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Abstract

This study examines the implications of CEO power on the board structure of banks in the
Ghanaian banking industry. Using a unique hand-collected dataset in respect of 21 commercial
banks in Ghana for the 2009 — 2017 periods, the results show that CEO power underscores the
absence or lack of gender composition of bank boards and constrains independent directors,
while incentivizing larger board size in banks. Meanwhile, ownership structure and listing status
critically underpin the CEO power effect on bank board structure, such that the actual sign of the
marginal effect of CEO power on bank board structure varies with ownership structure and
listing status. Overall, the study contributes to the understanding of the global antecedent of bank
corporate governance (i.e. board structure) by providing an understanding of the implications of
social connection hypothesis on bank board structure in a developing country's context.
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1. Introduction

Given that changes to corporate governance regulations is a ‘social welfare decision’ (Erkens et
al., 2012, p. 391), the structure of a bank’s board speaks volume; serving as the channel through
which governments ensure bank safety (Onali et al., 2016), the constraining mechanism to
agency conflict (Weisbach, 1988; Hermalin and Weisbach, 2003) and a ‘critical resource’ for
business success (Adeabah et al., 2018). However following 2007/2008 global financial crisis,
numerous stakeholders (i.e. regulators, shareholders, and policymakers) have raised issues with
the fit and proper of existing governance structure for monitoring banking institutions (Ross and
Crossan, 2012, Aebi et al., 2011). In this paper, we investigate how CEO power affects the board
structure of banks. Specifically, we investigate how CEO power affect gender diversity,
independence and size structure of a bank’s board. We take the analysis further to investigate the
channel through which CEO power affects bank board structure.

In prior studies, some aspect of the implications of CEO power on the structure of bank board
have been examined only recently (e.g. Booth et al., 2002; Laux, 2008; Pathan and Skully, 2010;
Ting et al., 2017). Existing banking evidence notes that the performance effect of CEO power on
board gender diversity (in Chinese banks) depends critically on CEO power dimensions (Ting et
al., 2017). Likewise (for US banking holding companies), the performance effect of CEO power
over bank board independence is non-existent (Pathan and Skully, 2010). To date, available
empirical studies have not assessed the implications of CEO power for bank board structure in a
developing country’s perspective specifically, sub-Sahara Africa. Munisi et al. (2014) examine
the exogenous effect of ownership structure on corporate board size using data on listed firms
from 12 sub-Saharan Africa countries. Fiador et al. (2012) examine firm-level determinants of
corporate board structure in 4 sub-Sahara Africa countries. Indeed, to the best of our knowledge
no previous research examines issues concerning how CEO power affect board structure of
banks from a developing sub-Sahara African country’s perspective.

This gap is interesting because the institutional settings within which banking institutions in
Africa operate is significantly different. While in developed economies, the firms’ internal
governance framework has the complementary effort of an effective and efficient external
corporate governance landscape, the situation is generally different in sub-Sahara Africa
(Boubakri et al., 2005). In most developing countries the external corporate governance
mechanism is simply non-existent (Mishra, 2011), creating over-reliance on internal corporate
governance framework (Munisi et al., 2014). As evidence above Kaufmann et al. (2009) note
that there is prevalence of underdeveloped capital market, high government intervention and
relatively low regulatory quality. As such, the empirical results of Ting et al. (2017) and Pathan
and Skully (2010) could not be generalized beyond China and the United States respectively, to
Ghana with a developing financial sector, which is predominantly banking institutions. Thus, a
study from a developing country’s perspective is important in understanding the global
antecedent of bank corporate governance (i.e. board structure) by providing an understanding of
the implications of social connection hypothesis on bank board structure.

We use a unique hand-collected dataset on both listed and non-listed universal banks for the
period 2009 — 2017. Our analysis shows that CEO power decreases the gender composition of
bank board. This result reveals a very important feature of CEO power on banks’ board. Thus,
CEO power substitutes for gender diversity on banks’ board. Another seemingly important



implication of the negative relation between CEO power and gender diversity is that ‘scratch my
back’ effect dampens voluntary efforts of banks towards achieving a gender-diversified board.
Further, we find that CEO power in banks reduce the independence of board significantly,
suggesting that CEO power benefit minority shareholders in the presence of an (overly)
independent board. As a result, CEO power may act as an effective constraining mechanism on
wealth transfer in banks with (more) independent directors. Finally, we find that CEO power
incentivize larger board size in banks. The interaction effect of CEO power and ownership
structure is negative for board gender but positive for both board independence and board size.
Meanwhile, the interaction effect of CEO power and listing status is positive for board gender
diversity and negative for both board independence and board size.

Our paper contributes to the literature on bank board structure in several ways. First, this paper is
the first of its kind to examine the implications of CEO power on bank board structure in a
developing country’s perspective specifically sub-Sahara Africa. Second, our dataset affords us a
unique opportunity to examine the determinants of bank board structure post 2007/2008 financial
crisis. Third, our paper broadens understanding of the implications of social connection
hypothesis in the banking industry. Further, our paper explains the absence or lack of gender
diversified board in banks by showing the detrimental effect of CEO power towards the
voluntary efforts of banks in achieving a gender-diversified board. The results also significantly
broaden our understanding by showing that notwithstanding the regulatory environment of
banks, CEO power influence board selection process in the areas of gender diversity, board
independence and board size. These results complement and extend existing bank evidence in the
literature (e.g. Pathan and Skully, 2010) and thus have important policy implication for the
design of corporate boards in banks.

The remainder of the paper is as follows. Section 2 discusses related literature and develops
testable hypotheses. Section 3 sets out the data, empirical models and econometric estimation
techniques used. Section 4 details elements of the results and discussion. Section 5 presents
evidence of additional analysis, while section 6 documents the robustness of the results. Section
7 concludes.

2. Related literature and hypotheses development

In this section, we discuss related literature and develop testable hypotheses. Our testable
hypotheses is based broadly on what we call the social connection hypotheses of board structure,
which reflects the views of Adeabah et al. (2018), Schmidt (2015) and Chikh and Filbien (2011).
The social connection hypotheses argue that executive directors may have private benefits to be
satisfied as they hold knowledge and information critical for an organizational success (Faleye,
2015, p.59), as such this incentive creates what we call ‘scratch my back’ effect wherein the
CEO becomes powerful.

2.1. CEO power and board gender diversity

Board gender diversity is believed to be a critical and economically significant resource that
leads to optimal efficiency in banks (Adeabah et al., 2018). Nonetheless, empirical studies’
conclusions about the value relevance of gender composition on banks’ board is complex (Owen
and Temesvary, 2018) and dependent on CEO power dimension (Ting et al., 2017).



With regard to gender-diversified board, Ting et al. (2017) show that CEOs structural and expert
powers complement the voluntary effort of banks, but CEOs ownership power is detrimental to
this effort. Elsewhere, only a gender-diversified board provides better monitoring to reduce perks
by CEO power (Ting and Huang, 2018) suggesting an inverse relation between CEO power and
board gender diversity. Meanwhile, in non-bank evidence Usman et al. (2018) advance that
board gender diversity complements CEO power. The authors attribute this to more pressure
faced by female directors to align with management.

Available empirical account also suggests that board gender diversity strengthens managerial
accountability through better monitoring ability of female directors, improved attendance at
board meetings and CEO responsibility (Nguyen et al., 2015; Adams and Ferreira, 2009). As a
result, in the monitoring function of the board, gender diversity complements board
independence. Indeed, Bghren and Staubo (2016) show that female directors are generally
independent directors. Further, board gender diversity should improve the board of directors’
channel of communication, such as improving information processing (Nguyen et al., 2015). As
a result, cutting-back on the private benefits of the CEO that needs to be satisfied to improve
information flow on the board.

Based on the discussion above, we might expect CEO power to underscore the absence or lack of
gender diversity on bank boards. Therefore, the hypothesis related to board gender diversity is as
follows:

Hypothesis 1 (H1): CEO power is negatively and significantly related to board gender diversity
in banks.

2.2. CEO power and board independence

Recent studies argue that an (overly) independent board could be detrimental for the efficient
monitoring and advisory functions of a bank’s board (Andres and Vallelado, 2008). Consistent
with this, during the 2007/2008 financial crisis investors punished financial institutions with
excessively independent board (Erkens et al., 2012). Thus for banks’ boards to be efficient at
their dual role of monitoring and advisory, and be beneficial for minority shareholders, there
must be a lack of some independence of the board of directors (Laux, 2008).

Consistent with this, Guo and Masulis (2015) show that greater board independence leads to
more rigorous CEO monitoring and discipline, causing high CEO turnover and necessitating a
more generous severance packages, and larger stock option grants (Laux, 2008). Similarly,
Baldenius et al. (2014) argue that regulations seeking to strengthen the monitoring role of boards
could be harmful. Accordingly, CEO power is negatively related to a more heavy-monitor board
(Combs et al., 2007). This may be due to the ineffectiveness of outside-dominated board in
constraining CEO power (Guthrie et al.,, 2012), as suggested by the managerial power
hypothesis.

Meanwhile, Pathan and Skully (2010) argue that stricter regulatory environment provides
sufficient constraints on bank managers from control of the board selection processes, thus
making the performance effect of CEO power over bank board independence non-existent. An
important observation from this finding is that, regulatory monitoring serves as effective
managerial disciplinary tool (Palvia, 2011) as well as substitute for the performance effect of
independent directors on banks board to constrain CEO power to engage in corporate misconduct



(Altunbas et al., 2018; Booth et al., 2002), which Laux (2008) argues that it is beneficial for
shareholders wealth maximization. Therefore, the second hypothesis (H2) related to board
independence is as follows:

Hypothesis 2 (H2): CEO power is negatively and significantly related to board independence in
banks

2.3. CEO power and board size

Ning et al. (2010) argue that there is more to the factors that significantly affect board size in
firms than merely value maximization and resource dependency. As evidence Raheja (2005)
notes that board size is a more nuanced function of the directors’ and the firm’s characteristics.
Among these factors found in empirical literature include scope of operation (e.g. Boone et al.,
2007; Pathan and Skully, 2010), CEO power (e.g. Combs et al., 2007; Guthrie et al., 2012),
among others. Given that in larger boards there is low incentive for each director to secure
information and monitor managers, CEOs may favor larger boards (Jensen, 1993, p.865).
Consistent with this, an (overly) larger board is a recipe for rigidity, absence of consensus
building in the decision making process of the board (Eisenberg et al., 1998).

Conversely, Coles et al. (2008) show that large board is beneficial for banks since they have
need for advisory because they are heavily debt financed; have greater complexity in operations
and are highly regulated. Similarly, Andres and Vallelado (2008) argue that larger board should
increase managerial incentive to supervise and improves human capital for advisory services on
boards. As such, larger boards have individuals with varying expertise and thus enhance the
knowledge base on the board. Larger board offers greater access to external environment and as
a result reduces external uncertainties faced by the bank. For example: Nakano and Nguyen
(2012), Switzer and Wang (2013) and Lu and Boateng (2018) show that larger board reduces
bank credit risks.

Based on the discussion above, we might expect CEO power to incentivize larger board size in
banks. Therefore, the hypothesis related to board size is as follows:

Hypothesis 3 (Hz): CEO power is positively and significantly related to board size in banks
3. Data and empirical method
3.1. Data and sample procedure

The sample is a unique hand-collected dataset of 148 observations in respect of 21 commercial
banks in Ghana for the 2009 — 2017 periods. We use the year 2009 as our beginning sample
period because we investigate the implications of CEO power on bank board structure in a post
2007/2008 banking environment. The analysis is based on a unique hand-collected dataset in
respect of 21 commercial banks operating in Ghana as at December 31, 2017. Among these
banks, 57% are foreign owned and 48% are listed on the Ghana Stock Exchange (GSE).
Although at the end of December 2017 there were 33 banks in operations, we arrive at the final
sample of 21 banks by using the following criteria: first, we restrict our sample to banks that had
gender diversified boards at the end of each financial year. This restriction meant excluding
bank-year observations with no female representation of board. Second, our sample was also
restricted to banks that had their full annual report readily available on their websites. This
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restriction reduced the banks included in the sample to 21 as those banks that published only the
financial statement part of their annual report were excluded.

3.2. Board structure measures

Following Pathan and Faff (2013), Guo and Masulis (2015), Ting et al. (2017), Owen and
Temesvary (2018) and Adeabah et al. (2018) board structure of banks used for the empirical
analysis include board gender diversity, as proxied by Blau index; board independence, as
proxied by the number of non-executive directors and board size, as measured by the number of
directors on the board.

3.3. Proxy for CEO Power

Given that CEO power is not easily observable, we follow prior studies and compute an index to
proxy for CEO power. Following Adeabah et al. (2018), we define powerful CEO as the CEO
with other executive directors on a board. We argue that the implications of social connections
on monitoring may create ‘scratch my back’ effect, a view which is consistent with Schmidt
(2015). Particularly, Chikh and Filbien (2011) show that social connections lead to lower
monitoring and more freedom for the CEO. Thus, consistent with Chikh and Filbien (2011)
view, we compute CEO Freedom Index, as a proxy for CEO power. CEO Freedom Index is
measured as follows.

Social connections on board;,

(1)

CEO Freedom S it =

Teeaom Scoreis Board size;,
where subscript i denotes individual banks (i=1, 2,..., 21) and t denotes year (t = 2009, 2010,...,
2017); Social connections on board;, is the number of executive directors on a board
excluding the CEO; Board size;, is the total number of directors on a board.

Each CEO freedom score is normalized on a scale of 1 to 7 to allow for easy comparison of CEO
Freedom across banks, where 1 and 7 are less powerful CEO and more powerful CEO
respectively. The conversion is done as follows.

CEO Freedom score;; — Sample minmum

CEOF — Index;y = 6 +1 (2)

Sample maximum — Sample minimum
where sample minimum and maximum are the lowest and highest CEO freedom score for bank-
year observation covered in the sample.

3.4. Control variables

Following Adeabah et al. (2018), we included bank size (InTA), loan-to-deposit ratio (LDR),
knowledge of local market dynamics (INnKLMD), ownership structure (OWN) and listing status
(GSE) to control for omitted variables bias. Bank size is measured as the natural logarithm of the
total assets of each bank at the financial year-end. Boone et al. (2007) and Pathan and Skully
(2010) show that size is a significant factor affecting the composition and structure of bank
board. Consistent with the scope of operation hypothesis, we expect the coefficient on InTA to
be positive for both board size and board independence of banks but negative for board gender
diversity. Loan-to-deposit ratio (LDR) refers to the ratio of net loans and advances to net deposit
from customers. Similar to Ayadi et al. (1998), we include LDR as early-warning performance
indicator of the risk of bank failure. We expect the coefficient on LDR to be positive for board
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gender diversity, board independence and board size of banks. Knowledge of local market
dynamics (INKLMD), as proxied by bank age (i.e. the number of years since the incorporation of
each bank) reflects the effect of ‘learning by doing’ on the board structure of banks (Ayadi et al.,
1998). Consistent with learning by doing hypothesis which argues that banks are relatively
efficient when they are old, we expect that the coefficient on InKLMD to be positive for board
gender diversity, but negative for both board independence and board size of banks. Ownership
structure (OWN) is measured as a dummy variable that takes the value of 1 to represent foreign
bank if 50% or more controlling interest in a bank is foreign owned at a financial year-end and 0
otherwise. Listing status (GSE) is measured as a dummy variable that takes the value of 1 to
represent a bank listed on the GSE, and 0 otherwise. Following Boone et al. (2007) and Pathan
and Skully (2010), we use lag one value of Blau index, board independence, board size and
return on assets (ROA) in equations (3) to (5) to reduce the problem of endogeneity in the
independent variables.

[Insert Table 1 about here]
3.5. Empirical model

To determine the implication of CEO power on bank board structure, we formulate our model in
the form:

Y=Xp[+¢
where Y is an nx1 vector, X is an nx(k +1) design matrix of bank CEO power and control
variables, g is a (k+1)x1 vector of parameters and ¢ is an nxlvector of residuals for

nkeZ". Specifically, we examine the determinants of bank board structure by specifying the
model:

Board Structure; = B + B;(CEO F — INDEX);  + Z BiControls; ¢ + ;¢ 3)

where In denotes natural logarithm, subscript i denotes individual banks (i = 1, 2,..., 21) and t
denotes year (t = 2009, 2010,..., 2017). ¢ denotes the remaining disturbance term. Board
Structure represents board gender diversity (BLAUINDEX), board independence (BOARDIND)
and board size (BOARDSIZE) of banks included in our sample; Controls are the matrix of bank-
specific variables that we controlled for and defined in Table 1 which include TA = bank size;
LDR = loan-to-deposit ratio; KLMD = knowledge of local market dynamics; OWN = ownership
structure; GSE = listing status.

3.6. Estimation method

Following prior studies (e.g. Pathan and Skully (2010) and Combs et al. (2007)) equation (3) for
board gender diversity, board independence and board size respectively, are estimated using
pooled ordinary least squares (Pooled OLS). To ensure robustness of the estimates to the
presence of heteroskedasticity, we adjust the variance-covariance matrix with Huber (1964) or
White (1980) estimators. By employing Petersen (2009) procedure, we clustered observations by
both banks and years to resolve random unobserved serial and cross-sectional correlation
respectively (if any) in residuals. We recognize that endogeneity is generally a concern in
corporate governance literature, as such, consistent with prior studies including Pathan and
Skully (2010), we included lagged one values of BOARDSIZE, BOARDIND, BLAUINDEX



and ROA as control in the statistical analysis of the impact of CEO power on bank board
structure.

3.7. Descriptive statistics and correlation analysis

Table 2 below presents the descriptive statistics for the various board structure variables, CEO
power and bank-specific variables used in our empirical analysis. On board structure variables,
Panel A of Table 2 show that the mean (Mdn) board gender diversity (BLAUINDEX) is 0.41
(0.42), with a minimum of -0.09 and a maximum of 0.87. The mean (Mdn) natural logarithm of
the number of non-executive directors (INBOARDIND) is 4.25 (4.29), with a minimum of 3.51
and a maximum of 4.51. The mean (Mdn) natural logarithm of the number of directors on a
bank’s board (INBOARDSIZE) is 2.18 (2.20), with a minimum of 3.51 and a maximum of 4.51.
In Panel B, the mean (median) of CEO F-INDEX is 2.82 (2.59), with a minimum of 1 and a
maximum of 6.95. This maximum value of CEO F-INDEX suggests that CEOs on bank boards
in our sample are relatively powerful. In Panel C of Table 2, the mean bank size (TA) is GHS 1.9
Billion (US$ 400 million)}. The use of natural logarithmic is motivated by the positively skewed
distribution of TA. The mean (median) of LDR is 0.63 (0.62), with a minimum of 0.16 and a
maximum of 1.47. The mean (median) of KLMD is 28.55 (20.00), with a minimum of 1 and a
maximum of 121. Finally, 57% of our sample banks have foreign majority ownership and 48%
are listed on the GSE.

[Insert Table 2 about here]
[Insert Table 3 about here]

Table 3 reports the Pearson’s correlation matrix among the variables used in the statistical
analysis. The correlation coefficients between board structure (BLAUINDEX, BOARDIND,
BOARDSIZE) and CEO power (CEO F-INDEX) are consistent with our expectations.
Generally, multicollinearity among regressors should not a be a concern as the maximum value
of correlation coefficient is 0.51 which is between knowledge of local market dynamics
(InKLMD) and listing status (GSE). However, given that there are high level of collinearity
between gender diversity (BLAUINDEX) and board size (BOARDSIZE), we use the lag of
board structure variables one at a time in our regression estimation of equation (3) resulting in 6
estimated models overall.

4. Results and discussion

Columns (1) and (2), (3) and (4), and (5) and (6) of Table 4 report the pooled OLS estimation
results of Eq. (3) for the impact of CEO power on board gender diversity, board independence
and board size respectively. First, we use the Stata user written procedure, ‘regcheck’
(Mehmetoglu and Jakobsen, 2017) to ensure that all our models satisfy a variety of diagnostic
tests for heteroskedasticity, multicollinearity, normality of residuals, specification, appropriate
functional form, and influential observations. We report the test results in Table 4 Panel C. The
diagnostic test results show that we have consistent and efficient estimators for all models. The
statistically significant test statistics across all estimation models for Wooldridge (2006) test for
first-order autocorrelation (Wooldridge AR(1)) indicates the presence of first-order serial

! Ghana Cedis (GHS) to US Dollar (US$) conversion was done using exchange rate at 4.75/US$1.



correlation problem in the panel data, suggesting the presence of an ‘unobserved bank-fixed
effect’ (Wooldridge 2002, p.176), thus motivating the inclusion of bank fixed-effect and year
fixed-effect. In Table 4 Panel B, the regression equations are well fitted with adjusted R-squared
of 37.0% and 38.7%, 65.4% and 65.8%, 42.6% and 38.6% respectively for BLAUINDEX,
BOARDIND, and BOARDSIZE regressions, with statistically significant F-statistics.

[Insert Table 4 about here]

4.1. CEO power and bank board structure

Table 4 Panel A reports the regression results of the impact of CEO power on board structure of
banks. Columns (1) and (2) report the estimation results for gender diversity on bank’s board,
columns (2) and (3) report the results for board independence, and finally, columns (5) and (6)
reports the results for board size. Overall, CEO power tends to be detrimental for the voluntary
effort of banks towards achieving a gender diversified board but should benefit minority
shareholders in the presence of an (overly) independent board by acting as constraining
mechanism, while incentivizing larger board size in banks.

With regard to board gender diversity, the coefficient on CEO F-INDEX (-0.033/-0.031) is
negative and statistically significant at 10 per cent level in columns (1) and (2). The statistically
significant negative coefficient on CEO F-INDEX is consistent with Hi, suggesting that CEO
power is detrimental for the gender composition of bank board of directors. This result reveals a
very important feature of CEO power on banks’ board. Thus, CEO power substitutes for gender
diversity on banks’ board, as such cast doubt on the complementarities of board gender diversity
and CEO power as suggested by Usman et al. (2018). Another seemingly important implication
of the negative relation between CEO power and gender diversity is that ‘scratch my back’ effect
dampens voluntary efforts of banks towards achieving a gender-diversified board. In terms of the
economic significance, gender diversity on bank board would reduce by approximately 0.97 per
cent [In(1.44)*0.033/1.24=0.0097] when CEO power of banks included in the sample increase by
one standard deviation.

Regarding board independence, the coefficients on CEO F-INDEX (-0.132/-0.133) in columns
(2) and (3) are negative and statistically significant at 1 per cent level. The statistically
significant negative coefficient supports our hypothesis H, that CEO power reduces board
independence of banks, which Laux (2008) argues that it is beneficial for shareholders wealth
maximization. This result complements and extends Pathan and Skully (2010) findings of no
statistically significant negative relation between CEO power and bank board independence. Our
results demonstrate that CEO power in banks reduce the independence of board significantly,
suggesting that CEO power should benefit minority shareholders in the presence of an (overly)
independent board. As a result, CEO power may act as an effective constraining mechanism in
banks with (more) independent directors. Economically, CEO power has considerable impact on
board independence. For example, an increase of one standard deviation in CEO power would
reduce board independence by approximately 3.91 per cent [In(1.44)*0.133/1.24=0.0391].

With regard to hypothesis Hs, which examines the relation between CEO power and board size,
the coefficients on CEO F-INDEX in columns (5) and (6) are positive but not statistically
significant at conventional levels. Overall, the positive coefficient on CEO F-INDEX is



consistent with Hs that CEO power incentivizes larger board size in banks; however the evidence
is not statistically significant.

4.2. Bank-specific variables and bank board structure

Concerning the relation between bank size and board structure, the coefficients on InTA is
negative for board gender diversity (-0.284/-0.291) but positive for both board independence
(0.237/0.211) and board size (0.154/0.171). All estimations in columns (1) to (3) and columns
(4) to (6) are statistically significant at 5 per cent and 10 per cent levels respectively and
consistent with the findings of Boone et al. (2007) and Pathan and Skully (2010). The negative
and statistically significant coefficient on InTA for board gender diversity suggests that a bank’s
economies of scale acts as substitute for the voluntary efforts towards gender diversified boards.
Similarly, the positive and statistically significant coefficient on InTA for board independence
and size suggests that size of a bank complements its board role of monitoring and control. The
impact is equally economically significant. For instance, an increase of one (sample) standard
deviation in bank size would decrease in gender diversity by approximately 20.42 per cent
[(0.87)*0.291/1.24 = 0.2042], but increases board independence and board size by 16.63 per cent
[(0.87)*0.237/1.24 = 0.1663] and 12.0 per cent [(0.87)*0.171/1.24 = 0.120] respectively.

Further, the estimated coefficient on LDR is positive (0.281/0.265) and statistically significant at
10 per cent level for gender diversity on bank board. This finding shows that increase in loan-
deposit ratio is a good business case for a gender-diversified board. The coefficient is also
economically significant, with an increase of one (sample) standard deviation in loan-deposit
ratio increasing gender diversity by approximately 5.67 per cent [(0.25)*0.281/1.24=0.0567].
The estimated coefficients are negative for both board independence and board size but not
statistically significant.

Similarly, the estimated coefficient on INKLMD is positive for gender diversity (0.318) on bank
board and statistically significant at the 10 per cent level. The positive coefficient on INnKLMD
for gender diversity demonstrates that gender diversity complements the relative knowledge
banks have on local market dynamics, as such to be competitive and efficient, relatively younger
banks in the local market place are encouraged to have gender diversified board. The significant
negative coefficient on INKLMD for board independence (-0.372/-0.372) and board size (-0.297/-
0.359) demonstrates that an increase in bank age provides superior ‘learning by doing’ effect,
and this substitutes the monitoring and advisory role of independent director and shrinks the size
of a bank’s board. Economically, ‘learning by doing’ has considerable impact on bank board
independence and board size. For example, board independence in banks would reduce by
approximately 29.7 per cent [(0.99)*0.372/1.24 = 0.297] and board size would shrink by
approximately 28.58 per cent [(0.99)*0.358/1.24 = 0.2858] when the age of banks included in
the sample increase by one standard deviation.

Regarding the ownership structure and board structure relation, we find that foreign banks
improve that gender composition of boards but does not favour stringent monitoring; hence have
lesser board independence than domestic banks. Further, we find that board size of foreign banks
tend to be small. In particular, we find a positive relation between ownership structure and
gender diversity, but a negative relation between ownership structure and board independence,
and between ownership structure and board size. These findings suggest that bank structure of
banks is ownership structure specific. With regard to listing status, we find no evidence that the
boards of banks included in the sample are listing status specific.
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5. Additional analysis

As additional analysis, we take the analysis further to investigate whether the channel through
which CEO power affects bank board structure. Specifically, we examine the intermediating
effect of ownership structure and listing status on the relation between CEO power and bank
board structure.

5.1. Intermediating effect of ownership structure and listing status

We examine the channel through which CEO power influence bank board structure. As such, we
incorporate two interaction terms of CEO power and ownership structure and listing status in
equation (4) below:

Board Structure; ¢
= Bo + B1(CEO F — INDEX);  + B2(CEO F — INDEX * OWN); ¢

+ B3(CEO F — INDEX * GSE); ¢ + z BiControls; ¢ + &+ (4)

Table 5 reports the results of equation (4) above where we control for the intermediating effect of
ownership structure and listing status on the relation between CEO power and bank board
structure. The statistically significant coefficients on the interaction terms indicate that
ownership structure and listing status have had some effect in the relation between CEO power
and bank board structure.

From Table 5 Panel A, the actual sign of the marginal effect of CEO power on bank board
structure is positive for board gender diversity (0.036/0.032), but negative for both board
independence (-0.192/-0.188) and board size (-0.054/-0.046). The interaction effect of CEO
power and ownership structure (CEO F-INDEX*OWN) is negative for board gender diversity (-
0.147/-0.115) but positive for both board independence (0.120/0.119) and board size
(0.142/0.111). Meanwhile, the interaction effect of CEO power and listing status (CEO F-
INDEX*GSE) is positive for board gender diversity (0.062/0.075) and negative for both board
independence (-0.051/-0.047) and board size (-0.033/-0.037). Overall this evidence signifies that,
the performance effect of CEO power on board gender diversity and board size depend critically
ownership structure and listing status, such that the actual sign of the marginal effect of CEO
power on bank board structure varies with ownership structure and listing status.

[Insert Table 5 about here]
6. Robustness tests

As a test of robustness, the estimation process was repeated using alternative estimation
techniques used in prior studies.

6.1. Alternative estimation techniques - Prais-Winsten (PW) regression and System GMM

Given that there are criticisms of pooled OLS estimates as being inefficient in the face of panel
data since the errors are likely to show ‘panel heteroskedasticity and contemporaneous
correlation’(Beck, 2001, p.278), we adopted Prais—Winsten (1954) to test robustness of our
findings to panel heteroskedasticity, cross-sectional dependence and first order serial correlation
similar to studies by Adeabah et al. (2018) and Pathan and Skully (2010). Table 6 Panel A
reports Prais—Winsten (1954) regression estimates for our sample. Very consistent results in

11



terms of direction and significance of the variable of interest (CEO F-INDEX), and the overall
predictive power of the models were found. In particular, we find a negative relation between
CEO power and Blau index, and between CEO power and board independence, and a positive
relation between CEO power and board size.

(Insert Table 6 about here)

Further, we recognize that endogeneity is generally a concern in board structure literature; as
such we examine the robustness of our conclusions to unobserved heterogeneity, simultaneity
and dynamic endogeneity. Following prior studies (i.e. Wintoki et al. (2012), Pathan and Skully
(2010), and Duru et al. (2016)), we implement Arellano and Bover (1995) and Blundell and
Bond (1998) two-step ‘system GMM’ estimation technique with Windmeijer (2005) finite-
sample corrected standard errors for equation (3) in section 3.5. Table 6 Panel B reports two-step
‘system GMM?” estimates for our sample. The diagnostic test results show an insignificant AR(2)
and Hansen J test statistics signifying no serial correlation in residuals in the equations and that
our system GMM estimates are reliable.

In terms of the directional effect of CEO power on bank board structure, the result is consistent
for board gender diversity and board size hypotheses, but not consistent with board independence
hypothesis. In particular, we find a negative relation between CEO power and Blau index, but a
positive relation between CEO power and board independence, and between CEO power and
board size. However, none of the relation between CEO power and board structure variables is
statistically significant. We argue that given the institutional arrangement of banks, these results
do not generally discredit the overall findings regarding the impact of CEO power on bank board
structure.

7. Conclusion

In this paper, we investigate how CEO power affects the board structure of banks. Specifically,
we investigate how CEO power affects gender diversity, independence and size of a bank’s
board of directors. Consistent with our expectations, we find a negative relation between CEO
power and Blau index (board gender diversity) and between CEO power and board
independence, and a positive relation between CEO power and board size. Meanwhile,
ownership structure and listing status critically underpin the CEO power effect on bank board
structure. Finally, we find that knowledge of local market dynamics, proxied by bank age and
loan-to-deposit ratio are important factors affecting board structure of banks. Overall, the study
contributes to the development of the global antecedent of bank corporate governance (i.e. board
structure) by providing an understanding of the implications of social connection hypothesis on
bank board structure. The study is limited to the Ghanaian banking industry, as such, future
studies could look at increasing generalization of the results. Other further research direction
would be to look at the macroeconomic determinants of banks’ board structure, with comparative
emphasis.
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Table 1.
Definition of variables

Variables Notation

Description

Data Source

Panel A: Board structure variables
Board gender diversity BLAUINDEX

Board independence BOARDIND

Board size BOARDSIZE

A composite index of gender
diversity on the board.

The number of non-executive
directors on the board of banks at
financial year end.

The total number of directors on
banks board at financial year end.

Authors’
computation

Annual reports of

banks

Annual reports of
banks

Panel B: Explanatory variables

CEO power CEO F-
INDEX
Bank size INTA
Loan-to-deposit ratio LDR
Knowledge of local INKLMD
market dynamics
Ownership structure OWN
Listing status GSE

An index of the CEO Freedom
emanating from the social
connections on the board

Natural logarithm of total assets.

The ratio of net loans and advances
to net deposit from customer

The number of non-executive
directors on the board of banks at
financial year end.

A dummy variable that takes the
value of one to represent foreign
bank if 50% or more controlling
interest in a bank is foreign owned,
each year.

A dummy variable that takes the
value of one to represent banks
listed on the Ghana stock Exchange
(GSE).

Authors’
computation

Annual reports of
banks

Annual reports of
banks

Annual reports of
banks
Annual reports of

banks

Annual reports of
banks

16



Table 2.
Descriptive statistics

Variable Obs Mean S.D. Min. 0.25 Mdn. 0.75 Max.
Panel A: Board structure variables

BLAUINDEX 148 0.41 0.22 -0.09 0.30 0.42 0.60 0.87
INBOARDIND 148 4.25 0.21 3.51 4.20 4.29 4.38 451
INBOARDSIZE 148 2.18 0.18 1.61 2.08 2.20 2.30 2.56
Panel B: CEO power variable

CEO F-INDEX 148 2.82 1.44 1.00 2.07 2.59 3.38 6.95
Panel C: Bank-specific variables

TA (GHS Billion) 148 1.90 1.70 0.19 0.76 1.40 2.70 9.60
LDR 148 0.63 0.25 0.16 0.45 0.62 0.78 1.47
KLMD (years) 148 28.55 27.89 1.00 10.00 20.00 4050 121.00
OWN 148 0.57 0.50 0.00 0.00 1.00 1.00 1.00
GSE 148 0.48 0.50 0.00 0.00 0.00 1.00 1.00

This table presents the distribution of variables by showing mean, standard deviation (S.D.), minimum (Min), first
quartile (0.25), median (Mdn.), third quartile (0.75), and maximum (Max.). See Table 1 for definition of variables.

Table 3.
Correlation matrix

1) (2) 3) (4) (5) (6) (1) (8) 9)

(1) | BLAUINDEX 1.0000

(2) | INBOARDIND | -0.0385  1.0000
(0.6423)

(3) | INBOARDSIZE | -0.9034 0.0246  1.0000
(0.0000) (0.7670)

(4) | CEOF-INDEX | -0.2222 -0.5319 0.2247  1.0000
(0.0066) (0.0000) (0.0060)

(5) | InTA 0.0249  -0.0408 -0.0011 0.0657  1.0000
(0.7643) (0.6226) (0.9897) (0.4279

(6) | LDR 0.2163  0.2003 -0.1864 -0.1810 -0.1989  1.0000
(0.0083) (0.0147) (0.0233) (0.0277 (0.0154)

(7) | INnKLMD 0.0556  0.1127 0.0444 0.0029 0.3733  0.0360  1.0000
(0.5019) (0.1726) (0.5921) (0.9717) (0.0000) (0.6637)

(8) | OWN -0.0369 -0.2599 0.0180 -0.0538 0.0683 -0.2178 -0.0267  1.0000
(0.6561) (0.0014) (0.8278) (0.5158) (0.4093) (0.0078) (0.7470)

(9) | GSE 0.1107 -0.1637 -0.0499 0.1460 0.3119 0.1276 05110 0.0882 1.0000
(0.1806) (0.0469) (0.5469) (0.0767) (0.0001) (0.1222) (0.0000) (0.2867)

Note: Figures in parenthesis is p-value
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Table 4.

Regression results of the impact of CEO power on bank board structure

) ) ©) (4) (5) (6)
Variables BLAUINDEX INBOARDIND INBOARDSIZE
Panel A: Impact of CEO power
CEO F-INDEX -0.033* -0.031* -0.132***  -0.133***  0.016 0.019
(0.018) (0.018) (0.017) (0.017) (0.016) (0.017)
INTA -0.284** -0.291** 0.237** 0.211* 0.154* 0.171*
(0.115) (0.113) (0.107) (0.107) (0.092) (0.092)
LDR 0.281* 0.265* -0.124 -0.096 -0.078 -0.116
(0.152) (0.150) (0.143) (0.142) (0.106) (0.111)
INKMLD 0.318* 0.259 -0.372** -0.372** -0.297** -0.359***
(0.183) (0.184) (0.175) (0.173) (0.127) (0.133)
OWN (foreign=1) 0.502*** 0.462** -0.424** -0.409** -0.328** -0.385**
(0.180) (0.180) (0.271) (0.170) (0.158) (0.161)
GSE (Listed =1) 0.032 0.091 -0.118 -0.110 -0.078 -0.061
(0.134) (0.122) (0.116) (0.115) (0.088) (0.107)
ROA (t-1) -0.025* -0.025** 0.020* 0.019* 0.019* 0.019*
(0.012) (0.012) (0.012) (0.012) (0.010) (0.010)
INBOARDIND (t - 1) -0.178** 0.112
(0.085) (0.079)
INBOARDSIZE (t-1) -0.303*** 0.308***
(0.114) (0.108)
BLAUINDEX (t—1) -0.279***  -0.233**
(0.091) (0.102)
Constant 3.434** 4.029*** -0.486 0.614 1.052 0.718
(1.310) (1.331) (1.265) (1.211) (1.001) (1.011)
Year dummy Yes Yes Yes Yes Yes Yes
Bank dummy Yes Yes Yes Yes Yes Yes
Panel B: Model fit
Observations 127 127 127 127 127 127
Adjusted R? 0.370 0.387 0.654 0.658 0.426 0.386
F-statistics (32, 94) 3.24[0.00] 3.41[0.00] 8.20[0.00] 8.34[0.00] 3.83[0.00] 3.40[0.00]
Panel C: Diagnostics
Breusch-Pagan hettest 1.75[0.19] 1.47[0.23] 1.73[0.19] 1.10[0.29] 3.28[0.07] 2.92[0.10]
Variance inflation factor (mean) 16.42 16.47 16.47 16.41 16.41 16.42
Shapiro-Wilk W normality test -0.94[0.83] -0.74[0.77] -0.38[0.65] -0.61[0.73] -0.96[0.83] 0.36[0.36]
Linktest -0.70[0.48] -0.79[0.43] -1.01[0.31] -1.41[0.16] -0.19[0.85] -0.05[0.96]
Test for functional form 0.77[0.51] 0.69[0.43] 1.10[0.35] 1.89[0.14] 1.16[0.33] 0.97[0.41]
Cook’s distance Var<l Var<1 Var<l Var<1l Var<l Var<l
Wooldridge AR(1) 24.82[0.00] 22.26[0.00] 3.86[0.06] 1.94[0.18] 13.43[0.00] 7.28[0.01]

This table shows the pooled OLS fixed effect estimation results for the impact of CEOs power on board structure of banks. The definitions of the
variables are as in Tablel. Breusch-Pagan hottest measures the assumption of homoscedastic residuals; Wooldridge AR(1) reports the test statistics of
Wooldridge test for autocorrelation in panel data; Mean VIF measures the assumption of no severe multicollinearity; Normality test measures the
assumption of normally distributed residuals; Linktest measures the assumption of correctly specified model; Functional form measures the
assumption of appropriate functional form of the models; Cook’s distance locates (any) influential observation(s). Robust standard errors are in

parentheses while p-values are in brackets. ***, ** and * indicate significance at 1%, 5% and 10% respectively
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Table 5.

Regression results of the intermediating effect of ownership structure and listing status

1) (2) 3) (4) (5) (6)
Variables BLAUINDEX INBOARDIND INBOARDSIZE
Panel A: Impact of CEO power
CEO F-INDEX 0.004 0.000 -0.158***  -0.154*** -0.011 -0.016
(0.034) (0.034) (0.037) (0.037) (0.030) (0.030)
CEO F-INDEX*OWN -0.141*** -0.131*** 0.107** 0.100* 0.099** 0.114***
(0.045) (0.045) (0.053) (0.054) (0.042) (0.040)
CEO F-INDEX*GSE 0.118*** 0.115*** -0.092* -0.092* -0.078**  -0.087**
(0.040) (0.040) (0.051) (0.051) (0.038) (0.039)
InTA -0.222* -0.230* 0.187* 0.171 0.121 0.126
(0.121) (0.120) (0.104) (0.104) (0.089) (0.088)
LDR 0.211* 0.205* -0.076 -0.060 -0.047 -0.063
(0.123) (0.123) (0.125) (0.123) (0.103) (0.107)
InKMLD 0.307 0.280 -0.389**  -0.392**  -0.315**  -0.349**
(0.187) (0.193) (0.166) (0.161) (0.133) (0.134)
OWN (foreign=1) 0.854*** 0.813*** -0.711***  -0.686*** -0.597*** -0.668***
(0.245) (0.253) (0.236) (0.238) (0.196) (0.186)
GSE (Listed =1) -0.323 -0.271 0.171 0.178 0.154 0.194
(0.199) (0.198) (0.199) (0.193) (0.160) (0.167)
ROA (t-1) -0.013 -0.014 0.011 0.011 0.011 0.010
(0.012) (0.012) (0.013) (0.013) (0.010) (0.010)
INBOARDIND (t — 1) -0.119 0.071
(0.088) (0.083)
INBOARDSIZE (t-1) -0.172 0.203
(0.128) (0.146)
BLAUINDEX (t—1) -0.177 -0.141
(0.118) (0.096)
Constant 2.495* 2.831** 0.481 1.185 1.559 1.423
(1.285) (1.287) (1.253) (1.171) (0.986) (0.991)
Year fixed effect Yes Yes Yes Yes Yes Yes
Bank fixed effect Yes Yes Yes Yes Yes Yes
Panel B: Model fit
Observations 127 127 127 127 127 127
Adjusted R? 0.458 0.459 0.681 0.682 0.478 0.466
F-statistics (35, 91) 4.04[0.00] 4.06[0.00] 8.69[0.00] 8.71[0.00] 4.29[0.00] 4.14[0.00]
Panel C: Diagnostics
Breusch-Pagan hettest 1.65[0.20] 1.96[0.16] 1.81[0.18] 1.19[0.28] 3.42[0.07] 4.19[0.04]
Variance inflation factor 18.45 18.75 18.75 18.76 18.76 18.52
(mean)
Shapiro-Wilk W 0.33[0.37] 0.08[0.47] -0.28[0.61] 0.18[0.43] 0.03[0.49] 0.02[0.49]
normality test
Linktest 0.41[0.67] 0.45[0.65] -1.22[0.22] -1.44[0.15] -0.70[0.49] -0.56[0.57]
Test for functional form  2.23[0.09] 1.83[0.15] 1.73[0.17] 1.96[0.13] 4.76[0.00] 5.00[0.00]
Cook’s distance Var<1 Var<1 Var<l Var<1 Var<1 Var<l
Wooldridge AR(1) 18.55[0.00] 17.22[0.00] 23.55[0.00]  22.44[0.00]  27.46[0.00]  27.75[0.00]

This table shows the pooled OLS fixed effect estimation results for the impact of CEOs power on board structure of banks. The

definitions of the variables are as in Tablel. Breusch-Pagan hottest measures the assumption of homoscedastic residuals; Wooldridge
AR(1) reports the test statistics of Wooldridge test for autocorrelation in panel data; Mean VIF measures the assumption of no severe
multicollinearity; Normality test measures the assumption of normally distributed residuals; Linktest measures the assumption of correctly
specified model; Functional form measures the assumption of appropriate functional form of the models; Cook’s distance locates (any)
influential observation(s). Robust standard errors are in parentheses while p-values are in brackets. ***, ** and * indicate significance at

1%, 5% and 10% respectively
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Table 6.

Regression results of alternative estimation techniques — Prais-Winsten (PW) regression and System GMM
Panel A: PW regression results

Panel B: System GMM

1) () ©) (4) (5) (6) (@) (8) (9)
VARIABLES BLAUINDEX INBOARDIND INBOARDSIZE BLAUIN InBOAR InBOARD
DEX DIND SIZE
CEO F-INDEX -0.033** -0.030* -0.134***  -0.134***  0.015 0.015 -0.117 0.042 0.101
(0.017) (0.016) (0.014) (0.014) 0.012)  (0.013) (0.262) (0.109) (0.128)
InTA -0.284*** -0.291%** 0.238** 0.214** 0.156* 0.172** -0.010 0.043 0.043
(0.107) (0.105) (0.099) (0.101) (0.084)  (0.087) (0.049) (0.041) (0.037)
LDR 0.280** 0.265** -0.132 -0.104 -0.083 -0.119 -0.031 0.077 0.174
(0.120) (0.119) (0.116) (0.117) (0.097)  (0.099) (0.315) (0.162) (0.212)
InKMLD 0.319* 0.266 -0.378** -0.374** -0.298**  -0.355** -0.032 0.060 0.044
(0.171) (0.169) (0.159) (0.156) (0.129)  (0.138) (0.152) (0.055) (0.077)
OWN (foreign=1) 3.149%** 3.747%%* -0.787*%*  -0.781**  0.970%** -0.740** 0.093 -0.057 -0.076
(1.133) (1.161) (0.337) (0.326) (0.364)  (0.294) (0.239) (0.091) (0.089)
GSE (Listed =1) 0.801** 0.752** -0.993***  0.842 -0.753***  -0.880*** 0.105 -0.115 -0.120
(0.340) (0.334) (0.307) (1.120) (0.252)  (0.271) (0.365) (0.089) (0.133)
ROA (t-1) -0.025** -0.025** 0.020** 0.020** 0.019**  0.019** -0.008 -0.006 0.007
(0.010) (0.010) (0.010) (0.010) (0.008)  (0.008) (0.025) (0.016) (0.016)
INBOARDIND (t - 1) -0.171** 0.072 0.461**
(0.084) (0.069) (0.183)
INBOARDSIZE (t—-1) -0.278** 0.271** 0.755%**
(0.114) (0.114) (0.180)
BLAUINDEX (t—1) -0.258***  -0.220%** 0.535%*
(0.095) (0.079) (0.248)
Constant 0.841 0.415 1.965** 0.738 0.126 -0.524
(1.153) (1.021)  (0.954) (1.146) (0.963) (0.992)
Year dummy No No No No No No Yes Yes Yes
Model fit
F-statistics (11, 20) n/a nla nla nla nla nla 7.65[0.00] 11.05[0.00] 13.97[0.00]
R? 0.170 0.240 0.629 0.618 0.349 0.510 nla n/a nla
AR(1) n/a n/a n/a n/a n/a n/a -2.06[0.04] -1.69[0.09] -1.88[0.06]
AR(2) n/a nla n/a n/a n/a n/a 0.13[0.90] 0.82[0.41] 0.73[0.47]
Hansen J-test n/a n/a n/a n/a n/a n/a 5.58[0.23]  7.90[0.25] 3.75[0.44]
No. of instruments n/a n/a n/a n/a n/a n/a 17 19 17
No. of banks 21 21 21 21 21 21 21 21 21
Observations 127 127 127 127 127 127 127 127 127

This table shows Prais-Winsten regression and two-step system GMM estimation results for the effect of CEO power on board structure of banks. The
definitions of the variables are as in Tablel. All Prais-Winsten regression estimations control for Wooldridge first-order serial correlation in panels, while
figures in parenthesis are panel corrected standard errors for models 1 and 4 respectively and Hetetroskedastic corrected standard errors are in parenthesis for
models 2 and 3 respectively. For the two-step system GMM estimation, AR(1) and (AR2) are the test statistics for first-order and second-order serial
correlation respectively. Hansen J-stat is the test of over-identifying restrictions. Robust standard errors are in parentheses while p-values are in brackets. n/a
means not available. ***, ** and * indicate significance at 1%, 5% and 10% respectively
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