). 
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The instability of many banks in 2008 gave rise to an increased scrutiny on corporate governance as it relates to 

board structure and composition. It is, hence, not surprising that the topic of board diversity subsequently became 

a trend and is mentioned in the December 2008 recommendation for good corporate governance report.  

 

In the 2017 report, they declare that diversity is of importance, because it “improves the quality of the work and 

the interaction of the board of directors, e.g. through different approaches to the performance of management 

tasks” (Committee on Corporate Governance, 2017). In other words, the report is in support of the view that 

increased diversity creates less insular decision-making.  

 

On board size 

It is recommended in the 2001 report, that the board size is of most composed of six general meeting elected 

directors and highlighted that 12 is an appropriate maximum. In the following reports, these numbers do not appear, 

and it is instead simply stated that they recommend the board only has so many members as to allow a constructive 

debate and an effective decision-making process that “enables all the members of the supervisory board to play an 

active role and so that the size of the supervisory board allows the competence and experience of the supervisory 

board members to match the requirements of the company”. Thereby giving a wider recommendation that allows 

each company to decide what the optimal board size is for them and state an argument for why this is the case in 

their annual reports. 

 

On multiple directorships 

In the reports through 2001 until 2008 it is not recommended that directors have more than three directorships or 

one chairman position and one directorship position: 

The Committee recommends that a supervisory board member who is also a member of the executive 

board of an active company hold not more than three ordinary directorships or one chairmanship and 

one ordinary directorship in companies not forming part of the group unless in exceptional 

circumstances. (Committee on Corporate Governance, 2008). 

 

In the 2010 report and the subsequent reports up until 2017, this recommendation is laxed to the recommendation 

that “each member of the supreme governing body assess the expected time commitment for each function in order 

that the member does not take on more functions than he/she can manage in a satisfactory way for the company” 

(Committee on Corporate Governance, 2010).  
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2.7 The banking industry in Denmark 

As of the year 2019, there are 65 Danish banks (Finanstilsynet, 2019). The banks are divided into four groups 

according to their working capital. Working capital covers the sum of deposits, issued debt, subordinated capital, 

and equity(Finanstilsynet, 2019). In 2018 and 2020 the banks are grouped as follows, 

- Group 1: Banks with a working capital over DKK 75 billion  

- Group 2: Banks with a working capital over DKK 12 billion 

- Group 3: Banks with a working capital over DKK 750 million 

- Group 4: Banks with a working capital under DKK 750 million 

The industry is very concentrated with the five largest banks making up approximately 85% of the total working 

capital (Finanstilsynet, 2019). Three banks from group 1 are systemically important financial institutions (SIFI) 

(Finans Danmark, n.d-b). 

The banks serving individual consumers are categorized as either, commercial banks, savings banks 

(“sparekasser”), or cooperative savings banks (“andelskasser”). The primary difference between the three types of 

banks is the ownership structure. All three are regulated by the Danish Financial Business Act. Retail banks are 

stock-based companies, whereas savings banks can be owned by self-governing institutions. Cooperative banks 

are owned by the members of the cooperative. The majority of the Danish banks are characterized as retail banks 

(Finanstilsynet, 2019). Real estate and mortgage banks are not included in any of the aforementioned groups, but 

these are also an important part of the banking industry in Denmark. Three of the Danish real estate and mortgage 

banks are considered SIFI (Finans Danmark, n.d.). 
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3. Methodology 

3.1 Population and Sample 

To retrieve the data, Bureau van Dijk (BvD) Orbis Global Financials for Banks is utilized (this database is very 

similar to BankFocus). This contains all of the financial information of Danish banks in USD. As of May 2020, 

the USD/DKK is 6.87. There are 65 banks operating in Denmark in total as of 2018 (Finans Danmark, 2018. Of 

these, all foreign banks are excluded. In addition to the banks listed as groups 1-4, Danish real estate and mortgage 

banks are also included. There are four in this category, and three of these are considered SIFI (Finans Danmark, 

n.d.). All are included in the sample. Three of the real estate/mortgage banks are listed, and one is a unionized 

bank. We include real estate- and mortgage banks to get a more representative sample of the banking industry in 

Denmark as a whole. We also limit the sample to only banks that are active during the entire period, 2014-2018. 

The primary sources for the nonfinancial, governance variables are the annual reports and the Nordic Corporate 

Governance Database in combination with the Danish Business Authority. The annual reports are used to gather 

information regarding board size, the number of female/male directors, the number of employee elected board 

members, and the number of foreign/Danish board members. To retrieve information regarding multiple 

directorships, we gather data on the number of directorships each director included in our sample had in the given 

year with the help of the Nordic Corporate Governance Database. From this data, we extract the average number 

of directorships for each board in each year.  

3.2 Variables 

A table of all variables utilized in the following empirical analysis is provided in Appendix 1 for an additional 

overview. 

 

3.2.1 Independent variables 

Board size, diversity variables, and the multiple directorship variable are the key explanatory variables in this 

thesis. 

 

Board size 

Board size refers to the total number of directors in the supervisory board. The frequency distribution of the board 

size is shown in Table 1. Most banks seem to prefer a board size comprised of 4-8 directors. Banks with more than 
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14 directors have decreased in the years 2017-2018. At the same time the supervisory boards seem to have spread 

out more evenly between the board size ranges 4-8 and 9-13. 

 

Table 1: Frequency distribution table of board size 

 

 

Proportion of female directors 

The proportion of female-directors variable is referred to as female throughout the analysis. This is simply the total 

number of female directors divided by the total number of directors. Table 2 displays the frequency distribution 

of female directors. In all the years observed the most prevalent number of female directors in our sample is two. 

 

Table 2: Frequency distribution table of female directors 

 

 

Proportion of foreign directors 

The proportion of foreign-directors variable is referred to as foreign throughout the analysis. This is the total 

number foreign directors divided by the total number of directors. Table 3 displays the frequency distribution of 

 

 2014  2015  2016  2017  2018  

Board 
size 

No. of 
banks % 

No. of 
banks % 

No. of 
banks % 

No. of 
banks % 

No. of 
banks % 

4-8 35 57 33 54 34 56 30 49 30 49 

9-13 22 36 24 39 23 38 28 46 30 49 

more 

than 14 
4 7 4 7 4 7 3 5 1 2 

Total 61  61  61  61  61  

Average 8,56  8,67  8,51  8,51  8,54  

 2014  2015  2016  2017  2018  

Number of female 
directors 

No. 

of 
banks % 

No. 

of 
banks % 

No. 

of 
banks % 

No. 

of 
banks % 

No. 

of 
banks % 

0 8 13 8 13 10 16 12 20 14 23 

1 20 33 19 31 17 28 15 25 12 20 

2 21 34 22 36 20 33 19 31 18 30 

3 10 16 9 15 10 16 11 18 9 15 

4 2 3 3 5 4 7 2 3 6 10 

5 0 - 0 - 0 - 2 3 2 3 

Total 61  61  61  61  61  

Average 1.64  1.67  1.69  1.70  1.79  
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foreign directors. Most banks have zero foreign directors, making up an average of approximately 0.2 foreign 

directors for all observed years in our sample. 

Table 3: Frequency distribution table of foreign directors 

 

 

Multiple directorship variable 

The multiple directorship variable is referred to as multiple throughout the analysis. This variable is defined as the 

average of number of directorships a bank board’s directors have. For each bank board in each year, the data on 

all board member’s additional directorship position(s) is thus gathered and averaged out for that entire board. 

 

Table 4:Frequency distribution table of multiple directors 

Mean board 

directorships 

2014  2015  2016  2017  2018  

No. of 

banks % 

No. of 

banks % 

No. of 

banks % 

No. of 

banks % 

No. of 

banks % 

less than 1 11 

  

18,03  13 

  

21,31  16 

  

26,23  12 

  

19,67  11 

  

18,03  

1.1 - 3 33 

  

54,10  32 

  

52,46  30 

  

49,18  32 

  

52,46  30 

  

49,18  

3.5 - 5 12 

  

19,67  11 

  

18,03  8 

  

13,11  8 

  

13,11  12 

  

19,67  

5.5 - 6.5 1 

    

1,64  0         -    3 

    

4,92  6 

    

9,84  4 

    

6,56  

6.5 - 8 3 

    

4,92  4 

    

6,56  3 

    

4,92  4 

    

6,56  3 

    

4,92  

over 9 1 

    

1,64  1 

    

1,64  1 

    

1,64  0         -    1 

    

1,64  

Total 61   61   61   62   61   

Average 

       

10,17  
  

  

10,17  
  

  

10,17  
  

  

10,33  
  

  

10,17  
  

 2014  2015  2016  2017  2018  

Number of 

foreign 
directors 

No. 

of 
banks % 

No. 

of 
banks % 

No. 

of 
banks % 

No. 

of 
banks % 

No. 

of 
banks % 

0 58 95 58 95 58 95.1 57 93 56 92 

1 0 0 0 - 0 - 1 1.6 2 3 

3 1 2 1 2 1 1.6 1 1.6 1 1.6 

4 1 2 1 2 1 1.6 0 - 1 1.6 

6 1 2 0 - 0 - 1 1.6 0 - 

7 0 - 1 2 1 1.6 1 1.6 1 1.6 

Total 61  61  61  61  61  

Average 0.21  0.23  0.23  0.28  0.26  
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3.2.2 Dependent variable – financial performance measure 

The dependent variable is a measure of financial performance. Financial performance can be measured using 

accounting as well as market-based measures. This paper defines financial performance as return on average assets 

(ROAA).  

 

ROAA: Return on average assets is an indicator of the profitability of the firm’s assets. The ratio is commonly 

used by banks and financial institutions as a measure of financial performance. ROAA is estimated by dividing 

net income by average total assets. 

 

𝑅𝑂𝐴𝐴 =
𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
 

 

This is perhaps the single most important ratio in comparing the efficiency and operational performance of banks 

as it looks at the returns generated from a bank’s assets (Beccalli & Poli, 2015). The higher the value, the more 

profitable the bank is. Other measures, such as Tobin’s Q and return on average equity yield similar results for the 

regressions in this thesis and are therefore left out. 

 

3.2.3 Control Variables: 

In order to analyze the impact of the board size, proportion of female directors, proportion of foreign directors, 

and the mean directorship of bank boards on firm performance, other explanatory variables that may affect the 

relationship between these variables in focus and the firm performance have been included. This includes control 

variables for the size of the bank and the banks’ risk preference.  

 

Total asset (LnTA): Following a number of papers, we approximate bank size by the natural logarithm of the 

book value of a bank’s total assets (e.g. Lindblom et al., 2014; García-Meca et al., 2015; Bennouri et al., 2018; 

Setiyoni & Tarazi, 2018). This measures the gross nominal volume of a bank’s activities.   

 

Proportion of employee representatives: Since internal governance mechanisms are likely to be ultimately 

simultaneously chosen, performance regressions that only include board size and composition may suffer from 

omitted variable bias, if other internal governance characteristics are also correlated with performance (Adams & 

Mehran, 2008). Since the employee elected board members are related to board size and composition, we include 

this additional governance characteristic in our performance regressions, to ensure that the regressions are not 

picking up on spurious correlations between board size, composition and performance. Nearly all directors on 
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banks’ supervisory boards in Denmark are independent, except for the employee representatives. The proportion 

of employee representatives is, thus, an indirect way to control for inside directors. Albeit, these are of a different 

character than what is typically referred to as inside directors in the corporate governance literature. Nevertheless, 

isolating the effect of the proportion of employee representatives from the total board size allows us to control for 

the effect of employee elected directors. 

  

Impaired loans: Impaired loans is an accounting-measure defined by loans that are either in default or close to 

default. It, therefore, constitutes a measure of the amount of bad debt currently in the loan portfolio of a bank. 

Impaired loans in the subsequent regressions is used as a ratio of non-performing loan to total loans. This takes 

the banks’ credit risk into account and proxies for portfolio quality, as it captures the quality of loans (Lindblom 

et al., 2014). A high ratio of impaired loans indicates that bank takes more risks in their operations and investments 

and can mean larger losses for the bank as it writes off bad loans. A smaller ratio, on the other hand, reflects the 

effectiveness and efficiency of banks in handling their loans with regards to the quality of their outstanding loans 

and the effectiveness of risk management. Thus, including this variable, we control for the quality of the banks’ 

assets. 

 

Announcement: The announcement variable is a dummy that equals 1 when the year is either 2017 or 2018, and 

0 otherwise. This catches the effect of the 2017 corporate governance recommendations report. The variable is, 

thus, used as a form of control variable for time fixed effects.  

 

Capital ratio: The capital ratio is used to proxy for capital structure. This is defined as all capital divided by total 

risk-weighted assets (Bureau Van Dijk, n.d.). Capital ratio controls for differences in capital structure across banks. 
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3.2 Limitations 

The study is restricted to a limited number of banks for a period of five years. The findings may be different if a 

larger sample was included for a longer time period. Furthermore, many qualitative aspects of the board 

composition are not included. This paper only focuses on the number of directors but not their functioning. There 

are a large number of variables that influence the board composition and the firm performance relationship, which 

are not controlled for in this study, both due to difficulties in accessing and gathering such data, and because less 

obvious sources of endogeneity may exist.  

 

Limited access to data / Data collection methodology  

This study seeks to understand the financial effects from board level diversity. In doing so, several characteristics 

that would aptly proxy for the level of board diversity are unavailable, or at least very difficult to obtain. Namely, 

the educational and professional background of the directors would be crucial factors in determining the boards’ 

diversity and would have made the results more robust, but these factors are not easily available and thus the study 

acknowledges this weakness. In addition to the variable indexing multiple directorships, it would be relevant to 

further include a variable indexing the average number of executive positions a bank board has, to measure the 

additional time-demanding responsibilities they have undertaken. 

 

Sample size 

Not all Danish financial institutions are included in the sample. Eight of the total number of available entities are 

excluded due to different reasons (refer to Section 3.1). 

Moreover, the scope of the paper is limited to the last five years (2014-2018), since the manual data collection 

process is tedious, even though it would have been valuable to observe all data after the financial crisis of 2008 

(not all annual reports dating so far back are available, though) in order to capture the full effect and evolution of 

the various recommended board composition initiatives. For this reason, the sample is limited to 61 entities over 

five years, i.e. 305 observations total. The sample size may be too small to provide unbiased estimations, and thus 

be subject to a type 2 error (falsely failing to reject a null hypothesis). 

 

Low statistical power 

Because the regressions use fixed effects estimates, there may be a problem with the variables, if they do not 

express much variation over time, since a reliable fixed effects estimation demands “sufficient variability over 

time in the predictor variables” (Treiman, 2009). The variation of the proportion of female directors and of foreign 
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directors of banks over time is somewhat minimal. When such key variables of our analysis are characterized by 

little variation over time, we risk that the estimated coefficient may not be very reliable. 

 

Time invariance 

Lack of proper variation in variables, furthermore, poses a possible time invariance issue with our model. Stable 

bank characteristics are dropped from the analysis when using fixed effects. Such characteristics could be whether 

the bank is listed or not, the number of branches, specialization, whether the bank is a SIFI, etc. Angrist and 

Pischke (2014) put this nicely as “[fixed-effects models] may kill some of the omitted variables bias bathwater, 

but they also remove much of the useful information in the baby, the variable of interest.”.  

 

Limited external validity  

The sample may not be representative enough of the population, since some financial institutions are excluded (for 

example, if they were not active throughout the time scope). This leads to p-values with less statistical and practical 

meaning as the probability of a relationship in the population is unclear, when the population itself is undefined. 

This may, however, be less of an issue for this study, since many of the entities that sre excluded are not regular 

banks, but special entities, and thus have little to do with the research question (e.g. leasing firms), or they are 

banks that are under resolution. Some are also excluded simply due to lacking data from either BvD or the Nordic 

Corporate Governance Database. 

 

Measurement errors 

Angrist and Pischke (2014) note that although fixed-effects estimates control for time-invariant omitted variables, 

they “are notoriously susceptible to attenuation bias from measurement error.” 

The problem is that measurement errors like misreporting and miscoding are compounded, if they are systematic 

and repeated across time. This is an error that can occur in the manual collection of data through annual reports.  

 

Unobserved heterogeneity 

Although fixed effects control for time-invariant characteristics, it only does so when those variables have the 

same effects at each point in time. Unobserved heterogeneity due to time-varying characteristics, if unmeasured 

effects do change over time, the fixed effects estimation fails to solve the bias problem (Treiman 2009). 
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4. Empirical analysis 

In this section, we provide an overview of the sample data focusing on the variables that we include in the following 

regressions. A full summary statistics table is provided in Appendix 2, and a shortened version is presented in 

Table 9 in this section. The correlation matrix is presented in Table 10.   

4.1 Descriptive Statistics 

Board Size 

Table 5 shows the descriptive statistics for board size. We see that the average board size is 8.56. This is above 

the recommended board size from the earlier corporate governance recommendation reports, which stated six 

board members as the maximum recommended size. The smallest board size consists of four directors, while the 

largest board size consists of 20 directors. The bank with the maximum number of directors is the savings bank 

Jutlander Bank A/S which belongs to bank group 2, as defined by Finanstilsynet (2019), and thus has a working 

capital of over DKK 12 billion. If we instead examine the variable board size excluding employee representatives, 

we see that it has a mean of 6.47 and a maximum of 14. Danish banks have on average approximately two employee 

representatives on their boards (see Appendix 2). 

 

Table 5: Board size 

Board size 

 Mean Min Median Max 

Including employees 8.56 4.00 8.00 20.00 

Excluding employees 6.47 2.00 6.00 14.00 

 

 

Multiple directorships 

The number of boards each director sits on may have an effect on board effectiveness. Table 6 shows summary 

statistics of the variable multiple directorships, multiple, which as explained in Section 3.2.1, is a mean of the 

number of directorships a bank’s board members have. 
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Table 6: Multiple Directorships 

Multiple Directorships 

Mean Min 25 % Median 75 % Max 

3.00 1.00 1.50 2.50 4.00 13.00 

 
The mean of multiple is three which is in line with the earlier corporate governance recommendation reports, while 

the maximum number is 13, quite larger than what has been recommended by both the Committee on Corporate 

Governance and the FSA’s “Fit and proper” guidelines. With a mean of 3, median of 2.5, and a 75th percentile 

equal to 4, the data indicates that the majority hold just a few seats, while a smaller group have multiple 

directorships. 

 

Female Board Members 

Table 7: Female Directors 

Female board members 

 Mean Min Median Max 

Absolute numbers 1.70 0.00 2.00 5.00 

% of board 20.00 0.00 20.00 80.00 

 

The average number of females on the board is approximately two (20%), the minimum is zero, and the maximum 

number is five (80%). The median is 20% of female directors. Women, thus, still represent a minority on the 

Danish banks’ supervisory board according to the sample data. From the annual reports, it appears that most female 

board members in the banks are also employee representatives. There is not a large difference in the percentage of 

female directors across bank groups, see Figure 1. However, when using total assets as a proxy for bank size, the 

proportion of female directors does seem to have a positive association bank size, see Figure 2. 
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Figure 1: Average percentage of female board members by bank group 

 

 

Figure 2: Average percentage of female board members by LN(TA) 

 
 
Since real estate and mortgage banks are not included in the bank groups, total assets is a better estimate for 

bank size for our sample data.  

 

We find no evidence for any difference in return on average assets in the banks with no female directors when 

compared to banks with at least one female director, see Figure 3. Furthermore, the descriptive statistics of 

ROAA, impaired loans, and capital ratio do not differ much, when we subset it to only banks with female 

directors, see Appendix 3. 
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Figure 3: Average ROAA for bank with and without female directors 

 

 

Table 8: Descriptive statistics of board data  

Variable Observation Mean 
Standard 

Deviation 
Minimum Maximum 

Independent Variables       

Board Size 305 8.56 2.61 4.00 20.00 

Proportion of female 305 0.20 0.14 0.00 0.80 

Proportion of foreign 305 0.03 0.14 0.00 0.88 

Multiple directorships 305 3.01 1.98 1.00 13.00 

Dependent Variable      

ROAA 305 0.83 0.77 -2.76 3.95 

Control variables      

Proportion of employee rep. 305 0.22 0.17 0.00 0.71 

Ln(Total assets) 305 14.27 2.34 10.60 20.16 

Capital ratio 305 19.87 4.44 12.00 38.80 

Impaired loans ratio 305 0.00 0.00 0.00 0.01 
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4.2 Correlation Analysis 

Table 9 shows the correlation matrix of our variables. In this section, we examine the correlations between our 

dependent and independent variables, as well as the correlation with control variables. The correlation matrix does 

not indicate that we are dealing with any multicollinearity issues with our variables. 

 

Board size 

Board size is not significantly correlated with ROAA, but the relationship is indeed negative (-0.01). 

Board size is positively and significantly correlated with multiple directorships (0.29). In other words, the sample 

data suggests that bigger boards tend to have directors with multiple directorships. 

Board size is, furthermore, positively and significantly correlated with total assets, suggesting that bigger banks 

are associated with bigger boards (0.25). Lastly, board size is negatively and significantly correlated with capital 

ratio (-0.15). 

 

Diversity factors 

The proportion of female directors is not significantly correlated with ROAA, but the relationship is reported to 

be negative (-0.06). The proportion of female directors is also positive and significantly correlated with total assets 

(0.12), supporting the conclusion that bigger banks are associated with more female directors. 

 

The proportion of foreign directors is positively and significantly correlated with ROAA (0.3), but it is negatively 

correlated with total assets (-0.06). This does not intuitively make sense, as we would expect that bigger bank size 

would be associated with more, rather than fewer, foreign directors, but the correlation is not statistically 

significant. 

 

Multiple directorships 

The correlation between ROAA and multiple directorships is -0.17 and is statistically significant at the 0.01 

significance level. This suggests, that there exists a negative relationship between board members having multiple 

directorship and the banks’ financial performance, and thus the recommendation of not taking on more than a 

couple of directorships may be beneficial for financial performance. Although, a negative correlation between 

multiple directorships on the board and financial performance does not necessarily imply a causal relationship 

between these two variables. 
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Table 9: Correlations with confidence intervals  

 
Values in square brackets indicate the 95% confidence interval for each correlation. The confidence interval is a plausible range of 

population correlations that could have caused the sample correlation (Cumming, 2014). ** indicates p < .05. *** indicates p < .01. 

4.3 Time trend of dependent and independent variables 

Time trend graphs of the proportion of female directors show that female directors on Danish bank boards have 

an increasing trend, see Figure 4. The growth rate of the proportion of female directors appears to have increased 

following 2017 (Figure 4). The time trend graph of foreign directors seems to be somewhat stable over the time 

period, however, see Figure 5. This may indicate that the overall focus on diversity has had an impact on the 

process of selecting new board members with regards to gender, but less so with regards to nationality.  

 

 

Variable 1 2 3 4 5 6 7 8 

         

1. ROAA                 

                  

2. boardsize -.01               

  [-.12, .10]               

                  

3. employee.rep .04 .47***             

  [-.08, .15] [.38, .56]             

                  

4. female -.06 -.04 -.02           

  [-.18, .05] [-.15, .07] [-.13, .09]           

                  

5. foreign .30*** -.11 -.10 .06         

  [.19, .40] [-.22, .01] [-.21, .01] [-.05, .17]         

                  

6. multiple -.17*** .29*** .10 -.17*** -.17***       

  [-.28, -.06] [.18, .39] [-.01, .21] [-.27, -.06] [-.27, -.06]       

                  

7. TA -.17*** .25*** .19*** .12** -.06 .12**     

  [-.28, -.06] [.14, .35] [.08, .29] [.00, .23] [-.17, .05] [.01, .23]     

                  

8. impaired.loans .11 -.07 -.07 -.08 .21*** .00 -.06   

  [-.00, .22] [-.18, .04] [-.19, .04] [-.19, .04] [.10, .31] [-.11, .12] [-.17, .05]   

                  

9. CapRatio .04 -.15* -.35** .03 .07 -.08 .19*** .18*** 

  [-.08, .15] [-.26, -.04] [-.44, -.25] [-.09, .14] [-.04, .18] [-.19, .04] [.08, .30] [.07, .29] 
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Figure 4: Time trend of female directors 

 

Figure 5: Time trend of foreign directors 

 

 

The time trend graph of ROAA also has an increasing trend up until 2017, see Figure 6. 

ROAA peaks in 2017 and then declines. Table 10 summarizes the statistics for the development in ROAA. The 

reason for the decline in ROAA might be explained by the declining surplus that 18 of the largest Danish banks 

experienced in 2018 due to a turbulent stock market and extremely low interest rates (Finans Danmark, 2019). The 

banks were faced with negative interest rates on their reserves in the central bank of Denmark, while the interest 

rates for customer deposits were zero. Simultaneously, anti-money-laundering and a stricter compliance increased 

the banks costs. 
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Table 10: Summary statistics of ROAA for 2014-2018 

ROAA 

Year Mean Min Median Max 

2014 0.62 -1.05 0.61 3.77 

2015 0.65 -2.00 0.65 3.10 

2016 0.94 0.03 0.84 3.95 

2017 1.06 -2.76 1.07 3.01 

2018 0.89 -0.10 0.81 2.57 

 

 

Figure 6: Time trend of return on average assets (ROAA) 
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5. Regression analysis 

A regression analysis is performed on the independent variables described in Section 3.2 to test the hypothesis 

outlined in Section 1.2. The three hypotheses are tested on return on average assets (ROAA) as our financial 

performance measure using the control variables described in Section 3.2. The process of selecting the regression 

model is outlined in Section 5.1; the models tested are presented formally in Section 5.2; and the regression results 

are analyzed and shown in Section 5.3. 

5.1 Model Selection 

In this section, we investigate the relationship between firm performance, as measured by ROAA and our board 

composition variables, board size, proportion of female directors, proportion of foreign directors, and multiple 

directorship. Starting with a simple OLS model, we discuss which assumptions do not hold. A within fixed effects 

model is then used, and we examine its properties and assumptions. Lastly, to ensure that a random effects 

estimator is not more efficient than the fixed effects estimator, we run a Hausman test (Hausman, 1978). We find 

that the fixed effects estimator is indeed a more consistent estimator. 

 

Pooled ordinary least squares 

Ordinary least squares (OLS) consists of five core assumptions (Greene, 2012; Kennedy, 2008).  

1) Linearity; the dependent variable is a linear function of the independent variables and error term. 

2) Exogeneity; the expected value of disturbances (error term) is zero and disturbances are not correlated 

with any regressors. 

3) Homoskedastic and non-autocorrelated error terms; i.e. the disturbances have the same variance and 

are not related with one another. 

4) Non-stochastic observations; the observations on the independent variable are fixed in repeated samples 

without measurement errors. 

5) No multicollinearity; i.e. there should not exist a linear relationship among independent variables. 

Some of these assumptions are likely violated by the sample data. Since we are dealing with cross-sectional data, 

it is plausible that heterogeneity and autocorrelation exists. Our sample contains data of banks with different 

specializations, working capital, age, and many other diverse characteristics across entities. Because of this, it 

would not be unreasonable to assume that assumption 3) is violated. Furthermore, our time scope is fairly limited, 

and thus serial correlation likely affects our variables. 
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To deal with the fact that pooled OLS assumes a constant intercept and slope regardless of group and time period, 

we can include time dummies in the regression. This allows the intercept to have a different value in each period, 

see Appendix 4. The estimated intercept term is in this model the omitted time dummy, year 2014. The coefficient 

on any included time dummy corresponds to an estimate of the difference between the intercept in that period and 

the intercept for year 2014. If the data is not homoscedastic, ordinary least squares estimates of the variance of the 

coefficients will be biased, and the standard errors, and therefore also the inferences obtained from the data 

analysis, will be unreliable. 

In column 1 of Appendix 4, we present the basic regression using only financial controls and year dummy 

variables. In columns 2, 3, 4, and 5 we sequentially add the board composition variables to the regression. As is 

evident from Appendix 2, the board composition variables are not statistically significant, except for the proportion 

of employee representatives (empl.rep) and the proportion of foreign directors (foreign). 

Heteroskedasticity can be found by examining residual plots in Appendix 5 and by the Breusch-Pagan test in 

Appendix 7. The residuals exhibit heteroskedastic patterns as the “variances vary” and the residuals are, therefore, 

not uniformly distributed as they would be had the error terms been homoscedastic (Appendix 5). In order to deal 

with some of the heterogeneity, we transform our variables by taking the natural logarithm (Ln) of total assets and 

impaired loans. Although some variables do appear to be more random after the transformation, the residuals still 

do not appear to be randomly and uniformly distributed, see residual plot in Appendix 6. On the basis of the 

Breusch-Pagan test and the residual plot, we conclude that the sample data is not homoscedastic. This is, as 

previously stated, unsurprising considering we are analyzing cross-sectional data.  

Next, we suspect that the OLS assumption of no serial correlation will be violated; prior years’ values will probably 

affect later years’ values, since we are dealing with a short panel. This is confirmed by a Durbin-Watson (DW) 

test, see Appendix 8. The DW statistic is between 1.03 and 1.05. A value close to 2 suggests less autocorrelation, 

whereas values closer to 0 or 4, indicate greater positive or negative autocorrelation respectively. The test result is 

statistically significant (p<0.001). Hence, some positive autocorrelation is detected in our sample. 

 

Fixed effects model 

To account for heterogeneity, we fit a fixed effect model instead, see Table 11.  

𝑌𝑖𝑡 = 𝛽1𝑋1,𝑖𝑡 + ⋯ + 𝛽𝑘𝑋𝑘,𝑖𝑡 + 𝛾2𝐷2𝑖 + 𝛼𝑖 + ε𝑖𝑡  , 𝑖 = 1, … , 𝑛, 𝑡 = 1, … , 𝑇 

Equation 1: Fixed effects model (Stock & Watson, 2015) 



 

Page 41 of 72 

 

where 𝛼𝑖  are fixed effects representing stable (time invariant) characteristics of individuals and 𝐷𝑖  is a dummy 

variable. 

 

The assumptions for the fixed effects model are as follows, 

1. The error term 𝜺𝒊𝒕 has conditional mean zero, that is, 𝐸(𝜀𝑖𝑡|𝑋1,𝑖1, 𝑋1,𝑖2, … , 𝑋𝑘,𝑖𝑇). 

2. (𝑋1,𝑖1, 𝑋1,𝑖2, … , 𝑋𝑘,𝑖𝑇 , 𝜀𝑖1, … , 𝜀𝑖𝑇), 𝑖 = 1, … , 𝑛 are independent and identically distributed 

3. Large outliers are unlikely, i.e. (𝑋𝑘,𝑖𝑡 , 𝜀𝑖𝑡) have nonzero finite fourth moments. 

4. There is no perfect multicollinearity. 

(Stock & Watson, 2015). 

 

With fixed effects it is assumed that the time-varying explanatory variables are not perfectly collinear; that they 

have non-zero variance (i.e. variation over time for a given entity); and that they do not have too many extreme 

values. From Section 4.2, we see that multicollinearity is not an issue with our sample data. Any constants or time-

invariant variables cannot be included, and only the parameters 𝛽 are identifiable in this model. As we move away 

from pooled OLS and to fixed effects, some of the strict assumptions of OLS are relaxed. With a fixed effects 

model, the individual-specific effect is a random variable that is allowed to be correlated with the explanatory 

variables. The pooled OLS estimators of 𝛽 are biased and inconsistent, because the variable 𝑎𝑖 is omitted. The 

assumption that something within the individual may impact or bias the predictor or response variables is 

controlled for with the fixed effects variable, 𝑎𝑖 .  

 

Furthermore, we use clustered standard errors to account for the potential heteroskedasticity across observations 

of the same bank over time. When both heteroskedasticity and autocorrelation exists, clustered standard errors will 

allow for heteroskedasticity and autocorrelated errors within an entity (Stock & Watson, 2015). Clustered standard 

errors are recommended for panel data analysis with fixed effects models to control for within cluster correlations 

(Stock & Watson, 2015). There is sufficient reason to believe that there exists some correlation within individual 

banks, therefore we cluster on bank to produce less biased standard errors. Not controlling for the within cluster 

correlation might lead to misleadingly small standard errors for the estimates and thus misleadingly narrow 

confidence intervals and overestimated statistical significance. The fixed effects estimation is shown in Table 11. 

Since the sample data has a short form, i.e. many entities and few time periods, we choose a within estimator over 

a least squares dummy variable model. The within estimation uses variation within each entity instead of a large 

number of dummies. The within estimation is, 
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(𝑦𝑖𝑡 − 𝑦𝑖∗) = (𝑥𝑖𝑡 − �̅�𝑖∗)′𝛽 + (𝜀𝑖𝑡 − 𝜀�̅�∗), 

Equation 2: within estimation 

where 𝑦𝑖∗ is the mean of the dependent variable of individual 𝑖, �̅�𝑖∗ represents the mean of the independent variables 

of group 𝑖, and 𝜀�̅�∗ is the mean of errors of group 𝑖. (Park, 2011).   

With the within estimation the stable characteristics of an individual,  𝛼𝑖 , and the time-invariant covariate effect 

disappear from the model. Hence, 𝛼𝑖  cannot have an effect on the estimation of 𝛽 regardless of, whether or not 

they are correlated with 𝑋𝑖𝑗 . The fixed effects estimate of the effect of 𝑋𝑖𝑗  and 𝑌𝑖𝑗 are therefore unbiased, even if 

some of those characteristics are considered to be confounders of the relationship between 𝑋𝑖𝑗  and 𝑌𝑖𝑗. It can in 

that sense be said, that the fixed effects model removes the potential for bias due to confounding by all measured 

and unmeasured time-invariant characteristics of individuals (the latter are encapsulated in the 𝛼𝑖) (Fitzmaurice et 

al., 2012). It must be noted that the fixed effects model can only remove the potential confounding by those 

measured and unmeasured time-invariant covariates whose effects on the response remain constant over time. That 

is, conditional on 𝑋𝑖𝑡  𝑎𝑛𝑑 𝐷𝑖 , it must be assumed that the effect of any time-invariant confounder on 𝑌𝑖1 is the 

same as on 𝑌𝑖2.  

Table 11: Fixed effects estimation (continued on the next page) 

=============================================== 

                      Dependent variable:       

                 ------------------------------ 

                              ROAA              

                    (1)       (2)       (3)     

----------------------------------------------- 

multiple                             -0.1080*** 

                                      (0.0339)  

                                                

boardsize         -0.0304             -0.0218   

                 (0.0365)             (0.0326)  

                                                

female                      0.3910              

                           (0.5726)             

                                                

foreign                     2.1391              

                           (1.4984)             

                                                

empl.rep          0.4790    0.7067*    0.2435   

                 (0.3024)  (0.4060)   (0.3268)  

                                                

CapRatio         0.0622*** 0.0716*** 0.0660***  

                 (0.0209)  (0.0206)   (0.0202)  

                                                

LnImpairedLoans   0.0102    0.0096     0.0137   

                 (0.0115)  (0.0099)   (0.0108)  
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LnTA             -0.9253** -0.7782** -0.9323*** 

                 (0.3706)  (0.3367)   (0.3410)  

                                                

factor(year)2015  -0.1041   -0.1040   -0.1071   

                 (0.0979)  (0.0933)   (0.1000)  

                                                

factor(year)2016 0.1826**  0.1875**   0.1895**  

                 (0.0789)  (0.0787)   (0.0748)  

                                                

factor(year)2017 0.4289*** 0.3845**  0.4453***  

                 (0.1572)  (0.1549)   (0.1465)  

                                                

factor(year)2018 0.2780**   0.2247*   0.2983**  

                 (0.1292)  (0.1337)   (0.1159)  

                                                

----------------------------------------------- 

Observations        305       305       305     

R2                0.2265    0.2382     0.2586   

Adjusted R2       -0.0006   0.0104     0.0368   

F Statistic      7.6469*** 7.3181*** 8.1616***  

=============================================== 

Note:               *p<0.1; **p<0.05; ***p<0.01 

The 𝑅2 of the within estimation is not incorrect, because the intercept term is suppressed. The clustered standard 

errors are reported in parenthesis under the parameter estimates. All of the following regressions likewise have 

robust clustered standard errors clustered on bank.  

Test for fixed effects 

We conclude through F-tests (see Appendix 9-11) that there is a significant fixed effect or significant increase in 

goodness-of-fit in the fixed effect model, and that a fixed effect model is therefore preferred over the pooled OLS. 

Specifically, individual fixed effects will be utilized, and time fixed effects will be controlled for with our 

announcement variable, as defined in Section 3.2.3. Appendix 12 displays the pooled OLS estimations next to the 

fixed effects estimations. 

 

Fixed effects vs random effects 

For good measure, we consider a random effects model. This would be relevant, if we were to suspect that the 

source of the heterogeneity stems from the error term. It could be, that the fixed effects are non-zero, but are 

actually uncorrelated with our time-varying explanatory variables. In our case, the unobserved effects are 

presumably correlated with the regressors, because there are plenty of bank-specific effects, that we do not control 

for in our models. Thus, if we control for the “cross-sectional” variation related to unobserved bank-specific 

effects, the fixed effects methods would be appropriate at dealing with our unobserved effects. 
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We reject the null hypothesis of the Hausman test which tests random effects against fixed effects (see Appendix 

13). We, thus, conclude that individual effects, 𝜇𝑖 , are significantly correlated with at least one regressors in the 

model and the random effect model is problematic. For this reason, we use an individual fixed effects estimator 

for our models with an announcement dummy to control for time effects. 

 

5.2 Models Specification 

Model 1: tests the relationship between board size and financial performance (Hypothesis 1, from Section 1.2): 

𝑅𝑂𝐴𝐴𝑖𝑡 = 𝛽1𝑏𝑜𝑎𝑟𝑑𝑠𝑖𝑧𝑒𝑖𝑡 + 𝛽2𝑒𝑚𝑝𝑙𝑜𝑦𝑒𝑒. 𝑟𝑒𝑝𝑖𝑡 + 𝛽3𝐼𝑚𝑝𝑎𝑖𝑟𝑒𝑑𝐿𝑜𝑎𝑛𝑠𝑖𝑡 + 𝛽4𝐶𝑎𝑝𝑅𝑎𝑡𝑖𝑜 + 𝛽5𝐿𝑛𝑇𝐴

+ 𝛾𝑎𝑛𝑛𝑜𝑢𝑛𝑐𝑒𝑚𝑒𝑛𝑡1𝑖 + 𝑎𝑖 + 𝜀𝑖𝑡 

Equation 3: Model 1 

 

Model 2: tests the relationship between board diversity and financial performance (Hypothesis 2, from Section 

1.2): 

𝑅𝑂𝐴𝐴𝑖𝑡 = 𝛽1𝑓𝑒𝑚𝑎𝑙𝑒𝑖𝑡 + 𝛽2𝑓𝑜𝑟𝑒𝑖𝑔𝑛𝑖𝑡 + 𝛽3𝑒𝑚𝑝𝑙𝑜𝑦𝑒𝑒. 𝑟𝑒𝑝𝑖𝑡 + 𝛽4𝐼𝑚𝑝𝑎𝑖𝑟𝑒𝑑𝐿𝑜𝑎𝑛𝑠𝑖𝑡 + 𝛽5𝐶𝑎𝑝𝑅𝑎𝑡𝑖𝑜 + 𝛽6𝐿𝑛𝑇𝐴

+ 𝛾𝑎𝑛𝑛𝑜𝑢𝑛𝑐𝑒𝑚𝑒𝑛𝑡1𝑖 + 𝑎𝑖 + 𝜀𝑖𝑡 

Equation 4: Model 2 

Model 3: tests the relationship between multiple directorships and financial performance (Hypothesis 3 from 

Section 1.2): 

𝑅𝑂𝐴𝐴𝑖𝑡 = 𝛽1𝑚𝑢𝑙𝑡𝑖𝑝𝑙𝑒𝑖𝑡 + 𝛽2𝑒𝑚𝑝𝑙𝑜𝑦𝑒𝑒. 𝑟𝑒𝑝𝑖𝑡 + 𝛽3𝐼𝑚𝑝𝑎𝑖𝑟𝑒𝑑𝐿𝑜𝑎𝑛𝑠𝑖𝑡 + 𝛽4𝐶𝑎𝑝𝑅𝑎𝑡𝑖𝑜 + 𝛽5𝐿𝑛𝑇𝐴

+ 𝛾𝑎𝑛𝑛𝑜𝑢𝑛𝑐𝑒𝑚𝑒𝑛𝑡1𝑖 + 𝑎𝑖 + 𝜀𝑖𝑡 

Equation 5: Model 3 

5.3 Results 

Table 12 shows our regression output with ROAA as the dependent variable for all three models, as well as a 

fourth model which includes all the independent and control variables. Column 1 displays the regression output 

for Model 1, which examines the effect of board size on financial performance. Column 2 displays the regression 

output for Model 2, which examines the effect of the diversity factors on financial performance. Column 3 displays 

the regression output for Model 3, i.e. multiple directorships’ effect on financial performance. Column 4 displays 

the regression output when all independent variables are included. 
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From the results, the proportion of employee representatives (empl.rep), capital ratio (CapRatio), total assets 

(LnTA), and the announcement dummy [factor(announcement)1] all have a strong explanatory effect on financial 

performance (ROAA). Impaired loans (LnImpairedLoans) does not appear to be significant but is kept in the 

regression to control for the quality of the banks’ assets. 

 

The announcement dummy is positively linked to ROAA. ROAA is associated with approximately a 0.3-unit 

increase, holding all else equal, if the year is 2017 or 2018. The announcement dummy is significant at the 0.01 

significance level. This suggests that the banks experienced a significant increase in financial performance as 

measured by ROAA following the 2017 corporate governance recommendations report.  

 

Model 1: Board size  

In Model 1 (Table 12, Column 1), it appears that the board size variable has a slight negative effect (-0.0377) on 

financial performance, but it is not statistically significant. Interestingly, the percentage of employee 

representatives, on the other hand, has a positive effect on financial performance and is statistically significant at 

the 0.05 significance level. The model suggests that a one unit increase in board size, will decrease ROAA by 

approximately 0.04, holding all other variables constant. A one unit increase in the percentage of employee 

representatives, however, increases ROAA by 0.5693, holding all else constant. This result supports the theory 

that a larger board has a negative impact on financial performance as measured by return on average assets. The 

recommendation for limiting the board size by the Committee on Corporate Governance is therefore also supported 

by our regression. 

 

To further investigate the board size – bank performance relationship, another regression with dummy variables 

for each different board size with the minimum board size (four) as our base case is examined. The results are 

reported in Appendix 14. This allows us to establish whether the data suggests that bank boards should be as small 

as possible, or if there is an optimal board size. All coefficients for board size 5 to 20 are negative, some 

significantly so (board size 5, 6, 7, and 20). Our results do, therefore, indeed point to the conclusion that bank 

boards should be as small as possible. We can further test whether the results differ from before to after the 

Recommendation report of 2017, by running another regression with an interaction variable between board size 

and our announcement dummy, see Appendix 15. The regression shows that the interaction term between 

announcement and board size is negative but not statistically significant (-0.0147). As discussed in Section 2.6, 

the 2017 recommendation did not differ drastically from the previously released reports with regards to board size. 

It is not particularly surprising that the announcement of the report did not lead to a negative financial impact, nor 

a significant change in the governance.  



 

Page 46 of 72 

 

Model 2: Diversity factors  

In Model 2, the variable for the proportion of female board members is not statistically significant. The proportion 

of female board members variable (female) has a positive impact (0.4428) on financial performance as measured 

by ROAA (Table 12, Column 2). 

 

Overall, it is difficult to draw any inferences on the effect of female board members from these regressions as the 

results are statistically non-significant. This supports the inconsistent and at times ambiguous relationship between 

board level gender diversity and firm performance (both market and accounting-based) observed by several papers 

(e.g. Rose, 2017; O’Reilly & Main, 2012). We, therefore, again generate a set of dummies for the proportion of 

female directors to check if there exists an optimal proportion of female directors. Our base case dummy is zero. 

The full regression output of this test is found in Appendix 16, while Table 13 shows some of the main findings. 

We observe that when the proportion of female directors reaches 0.31, i.e. when 31% of the board members are 

women, the effect is significantly positive (0.6015**) on ROAA. Contrastingly, when the proportion of female 

directors is very small, say 0.08, the effect is significantly negative on ROAA (-0.5746**), see Table 13. 

 

By running a regression with an interaction term between female and announcement, we see that the proportion of 

female directors did not increase following the 2017 corporate governance recommendations report, see Appendix 

17. Instead, it actually significantly decreased (-1.1831***). This could have something to do with the fact that 

the recommendation for diversity was not amplified from the previous report, or it may simply be due to other 

endogenous factors not accounted for in our regression. 

 

For our second diversity measure, the proportion of foreign board members, the impact of this variable on financial 

performance is positive (1.9650), see Table 12. The variable is not statistically significant in this case either. 

Similarly, when examining the regression with a set of dummy variables for each proportion of foreign directors 

(with zero as our base case), we observe that when the proportion is small (0.125), the effect on ROAA is 

significantly negative (-0.3956**), but when the proportion is large (0.667), the effect is significantly positive 

(0.5598***), see Table 13. 

 

We know from Section 3.2.1, that there are very few foreign directors in our sample. Most of the boards in our 

sample consist mainly of Danish nationals. Thus, a regression of foreign directors may not give a concise picture 

of the reality of its effect as a corporate governance measure, nor if this type of diversity is value-creating. An 

intuitive reason for why there are so few foreign directors, is that they are likely to be less familiar with national 
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accounting rules, laws, regulations, governance standards, and management methods, making it more difficult for 

them to evaluate managerial performance or challenge managerial decisions (Masulis et al., 2012). 

 

Model 3: Multiple directorships  

In Model 3, multiple directorships have a negative effect on financial performance as measured by ROAA. 

The model suggests that a one unit increase in the multiple directorship variable, multiple, decreases ROAA by 

0.1047, holding all other else constant. The multiple directorship variable is statistically significant at the 0.01 

significance level. Our model, therefore, suggests that board members with multiple directorships do in fact have 

a negative impact on board performance and hence on the financial performance of the bank as measured by 

ROAA.  

 

Table 12: Fixed effects regression for all three models and a full model 

=============================================================== 

                                 Dependent variable:            

                      ----------------------------------------- 

                                        ROAA                    

                         (1)       (2)       (3)        (4)     

--------------------------------------------------------------- 

multiple                                  -0.1047*** -0.1014*** 

                                           (0.0311)   (0.0304)  

                                                                

boardsize              -0.0377             -0.0296    -0.0216   

                      (0.0371)             (0.0343)   (0.0325)  

                                                                

female                           0.4428                0.3686   

                                (0.5465)              (0.4694)  

                                                                

foreign                          1.9650                1.7013   

                                (1.4677)              (1.3955)  

                                                                

empl.rep              0.5693**   0.7760*    0.3425     0.5704   

                      (0.2872)  (0.4004)   (0.3076)   (0.3991)  

                                                                

CapRatio              0.0679*** 0.0778*** 0.0718***  0.0791***  

                      (0.0202)  (0.0201)   (0.0196)   (0.0199)  

                                                                

LnImpairedLoans        0.0048    0.0041     0.0081     0.0074   

                      (0.0129)  (0.0111)   (0.0125)   (0.0117)  

                                                                

LnTA                  -0.8830** -0.7667** -0.8869**  -0.7379**  

                      (0.3795)  (0.3624)   (0.3531)   (0.3445)  

                                                                

factor(announcement)1 0.3091*** 0.2647**  0.3246***  0.2758***  

                      (0.1140)  (0.1146)   (0.1045)   (0.1047)  

                                                                

--------------------------------------------------------------- 

Observations             305       305       305        305     

R2                     0.1832    0.1925     0.2134     0.2230   

Adjusted R2            -0.0433   -0.0358   -0.0090    -0.0052   

F Statistic           8.8961*** 8.0714*** 9.1838***  7.4925***  
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=============================================================== 

Note:                                                                                            *p<0.1; **p<0.05; ***p<0.01 
This table presents the results fixed-effects regressions with bank and year fixed effects with ROAA as the dependent variable. Year 

dummies are replaced with the announcement dummy. Clustered standard errors (on bank) are in parentheses. 

 

Table 13:Regression of female and foreign dummies on ROAA  

Regression of female and foreign dummy variables 

================================================= 

                          Dependent variable:     

                      --------------------------- 

                                 ROAA             

------------------------------------------------- 

factor(female)0.07              0.1097            

                               (0.2494)           

                                                  

factor(female)0.08             -0.5746**          

                               (0.2508)           

                                                  

factor(female)0.09             0.3559**           

                               (0.1640)           

[…] 

 

                                                                                                   

factor(female)0.31             0.6015**           

                               (0.2887)           

                                                                                     

[…] 

                                                        

factor(foreign)0.125           -0.3956**          

                               (0.1895)           

[…] 

       

factor(foreign)0.6667          0.5598***          

                               (0.1703)           

                                                                                                   

boardsize                       -0.0261           

                               (0.0546)           

                                                  

empl.rep                        0.2816            

                               (0.3787)           

                                                  

multiple                      -0.0863***          

                               (0.0303)           

                                                  

CapRatio                       0.0824***          

                               (0.0227)           

                                                  

LnImpairedLoans                 -0.0052           

                               (0.0157)           

                                                  

LnTA                            -0.5396           

                               (0.3859)           

                                                  

factor(announcement)1          0.2643**           

                               (0.1082)           

                                                  

------------------------------------------------- 

Observations                      305             

R2                              0.3511            
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Adjusted R2                     0.0088            

F Statistic                    2.3930***          

================================================= 

Note:                 *p<0.1; **p<0.05; ***p<0.01 

The base cases are female = 0 and foreign = 0. See Appendix 16 for the full regression output. 

 

5.4 Conclusion 

Through our regression analysis we found that the board size and multiple directorships are negatively correlated 

with return on average assets. We did not find statistical significance for the board size variable, but the multiple 

directorship variable was significant at the 0.01 significance level. We tentatively confirm Hypothesis 1 but 

emphasize that more robust evidence is needed to draw a conclusion with regards to the effect of board size on 

banks’ financial performance. This can be achieved by expanding the panel data in order to include more years. 

The regressions from this paper likewise confirm that there is evidence for Hypothesis 3, i.e. multiple directorships 

do appear to have a negative effect on banks financial performance. 

 

We found no statistical significance in the relationship between the diversity factors (proportion of female directors 

and the proportion foreign directors) and financial performance (Hypothesis 2). The regressions did, however, 

indicate that the relationship between these diversity factors and firm performance is positive. Additional 

regressions confirmed that the proportion of female and of foreign directors has a significantly positive effect on 

firm performance, when the respective proportions are sufficiently large. We, hence, observe that the strength lies 

in the numbers, when examining the effect of diversity. When females and foreigners are a small minority of the 

supervisory board, their effect on firm performance (ROAA) is significantly negative, but in a board setting where 

they are more equally represented, their effect on firm performance becomes significantly positive.  
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6. Discussion 

In this section, the results presented in Section 5 will be discussed. Namely, the problems with examining the 

effect of female directors on financial performance (Section 6.1); the limitations of examining the effect of foreign 

directors (Section 6.2); the effect of board size on the banks’ financial performance (Section 6.3); the ambiguous 

effect of having directors with multiple directorships on the supervisory board (Section 6.4); and lastly a discussion 

of whether the entire focus of having “good corporate governance” guidelines is in some sense misconstrued 

(Section 6.5).  

6.1 When do women enter boards?  

As shown by the regression results, the proportion of female directors did not have a statistically significant effect 

on return on average assets. This conclusion supports a number of papers that similarly found no significant effect 

of board gender diversity on financial performance with evidence in Denmark and Europe (e.g. Randøy et al., 

2006; Rose, 2007; Marinova et al., 2016). Arguably, the purpose “good” corporate governance is not exclusively 

aimed at increasing firms’ financial performance, and thus the possible positive effect of female directors may not 

represent itself in this financial measure. 

 

Important questions to cover when examining the effect of female directorships on any type of firm, which are not 

covered in this analysis, are some of the following; 

• When do women enter boards; or put differently, when do firms seek to appoint female directors 

specifically? 

• What other factors can be predicative of the proportion of female directors in the organization? 

• Supposedly the purpose of good corporate governance is not directly to increase financial performance, 

what other positive outcomes can a gender diverse board induce? 

 

First, it can be argued that female directors inherently will enhance the firms’ reputation by pursuing social-value 

goals which strengthen the firms’ corporate social responsibility, ethics and philanthropy (Eagly & Karau, 1991; 

Heilman, 2012). But are these social outcomes driven by a larger proportion of female directors, or do the 

organizations’ that pursue such goals simply attract more philanthropic female directors? 

Biological gender differences do play a role in the perception and viewpoints of people, but individual variability 

exists. Female bank directors may not actually differ that much from their male counterparts in their perceptions, 

risk preferences, values, and so forth. Given that they likely come from similar professional and educational 

backgrounds, as posited by the similarity-attraction theory. The differences between the female directors and their 
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male counterparts that can be attributed to have stemmed from biological gender, are possibly not substantial 

enough to induce a shift in the risk-profile nor on the emphasis on corporate social responsibility in the 

organization. 

 

On the other hand, research has shown evidence of a so-called “glass-cliff” (Ryan & Haslam, 2005), i.e. the 

likelihood of women being appointed in leadership positions increases in the presence of adverse company 

circumstances, compared to favorable ones (e.g. Ryan & Haslam, 2005; Ryan et al., 2011; Mulcahy & Liehan, 

2014; Kulich et al., 2015; Darouei & Pluut, 2018). The reason for the existence of this glass-cliff can be 

contributable to the attributes that females bring to a board such as new skills (Kim & Starks, 2016) as posited by 

upper echelons theory, new perspectives (Harrison & Klein, 2007), better decision-making and problem solving 

(Daily and Dalton, 2003; Hillman et al., 2002), enhanced creativity and innovation (Robinson & Dechant, 1997), 

and improved access to information (Beckman & Haunschild, 2002). 

 

A different explanation may, however, simply be that appointing a larger proportion of female directors signals 

change in leadership, whether it be a new attitude toward risk (e.g., Martin et al., 2009), a cultural shift (e.g., Metz 

& Kulik, 2008), or a turnaround in organizational performance (e.g., Ryan & Haslam, 2005). In other words, even 

if females do not engage in different leadership behavior than men, and even if gender diverse groups do not make 

different decisions than homogenous-gender groups, females in leadership roles may nonetheless send important 

signals to both external and internal stakeholders (Spence, 1973).  

 

In either case, causality and endogeneity pose a problem, when analyzing board level gender diversity. If board 

diversity is enhanced in the presence of firm crises, the relationship between firm performance and the appointment 

of female directors may have a negative rather than positive relationship, since the appointment of women directors 

followed from the poor performance. 

 

Other endogenous factors that research has shown to be predicative of female directorship in a given organization, 

is the organizational and board size, the nature of the industry, the degree of female representation in the 

employment base, etc. 

 

Smaller organizations and boards tend to be correlated with fewer female directors (e.g. Gul et al., 2011; O'Reilly 

& Main, 2012; Dewally et al., 2017). Organizational size has been shown to be a prominent predictor in the 

characteristics or organizations that have appointed female directors in prior studies (Burgess & Tharenou, 2002; 

Geiger & Marlin, 2012; Nekhili & Gatfaoui, 2013; Wang & Clift, 2009). The reason behind this can be explained 
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by the presence of public scrutiny on large organizations, as they are more visible to the public than smaller 

organizations. Thus, these larger organizations will experience a greater pressure to conform to societal 

expectations (DiMaggio & Powell, 1985; Meyer & Rowan, 1977) for example to ensure greater gender diversity 

in their boardrooms. As shown in Figure 2, we find that bank size (as measured by the natural logarithm of total 

assets) seems to be positively associated with female board representation. This finding is, furthermore, supported 

by the significant positive correlation, shown in Table 9. Hence, we do find that larger banks appoint more female 

directors. Some studies have found that while the absolute number of women increases with increased bank size, 

the relative number does not, i.e. larger banks usually have a larger board size and thus more female directors. 

Therefore, women do not necessarily replace former male directors but are appointed when the board size naturally 

increases (Dewally et al., 2017). According to the findings of this thesis, this does not appear to be the case for 

Danish banks. 

 

As concluded in Section 5.4, the positive effect of female board members on financial performance appears to be 

dependent on the number of women on the board; when the proportion of female directors reaches approximately 

31%, the effect of female directors becomes significantly positive. In other words, the positive effect only becomes 

statistically significant on financial performance, when it reaches a certain threshold. This relationship has been 

observed by others as well (e.g. Cohen et al., 1998; Kramer et al., 2006). Cohen et al. (1998) coined this effect the 

“critical mass”. Similarly, both Cohen et al. (1998) and Kramer et al. (2006) found the critical mass to be around 

30%. The rationale behind this phenomenon could be that the dissimilar opinions are suppressed, when the 

minority group is too small which consequently hinders the desired outcome of board diversity; or it could be that 

board members with an unconventional background are unconsciously socialized at adopting the ideas of the 

majority of conventional board members, when they insufficiently represented (e.g. Rose 2007). 

 

The time period scope of this paper is also a limiting factor to fully understanding the effect of board diversity on 

financial performance. The focus on board diversity presumably evolved as globalization, technological progress, 

wider workforce demographics, and increased governance regulations changed the shape of businesses. This trend 

made its way into the Danish recommendations for good corporate governance in 2008, and up until the 2017 

report, the recommendation stands nearly unchanged. Capturing the effect of such an announcement, we would 

need to widen the scope and include much earlier data. Any exogenous shock that may have occurred due to the 

announcement of this recommendation, hence, falls out of the scope of this paper, and we only see a limited portion 

of the advancement of women on bank boards.  
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6.2 Foreign directors  

Our findings show that the coefficient of the percentage of foreign directors is statistically insignificant. Very few 

banks in our sample actually have foreign directors on their supervisory boards - as shown in Table 3 (Section 

3.2.1). This suggests, that any inference regarding the effect of foreign directors on financial performance of banks 

would be very weak, since the majority of the boards strictly consist of Danish directors. Therefore, little is known 

on the effect of having foreign board members. From a diversity standpoint, foreign nationals probably have 

different backgrounds, experiences, and social networks, which may improve their understanding of the 

stakeholders, provide diverse connections, and differing views. Foreigners on the supervisory board is also 

beneficial from a multinational perspective, if the bank has branches overseas. Most of these perceived benefits 

can, however, be achieved by appointing directors with international experience, according to some literature 

(Oxelheim et al., 2013). Furthermore, it is conceivable that appointing foreigners on Danish bank boards can lead 

to many difficulties, since there may exist some national/European financial reporting discrepancies, that can 

hinder foreign directors from making informed decisions and effectively monitoring. If that were to be the case, 

they would, furthermore, be prohibited from sitting on a Danish bank board by the FSA, and the decision of 

appointing such foreigners onto the board would not actually be in the hands of the bank in practice. In short, there 

is not enough data to show the effect of foreign board members on the financial performance of Danish banks, and 

that is a major limiting factor of this analysis. 

 

6.3 Board size 

The results, although not statistically significant, showed that board size has a negative impact on financial 

performance, when financial performance is measured by return on average assets. Even when examining the 

effect of different board sizes (Appendix 14), non were positive. The results seem to suggest that the bank size of 

Danish banks should be relatively small. Obviously, the appropriate board size is very bank specific, and the 

decision should not be made through a one-size-fits-all approach. It cannot, thus, be stated that the optimal board 

size across all banks is in one specific range, but our findings along with a number of other papers find evidence 

for a negative relationship between board size and financial performance. Hermalin and Weisbach (2003) 

summarize the findings of the board structure literature as follows: “Across these studies, a number of regularities 

have emerged-notably, the fact that board composition does not seem to predict corporate performance, while 

board size has a negative relationship to performance.”.  
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Many papers do suggest that a board size should be kept conservative as to allow for effective communication and 

monitoring (e.g. Lipton & Lorsch, 1992; Jensen, 1993; Eisenberg et al., 1998) which our findings seemingly also 

support. As shown in Table 1 (Section 3.2.1) preferred board size of the banks in our sample seems to be between 

four and eight directors; this does correspond to the first recommendations report, Recommendations on Corporate 

Governance (2001), which stated that an optimal board is six general meeting elected directors with 12 members 

as an appropriate maximum. 

 

6.4 Employee Representatives  

The fraction of employee representatives was shown to have a positive and statistically significant effect on the 

financial performance of the banks. The variable had a greater explanatory effect than board size. The corporate 

governance recommendations’ report is not indicative of whether board level employee representatives is to be 

considered an advancement of achieving “good” corporate governance. They do highlight that employee 

representatives cannot be considered as independent directors, however. It could be argued, that board level 

employee representation contributes to board diversity, since employees have different backgrounds and inside 

company knowledge compared to other board members.  

 

Originally justified as a form of democracy at the company level, today workers’ participation is mainly 

emphasized as a contribution to value creating and necessary organizational change (Hagen & Huse, 2006). Rose 

(2005) found that employee representatives – when comparing their attitudes with those of the representatives of 

the owners, are more likely to take broader stakeholder interests into account, and not just employee interests, but 

also environment and local community interests. 

 

Employee representation is voluntary in Denmark. As previously stated, employees of Danish private and public 

limited companies employing at least 35 full-time individuals (on average over the previous three years), have the 

option to implement board level employee representatives (Erhvervsstyrelsen, 2014). It could be interesting to 

examine the interaction between the proportion of female directors and employee representatives, since it was 

observed that in many banks the majority of female directors are simultaneously also employee representatives.  

 

As far as I know, the effect of board level employee representatives in banks on financial performance has not 

been studied extensively yet. Studies on board level employee representatives in companies have shown that 

employee representatives have a positive effect on financial performance as well, however (e.g. Delery & Doty 
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1996; Fauver & Fuerst, 2004; Hagen & Huse, 2006; Waddington & Conchon, 2015). Although some empirical 

research also shows mixed and partly contradictory results (e.g. FitzRoy & Kraft, 1993). 

 

6.5 Multiple directorships 

The findings in this paper do support the recommendation that directors should restrict the number of directorship 

positions they hold. The relationship between multiple directorships and financial performance was statistically 

significant and negative. This result ties well with previous studies, wherein similar conclusions were drawn (e.g. 

Core et al., 1999; Shivdasani & Yermack, 1999; Fich & Shivdasani, 2006). In this case, we find no evidence of 

the reputation hypothesis (Section 2.5.3), in which the number of directorships held by a director proxies for the 

quality of that director. Overall, these findings are in support of the recommendations made by the Committee on 

Corporate Governance (2017). It still stands though, that the time scope of our sample might be a limiting factor 

in capturing the effect of multiple directorships, and that there may be a problem with endogeneity. 

 

6.6 Good corporate governance and bank regulation 

The main goal of good corporate governance in financial institutions may not in fact simply be to “maximize 

shareholder value”, but instead an assurance to authorities that the bank is adhering to the regulations and 

complying with the prescribed best practices to the greatest extent, with the underlying purpose of controlling 

risks. A study on the effect of “good” corporate governance on the financial performance of firms, may hence 

produce misleading results. 

 

If we define good corporate governance in terms of the ability of firms to be self-governing on a sustainable basis, 

the need for companies to have to comply or explain to a set of defined best practices may have a counterintuitive 

effect. The evaluation of good corporate governance then becomes an evaluation of, how well the company 

complies to a particular set of practices, instead of an iterative process of addressing business-specific governance 

issues and objectives. Banks, and other financial institutions, arguably differ from non-financial companies on a 

number of factors, and it can therefore be difficult to produce a general set of recommendations that are optimal 

for all firms equally. Implementing such a system that any divergence from the recommendations needs to be 

explained, incentivizes firms to comply to a great extent, otherwise the firm could be penalized by investors. Even 

though following status quo may actually hinder that firm from finding and implementing better suited solutions 

and ways to govern. Perhaps, having a homogenous board, regardless of what that demographic may look like, is 
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beneficial for effective communication for certain companies. But that could result in a negative reputation of that 

particular company, since they have strayed from the “best practice” for all [listed] firms.  

 

What drives regulation? 

If regulation related to female and foreign board participation merely is a product of a social trend, then it serves 

little purpose to scrutinize its effects from a financial performance standpoint. In other words, the 

gender/nationality diversification agenda should not necessarily be argued for through a financial lens. While 

diversity may create a rise in public opinion and thereby have an effect of financial performance, the driving force 

behind the establishment of board level diversity, has little to do with capitalistic concerns. Following this line of 

analysis, any financial effect as a result from demographic diversity among directors, will need to control for other 

factors as well, such as the ethical and moral trends in the social environment, in which the companies operate 

under. The idea that public opinion shapes regulations is supported by democratic theorists, such as Erikson et al. 

(1993) who attribute changes in policy to shifts in opinion.  

 

The committee’s recommendation for board demographic diversity is, as mentioned beforehand, supposedly 

stemming from the viewpoint that diversity improves the decision-making within organizations. This conclusion 

could have been drawn from studies showing positive links, but further encouraged from societal trends. On the 

other hand, political influence can be thought of as a product of activists, media owners, and corporate elites, who 

shape public opinion in the first place (e.g. Chomsky & Barclay, 2010). Board diversity has been advised by 

G20/OECD Principles of Corporate Governance (2015), and thus the recommendation could have been brought 

forth in the report to support other European guidelines. The G20/OECD principles do echo throughout the Danish 

Recommendations on Corporate Governance report on a number of accounts. 

 

The incentives of good corporate governance  

“A corporate culture of aggressive pursuit of profits with a win-at-all-cost mentality is prone to higher risk-taking 

and to being arrogant about the risks that are being run. The financial industry seems to have been captured by 

this culture more than any other business sector, fueled by substantial and in a number of cases excessive personal 

gains that could be made by the key players in the industry.” (Wymeersch et al., 2012) 

 

The analysis focuses on the financial outcomes of the corporate governance factors observed, and it is therefore 

implicitly assumed that these measures will be deemed beneficial, only if they produce desired financial outcomes 

and maximize shareholder wealth. This is, of course, under the assumption that banks are profit-maximizing 
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organizations. An important distinction needs to be made when discussing the underlying incentives of banks, 

namely the ownership structure of a bank. 

 

The ownership structure of a bank defines who owns the financial institution and hence determines the underlying 

incentives of the institution. Shareholders-owned financial institutions are generally profit maximizing, while 

stakeholders-owned financial institutions tend to fulfill stakeholders’ objectives (e.g. cooperatives and mutual 

financial institutions claim to maximize members’ surplus and savings banks owned by foundations tend to pursue 

their missions) (Ayadi, 2019). Stakeholders-owned financial institutions, thus, have other objectives alongside 

profit maximization. Consequently, cooperative banks are not capital-market orientated and profit-maximization 

is not the core incentive. This means that the corporate governance of cooperative banks has different targets than 

that of shareholder-owned financial institutions. The appropriate analysis in the case of cooperative banks would 

then be to test, whether the different board composition recommendations increase the creation of value for 

stakeholders. The creation of value for stakeholders is, however, more difficult to measure compared to the simpler 

financial performance measures used in this paper. Although, it could reveal a different conclusion as board 

diversity, for example, could have a more significant positive correlation with stakeholder value creation, than it 

has with the financial performance measure used in this paper. 

 

While earning profit is the key business objective of all organizations according to classical economists, modern 

economists are of the belief that an organization has to fulfill various alternative objectives, apart from profit, to 

survive in the long term. It can be argued that profit maximization cannot be the sole objective of financial 

institutions, as they have a responsibility to and immense impact on the community, should they fail. This idea is 

formalized by Colin Mayer (2019), who argues that banks have duties to the community that obliges them to 

forego a certain amount of upside. Banks need capital and liquidity buffers to ride out recessions, rate shocks and 

other remote but plausible contingencies (Mayer, 2019).  

It may thus be shortsighted to simply examine the financial effects of governance practices, as the effects of certain 

measures may in fact affect the risk-behavior and decision-making of the institution, which in turn can rein in the 

systematic risks, and hence improve the overall financial stability and ensure long-term growth. 
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7. Conclusion 

This paper offers some perspective to the financial effects of the board composition recommendations put forth 

by the Danish Business Authority’s Committee on Corporate Governance, and other international institutions, 

such as G20/OECD Principles of Corporate Governance, on Danish banks. The paper finds that neither the 

proportion of female directors nor the proportion of foreign directors has a significant effect on return on average 

assets. The paper does, however, find evidence for a financial impact, when the proportions exceed a certain 

threshold of approximately 31% female directors and 67% for foreign directors. Similarly, we do not find 

significant evidence for the hypothesis that board size negatively impacts financial performance, although the 

effect is indeed negative in all of the regression outputs and significantly so, when the board size is 5, 6, 7, and 20. 

The paper, therefore, concludes that board size has a negative effect on bank boards and financial performance, 

but we acknowledge that causality and endogeneity may have impacted the results and that the evidence is not 

statistically strong. Finally, we do find statistically significant evidence for Hypothesis 3; a negative association 

between financial performance and multiple directorships (p<0.01). 

Overall, this paper does provide some indication that the recommendations for board composition given in the 

report “Recommendations on Corporate Governance” (2017) from the Danish Business Authority’s Committee 

on Corporate Governance produces the expected effects, and in some regards are beneficial for Danish banks even 

from a financial standpoint. 
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