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Abstract: This paper studies the impact of independent board members on the financial perfor-
mance of companies listed on the Bucharest Stock Exchange during the period 2016–2020. Different
characteristics of the board of directors have been examined extensively in the literature and board
independence was identified as one of the most effective corporate governance tools. In this context,
the present study contributes to the relevant literature by examining recent data for Romania and
investigating alternative performance indicators such as return on assets (ROA), return on equity
(ROE) and Tobin’s Q. The correlation analysis, scatter plots, and regression results document that a
higher share of the independent board members was associated with higher returns on equity ratio.
Specifically, a 10% rise in the share of independent members was associated with an approximately
0.9%-point increase in ROE.

Keywords: corporate governance; board size; firm performance; independent board members; return
on equity; Romania

1. Introduction

Corporate governance has gained increasing importance in the management of com-
panies in recent decades (Solomon 2020). In response to frequent and major corporate
governance problems, codes of conduct were developed over time and academia examined
various dimensions of corporate governance in more detail. These studies looked at the
theoretical aspects of corporate governance, as well as the empirical relationship between
dimensions of corporate governance (such as independent board members, board diversity,
CEO–Chairman duality, and committees) and financial performance (Bhagat and Bolton
2008; Jermias and Gani 2014; Pucheta-Martínez and Gallego-Álvarez 2020). The present
study contributes to this growing literature by examining the role of independent board
members in company performance for public companies listed on the Bucharest Stock
Exchange during the 2016–2020 period. There are some studies that look at this research
question in the context of Romania. However, they generally focus on smaller samples of
cross-sectional data (Borlea et al. 2017) or look at earlier periods covering the global finan-
cial crisis (Vintilă and Gherghina 2013). Hence, it is not easy to generalize the findings of
these studies to more recent periods. Given that stock market capitalization as a percentage
of GDP has followed a downward trend in recent years (i.e., declining from 13% in 2013
to 10% in 2020; World Bank 2021) and stagnated at relatively low levels in Romania, it is
important to examine the dynamics of stock market performance and factors affecting this
performance. In this way, it can be possible to derive policy lessons to support stock market
performance, and thereby economic growth, in Romania. Therefore, another important
contribution of the present study is to derive important policy recommendations based on
the research findings.
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As corporate governance covers a broad area, relevant studies generally focus on
certain dimensions such as minority rights, CEO characteristics (e.g., the CEO–Chairperson
duality and CEO participation in committees), and board characteristics (e.g., size, meeting
frequency, board committees, and board diversity) (Vafeas 1999; Carter et al. 2010; Green
and Homroy 2018). The relevant conceptual approaches, such as the agency theory and
the resource-based view of the firm, imply that independent board members can bring
unique and valuable resources to the companies and improve monitoring and supervisory
efficiency (Priem and Butler 2001; Bonazzi and Islam 2007; Bhatt and Bhattacharya 2015).
Independent board members could be less susceptible to managerial pressures; their
experience, expertise, and networks could provide important assets for the companies;
and their reputational concerns would give incentives for more effective monitoring and
supervision. These theoretical mechanisms show that the presence and higher shares
of independent board members can positively affect the financial performance of public
companies. Given these theoretical implications, there are many studies that look at the
empirical relationship between the presence and share of independent board members
and the company’s performance. Aggarwal et al. (2009) conducted a large cross-country
analysis with firm-level data. They looked at the effect of having independent members
on the board as well as the board size, CEO–Chairman duality, audit committee presences
and outside members in audit committees. The authors found that board size and CEO–
Chairman duality were not related to the company performance (measured by Tobin’s
Q). However, board independence had a statistically significant and positive effect on
performance. In addition, their results indicated that the presence of independent board
members in audit committees had a positive impact on performance as well.

Dahya et al. (2008) also conducted a detailed cross-country study on the effects
of board independence. They used data from 22 countries for close to 800 firms. The
authors discussed the finding from the literature that in less regulated markets in some
countries, dominant shareholders could divert funds to themselves. In this context,
Dahya et al. (2008) postulated that having independent board members would balance
this diversion and increase firm value. In their cross-country regressions, the authors
found that countries with less regulated markets also had lower levels of Tobin’s Q. After
controlling for the level of legal protection in the country and other relevant variables, the
empirical results indicated that a higher proportion of independent directors was positively
associated with higher Tobin’s Q. In determining the relevant causal mechanisms, the
paper showed that a higher proportion of independent board members was associated
with lower levels of related party transactions or tunnelling. Therefore, they established
that independent directors increased company value by decreasing the tunnelling activities
of dominant shareholders. Similar positive effects of board independence were found in
the cases of individual countries as well, in the UK (Dahya and McConnell 2007) and China
(Liu et al. 2015). Overall, these papers provide evidence that board independence can
increase company performance. However, the results might differ across countries, legal
frameworks, and economic development levels. Hence, providing additional evidence
from different countries can make an important contribution to the relevant literature.

The purpose of the present paper is to document the relationship between board
independence and firm performance. It contributes to the literature by examining the
influence of independent non-executive board members on the financial performance of
companies on the Bucharest Stock Exchange during the period 2016–2020. Romania is a
transition country with developing capital markets. In this context, corporate governance
codes have also developed over time. Hence, examining the relationship between corporate
governance and firm performance can be expected to provide valuable contributions to
the relevant literature from a developing and transition country perspective. In other
words, the Romanian context is appropriate for this study in order to understand the role
of evolving corporate governance practices in stock market development and performance
in the context of a developing country. This analysis also allows the derivation of policy
lessons to support the financial and stock market development of developing and transition
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countries. As the above discussions show, there is relevant literature on the relationship
between board independence and firm performance in both advanced and developing
countries. There are also studies that examine similar questions in the case of the Bucharest
Stock Exchange, such as Vintilă and Gherghina (2013), Vintilă et al. (2015), and Borlea
et al. (2017), which are examined in more detail in the following section. Compared to
these studies, the present paper uses a more recent data set from the 2016–2020 period and
utilizes alternative performance measures. Hence, it expands the existing literature into
different dimensions and provides some robustness analyses.

The paper is structured as follows. Section 2 presents a review of the relevant literature
and states the research problem of the present study in relation to the existing literature.
Section 3 presents the details of the data and research methods used in the quantitative
analysis. The results of empirical analysis are given and discussed in Section 4. Finally,
Section 5 concludes the paper.

2. Literature Review

Corporate governance is a broad concept that focuses on corporate behaviour such
as “performance, efficiency, growth, financial structure, and treatment of shareholders
and other stakeholders”, as well as normative issues such as “the rules under which firms
operate, with the rules coming from such sources as the legal system, financial markets, and
factor (labor) markets” (Claessens and Yurtoglu 2012, p. 3). Within this broad literature,
the focus of the present study is the influence of independent board members on the
performance of companies listed on the Bucharest Stock Exchange. There are various
studies that examine the relationship between corporate governance and firm performance,
from both theoretical and empirical approaches and in both advanced and developing
countries. In terms of theoretical models, the agency theory notes that there can be conflicts
of interest between managers and shareholders or between large shareholders and minority
investors (Jensen and Meckling 1976; Holderness 2003). In this context, the board of
directors is expected to undertake important tasks of alleviating these agency problems
(Eisenhardt 1989; Huse 1994). Alves (2014, p. 26) states that “an independent board will
encourage management to focus more on the long-term performance of the firm rather than
taking short-term actions intended to have a quick payoff in the stock market. In fact, boards
dominated by independent outside directors may help to alleviate the agency problem
by monitoring and controlling the opportunistic behaviour of management”. Hence,
agency theory provides supporting arguments for the positive effects of independent board
members on public companies. In addition to the agency theory, the resource-based view
of the firm and the stewardship theory also argue that independent board members could
help firm performance (James and Joseph 2015; Glinkowska and Kaczmarek 2015; Ismail
et al. 2020). Overall, the relevant theoretical approaches provide testable arguments for the
performance benefits of independent board members.

In addition to elucidations of the theoretical mechanisms of the benefits of indepen-
dent board members, there is a large and growing body of literature that examines this
relationship empirically in both advanced and developing countries, including the case of
Romania. For example, in an early study, Earle and Sapatoru (1994) examined corporate
governance problems in the Romanian Private Ownership Funds (POFs). In a follow-up
study, Earle and Telegdy (1998) studied the effects of the “Mass Privatization Programme
(MPP), which offered shares in nearly 5000 companies to citizens in exchange for coupons”
(313). The authors found that this specific privatization policy led to highly dispersed
ownership, thereby creating many hardships, especially for small companies. Therefore,
these two studies showed that corporate governance practices during the 1990s in Romania
resulted in problems relating to incentive pay and dispersed ownership dimensions. Ioana
et al. (2007) examined the evolution of corporate governance in the early 2000s. They
noted there were some improvements in the corporate governance structure during the
early years. However, there were some implementation issues (i.e., practice being different
from legislation). In addition, there was no single corporate governance code. The authors
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recommended various public and private measures to improve corporate governance
practices in Romania.

Feleagă et al. (2011) also reviewed the evolution of corporate governance in Romania.
They noted that due to political, legal, and economic difficulties, the development of corpo-
rate governance frameworks in the country was gradual. The Bucharest Stock Exchange
(BSE) was opened in 1995, while the first corporate governance document was adopted in
2001, which aimed at only plus category companies. However, this code was ineffective as
only one company was in this category. Therefore, before the global financial crisis in 2008,
Romanian stock markets suffered from various corporate governance problems. These
problems included lack of analysis of manager–shareholder relations, limited shareholder
involvement in business processes, weak auditing practices, lack of harmonization in
accounting standards, and weak control mechanisms. Subsequently, the BSE adopted new
codes in 2009, which were based on OECD guidelines. These codes were revised in 2015.
The final corporate governance document included requirements and recommendations
on various issues such as board responsibilities (e.g., a sufficient number of meetings and
clear responsibilities for the board, management, and committees), provisions to comply
with (e.g., a minimum number of board members, the share of non-executive directors,
and limitations on CEO–Chairman duality), risk management (e.g., internal and indepen-
dent audits), internal control (e.g., audit committee), remuneration, and investor relations
(Bucharest Stock Exchange 2015). It can be argued that the current set of formal codes and
guidelines are mostly consistent with best-practice corporate governance approaches in
advanced countries. As a result, the relevant research questions become how effectively
these guidelines are enforced and how they affect the financial performance of Romanian
companies listed on the BSE. These are the questions that the current study aims to an-
swer using recent data from the Bucharest Stock Exchange. Specifically, the present study
examines a specific dimension of board characteristics, i.e., the presence and share of the
independent board members, and the corresponding effects on company performance. As
the relevant literature in Romania is relatively scarce, the present paper is expected to make
an important contribution and extension to this literature.

There are some studies that examined very similar topics to the present paper in the
case of stock market companies in the Bucharest Stock Exchange. One such study was
conducted by Vintilă and Gherghina (2013). The authors focused on two properties of
boards, which were board independence and CEO duality. The study first provided a
review of the corporate governance codes and practices in Romania. The companies listed
on the Bucharest Stock Exchange (BSE) were dominated by unitary boards. In addition,
the adoption of the existing corporate codes was voluntary in the sense that firms could
either adopt the relevant suggestions or explain their deviation in detail. Therefore, the
corporate governance framework at the BSE followed a “comply or explain” approach.
Within this context, Vintilă and Gherghina (2013) developed two research hypotheses on
the positive effects of “the percentage of independent directors” and “the percentage of
non-executive directors” on the firm value at the BSE. In addition, the authors postulated
that the separation of CEO and Chairperson roles would also have a positive influence on
companies. To test these research hypotheses, the authors collected data from the 2007–2011
period covering all firms listed in the BSE. The sample ultimately comprised 63–68 firms
over different years. The study used Tobin’s Q as the dependent variable, while the share
of independent board members, the share of non-executive board members, and CEO
duality were used as the main independent variables. In addition, the firm size, leverage
ratio, sales growth, and the years since listing were used as firm-specific control variables.
The authors found that the average share of independent board members was relatively
small, at 14%. The OLS results indicated that share of independent board members had a
positive but non-linear relationship with firm performance, whereas share of non-executive
members and CEO duality did not have statistically significant effects. When fixed-effect
regressions were estimated, the regression coefficient of the board independence also
became statistically insignificant. Hence, this paper provided partial or mixed evidence



J. Risk Financial Manag. 2021, 14, 462 5 of 14

for the influence of board independence within the BSE. In a follow-up study, Vintilă et al.
(2015) used the same data set covering the 2007–2011 period for the BSE companies but
expanded the list of explanatory variables. Namely, the study again used Tobin’s Q as the
dependent variable, while including as additional independent variables board committees,
board size, CEO age and tenure, and board diversity. The authors estimated two separate
regressions, one with the independent variable set of board characteristics and another
with the independent variable set of CEO characteristics. Their results showed that board
independence was positively associated with the firm value measured by Tobin’s Q. A
more recent study on the present research topic was conducted by Borlea et al. (2017).
In this paper, the authors tried to examine the effects of various board characteristics on
stock performance (measured by ROA and Tobin’s Q) of companies in the Bucharest Stock
Exchange. Specifically, the study looked at the possible effects of non-executive board
members, independent board members, nomination committees, competencies of board
members, remuneration committees, and audit committees. Their results indicated that
there were no statistically significant associations between these board characteristics and
firm performance. While this paper had very broad coverage, it suffered from some research
limitations. For example, the study had only a cross-sectional dataset from the sample year
of 2012. In addition, information on board characteristics was collected from the “Comply
or Explain Statement”, which are self-reported by companies. In the case of independent
board members, the relevant information was the binary answer of either Yes or No to
the following question: “Does the structure of the board of directors provide a sufficient
number of independent members?” (Borlea et al. 2017, p. 63). It is seen that this question
can be relatively subjective and the binary answer choices did not provide very detailed
information on the presence and share of independent board members. The present study
significantly improves on both dimensions by examining a longer period of 2016–2020 and
using the exact share of independent board members as the main independent variable.

The above studies, especially Vintilă and Gherghina (2013) and Vintilă et al. (2015),
are very relevant to the present study. The present paper differs from them in several
dimensions. One is the time coverage. These studies used a panel dataset covering the
2007–2011 period, which is an important advantage. However, the sample period covered
the global financial crisis, which might make the findings possibly less generalizable to
normal periods. In this context, the present paper provides more recent evidence using
a non-financial crisis period of 2016–2020. In addition, the second study includes board
characteristics and CEO properties separately into the regression model. However, the
exclusion of important variables in separate regressions implies that the model might
suffer from serious omitted variable bias. The present paper tries to avoid this problem
by including both board and CEO characteristics in the same regression model. Finally,
the present study conducts the same regression models with three different performance
indicators, namely Tobin’s Q, ROE, and ROA, while the above studies only focused on ROA
and Tobin’s Q. The use of ROE as the main independent variable has advantages in terms
of measuring the benefits accruing to equity investors and comparing the performance
of different equity investments. This dependent variable becomes important to make
assessments on the attractiveness of stock markets for investors and the possible factors
affecting stock market development. Overall, the present paper differs from existing studies
in various dimensions, which become the contribution of the present paper to the relevant
literature.

Based on the above discussions, the research question of the present study can be
stated as follows: “What is the impact of the presence and proportion of independent
board members on the financial performance of the companies listed on the Bucharest
Stock Exchange?” Hence, the study has a clear research question which is also widely
examined in the literature. In this context, the paper has several additional aims. The first
aim is to collect a unique set of data on the board characteristics of the leading companies
listed on the BSE. To the best of our knowledge, there are no private or public sources
of data with relevant information (such as board size, number of executive and non-
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executive board members, number of independent board members, number of female
board members, CEO duality information [i.e., whether the CEO holds the Chairperson
position as well], and other CEO characteristics), other than the webpages and annual
reports of the leading companies listed on the BSE. After this data is collected, another
research aim is to display certain board characteristics, including the presence and share
of independent board members, for the companies listed on the BSE. This analysis also
provides valuable information on the existing conditions of corporate governance for
these companies. Finally, the main aim of the present study is to document the impact of
independent board members on the financial performance of companies listed on the BSE.

The above theoretical and empirical discussions show that the presence of higher
shares of independent members on the board of directors can have positive effects on
the financial performance of public companies. Therefore, consistent with the research
question of the present study, the corresponding research hypothesis is stated as follows:

Hypothesis 1 (H1). The share of independent board members has a positive effect on the financial
performance of public companies on the Bucharest Stock Exchange.

3. Data and Research Methods
3.1. Sample Selection and Variable Description

As explained in the previous section, there is no available public or private dataset that
could be accessed to obtain the required variables for board and CEO characteristics. In this
context, all variables were collected by hand from the annual reports of the companies. In
terms of time coverage, data for the last five years from 2016 to 2020 were collected. All firms
in the stock market were included in the empirical analysis. As discussed in the previous
section, the data sample had some advantages over other papers focused on Romania, such
as Vintilă and Gherghina (2013) and Borlea et al. (2017). For example, the former used data
from the 2007–2011 period, which includes the global financial crisis, and the second paper
used data only from 2012 and provided information on board characteristics in terms of
self-reported binary variables (such as whether the level of independent board members is
enough or not). Hence, it can be difficult to generalise the findings of these two papers. The
dataset in the present paper provided information from more recent years and was suitable
to obtain more robust findings. The relevant variables and their definitions are presented in
Table 1. This dataset provides information on three financial performance indicators, ROE,
ROA, and Tobin’s Q. In addition, various board and CEO characteristics were obtained
for these companies. In this way, it became possible to check the possible effect of these
board and CEO characteristics on the firm performance, thereby providing more robust
findings. Hence, based on these points, the present sample can be considered one of the
strengths of the paper. The selection of these variables was based on the large literature
examining the effects of board and CEO characteristics on firm performance (Nelson 2005;
Jermias and Gani 2014; Pucheta-Martínez and Gallego-Álvarez 2020; Naseem et al. 2020).
These studies generally found positive effects on performance to result from diversity
effects in terms of gender, non-executive, and independent board members, as well as
positive effects resulting from women CEOs. In addition, the CEO duality was found to
be generally negatively associated with firm performance. However, these results were
not fully robust as some papers found these effects not to be statistically significant. While
these general discussions are important to understand the effects of corporate governance
on firm performance, examining all of these board and CEO characteristics in detail was
beyond the scope of the present paper. Hence, the focus of the present study was on the
effects of independent board members and the corresponding research hypothesis.
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Table 1. Description of Variables.

Variable Definition

Return on Equity Net Profits as a percentage of Shareholder Equity
Return on Assets Net Profits as a percentage of Total Assets

Tobin’s Q Market Value as a percentage of Total Assets
Board size The number of members on the board

Non-executive Share The number of non-executive members as a percentage of Board size
Independent Share The number of independent members as a percentage of Board size

Women Share The number of women members as a percentage of Board size
CEO Duality Takes a value of 1 if the CEO has the dual duty of CEO and Chairperson
CEO Women Takes a value of 1 if woman CEO

3.2. Econometric Specification

In terms of research methods, the present paper followed the studies in the literature
closely so that results are comparable to the findings in the relevant literature. For example,
O’connell and Cramer (2010) used a standard linear regression model where the financial
performance indicator was the dependent variable, and various board characteristics
such as board size and share of the non-executive directors on the board were the main
independent variables. The regression model also included some control variables. Similar
regression models have been used by other studies as well (Arora and Sharma 2016; Al
Farooque et al. 2019). Therefore, the present paper also used an OLS regression equation
given as follows:

Firm Per f ormancei,t = β0 + β1Sizei,t + β2BoardSizei,t+
β3ShareInpdenendentBoardMembersi,t + β4Controlsi,t + εi,t

(1)

In the above equation, i refers to firm (which ranges from i = 1 to i = 72) and t refers to
the year (which ranges from t = 2016 to t = 2020). Consistent with the relevant literature,
the return on equity (ROE) was used as the performance indicator. ROA and Tobin’s Q
were used as alternative performance indicators. The size of the company was measured
by the turnover (i.e., the total revenue). Board size (i.e., the total number of members on
the company board) was the first board-related variable. In this context, the share of the
independent board members was the main variable of interest for the study. The regression
model also included control variables such as board and CEO characteristics. In terms of
firm-specific variables, the inclusion of size as the only control variable can be considered
as a data-related shortcoming. This dimension can also be expanded in future research. To
see possible non-linear effects, the square of the independent share was also included in
one specification of the regression estimation.

4. Findings

This part presents the empirical findings. The results are given in two subsections.
The first subsection documents the summary statistics and correlation analysis, and the
second subsection presents the regression findings.

4.1. Summary Statistics and Correlation Analysis

The data for the companies listed on the BSE were collected from their web pages
and annual reports. Due to data availability issues, some variables were missing from the
sample. Table 2 shows the statistical summary of the variables used in the analysis.
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Table 2. Statistical Summary.

Obs Mean Std.Dev. Min Max

ROE 320 7.662 14.711 −52.8 86.19
ROA 319 3.151 9.645 −44.49 77.05

Tobin’s Q 119 0.677 0.664 0 3.94
Ln_Size 303 18.282 1.97 12.37 23.41

Board Size 345 4.971 1.73 1 11
Independent Share 295 38.423 30.427 0 100

Non-Executive Share 345 67.585 29.602 0 100
Women Share 340 20.466 23.14 0 100
CEO Duality 320 0.297 0.458 0 1
CEO Women 330 0.106 0.308 0 1

It is seen from Table 2 that there were 295 observations for the share of independent
board members. In the case of other variables, the number of observations was larger than
300, except for the variable of Tobin’s Q with 119 observations. In the sample, the average
ROE was 7.7%, with a standard deviation of 14.7%. The average board size was very close
to five, with an interval that ranged from 1–11. The share of independent board members
averaged 38%, whereas the proportion of non-executive board members averaged 68%
and the proportion of women board members averaged 20%. The ranges for these three
indicators were from 0% to 100%, implying that the variance is quite high in terms of
these board characteristics. This variation could be useful to identify the impact of board
characteristics on firm performance. There were also two CEO dummy variables, showing
whether the CEO had a dual position and whether the CEO was a woman. Table 1 indicated
that approximately 30% of the CEOs in the sample had dual positions of being the CEO
and the Chairperson, and approximately 11% of CEOs were women. Figures 1 and 2 show
the histogram of board size and proportion of independent board members. It is seen
that there was some clustering in both variables. Namely, the board sizes were clustered
at low values near three, moderate values near five, and higher values near seven. The
proportion of independent board members was clustered at approximately 30% and 70%.
The clustered nature of the board size was important as the regression model used the
clustered standard errors.
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Table 3 shows the cross-correlations among the above variables. It is seen that the
performance indicator of ROE was positively correlated with independent board share,
but this correlation was not statistically significant at the 5% level. ROE had a negative
and statistically significant correlation with the proportion of non-executive directors and
negative and statistically insignificant correlations with CEO duality and CEO women
indicators.
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Table 3. Cross Correlations.

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

(1) roe 1.000
(2) roa 0.405 * 1.000

(3) tobins_q 0.251 * −0.064 1.000
(4) ln_size 0.120 * 0.243 * 0.129 1.000

(5) board_size 0.055 0.140 * 0.097 0.448 * 1.000
(6) indep_share 0.053 −0.100 0.181 −0.180 * −0.039 1.000

(7) non_exec_share −0.126 * −0.035 0.079 0.132 * 0.261 * 0.437 * 1.000 1.000
(8) women_share −0.074 0.063 −0.054 −0.168 * −0.139 * −0.149 * −0.155 * −0.067 1.000

(9) ceo_duality −0.011 0.023 −0.040 −0.003 −0.109 −0.328 * −0.439 * 0.220 * −0.118 *
(10) ceo_women −0.043 −0.034 0.084 −0.312 * −0.133 * 0.187 * 0.072 1.000 1.000 1.000

* shows significance at the 0.05 level.

Figure 3 shows the scatter plot for the relationship between the financial performance
indicator of ROE and the proportion of independent board members. The positive associa-
tion between the two variables is evident in the graph. Hence, the correlation analysis and
the scatter plot provided supportive evidence for the research hypothesis regarding the
positive effects of independent board members on the profit efficiency of public companies
at the Bucharest Stock Exchange. Before moving to the multiple regression analysis, the
last bivariate quantitative method was to conduct a test of comparison between low and
high levels of independent board member shares. For this purpose, board shares were cate-
gorised into two groups below and above the median value. The results of the parametric
t-test and non-parametric Wilcoxon rank-sum test did not find any statistically significant
differences between ROE across these groups. While these bivariate analyses provided
useful insights on the research question, conducting multivariate analysis would present
more robust findings as it would control for the possible effects of other relevant variables.
The next subsection gives the results of the multivariate regression analysis.
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4.2. Regression Analysis

The regression results are presented in two tables. Table 4 shows the regression
findings where the control variables were only the board characteristics, whereas Table 5
documents the regression results where two CEO characteristics were also added into
the regression model. These regression models were estimated using the OLS regression
approach, with clustering of errors based on board size. In this way, the heteroscedasticity
problem in the residuals was addressed. The additional diagnostic analysis also showed
that these regression models did not suffer from the multicollinearity problem.

Table 4. OLS Regression Results with Board Characteristics.

ROE Coef. St.Err. t-Value p-Value 95% Conf . Interval Sig

ln_size 1.167 0.389 3.00 0.024 0.215 2.119 **
board_size 0.316 0.816 0.39 0.712 −1.682 2.313

indep_share 0.057 0.012 4.79 0.003 0.028 0.086 ***
non_exec_share −0.069 0.048 −1.46 0.195 −0.186 0.047

women share −0.030 0.030 −1.00 0.356 −0.105 0.044
Constant −12.078 8.289 −1.46 0.195 −32.359 8.204

Mean dependent var 7.875 SD dependent var 12.232
R-squared 0.063 Number of obs 236

F-test 295.766 Prob > F 0.000
Akaike crit. (AIC) 1847.216 Bayesian crit. (BIC) 1867.999

*** p < 0.01, ** p < 0.05.

It is seen from Table 4 that the only statistically significant regression coefficient was
the proportion of independent board members. The relevant regression coefficient was
statistically significant at the 1% level. The model had an R2 value of 0.063, indicating
that 6.3% of the variation in financial performance could be explained by the regression
model. The F-value was also statistically significant, thereby showing the relevance of the
regression model and the independent variables.

Table 5. OLS Regression Results with Board and CEO Characteristics.

ROE Coef. St.Err. t-Value p-Value 95% Conf. Interval Sig

ln_size 0.818 0.723 1.13 0.301 −0.951 2.588
board size 0.564 0.812 0.69 0.513 −1.423 2.550

indep_share 0.085 0.014 6.22 0.001 0.052 0.119 ***
non_exec_share −0.137 0.027 −5.00 0.002 −0.203 −0.070 ***

women share −0.058 0.021 −2.77 0.033 −0.109 −0.007 **
ceo_duality −2.803 1.147 −2.44 0.050 −5.609 0.003 *
ceo_women −1.536 3.119 −0.49 0.640 −9.167 6.095

Constant −1.065 15.624 −0.07 0.948 −39.295 37.164

Mean dependent var 8.248 SD dependent var 12.437
R-squared 0.079 Number of obs 216

F-test 14027 Prob > F 0.000
Akaike crit. (AIC) 1695.261 Bayesian crit. (BIC) 1715.512

*** p < 0.01, ** p < 0.05, * p < 0.1.

Table 5 includes the two CEO characteristics in the regression model. It is seen that
the R2 value increased to 0.079, indicating a higher explanatory power. In this model, the
proportion of independent board members again had a positive and statistically significant
impact on performance. In addition, two CEO characteristics were negatively associated
with performance. Overall, both regression tables provided strong evidence that the
presence of independent board members could be a positive corporate governance factor
for the companies listed on the Bucharest Stock Exchange.

In terms of robustness analysis, Appendix A presents the results of additional re-
gression estimations. Similar to Vintilă and Gherghina (2013), the square of the board
independence variable was also added to the regression models in Tables A1 and A2.
However, the results showed the presence of some non-linear effects in the data. Table A3



J. Risk Financial Manag. 2021, 14, 462 11 of 14

estimated the regression with the dependent variable of ROA. In that case, the size variable
became a positive predictor of the return on assets. In addition, the share of women on the
board was found to have a statistically significant and positive effect on firm performance.
However, board independence was not found to have any statistically significant effect.
Finally, Table A4 presents the findings for the dependent variable of Tobin’s Q. In that
case, none of the variables had a statistically significant regression coefficient. The smaller
sample in that case could be a major factor in finding weaker results. Overall, these findings
show that the choice of firm performance variable can affect findings in major ways.

The findings of the above regression results provided important links to the relevant
theoretical and empirical literature. The positive effects of the independent board members
were consistent with the arguments of the agency theory and the resource-based view of
the firm in terms of independent board members increasing the monitoring and advisory
capacity of boards (Alves 2014; James and Joseph 2015). The findings were also in line
with empirical literature that found positive performance effects of independent board
members (Dahya et al. 2008; Aggarwal et al. 2009). Hence, the present study contributes to
the relevant literature by providing supportive empirical evidence on the positive effects
of the independent board members at the Bucharest Stock Exchange. There are also recent
studies that examined the effects of board characteristics in Romania. For example,
Vintilă and Gherghina (2013) examined the 2007–2011 period and found positive effects
of independent board members. The presence of the global financial crisis years could be
a factor restricting the generalisability of this study. In another paper, Borlea et al. (2017)
examined the possible effects of board characteristics for the firms at the Bucharest Stock
Exchange. However, their sample was restricted to 2012 and the authors did not find
any statistically significant results. Hence, the present paper improved the results of the
previous papers by examining a more recent period of 2016–2020, including more variables
on board and CEO characteristics, and conducting various robustness analyses. The
findings of the present paper also allow the derivation of some policy recommendations.
The stock market capitalisation to GDP ratio is at relatively low levels in Romania and has
followed a downward trend in recent years. The present findings imply that corporate
governance practices, especially the presence of independent board members, can matter
for firm performance. Improving corporate governance codes and practices can attract
higher investor attention to the stock markets and support stock market development and
economic growth in the country.

5. Conclusions

This paper examined the impact of independent board members on the financial
performance of companies listed on the Bucharest Stock Exchange. The relevant corporate
governance theories, such as the agency theory and the resource-based theory of the firm,
argue that independent members would improve the monitoring capacity and supervising
efficiency of the boards. In addition, empirical studies show that the presence of inde-
pendent members is associated with better financial performance. When the corporate
governance codes and regulations in Romania are examined, it is found that the relevant
corporate governance has gradually evolved. While theoretical and empirical studies
display the importance of independent board members, there are few studies that directly
analyze the influence of independent board members (Vintilă and Gherghina 2013; Vintilă
et al. 2015; Borlea et al. 2017). The present study contributed to this literature by collecting
a unique dataset including board and CEO characteristics for the companies listed on the
Bucharest Stock Exchange, and by conducting a more detailed and recent analysis on the
topic. The correlation analysis, scatter plots, and regression results showed that a higher
share of independent board members was associated with higher returns on equity ratio.
Specifically, a 10% rise in the independent member share was associated with an approxi-
mately 0.9% point increase in ROE. These results imply that regulations recommending
the presence of independent members on boards would be useful to improve corporate
governance quality and firm performance in Romania. There are some limitations in the
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present study that can be addressed in future research. For example, the present dataset
did not allow for the implementation of more advanced regression techniques such as
instrumental variables and difference-in-difference methods. These methods can be instru-
mental in addressing the possible endogeneity issues. In addition, changes in corporate
governance codes can be used as events to understand the effects of corporate governance
practices on firm performance. The dataset can also be improved to include more control
variables related to firm characteristics such as leverage.
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Appendix A

Table A1. Non-Linear Model with Board Characteristics.

ROE Coef. St.Err. t-Value p-Value 95% Conf. Interval Sig

ln_size 1.235 0.331 3.73 0.010 0.424 2.046 **
board size 0.261 0.823 0.32 0.762 −1.753 2.275

indep_share −0.104 0.161 −0.65 0.541 −0.498 0.290
indep_square 0.002 0.002 1.02 0.348 −0.002 0.006

non_exec_share −0.049 0.067 −0.74 0.489 −0.214 0.115
women share −0.019 0.050 −0.37 0.722 −0.142 0.105

Constant −12.602 6.929 −1.82 0.119 −29.555 4.352

Mean dependent var 7.875 SD dependent var 12.232
R-squared 0.079 Number of obs 236.000

F-test 1.8 × 105 Prob > F 0.000
Akaike crit. (AIC) 1843.277 Bayesian crit. (BIC) 1864.060

** p < 0.05.

Table A2. Non-Linear Model with Board and CEO Characteristics.

ROE Coef. St.Err. t-Value p-Value 95% Conf . Interval Sig

ln_size 0.987 0.633 1.56 0.170 −0.563 2.537
board size 0.589 0.828 0.71 0.504 −1.437 2.614

indep_share −0.111 0.171 −0.65 0.541 −0.529 0.308
indep_square 0.002 0.002 1.03 0.342 −0.003 0.007

non_exec_share −0.126 0.033 −3.78 0.009 −0.208 −0.045 ***
women share −0.054 0.040 −1.34 0.227 −0.152 0.044
ceo_duality −2.601 1.242 −2.10 0.081 −5.640 0.437 *
ceo_women 0.205 2.268 0.09 0.931 −5.345 5.755

Constant −2.984 14.158 −0.21 0.840 −37.627 31.660

Mean dependent var 8.248 SD dependent var 12.437
R-squared 0.101 Number of obs 216.000

F-test 1602.6 Prob > F 0.000
Akaike crit. (AIC) 1689.910 Bayesian crit. (BIC) 1710.161

*** p < 0.01, * p < 0.1.
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Table A3. Regression Model for ROA.

ROA Coef. St.Err. t-Value p-Value 95% Conf. Interval Sig

ln_size 1.044 0.354 2.95 0.026 0.179 1.910 **
board size 0.410 0.584 0.70 0.508 −1.018 1.838

indep_share −0.035 0.048 −0.72 0.499 −0.152 0.083
non_exec_share 0.042 0.017 2.40 0.053 −0.001 0.084 *

women share 0.048 0.019 2.54 0.044 0.002 0.095 **
ceo_duality −0.069 1.453 −0.05 0.964 −3.625 3.487
ceo_women 2.115 1.285 1.65 0.151 −1.028 5.259

Constant −20.481 3.214 −6.37 0.001 −28.345 −12.616 ***

Mean dependent var 3.759 SD dependent var 9.444
R-squared 0.103 Number of obs 214.000

F-test 16.64 Prob > F 0.002
Akaike crit. (AIC) 1556.144 Bayesian crit. (BIC) 1576.339

*** p < 0.01, ** p < 0.05, * p < 0.1.

Table A4. Regression Model for Tobin’s Q.

Tobin’s Q Coef. St.Err. t-Value p-Value 95% Conf. Interval Sig

ln_size 0.070 0.043 1.63 0.154 −0.035 0.176
board size 0.002 0.049 0.05 0.964 −0.118 0.123

indep_share 0.004 0.007 0.51 0.627 −0.014 0.022
non_exec_share 0.002 0.006 0.35 0.736 −0.012 0.015

women share −0.003 0.002 −1.68 0.143 −0.007 0.001
ceo_duality 0.013 0.135 0.10 0.924 −0.316 0.343
ceo_women 0.353 0.289 1.23 0.266 −0.353 1.059

Constant −0.815 0.602 −1.35 0.225 −2.288 0.659

Mean dependent var 0.787 SD dependent var 0.740
R-squared 0.075 Number of obs 79.000

F-test 16.51 Prob > F 0.002
Akaike crit. (AIC) 181.529 Bayesian crit. (BIC) 195.746
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