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ABSTRACT 

 

Corporate governance refers to the set of rules, policies, and practices that a company 

uses to guide and regulate its operations. This study adds to the body of knowledge on 

corporate governance by performing the empirical analysis on the impact of board 

composition on bank financial performance in the context of the Malaysian market. 

Various determinants have been identified to analyze the impact of board composition 

and bank performance as measured by return on assets (ROA), namely board 

independence, board diversity, and board size. The involvement of firm age, size, 

growth, and leverage as moderators are recognized in the relationship between board 

composition determinants and bank financial performance. 

To examine the relationships of these variables with bank performance, the study 

collected the data from 26 samples of commercial banks listed on Bank Negara 

Malaysia over the period of 2016 to 2020. The dataset used from secondary sources 

and extracted from the banks' published annual reports and corporate governance 

reports. The study performed descriptive statistics, multiple regression and correlation 

to analyze the impact of these relationships. The findings of the research revealed that 

the proportion of independent directors on the board, board diversity, the board size, 

and bank financial performance metrics have no significant relationships. As a result 

of this research, it appeared that board composition has little bearing on the success of 

Malaysia's bank performance. 

Keywords : Corporate governance, firm financial performance, Malaysian banking 

industry, board composition, board independence, board diversity, board size 
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ABSTRAK 

 

Tadbir urus korporat merujuk kepada sekumpulan peraturan, kebijakan, dan praktik 

yang digunakan syarikat untuk memandu dan mengatur operasinya. Kajian ini 

menambah pengetahuan mengenai tadbir urus korporat dengan melakukan analisis 

empirikal mengenai kesan komposisi lembaga terhadap prestasi kewangan bank dalam 

konteks pasaran Malaysia. Berbagai faktor penentu telah dikenal pasti untuk 

menganalisis kesan komposisi lembaga pengarah dan prestasi bank sebagaimana yang 

diukur dengan pengembalian aset (ROA), iaitu kebebasan lembaga, kepelbagaian 

lembaga, dan saiz lembaga pengarah. Penglibatan usia, saiz, pertumbuhan, dan 

leverage syarikat sebagai pemboleh ubah kawalan dikenalpasti dalam hubungan antara 

komposisi lembaga pengarah dan prestasi kewangan bank. 

Untuk mengkaji hubungan pemboleh ubah ini dengan prestasi kewangan bank, kajian 

mengumpulkan data dari 26 sampel bank perdagangan yang disenaraikan di Bank 

Negara Malaysia dalam tempoh 2016 hingga 2020. Kumpulan data yang digunakan 

dari sumber sekunder dan diambil dari laporan tahunan dan laporan tadbir urus 

korporat yang diterbitkan oleh bank. Kajian menjalankan descriptive statistics, 

multiple regression dan correlation test bagi menganalisa hubungan-hubungan ini. 

Hasil kajian menunjukkan bahawa bahagian pengarah bebas di lembaga, kepelbagaian 

lembaga, saiz lembaga pengarah, dan prestasi kewangan bank tidak mempunyai 

hubungan yang signifikan. Hasil daripada penyelidikan ini menunjukkan komposisi 

lembaga pengarah tidak banyak mempengaruhi kejayaan prestasi bank Malaysia. 
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Kata kunci: Tadbir urus korporat, prestasi kewangan syarikat, industri perbankan 

Malaysia, komposisi lembaga, kebebasan lembaga, kepelbagaian lembaga, saiz 

lembaga 
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CHAPTER ONE 

INTRODUCTION 

 

1.0 INTRODUCTION 

The board of directors plays an important role in corporate governance. Generally, the 

shareholders of the company elect the directors. The board is a governing group that 

sets policies for corporate management and oversight, makes decisions on behalf of 

shareholders of the company, and ensures the organization is well managed and 

operated according to organizational goals. This study analyzes if there are factors 

determiningِ boardِ compositionِ andِ ifِ theyِ haveِ aِ significantِ impactِ onِ aِ company’s ِ

financial performance in Malaysia. In this chapter, the following items described in 

detail, the background of research, problem statement, research questions and 

objectives, scope of research, significant of the study and conceptual definition of key 

variables. 

 

1.1 Background of Research 

As globalization continues, there is an increased of awareness and encouragement to 

have a good governance practice in an organization. This is to ensure the organization 

will have smooth business operations, efficient management process, employees obey 

the rules, policy and regulations set up by the organization and the authority, increase 

financial performance and remain competitive advantages over its competitors. Good 

governance not only gives benefits for large companies, but also other types of 

business such as family owned firms, state-owned enterprises, and even SMEs 
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(Sullivan, Wilson & Nadgrodkiewicz, 2015). This is because it provides a framework 

for efficient, transparent, and accountable decision-making process in any business, 

regardless of its size or ownership structure. In the issue highlighted on relationship-

based systems, on the other hand, with more owners/managers, this type of business 

has revealed less information, resulting in the preservation of opacity, less 

transparency and disclosures (Judy & Tony, 2002). In a number of countries for 

example, Korea, the establishment of chaebols (family-owned enterprises), which are 

managed by family members and tied to government agencies and bankers, has 

contributed to a lack of financial transparency. 

Good corporate governance requires trust, transparency, and accountability in a 

business environment in order to attract more investment, financial stability, and 

sustainable economic growth. In general, the pervasiveness of good governance is also 

essential for organizational sustainability (Anthonypillai, 2016). Therefore, it is the 

primary function of the board to govern the organization by acting with due care and 

diligence for the best interest of the company and stakeholders as a whole. 

Accordingly, John and Senbet (1998) state that the corporate board is implanting the 

components through which stakeholders of an organization practice command over 

corporate insiders and the executives with the end goal that their advantage is 

maintained. The function of the directors is crucial in every organization especially for 

public listed companies to cater governance issues by establishing a significant 

component in the execution of corporate supervision. Besides that, the authority of the 

board is subject to the limitations imposed by the Memorandum of Association, 

Articles of Association of the company, and there relevant provisions of the 

Companies Act, 1956. 
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Noticeably, the global scandals issues that happened in recent times such as Enron, 

International News Corporation, Lehman Brothers, Parmalat, and WorldCom have 

made the corporate board systems a critical area to be a concern. Besides that, weak 

corporate governance also has been identified as one of the major contributors to the 

Asian Financial of 1997. Many organizations in the crisis-affected economies such as 

Korea, Indonesia, Malaysia, overhauled their corporate governance, strengthening 

market forces, enacting stronger regulations and focusing on transparency in decision-

making and accountability after the crisis (Cabalu, 2005). Moreover, Global Financial 

Crisis that happened in 2008 has elicited the emphasis on the responsibilities of audit 

committees on performance during times of financial distress (Husam, Duncan, Kelly, 

McNamara & Nagel, 2012). Therefore, it is clear that the crisis would not have been 

severely impacted if good governance practices and financial transparency were 

imposed within the organization. Since then, governments have become more 

committed to improve corporate governance as they recognize the need of greater 

accountability and transparency in protecting investors' interests, reducing market 

risks, ensuring financial stability, and increasing investor confidence.  

Additionally, most Asian countries have reformed their governance codes and 

regulations around management accountability and transparency after the financial 

crisis in 1997. In the aftermath of the financial crisis, the reform aimed to improve 

corporate governance by enhancing the board's oversight functions, as well as other 

measures including increasing management/CEO responsibility, protecting the rights 

of minority shareholder, and enhancing managerial transparency and disclosure 

requirements (Byung Min, 2011).  For instance, the requirement of more independent 

directors on the board has been added to corporate governance codes of best practices 

in the most Asian countries as well as the demand for higher financial disclosures and 
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more strict corporate governance requirements (Judy & Tony, 2002). Besides that, a 

number of Asian countries have enacted corporate governance codes, such as the 

Malaysian Code of Corporateِ Governanceِ inِ 2000,ِ Southِ Korea’sِ Codeِ ofِ Bestِ

Practices for Corporate Governance in 2003, the Singaporean Code of Corporate 

Governance in 2005, and the Indonesian Good Corporate Governance Guideline in 

2006. These regulatory codes established with the aim to strengthen the company's 

board of directors' quality, boost corporate accountability to shareholders, and better 

safeguard investors' interests (TF Hee, 2016). Moreover, companies in Malaysia and 

India must devote a component of their annual reports to the execution of corporate 

governance principles, as well as a full compliance report (Judy & Tony, 2002). Apart 

from this, the business climate in Asia is gradually changing due to stronger market 

forces, stricter laws, and a shift towards a rules-based economy (Cabalu, 2005). 

Without a doubt, specific governance mechanisms have been improved both within 

corporations and in external markets, minority shareholder rights have been 

strengthened, a minimum number of independent directors for listed companies on 

stock exchanges has been mandated, and mergers and acquisitions procedures have 

been simplified to foster a market for corporate control (Nam SW & Nam, 2004). 

However, the region has still encountered a number of high-profile corporate 

governance failures. This is due to many corporate boards failed to reform. In some 

nations, corporate reform has been hampered by poor compliance and enforcement 

due to weak courts, a lack of well-trained and resourced controllers, strong financial 

interests and a lack of political will (Cabalu, 2005). Furthermore, corporate governance 

failures are due to a non-observance of corporate governance code of conduct that 

includes corporate malfeasance and fraudulent behaviour (earnings misreporting) 

(Edwards, 2004), the problems of internal corporate governance instruments including 
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board structure and executive reimbursement (Sahakiants, 2015), or external issues 

such as regulatory system (Denis & McConnell, 2003). Despite researchers' 

predictions that Asia would soon become the biggest economy in the world by GDP 

contribution, providing around 60% of global growth by 2030, a study made by Sunil 

Puri in 2020 has found that corporate boards in Asia currently lack of proper 

leadership, monitoring, and control. According to the 2019 BDO Board Survey, 

public-sector board directors are dealing with a variety of concerns, ranging from trade 

wars and legislation to disruptive technologies and diversification. Companies from 

every sector have been forced to focus on political and image issues, necessitating the 

need for board members to take an even more aggressive risk management 

approach. As a result, the board's involvement in overseeing and directing corporate 

strategy, system, investments, and standards, as well as their emphasis on developing 

concerns, has reached new heights. 

Interestingly, various corporate governance changes have explicitly underlined the 

need for appropriate modifications to the board of directors as far as its organization, 

constitution, and proprietorship arrangement (Abidin, Kamal & Jusoff, 2009).  Many 

firms including the International Corporate board Network (ICGN) and the 

Organization for Economic Corporation and Development (OECD) have over time s 

established frameworks for corporate board. The framework explains the board's 

composition, tenure, nomination procedure, and even the board's size. Not only that, 

OECD (2015) provides five basic principles as regards corporate governance. The first 

is the rights and interests of shareholders. The second is that all shareholders are treated 

equally. The third is the function of employees and other stakeholders. The fourth point 

is that company structures and activities are adequately disclosed and transparent. 

Lastly, the board's responsibility to the company and shareholders. With regards Asia 
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economic development program, Asian Development Bank (ADB) has over times 

implementing strategies and recommendations as to improve reform measures 

emerging Asia's financial regulatory and supervisory systems.  

Malaysia has implemented a number of corporate governance reforms that have been 

reinforced over the years. In Malaysia, corporate governance framework has been 

mandated in several legislation and guidelines. For example are the Companies Act 

2016, the Financial Services Act 2013, the Malaysian Code on Corporate Governance 

2017,ِ Bankِ Negaraِ Malaysia’sِ (Theِ Centralِ Bankِ ofِ Malaysia)ِ (BNM)ِ Guidelinesِ onِ

Corporate Governance, and the Code of Ethics for Company Directors issued by the 

Companies Commission of Malaysia (CCM). These statutory rules are the government 

initiative that serves as significant tools and guidance for corporate governance 

reforms and provide significant influences on the best corporate governance practices 

in Malaysia. Sang-Woo Nam and Il Chong Nam (2004) had conducted a survey on 

“Corporateِ Governanceِ inِ Asia”ِ forِ Korea,ِ India,ِ Malaysia,ِ andِ Thailandِ companies ِ

listedِ onِ theirِ countries’ِ stockِ exchanges. Based on the survey, they had found that 

Malaysian companies do far better than other three nations, notably in terms of board 

effectiveness. Malaysia, as compared to other Asian countries, had a relatively well-

advanced corporate governance framework before the financial crisis in 1997 was 

subjected to a milder crisis (Nam SW & Nam, 2004). Prior to the crisis, companies 

that are publicly traded were already obligated to nominate independent directors to 

their boards and to form audit committees, and were subjected to a disclosure-based 

regulatory framework, and even its accounting standards were among the best in Asia 

and were consistent with international accounting standards (Cabalu, 2005). 

After the crisis, Malaysia has maintained much higher corporate governance standards 

while also developing more sophisticated and appropriate legal mechanisms to protect 



7 
 

shareholders' and creditors' interests than the rest of the region.  In 1998, the Ministry 

of Finance established a High Level Financial Committee on Corporate Governance 

(FCCG) to review the corporate framework and make recommendations for improving 

corporate governance in Malaysia. Furthermore, the codes and rules of corporate 

governance, known as the Malaysian Code of Corporate Governance (MCCG) was 

established in 2000 to encourage a company's management to be more transparent, as 

well as providing important information to investors so that they may help steer the 

company's direction (Zainal & Ahmad, 2007). Moreover, the Bursa Malaysia Berhad 

("Bursa Malaysia") and the Securities Commission Malaysia ("SC") have published 

new regulations requiring publicly traded companies to declare their financial position, 

ownership structure, and debt status on a quarterly basis. 

In banking industry, effective corporate governance is the central point to the proper 

functioning of the banking sector and the economy's overall performance (Basel, 

2015). Across the region, the bank plays out a pivotal function in the economy by 

intermediating money from savers and contributors to operations that assist business 

and help boost monetary development (Basel, 2015). The complexity of business 

activities of the bank that resulting to high-risk exposure and challenges of the bank 

such as credit, operational, market and liquidity risks that can lead to the failure of the 

bank, affecting millions of people. For instance, the COVID-19 pandemic that is 

currently spreading across Asia and the world has severely affecting people and 

businesses worldwide, the banking industry is no exception. High volatility of market 

conditions, decreasing creditworthiness, and business continuity issues, among other 

factors, have an impact on the banking industry during this pandemic (KPMG, 2020). 

This unprecedented outbreak requires key decision-makers such as the board of 

directors and senior management to have a rapid review of the issue and to navigate 
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their organizations through this turbulent crisis in order to stay ahead of the market 

competition. Consequently, to support financial stability, improve compliance with 

laws and regulations, and receive trust from its stakeholders, good corporate 

governance is very significant and its effectiveness must be examined. Moreover, the 

Basel Committee on Banking Supervision, theِ world’sِ leadingِ authorityِ onِ bankingِ

supervision and regulations, was established in 1974 to enhance financial stability by 

refining the quality of banking supervision worldwide. The committee has been 

actively drawing the supervisory guidance in order to promote safe and sound banking 

operations. 

The banking industry's corporate governance monitors the allocation of power and 

influence through which the bank's financial transactions are supervised by the board 

of directors and senior management. This may include setting the bank's strategic 

objectives, hiring and managing employees, monitoring and managing business 

activities, safeguarding depositor best interest, attending shareholder commitments, 

considering the interests of other stakeholders, and integrating corporate culture, 

activities, and actions with applicable laws and regulations (Basel, 2015). Notably, 

five essential principles should constantly guide the implementation of excellent 

corporate governance in the banking industry; namely, transparency, accountability , 

responsibility, independence, and fairness (Thobby, 2015). Unquestionably, the 

fundamental goal of corporate governance should be to protect stakeholders' interests 

while also serving the public interest on a long-term basis (Rissy, 2021; Basel, 2015). 

In fact, the banks over time, strengthening their governance practices such as 

evaluating the skills and qualifications of the board, forming board risk committees, 

introducing the function of chief risk officer (CRO), and incorporating board audit and 

risk committee discussions (Peer Review, 2013). Obviously, it can be summarized that 
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the governance is by all accounts the heart of the organization, particularly in the 

banking sector. Governance flaws exercised by the banks, on the other hand, can result 

in the spread of problems throughout the banking industry and the economy as a whole.  

In the context of Malaysian banking industry, the government has taking a serious 

attention on the topic of corporate governance. This is because this industry plays a 

critical role in economic growth of a country by promoting monetary and financial 

stability (BNM, 2020). In the early 1900, the Malaysian banking industry continuing 

to grow on a number of foreign banks, as well as local banks established by 

independent brokers. Apparently, the growth of banking sector that caters to diverse 

and more complex needs has encouraged having good governance practices with the 

aims to rebuild trust, confidence and value. Through the establishment of a high level 

Finance Committee on Corporate Governance (FCCG) and the implementation of the 

Malaysian Code of Corporate Governance (MCCG), the corporate governance 

framework in Malaysia has strengthening over times and they are seen as significant 

mechanism for the improvement of Malaysia's best practices (Md Aris, Yusof & Wen, 

2019). Besides that, between 2000 and 2013, the government's initiatives helped local 

commercial banks perform better., with their Risk Weighted Capital Ratio (RWCR) 

increased from 4.2% to 11.7%, Return on Assets (ROA) increased from 1.1% to 1.5%, 

and Return on Equity (ROE) raised from 13.7% to 15.7% (Saha, Ahmad & Siew, 

2016).ِ Undeniably,ِ theِ bank’sِ managementِ andِ theِ boardsِ require corporate 

governance, as they may be well aware of their duty and responsibilities in assuring 

that the business’sِ assets are utilizedِ inِ accordanceِ ofِ theِ company’sِ andِ shareholders’ ِ

best interest (MCCG, 2012). Consequently, when the market has access to reliable, 

timely, and high-quality information about a financial performance of banks, it can 

demonstrate confidence while investors are safeguarded (Wing Fatt, 2016). 
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In response to the aforementioned issue, many researchers have attempted to 

investigate the effectiveness of board composition and its impact on the financial 

performance of corporate entities (Munisi & Randoy, 2013; Kryvko & Reichling, 

2012; Rebeiz & Salameh, 2006; Mak & Kusnadi, 2005). The majority of research, on 

the other hand, have concentrated on developed countries such as Western Europe, the 

Americas, and Asia, with fewer studies focusing on Malaysia, particularly the banking 

sector (Wing Fatt, 2016). Hence, there is a need to examine whether corporate 

governance can influence the performance of the Malaysian banking industry (Lukas 

& Basuki, 2015; Md Aris et al., 2019). This study aims to provide a comprehensive 

overview of possible influences of the important players in corporate governance, 

board composition determinants (board independence, board size, and board diversity) 

on the financial performance of banks in the context of Malaysia. 

 

1.1.1 Malaysian Code of Corporate Governance (MCCG) 

In Malaysia, there are various improvements and changes that have been made to 

ensure the effectiveness of corporate governance. The Malaysian Code on Corporate 

Governance (MCCG), which went into effect in 2000, has been an important 

component of corporate reforms and has had a positive impact on corporate 

governance practices. MCCG is based on key principles of good corporate governance, 

which are board effectiveness and leadership, effective risk management and auditing, 

and corporate reporting integrity and transparency and opportunities for interaction 

with stakeholders. 

Generally, there are several guidelines highlighted by MCCG (2017) to improve 

corporate governance in Malaysia. Large corporations will now be required to hire 
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independent specialists to evaluate their boards of directors at least once every three 

years. Firstly, corporate governance has become more transparent about executive 

remuneration. There is also a requirement for the Board to report the top five executive 

management's remuneration component, comprising salary, bonus, in-kind perks, and 

other allowances, on a named basis in ranges of RM50,000. Secondly, the 

establishment of a corporate governance monitor (CGM) to monitor and analyze 

corporate governance policies and practices of companies in Malaysia by providing 

quality reporting and effective governance resolutions. CGM uses an internal web-

based system that leverages advanced analytics capabilities to analyze both qualitative 

and quantitative data on corporate governance. Thirdly, more women on boards of the 

company and women directors represent at least 30% of board members. This policy 

is now extended to senior management. Since the last update of the Malaysian Code 

of Corporate Governance (MCCG) in April 2017, there has been a tremendous 

progress in this area in Malaysia. In 2018, the country rose to fourth place in the CG 

Watch Report, a report from the Asia Corporate Governance Association (ACGA), 

jumping from seventh place (Allen, 2018). 

Table 1.1 

ACGA Market CG Scores 

Rank Market Total (%) 

1 Australia 71 

2 Hong Kong 60 

3 Singapore 59 

4 Malaysia 58 

5 Taiwan 56 

6 Thailand 55 

7 India 54 

8 Japan 54 
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Table 1.1 (Continued) 

Rank Market Total (%) 

9 Korea 46 

10 China 41 

11 Philippines 37 

12 Indonesia 34 

Source: CG Watch 2018 

As published in 2021, there are few changes and improvements have been highlighted 

in MCCG in order to enhance corporate governance best practices in Malaysia. The 

first is on the enhancing board policies and procedures, in relation to the appointment 

for directors, election and nomination. The second is improving board supervision and 

the incorporation of sustainability principles into company strategy and operations. 

The third is facilitating the implementation of excellent practices, particularly those 

practices that have been found to have low adoption rates. While the MCCG is aimed 

at listed companies on Bursa Malaysia, non-public entities such as state-owned 

enterprises, public companies, small and medium-sized businesses (SMEs), and 

capital market intermediaries are expected to adopt it. Non-listed entities could 

consider implementing the MCCG's practices to improve their transparency, 

accountability, and long-term viability (MCCG, 2021). 

 

1.2 Problem Statement 

The shareholders are the owner of the company. Ultimately, their goals are to 

maximize wealth as returns from what they have invested in the company. Meanwhile , 

the management is the group that is responsible to manage the company to achieve the 

organizational goals and maximize shareholders' wealth. However, there are times 

whenِ managersِ useِ theِ company’sِ informationِ forِ makingِ decisionsِ forِ theirِ ownِ
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advantage, which are non-beneficial for the shareholders (Boshkoska, 2015). The 

conflict of interest between managers and shareholders give rise to well-known of 

agency problem (Boshkoska, 2015). Here comes the function of the board of directors. 

The board plays a significant role to mitigate this problem, and to align the interest of 

both management and shareholders of the company with organizational goals. 

Theِ boardِ hasِ theِ powerِ toِ shapeِ theِ company’sِ directionِ andِ cultureِ throughِ its ِ

corporate governance values and practices. As the board is the main component of 

corporate governance (Martin & Herrero, 2018), therefore its composition must be 

approachable to the responsibilities that are assigned to it. For example, managing and 

monitoring the company and the employees, as well as providing advice to improve 

the management of the business and achieve the organization goals. Thus, the board 

must ensure the objective of the organization is successfully achievable, along with 

the fulfilment of the interest of shareholders. Undoubtedly, good governance practice 

may lead to good performance and vice versa. 

However, there are many cases concerning the poor governance of the board of 

directors that lead to the decline in the performance of the organization, and 

shareholders’ِ wealthِ haveِ beenِ putِ intoِ concernِ recently.ِ Empirically,ِ overِ theِ lastِ 20ِ

years, cases of corporate collapses have been devastating all over the world, with many 

of these pointing to problems in governance structure and practise, such as rogue 

management, accounting fraud, poor internal control systems, auditor involvement , 

and lack of effective oversight by regulators, among others. (Ogutu, 2016). Besides 

that,ِ theِ topِ managementِ areِ ableِ toِ conductِ fraudِ andِ misuseِ theِ company’s ِ

resources for their personal interest when there is lack of internal control as well as 

poor supervision by the board (Sulaiman & Ahmad, 2017). Corporate disappointments 

and outrages, such as those of Enron, WorldCom, and Regal Treasury Bank in South 
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Africa, have brought up an issue with respect to the capacity of the board of directors 

associated with the poor of internal and external controls over companies that could 

be identified by good governance practices (Paulino, 2016). This issue is especially 

important considering the inability of the boards to investigate some of the corporate 

governance failures and provide solutions to overcome the problems before they get 

worse. 

In Malaysia, as at March 2021, there are about twenty (20) listed companies in 

Malaysia that fall under the PN171 category (BNM, 2021) due to poor performance, 

as a consequence of poor governance practice (Ismail, Xing, Sadique & Zakaria, 

2020), lack of transparency of information disclosure and weak investor relations 

(Nasir & Ali, 2018; Che Haat, Rahman & Mahenthiran, 2008). Along with that, a 

survey has been performed to the companies that were listed as PN17 by Bursa 

Malaysia. Based on their survey, it is found that the main factor attributable to the 

corporate failure was due to top management's poor performance, which showed the 

greater percentage rate (93.4%) as compared to other factors (Ali & Fauzi, 2018). 

Based on the above issues, it can be suggested that effective corporate governance 

should shrink the possibility of accounting failures and frauds. Thus, the board 

structure and size have taken into more considerations since they have the capacity to 

influence the corporate governance practices of an organization through its inaction 

and ineffectiveness. 

Besides that, the financial crisis of 1997 in East Asia nations has uncovered 

shortcomings in corporate governance such as the absence of watchful oversight 

capacities by the top management on the organization and employees, the lack of 

                                                             
1 PN17 refers for Practice Note 17/2005, which is issued by Bursa Malaysia and pertains to financially 
distressed companies. 
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transparency, and their powerlessness to manage the crisis. Furthermore, the crisis is 

a perfect illustration of how giant banks' engage in unethical decisions can have far-

reaching consequences for a variety of stakeholders, and, more importantly, generate 

systemic instability (Acharya, Drechsler & Schnabl, 2014; Becht, Bolton & Roell, 

2012). As a result, an increasing number of studies and the media are blaming 

independent directors for failing to provide adequate advice and oversight in the years 

preceding up to the crisis (Vallascas, Mollah & Keasey, 2017). Following the financial 

crisis, many countries have increased the number of independent directors as part of 

their governance reforms. Listed companies in the Jakarta Stock Exchange (JSX), for 

instance, are required to set up audit committees, appoint at least 20% of independent 

directors on the board, and improve the role of the company secretary. In Malaysia, 

the rules set up by MCCG mandating all listed companies in Bursa Malaysia to have 

a balance of executive and non-executive directors in their board compositions 

(Cabalu, 2005). 

Moreover, since May 2020, recent events have highlighted the need to have a proper 

diversityِ atِ theِ levelِ ofِ theِ boardِ asِ wellِ asِ theِ company’sِ management.ِ Uberِ

Technologies Inc., a ride-hailing company, has pledged to double its black leadership 

by 2025 to ensure equitable treatment for all employees and to increase support for 

black-owned firms by linking executive compensation to diversity measures 

(Chapman, 2020). Similarly, the moves also made by AXA IM in 2020 that has taken 

an initiative to broaden gender diversity voting policy by introducing a 33% diversity 

for the developed economy and a new policy for emerging market enterprises. A well-

balanced and diverse board are necessary for external and internal stakeholders of 

companies (Goyal, Nada & Andrew, 2019) and may lead to value creation, increase 
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performance, and encourage ideas and innovation for the best interest of both the 

organization and the shareholders.   

In the case of Malaysia, the Institute of Corporate Directors Malaysia (ICDM) 

published the Malaysia Board Diversity Study and Index in 2021, which indicated that 

having a larger number of women on boards contributes to more inclusive boards. 

When compared to boards with no women on them, companies with at least one-third 

female representation had a 38 percent higher median return on equity (ROE). In 2019, 

womenِ occupiedِ 19%ِ ofِ theِ Malaysianِ board,ِ upِ fromِ 2016’sِ 14%ِ (ICDM,ِ 2021). ِ

Based on the Malaysia scenario, there is still a lot of room to improve women's 

participation on Malaysian company boards. A study conducted by Zainal, Zulkifli 

and Saleh in 2013 onِ theِ topicِ “Corporateِ Boardِ Diversityِ inِ Malaysia”ِ had found 

that there is a need to have more initiatives to expand board diversity in Malaysia. An 

effective board should consist of the ideal combination of talents, knowledge, 

experience, and independent aspects that align with the company's aims and strategic 

goals (MCCG, 2017). 

Without a doubt, the effective corporate governance significantly contributes to an 

organization's capacity to achieve its objectives. In the banking industry, the corporate 

governance is significantly more complicated than that of non-financial companies. 

This is due to the complexity of its operational activity, the increased information 

asymmetry,ِ concentratedِ ownership,ِ theِ diminishedِ ofِ theِ stakeholders’ِ abilityِ toِ

monitorِ theِ bankِ managers’ِ decisionsِ andِ theِ strictِ regulationsِ imposed (Turlea, 

Mihaela & Radu 2010; Cocris & Ungureanu, 2007; Levine,ِ 2004;ِ Maceyِ &ِ O’Hara,ِ

2003). Moreover, theِ numberِ ofِ independentِ directors,ِ director’sِ backgroundِ andِ

experience, the size of the board of directors and the audit committee were all elements 

that prompted banking management to strengthen their companies' corporate 
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governance compliance (Zulfikar et al., 2020). According to Transparency 

International Malaysia (TI-M) president, Akhbar Satar, the ruckus surrounding CIMB 

Group Holdings Berhad Chairman Nazir Razak case that occurred in Malaysia has 

highlighted the importance of good corporate governance to an organization and its 

significant responsibility for directors to be aware and implement it (Goh, 2016). 

Indeed, it is clear that board composition must be receptive to the fundamental 

capacities that are assigned to it to make sure that the effective of corporate 

governance. For example, overseeing and monitoring, avoiding conflict of self-interest 

and giving advice to management staff to improve business management and achieve 

organizational goals. The impact of board structure on corporate financial performance 

is the focus of broad investigation in a majority of the previous studies. Additionally, 

researchers also take into considerations on components of the board composition of 

the organization and their significant influence on the business management (Borlea, 

Achim, & Mare, 2017; Cavaco, Crifo, Rebérioux & Roudaut, 2017; Farag & Mallin, 

2017). 

Above all, it is important to study the board composition of the organization, as it is a 

keyِ elementِ forِ theِ successfulِ ofِ theِ corporateِ governance’sِ best practice. Therefore, 

for the purpose of this study, the determinants of the composition of the board of 

directors such as board independence, board diversity and board size, and the impact 

of such composition has on the performance of the firm are examined in the context of 

the banking sector in Malaysia. 
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1.3 Research Questions 

This study visibly is to identify the impact of Board composition on the financial 

performance in commercial banks. Based on the problem statement highlighted, there 

are questions raised as following:- 

1. Is there any relationship between the board size and the performance of banks 

in Malaysia? 

2. Is there any relationship between the presence of independent director and the 

performance of banks in Malaysia? 

3. Is there any relationship between the board diversity and the performance of 

banks in Malaysia? 

 

1.4 Research Objectives 

This research is intentionally conducted to achieve the following objectives: 

1. To examine whether the size of the board affect the performance of banks in 

Malaysia. 

2. To determine the relationship between the presence of independent director 

and the performance of banks in Malaysia. 

3. To examine the relationship between the diversity of the board and the 

performance of banks in Malaysia. 
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1.5 Scope of Research 

The main purpose of this research is to identify the composition of the board of 

directors and to analyze the impact of this board composition on the performance of 

commercial banks in Malaysia. The study is conducted by using financial data of 

commercial banksِ inِ Malaysiaِ throughِ theِ publishedِ company’sِ annualِ reportsِ andِ

financial statements from the year 2016 to 2020. There are about 26 commercial banks 

in Malaysia, which include both local and foreign. Based on the data collected, the 

study is conducted to examine the efficiency of board composition in order to 

determine its effectiveness on firm performance as measured by ROA within the 

Malaysia market. 

 

1.6 Significance of Study 

The study aims to determine the effect of the structure of the board of directors on the 

financial performance of banks in Malaysia, by using financial data. The study is 

significant since most previous studies have used data from the developed countries 

such as the United States and United Kingdom and it is questionable whether the 

findings of such studies are applicable in developing countries with diverse social and 

environmental factors such as Malaysia. Therefore, the study is to focus the attention 

on the Malaysia market, which may make a valuable contribution to the exist ing 

literature on the Malaysian context. 

Besides that, this study also aims to give a better understanding and exposure about 

corporate governance in the banking sector, and how the board composition relating 

to governance impacts on the financial performance of a company. As it is known, 

effective corporate governance is crucial to the proper operative of the banking sector 
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and the economy as a whole. Banks carry out a significant role in the economy by 

intermediation funds from depositors to activities that support business and help drive 

economic growth. Therefore, banks hold trust and support from clients, investors, 

depositors, savers, entrepreneurs, government, and other stakeholders, and the 

implementation of effective corporate governance is a must in this industry. For this 

study, board structure and its characteristics will be analyzed in the context of 

commercial banks to determine whether there is an impact on the financial 

performance of a company. The results will serve as a guideline for investors, high-

level professionals, entrepreneurs, employees, government, suppliers, and other 

stakeholders to make a better decision in the respect of their jobs and investment 

options. 

With regards education purpose, this study serves as a guideline and information 

provider to add knowledge among students about corporate governance and board 

composition, as well as how they may influence the financial performance of a 

company. Besides that, the question on what are the key characteristics that have the 

most significant impact on financial performance can be answered through the 

conducting of this research. The findings not specifically useful for large corporations, 

but also for any type of business. Students will have a general overview and better 

understanding of how commercial banks are controlled and managed to ensure 

sustainability and competitive advantage. Besides that, this study provides a guideline 

for students to do research paper and continue this analysis for better understanding. 
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1.7 Conceptual Definition of Key Variables  

The definitions of each concept involved in the present study are presented as follows: 

 

1.7.1 Board of Directors 

According to Hung (1998) defines the board of directors as a body that connects a firm 

to outside environment, manage the interests of shareholders, stakeholders, and public, 

supervise the behavior of management to ensure the objectives of the firm are 

achieved, establish strategy, and manage the affairs of the firm, and support 

management. 

 

1.7.2 Independent Non-Executive Directors 

As stated in a study by Munyaradzi (2014), independent non-executive director refer 

to a member of the board of directors of a company who is excluded from the executive 

management team. Typically, they are not employees of the organization or related to 

it in some other manner and do not engage in the daily management of the 

organization. However, they are involved in policymaking and planning exercises, as 

well as observing the executive directors and acting in the interest of the company 

stakeholders. 

 

1.7.3 Corporate Governance 

Munyaradzi (2014) defines corporate governance as a set of processes, customs, 

policies, laws, and institutions affecting the way an organization is directed, 

administered, or controlled. Added to this, Mostepaniuk (2017) states that corporate 
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governance is a complex process that comprises organizational, legal, economic, 

motivational, and social tools, which provides the unique working environment that 

allowsِ reducingِ costsِ byِ reducingِ theِ gapِ betweenِ managers’ِ andِ owners’ِ interests,ِ

andِ alsoِ takingِ intoِ accountِ theِ stakeholders’ِ interests. 

 

1.8 Chapter Summary 

Overall, Chapter 1 has provided an overview of the entire study on corporate 

governance and the effectiveness of board composition on financial performance. The 

chapter highlighted the current issues on corporate governance and its important 

functions not only for organizations and shareholders, but also for other stakeholders, 

communities, and the country's economies. Besides that, this chapter outlined the 

problem that this research attempted to address within this area, as well as the research 

questions that occurred and the research aims that followed. Furthermore, the study 

also denoted the significance of the study and its contributions to the relevant parties.  
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CHAPTER TWO 

LITERATURE REVIEW 

 

2.0 Introduction 

The effect of corporate governance on firm performance is the focus of extensive 

analysis in the majority of the previous studies (Choi, Park & Yoo, 2007; Donaldson 

& Davis, 1991; Jensen, 1993). This chapter provides a comprehensive explanation of 

the theoretical underpinning of corporate governance in relation to board 

compositions, what is corporate governance, the board of directors and its 

compositions, their effects on financial performance as well as related theory based on 

previous empirical research. The theoretical underpinning is included in the context of 

the banking industry in Malaysia. 

 

2.1 Underpinning Theories 

Principally, most of the issues highlighted on corporate governance were related to the 

underpinning theories of agency theory (Jensen & Meckling, 1976), stewardship 

theory (Donaldson & Davis, 1991), and resource dependence theory (Pfeffer & 

Salancik, 1978) that were discussed in the following topic. The understanding of these 

comprehensive theories will lead to a broader understanding of the effect of board 

composition on the financial performance of the company. 
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2.1.1 Agency Theory 

Theِ mostِ popularِ theoryِ usedِ concerningِ theِ board’sِ governingِ functionِ isِ derivedِ

from the agency theory. According to Berle and Means (1932), and Fama and Jensen 

(1983), agency theory describes the potential for conflicts of interest that may arise 

from the separation of ownership and control in organizations. This theory explains 

the relationships between the agent and the principal. The agent acts on behalf of the 

principal by representing the principal in a particular business transaction and is 

expected to carry out his duty for the best interests of the principal without regard for 

self-interest. However, the interest of the agent may turn into a wellspring of 

contention, as some may not perform according to the principal's best interests. When 

managementِ seeksِ afterِ theirِ ownِ advantagesِ toِ theِ detrimentِ ofِ theِ shareholders’ ِ

interestsِ (Nicholsonِ &ِ Kiel,ِ 2007),ِ ‘agency’ِ costsِ typicallyِ ariseِ (Berleِ &ِ Means,ِ

1932).  

Therefore, Mizruchi (1983), Eisenhardt (1989), and Andreasson (2011) believe that 

theِ board’sِ primaryِ roleِ isِ toِ mitigateِ thisِ problemِ byِ monitoringِ theِ actionsِ of ِ

managers (agents) in order to protect the interests of shareholders (principals). 

According to Fama (1980), and Pearce and Zahra (1989), the agency costs may reduce 

when the board of directors monitors the company inalienable in the division of 

proprietorship and control and, consequently, improves firm performance. Indeed, 

Fama and Jensen (1983) assert that it is the board's duty to monitor management on 

behalf of shareholders. However, Fama (1980) argues that one of the major costs 

incurred by shareholders is the monitoring of management through the introduction of 

a layer of scrutiny in the form of a board of directors. Boyd (1990), Johnson, Daily, 

and Ellastrand (1996), and Hillman and Dalziel (2003) explain that under the agency 

theory, having a greater number of independent non-executive directors will lower 
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agency costs, by which Munyradadzi, Nirupa, and Chris (2016) conclude that the 

lower of the agency costs may lead to firm performance. Meyer and de Wet (2013) 

also state that an independent non-executive director serves as a controlling and 

monitoring mechanism on behalf of owners of the company.  

Although the agency theory is introduced to reduce the agency costs, this theory has 

its disadvantages. According to Jensen and Mackling (1976), the shareholders are 

certain that the managers will make optimal decisions only if appropriate incentives 

are given and only if the agent is monitored. In the same furrow, Kyereboah-Coleman 

and Biekpe (2008) state that the incentives available to directors and boards are varied 

and therefore an important mechanism for effective monitoring. Rashid, de Zoysa, 

Sudhir and Kathy (2010) argue that giving proper incentives may encourage external 

independent directors to utilize more skills and knowledge for the benefit of the 

organization. Therefore, Jensen and Meckling (1976), and Fama (1980) support this 

idea by stating that firm performance will improve if the interests of shareholders and 

managers are aligned. Nevertheless, theory only considers the desires of two parties: 

senior executives and the board of directors, not other stakeholders like employees, 

customers, or the environment. Based on this problem, stewardship theory is 

developed to fill the gap that the agency theory left. 

 

2.1.2 Stewardship Theory 

Despite the fact that agency theory appears to be the dominant theory behind most 

corporate governance studies, psychologists and sociologists have found theoretical 

flaws in this approach. For this reason, stewardship theory is introduced to resolve the 

issues faced by the implementation of agency theory. Menyah (2013) defines 
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stewardship theory as a basis of principle in which people are highly motivated to 

perform for others or for organizations to complete the tasks and obligations with 

which they have been given. In the perspective of corporate governance, Andrew 

(2017) states the definition of this theory in the context of corporate governance, which 

means board accountability. Board accountability refers to taking all responsibilit ies 

that are assigned in a proactive way in order to achieve the organization's objectives, 

taking into account the interest of shareholders. Similar to agency theory, Chrisman, 

Chua, Kellermanns and Chang (2007) state this theory explains the role and behavior 

of directors in accomplishing the objective of the organization. 

To this extend, Andrew (2017) claims further, the agents/directors who are acting as 

stewards will not be focused on their own personal interest; rather, they will act in the 

best interests of their organization, and once the organizational goals are achieved, 

they will be satisfied. Therefore, there is a connection between both the directors and 

the organizational goals. Donaldson (1990) supports this theory by saying that under 

this stewardship theory, the boards of directors have the authority to initiate and, in 

some situations, implement strategy, as well as participate in the ratification and 

monitoring processes. This is contradicted to agency theory whereby, Fama and Jensen 

(1983) state that under this theory, the board's role is only ratification and monitoring. 

Besides that, Donaldson and Davis (1991) claim that the role of the board, according 

to stewardship theory, is to protect shareholder returns, not to put management under 

greater control by owners, but to allow management to take independent executive 

action. 

Based on the above explanations, it can be concluded that stewardship theory is 

significantly important in corporate governance as it addresses the sense of 

accountability and obligation of the board of directors to deliver their best of services 
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toward the attainment of organizational goals, and hence, they will become more 

motivated and satisfied once these goals are achieved. 

 

2.1.3 Resource Dependency Theory 

The basic principle of resource dependency theory is that resources are the main 

factors for the success of the organization. Pfeffer and Salancik introduced the theory 

in 1978. This theory explains how organizations would react through their capacity to 

utilize external resources such as raw materials. Pfeffer and Salancik (1978) further 

explain this theory in respect of corporate governance that the directors serve as a 

linkage between external resources and the organization by allocating resources 

essentialِ forِ theِ organization’sِ sustainability.ِ Added to this, Hillman, Cannella, and 

Paetzols (2000) state that the directors may work to link external resources to the firm 

in order to mitigate the uncertainty generated by the external environment. Without a 

doubt, effective managing of uncertainty by the board isِ criticalِ toِ theِ company’s ِ

survival. Therefore, the board of directors must play a significant role in selecting, 

gathering, and exploiting the resources available to be used by the firm. 

Indeed, the theory underlines the function of the board as a provision of resources. 

Wernerfelt (1984) defines the function of directors as the board's capability to provide 

resources to the organization. He also states resources are "everything that could be 

considered an advantage or disadvantage of a specific firm." This theory is based on 

the study on resource dependency, whereby, according to Gales and Kesner (1994), 

this element explains that the directors seek knowledge, expertise, and external 

resources such as suppliers, customers, public policy decision-makers, and social 

groupings,ِ andِ “legitimacy”ِ toِ eliminate the uncertainty. Besides that, Pfeffer and 
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Salancik (1978), note that once an individual has been appointed to a board; he or she 

or she is expected to support the organization, to concern himself or herself with 

organizational problems, and to be presentable in communicating information to 

internal and external stakeholders. Providing expertise (Baysinger & Hoskisson, 

1990), advice and guidance (Lorsch & MacIver, 1989; Mintzberg, 1983), connecting 

the firm to important stakeholders and entities (Burt, 1980), facilitating access to 

resources such as capital (Mizruchi & Stearns, 1994; Johnson et al., 1996), and 

assisting in the formulation of or other critical corporate decisions (Judge & Zeithaml, 

1992; Lorsch & MacIver, 1989) are some of the board's responsibilities. 

 

2.2 Corporate Governance  

In general, Cadbury Report (1992) defines corporate governance as the framework 

whereby companies are coordinated and controlled (Neeta & Christopher, 1992). 

According to OECD Principles of Corporate Governance, corporate governance 

meansِ “aِ setِ ofِ relationshipsِ betweenِ aِ company’sِ management,ِ itsِ board,ِ its ِ

shareholdersِ andِ otherِ stakeholders”.ِ Hebbleِ andِ Ramaswamyِ (2005)ِ alsoِ addِ that ِ

the corporate governance structure indicates the appropriation of rights and obligations 

among various members in the company, for example, the board, managers, investors, 

andِ otherِ stakeholders,ِ andِ illuminatesِ theِ guidelinesِ andِ strategiesِ forِ theِ company’s ِ

decision-making.ِ Besidesِ that,ِ fromِ anِ investor’sِ perspective,ِ Shleiferِ and Vishny 

(1997) have defined corporate governance as a process in which organization 

financiers expect to get a return on their investment. 

In addition, Huse (2007) has explained that corporate governance is a mechanism that 

aligns the interest of shareholders and managers and ensures the board of directors 
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runs the business for the sake of the benefit of shareholders. The definition is relevant 

and significant to this study by concluding that corporate governance is a mechanism 

on how a board directs and manages the organization by considering the effect of 

decisions on employees, customers, vendors, networks, and shareholders. Keasey and 

Wright (1993), state that supervising management and protecting shareholders are seen 

as fundamental roles of the board. Bainbridge (2003) also supports this idea by stating 

thatِ theِ rolesِ ofِ theِ boardِ areِ drivenِ byِ directors’ِ fiduciaryِ responsibilitiesِ which,ِ

combined with the theoretical of agency theory, has led this role to dominate the 

research agenda (Daily, Dalton & Cannella, 2003). Based on the above explanations, 

we believe that there is a separation of interest between the ownership and the 

leadership of corporations, which is so much related to agency theory that has been 

discussed in the previous topic, and the board of directors is seen as a key element in 

ensuring the effectiveness of corporate governance. 

In the context of banking industry, Shleifer and Vishny (1997) use the term "corporate 

governance" to describe a mechanism for ensuring those capital investors' returns are 

secured and guaranteed. Based on Turlea et al. (2010) point of view, they state that the 

banks' key roles influence their corporate governance, which has several unique 

characteristics that are not found in other sectors. As described by Md Aris et al.  

(2019), a robust banking sector is critical for increasing job opportunit ies, 

entrepreneurship, and economic growth. Arif and Syed (2015) conclude that 

organizational performance is greatly influenced by its corporate governance 

framework. Notably, Basel Committee (2012) state that a complex and opaque system, 

particularly in banking companies, cause a risk; in the aftermath of previous banking 

crises, a similar system has often resulted in demands for greater transparency. Thus, 

to calculate the performance of the bank, Md Aris et al. (2019) suggest two indicators 
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for the study, namely accounting performance and market performance. Ong and Gan 

(2013) explain further, accounting performance refers to return on assets (ROA) and 

return on equity (ROE), while market-basedِ performanceِ refersِ toِ Tobin’sِ Q.ِ  

Based on the above empirical evidence, it can be concluded that corporate governance 

is an essential mechanism for the improvement of organizational performance, and the 

banking industry needs to implement strong corporate governance as this industry 

carries more complex and diverse transactions, holds trust from all levels of 

stakeholdersِ andِ providesِ aِ significantِ influenceِ onِ theِ country’sِ economy. 

 

2.3 Determinants of Board Composition 

The composition of a board plays a significant element in influencing the functions of 

the board and its effectiveness. This in turn is believed to have a substantial impact on 

the financial performance and profitability of an organization. Generally, the 

effectiveness of the board is dependent on the size of the board, the existence of its 

members, and diversity. Meyer and de Wet (2013) define board composition as the 

percentage of independent non-executive directors to the total number of directors on 

the board. Besides that, Kakanda, Salim, Sitraselvi and Chandren  (2017) state that the 

board composition is related to board independence, size, diversity, background, and 

skills and structure, all of which are related to corporate governance and sustainability. 

Rashid (2011) also supports this by asserting that executive and independent non-

executive director ratios, age and gender diversity among members of the board, and 

board size are all key predictors of board composition. Consequently, Finegold, 

Benson and Hecht (2007), Rashid et al. (2010) note that the association between board 

composition and firm success has indeed yielded inconclusive results. Significant ly, 
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Weisbach (1988), Pearce and Zahra (1992), Daily and Dalton (1993), Rosenstein and 

Wyatt (1994), MacAvoy and Millstein (2005), and Krivogorsky (2006) have found a 

positive relationship between board composition and firm performance in their study. 

In view of Bhagat and Black (2002), board composition is measured in terms of 

different degrees of heterogeneity. Many studies conducted by earlier researchers on 

the effect of board composition on the financial performance of the organization, using 

different approaches. Yermack (1996) studied the impact of board size on firm value 

for US manufacturing companies from 1984 to 1991 by using Tobin Q, return on 

assets, return on sales, and sales/assets for measuring the value of the firm. While, Mak 

and Li (2001) attempted to investigate the impact of board structure on the financial 

performance of Singaporean firms, using board size, leadership structure, and firm size 

as independent variables. Besides that, Tarigan, Hervindra & Hatane, (2018) examined 

the effect of board diversity in terms of gender, nationality, and education on the 

financial performance of Indonesianِ listedِ firmsِ usingِ Tobin’sِ Qِ andِ return on assets 

(ROA). Other than that, Martin and Herrero (2018) have used board size, 

independence, and diversity as proxies for board composition to study its impact on 

the financial performance of Spanish companies. These approaches also applied by 

Cavaco et al. (2017), Farag and Mallin (2017), Guest (2008), as well as Linck, Netter 

and Yang (2008) in their previous studies. 

In summary, the objective of this study is to verify which variables determine the 

structure of the board, measured by its size, independence, and the diversity of its 

members. There are uncertain findings concerning the relationship between board 

composition and firm achievement (Finegold et al. 2007; & Rashid et al., 2010). The 

study used return on assets (ROA) to measure the financial performance of banks as 

applied by Khorami, Al-Matari, Alhebry & Omer, (2020), and Muller (2014) in their 
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research since it can provide better information for financial status of a company and 

future investment decisions.  

 

2.3.1 Presence of Independent of Directors and Financial Performance  

According to Clifford and Evans (1997), an independent non-executive director refers 

to an independent director who has no connection with the firm except for their 

directorship. The Malaysian Code on Corporate Governance (MCCG) has 

recommended that the board composition should constitute a strong and adequate 

number of independent directors. It is highly recommended as a good corporate 

practice, especially for listed companies where some stakeholders have a direct 

financial interest in the company, as opposed to a private company in which the 

shareholders and management are often the same people. 

Independent directors are essential for protecting the welfare of minority shareholders, 

mitigate agency conflicts between shareholders and managers, and can provide better 

decision-making. Based on the study of Fama and Jensen (1983) explain that non-

executive directors can play an important role in the effective resolution of agency 

problems and their presence on the board can lead to more effective decision-making. 

Byrd and Hickman (1992), and Lee, Rosenstein, Rangan and Davidson (1992) state 

that the presence of outside directors protects shareholders' interests when there is an 

agency conflict. Thus, its presence and effectiveness would in turn, enhance the 

organization’sِ performanceِ (Luanِ &ِ Tang, 2007). Similarly, Black, Jang and Kim 

(2006), and Lefort and Urzua (2008) support this conclusion further and expect that 

the growing number of independent directors on the board encourage a positive 

financial performance of the organization. In the same furrow, Chen and Jaggi (2000) 
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also added that many examinations found that there was an improved quality of 

financial disclosure and financial performance of companies as a result of a high 

number of independent directors in a company. 

However, Klein (1998) finds that firm performance is insignificantly related to a 

higher proportion of outsiders on the board. In this way, the relationship between the 

extent of outside directors and firm performance is blended. Besides that, Sanda, Garba 

and Mikailu (2011) also argue that board composition that consists of both executive 

and independent non-executive directors could provide several advantages since they 

tend to enhance decision-making efficiency, which comes from many sources of 

information. Nevertheless, Huse (2007) and Rashid (2011) argue the agency theory is 

in favor of a majority of independent non-executive directors in the board composition. 

According to the Institute of Directors Southern Africa (IoD) in 2009, stated that the 

board should include a balanced number of executive and non-executive directors, 

with a majority of independent non-executive directors as it may reduce the possibilit y 

of conflicts of interest. 

Therefore, based on previous empirical research, the study anticipates a positive 

significant impact of the independence of directors on the financial performance of an 

organization. The majority of the previous studies have found the connection between 

the presence of independent directors on the board and its effect on the financial 

performance of the organization. This is based on the idea that the independence of 

directors is able to protect the interest of the shareholders by fulfilling important 

monitoring functions and providing better decision-making. 
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2.3.2 Board Diversity and Financial Performance  

Generally, diversity means having a variety of individuals who vary from each other. 

There is no specific definition of board diversity. In the corporate world, the diversity 

of the board may include factors of age, race, gender, educational background and 

professional qualifications of the directors, and experiences. Srivastava (2015) defines 

diversity as related to the elements such as size, the duality of chairman and CEO, 

founding leader as director, the involvement of foreign directors, and their number. In 

addition, the diversity may come from different ages, ethnicity, gender, skills, 

experiences, competencies, and religions. According to Khidmat, Khan and Ullah 

(2020), good corporate governance is also affected by the diversity of the board in the 

organization. As some complex issues and discussions require deep expertise, multiple 

points, and aggregate intelligence, the benefits of diversity on boards become 

increasingly apparent. When governance is good, it provides some benefits to 

management and organization as well as stakeholders.  

According to Carter, Simkins and Simpson (2003), state that many group leaders 

believe that there is a positive relationship between board diversity and shareholder 

value. Added to this point, they state the reasons of such results is due to board 

diversity leads to a better understanding of the business, produces more creativity and 

innovation, and encourages critical thinking skills. Mateos, Gimeno, and Escot (2010) 

also provide that there is a concern about promoting diversity of knowledge, 

experience, and skills. Many researchers such as Ntim (2015), Mensi-Klarbach (2014), 

Masulis, Wang and Xie (2012), Campbell and Minguez-Vera (2008), Rose (2007), and 

Wynarczyk (2007), draw the interest to the board diversity topic as it will affect the 

effectiveness of the firm and ultimately the firm financial performance. While board 

diversity has garnered a lot of study interest, Darmadi (2011) and Hillman (2015) note  
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that the majority of empirical studies have been conducted on companies in developed 

countries. However, Muneza and Mahua (2017) claim that such conclusions may not 

be universally applicable across national borders. This is due to the significant 

differences in terms of economic, cultural, financial environments, and legal systems 

between developed and developing countries (Hillman, 2015). 

In the same furrow, Dutta and Bose (2006) provide that board diversity pertaining to 

men and women of different nationalities, races, religions, and ages on the governing 

body is a topic of discussion in the present corporate world. Added to this point, Ma 

and Tian (2009) highlight that board diversity is represented by the percentage of 

women on the board, whether the Chairman and CEO are female or not. In addition, 

Gordini and Rancati (2017) in their study in an Italian corporation found there is a 

positive impact of board diversity measured with the percentage of women on the 

boardِ withِ aِ firm’sِ financialِ performance.ِ Theِ sameِ resultsِ wereِ foundِ byِ Kilicِ andِ

Kuzey (2016) in their study in Turkish corporations. Adams and Ferreira (2009) state 

those female directors are bound to sit on key observing members and are related to 

lower director remuneration, greater CEO turnover–performance sensitivity, improved 

firm’sِ performanceِ andِ agencyِ conflicts,ِ andِ better earnings (Srinidhi, Gul & Judy, 

2011). According to Pearce and Zahra (1991), boards with a higher proportion of 

active female members were more inclined to participate in dialogue and 

disagreements, and their perceived and objective business performance was higher. 

Contrary to the above research, Carter et al. (2003), and Adams and Ferreira (2003) 

present some arguments in which women bring new thoughts, have an ability to 

communicate effectively to men from meetings they have attended, and have a positive 

effect on the business. Besides that, Shrader, Blackburn and Iles (1997) have analyzed 

200 American companies with a market capitalization of the highest in a period 
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between 1992 and 1993. They have found out no significant positive connection 

between the level of women on the board and the financial performance. In support of 

this argument, Kochan et al. (2003) also find no positive relationship between the 

diversity of men or women in positions of authority and the financial performance of 

the company. 

From a nationality perspective, Hillman and Dalziel (2003), Carter et al. (2003), 

Masulis et al. (2012), as well as Pfeffer and Salancik (1978) state that directors of 

having diverse backgrounds, particularly in terms of nationality, help companies 

comprehend cross-cultural sensitivity, which helps them break into already dominated 

or fresh foreign markets. Thus, according to Oxelheim and Randoy (2003), and 

Masulis et al. (2012), companies seek to appoint directors who either are foreign 

nationals or have significant expertise. The reasons for such demand for foreign 

directors are due to foreign directors increase the board's independence, which 

improves the quality of its oversight and advice (Jensen, 1993; Lee & Shailer, 2008; 

Oxelheim & Randoy, 2003), increase the quality of board decisions by greater 

understanding a variety of critical and complex problems (Carter et al., 2003; Jensen, 

1993; Oxelheim & Randoy, 2003), attract international investors, which in return, 

increase companies' economic performance (Carter et al., 2003; Hillman & Dalziel, 

2003; Pfeffer & Salancik, 1978) 

Interestingly, from the viewpoints of Carter et al. (2003), Muller (2014), and Oxelheim 

and Randoy (2003), many studies have discovered that foreign directors have a 

substantial beneficial relationship with a company's financial performance. In the 

study conducted by Choi et al. (2007) in Korea, Ntim (2015) in South Africa, 

Oxelheim and Randoy (2003) in Sweden, Denmark, and Norway, as well as Khidmat 

et al. (2020) in Chinese listed firms, they found a significant positive relationship 
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between foreign directors on the managerial board and firms' performance. Despite 

this, Muravyev (2017), and Salloum, Jabbour, and Mercier-Suissa (2017) state that 

foreign directors have an insignificant association with firms' economic performance. 

Furthermore, Masulis et al., (2012) criticize foreign directors for having poor 

monitoring roles. In the same line, Cimerova and Dodd (2016) and Muravyev (2017) 

assert that the cost of foreign directors outweighs the benefits they provide in the 

company. Besides that, Cox (1991) in his study claim that diversity of nationality and 

culture on the board may lead to a conflict of interest as it may enhance the chances of 

cross-cultural communication difficulty.  

Overall, from the above research, we can identify there is a positive impact of diversity 

of board on the financial performance of an organization. Most of the previous 

researchers have found that board diversity may provide different and relevant skills, 

knowledge, abilities, and ideas for the decision-making process and their decisions 

could affect the survival and direction of the company. However, the presence of 

women on the board of directors and the role of foreign directors on boards are not 

only limited but also contradictory. 

 

2.3.3 Board Size and Financial Performance  

Shakir (2008) defines the size of the board as the total number of directors on the board 

of each sample company, including the CEO and Chairman for each accounting year. 

A bigger board comprises more directors who pursue the interest of partners in 

observing and controlling and, consequently, improving the firm performance. Some 

researchers are in favor of a large firm being managed by a large number of directors 

on the board. Indeed, Godard and Schatt (2004) state that the number of directors is 
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important for a company in achieving high performance. To this extend, Pearce and 

Zahra (1989) and Provan (1980) explain that there is an existence of a positive 

relationship between board size and a firm's financial performance. Added to this 

point, Pearce and Zahra (1989) discovered that firms with a large board of directors 

ensure better performance. Nicolson and Kiel (2003), Coles, Daniel and Naveen 

(2008) and Linck, et al. (2008) support this idea. They state that in an uncertain 

environment, the larger the board, the greater knowledge of the various administrators 

can improve performance and exercise effective control. From an agency perspective, 

Nicholson and Kiel (2003) argue that a larger board is more likely to be vigilant as 

regards agency problems simply because a greater number of people will be reviewing 

management actions. 

However, some literature has emphasized the effectiveness of board size as a 

mechanism of enhancing firm performance by better monitoring the organization by a 

small group of people. Wu (2003) stated that much of the literature on board size has 

called for smaller boards. Bhagat and Black (2002), Odegaard and Bohren (2004), Mak 

and Kusnadi (2005), and Andres, Azofra and Lopez (2005) claim that those small 

boards create more value than large boards. In support of this argument, Pablo, 

Valentin, and Felix (2005) in their studies stated that smaller groups are more cohesive 

and more productive, and are able to monitor the firm more effectively than larger 

groups. In the same direction, Rashid (2011) states that a larger group is not good at 

monitoring the company due to the group will face problems such as social loafing and 

higher management costs. Besides that, Lipton and Lorsch (1992) argue that the most 

effective board is encompassing eight or nine members, and it may be difficult for the 

board members to provide ideas and suggestions in the meeting with the time 

constraint if the board number exceeds the optimal size. Jensen (1993) also add that 
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those boards of more than seven or eight members are less effective and make the CEO 

difficult to control them. 

Based on the above literature, some of the researchers suggest there is a significant 

positive impact of a larger size of the board on the financial performance of the 

company and some argue for a larger size. The researchers support this idea by saying 

that more numbers on the board from different backgrounds and knowledge can 

generate more ideas and more views, and hence they are more effective. However, the 

argument based on the reasons for the reduced number of directors strengthens the 

control of the board, develops communication, and hence, improves the financial 

performance of companies. 

 

2.4 Summary 

Chapter 2 discussed literature review from previous empirical researches that were 

relevant to the study; related theories of corporate governance, an overview of 

corporate governance, board of directors and its compositions as well as their 

connections with the financial performance of a company. The literature review 

highlighted the significant impact of board composition, concerning board 

independence, board diversity, and board size on the financial performance of 

organizations. The research approach employed in the study is discussed in detail in 

Chapter 3.  
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CHAPTER THREE 

METHODOLOGY 

 

3.0 Introduction 

This chapter explains the research framework, sources of variables, hypothesis 

development, research design, instrumentation, sample, and sampling techniques as 

well as data collection procedures. In this study, the data used were extracted from the 

published annual reports and corporate governance reports of listed commercial banks 

in Malaysia for the period from 2016 to 2020. The choice of listed companies is based 

on the fact that more information are available on these companies and industry. 

 

3.1 Research Theoretical Framework 

In order to achieve the objectives of this study, the research and theoretical frameworks 

were established to guide and control the review of the literature and the empirical 

research. Three main theoretical frameworks were used as tools in this study, namely 

board independence, board size, and diversity on corporate financial performance. 

These frameworks helped to understand past experiences from existing researchers, to 

set up propositions and to test them empirically in the context of the banking industry 

in Malaysia. 

In this study, a quantitative approach was used to analyze the data and results. The 

population selected for the purpose of this study were commercial banks in Malaysia 

over a period that spans five years (2016 – 2020) in order to examine the hypothesis. 

There were twenty-six commercial banks listed under Bank Negara Malaysia (the 
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Central Bank of Malaysia) in 2021, including both local and foreign banks. Based on 

this scope, the three theoretical frameworks were used to analyze whether there are 

impacts on the financial performance of commercial banks in Malaysia. Figure 3.1 

shows the research framework of this study. 

Figure 3.1 

Research Framework  
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3.2 Sources of Variables 

The research categorized all the variables into independent variables (board 

compositions and characteristics), dependent variables (performance measurement) 

and control variables. The independent variables in an experiment are the variables 

that are manipulated by the researcher; they are in effect the variables that had been 

studied. Whereas, the dependent variable measures the reaction to the manipulation of 

the independent variables. Thus, in an experiment, the researcher was interested in 

determining the impact of the changes in the independent variable upon the dependent 

variable. Besides that, the study used control variables to cater for confounding factors 

affecting a firm's financial performance. All of these variables are explained below. 

 

3.2.1 Independent Variables 

Board composition that consists of board independence, size, and diversity were 

selected as independent variables in this study in order to analyze their impact on the 

financial performance of a company. Table 3.1 shows the measurements of 

independent variables used in the research. 

Table 3.1 

Independent Variables 

Variables Measurement 

Board Independence Percentage of independent directors to the total 

number of directors of firm 

Board Size Total number of directors on board of firm 

Board Diversity Percentage of foreign directors and women 

directors to the total number of directors of firm, 

usingِ Shannon’sِ Index. 
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The Shannon Wiener Diversity Index (knownِ asِ Shannon’sِ Index),ِ accordingِ toِ

Barnes, Zak, Denton and Spurr (1998) is used to describe the diversity of a population 

where each individual belongs to a distinct group. In this study, board diversity that 

consists of number of women and number of foreigners on the board are calculated 

usingِ Shannon’sِ Index.ِ Theِ Shannon’sِ indexِ isِ computed as per below: 

 

where pi is the percentage of the total observations in the ith of S category. 

 

3.2.2 Dependent Variables 

To measure the profitability of business, the study had followed the approach adopted 

by Khorami et al. (2020) and Muller (2014) by using accounting-based performance 

measure, namely return on assets (ROA) using data from all commercial banks in 

Malaysia. ROA is an easy step to measure the profitability of business. In the 

management and strategy literature, ROA is a well-known and commonly utilized 

measure of corporate financial performance (McNichols, 2001; Carton, 2006; Glick, 

Washburn & Miller, 2013). ROAِ explainsِ theِ efficiencyِ ofِ banks’ِ profit-making 

through its asset management function. Hence, it was often initiated in most literature 

as the main ratio for measuring bank profits (for example Dutta and Bose (2006), and 

Lukas and Basuki (2015). Some previous literature had emphasized their analysis of 

either specific nations or diverse nations. The empirical results do not remain in the 

country or even in the same country, such as data collection and environmental 

variation. The formula of ROA was as follows: 
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ROA = Net Income / Total Assets 

 

3.2.3 Control Variables 

According to Atinc, Simmering and Kroll (2012), in a research project, a control 

variable is anything that is kept constant or constrained. In other words, it is a variable 

thatِ isِ notِ ofِ interestِ toِ theِ study’sِ aimsِ butِ isِ controlledِ becauseِ itِ couldِ influence ِ

the outcomes. According to Schjoedt and Sangboon (2015), it is crucial to ascertain 

and control (or account for) these elements so that the researcher can generalize to 

other populations, that is, by identifying confounding factors that are present but not 

relevant to the unit of study. In other words, other variables, known as extraneous or 

confounding variables, must be controlled in order to appropriately evaluate the 

connection between a dependent variable and an independent variable. A number of 

control variables that consist of firm size, firm age, firm growth and firm leverage were 

selected in this study. Table 3.2, shows the control variables and their measurement in 

this study. 

Table 3.2 

Control Variables 

Variables Measurement 

Firm Size Natural log of total asset of the firm 

Firm Age Numberِ ofِ yearsِ sinceِ theِ firm’sِ inception 

Firm Growth (Currentِ year’sِ netِ salesِ - previousِ year’sِ netِ sales)ِ

/ (previousِ year’sِ netِ sales)*100% 

Firm Leverage Debt ratio : (total debts / total assets)*100% 
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3.3 Research Hypothesis 

This research aims to investigate the effect of board composition (board independence, 

board size and board diversity) on the financial performance of banks in Malaysia. The 

following research questions are raised as a preliminary to the hypothesis 

development: 

H1: There is relationship between the presence of independent director and the 

performance of banks in Malaysia.  

H2: There is relationship between the board size and the performance of banks in 

Malaysia. 

H3: There is relationship between the board diversity and the performance of banks 

in Malaysia. 

 

3.4 Research Design 

In general, a research design provides an appropriate framework for a study. It refers 

to the overall strategy and planning that coordinates the different components of the 

study to effectively address the research problem that then will help to transform 

research questions into testing projects. Research design is the critical part of the 

exploration as it incorporates every one of the four significant contemplations: the 

methodology, the theoretical framework, the identification of whom and what to 

concentrate on and the tools and procedures to be utilized for collecting and analyzing 

data. According to Sileyew (2019), the research design process involves an optimal 

decision to be made on the research approach since it defines how relevant information 

for a study will be obtained. Therefore, the research design is perceived to assist the 

researcher to complete the study with concrete and relevant conclusions. 
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Basically, there are two types of research design, mainly qualitative research design 

and quantitative research design. Qualitative research design examines connections 

between collected data and interpretations according to the calculation of numbers. 

Theories related to a logically existing phenomenon can be shown by using statistical 

methods; either agree or disagree. Researchers use qualitative analysis design 

techniques to figure out "why" a hypothesis exists as well as "what" respondents have 

to say about it. Meanwhile, the quantitative research design is preferred when there are 

cases where statistical conclusions to collect actionable insights are essential.  

Quantitative research is defined as the process of gathering and examining numerical 

data. It tends to be used to discover patterns and averages, make predictions, test causal 

relationships, and simplify results to more extensive populations. 

In this study, quantitative data was used in the analysis since numbers provide a better 

perspective to make critical business decisions, especially for reviewing the financial 

performance of a company. In fact, quantitative research design methods were 

necessary for the growth of any organization. 

The types of research design can be broke down into the following categories: 

 

3.4.1 Descriptive Research Design 

Descriptive research is a sort of examination that outlines a population, circumstance, 

or phenomenon that is being studied. It focuses on providing answers to the what, how, 

when, and where questions of the research problems, as opposed to the why. It is a 

theory-based design strategy, which is produced by gathering, investigating, and 

presenting collected data. Descriptive design helps to understand the need for the 

research and can include a variety of variables to analyze. Researchers use 
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observational and survey methods to collect descriptive data. Instead, to measure 

central tendencies such as mean, mode, median, standard deviation, and correlation 

between variables, researchers can use survey research methods. However, if the 

problem statement is not clear, exploratory research can be carried out. 

 

3.4.2 Experimental Research Design 

Experimental research design establishes a connection between the cause and effect of 

a situation. It is a fundamental design in which the effect of the independent variable 

on the dependent variable is observed. For example, one might track the impact of an 

independent variable like a price on a dependent variable such as customer satisfaction 

or brand loyalty. It is a very practical research design approach because it helps to 

solve a problem. The independent variables are manipulated in order to monitor the 

effect on the dependent variable. In the social sciences, it is frequently used to study 

human behavior by comparing two groups. Researchers can have participants change 

their activities and study how individuals around them respond to acquire a greater 

understanding of social psychology. 

 

3.4.3 Correlational Research Design 

Correlational research is a non-experimental research design technique that aids 

researchers in determining a connection between two closely related variables. This 

type of research requires two different groups. When measuring a relationship between 

two variables, no assumptions are made, only statistical analysis methods are used to 

quantify the relationship. The association between two variables is determined by a 

correlation coefficient, which has a value between -1 and +1. A positive relationship 
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between the variables is indicated by a correlation coefficient of +1, while a negative 

relationship is indicated by a correlation coefficient of -1. 

 

3.4.4 Diagnostic Research Design 

Generally, the aim of diagnostic design is to figure out the underlying cause of a certain 

situation or phenomenon. It helps to find out more about the factors that contribute to 

particular problems, difficult circumstances, or challenges that might be facing. 

Through this design, the researcher is looking to evaluate the underlying cause of a 

particular topic or phenomenon. This approach aids in learning more about the factors 

that create troublesome situations.  This design has three parts of the research, which 

are inception of the issue, diagnosis and solution for the issue. 

 

3.4.5 Explanatory Research Design 

Explanatory design is used to test the feasibility of performing a larger study and to 

determineِ theِ “layِ ofِ theِ land”ِ in relation to a specific subject. The research explains 

unexplored aspects of a subject and details about what, how, and why of research 

questions. The causal research purpose is to investigate causal relationships and 

therefore always involve one or more independent variables (or causes of hypotheses) 

and their relationship to one or more dependent variables. This type of research is very 

complex, and researchers cannot be fully convinced that there are no other factors 

influencingِ causalِ relationships,ِ especiallyِ whenِ facedِ withِ people’sِ motivationsِ andِ

attitudes. There are psychological considerations that are far deeper, which may not be 

noticed by the respondents. 
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3.5 Research Instrument 

Theِ dataِ obtainedِ forِ thisِ researchِ areِ fromِ theِ internetِ andِ publishedِ company’s ِ

annual reports and corporate governance reports consisting only of secondary data. 

Therefore, no questionnaire exists in this research. This activity is involved in 

conducting research that obtains data from the annual report, analyses the data, tests 

the hypotheses, finds out the results of the study, and concludes the overall study. 

 

3.6 Data Collection 

 

3.6.1 Sources of Data 

The data sources obtained for the study was secondary data. The secondary data is 

used in the study to conclude the study. Internal and external data are two types of 

secondary data. Internal secondary data refers to data obtained in the company where 

the study is carried out. While, external secondary data refers to data that is obtained 

from external sources such as financial reports, journals, articles, and thesis from 

previous years. Secondary data is relatively much cheaper and faster to collect than 

primary data as it has been collected or issued by former scholars. 

In view of the difficulty of obtaining information, it was decided to limit the study to 

only focus on commercial banks in Malaysia. There are about 26 commercial banks 

listed on Bank Negara Malaysia (the Central Bank of Malaysia), including both 8 local 

and 18 foreign banks, selected for the purpose of this research that are presented in 

Table 3.3. 
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Table 3.3 

List of Commercial Banks in Malaysia 

No. Name Ownership 

1 Affin Bank Berhad Local Bank 

2 Alliance Bank Malaysia Berhad Local Bank 

3 AmBank (M) Berhad Local Bank 

4 Bangkok Bank Berhad Foreign Bank 

5 Bank of America Malaysia Berhad Foreign Bank 

6 Bank of China (Malaysia) Berhad Foreign Bank 

7 BNP Paribas Malaysia Berhad Foreign Bank 

8 China Construction Bank (Malaysia) Berhad Foreign Bank 

9 CIMB Bank Berhad Local Bank 

10 Citibank Berhad Foreign Bank 

11 Deutsche Bank (Malaysia) Berhad Foreign Bank 

12 Hong Leong Bank Berhad Local Bank 

13 HSBC Bank Malaysia Berhad Foreign Bank 

14 India International Bank (Malaysia) Berhad Foreign Bank 

15 Industrial and Commercial Bank of China (M) Berhad Foreign Bank 

16 J.P. Morgan Chase Bank Berhad Foreign Bank 

17 Malayan Banking Berhad Local Bank 

18 Mizuho Bank (Malaysia) Berhad Foreign Bank 

19 MUFG Bank (Malaysia) Berhad Foreign Bank 

20 OCBC Bank (Malaysia) Berhad Foreign Bank 

21 Public Bank Berhad Local Bank 

22 RHB Bank Berhad Local Bank 

23 Standard Chartered Bank Malaysia Berhad Foreign Bank 
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Table 3.3 (continued)  

No. Name  Ownership 

24 Sumitomo Mitsui Banking Corporation (M) Berhad Foreign Bank 

25 The Bank of Nova Scotia Berhad Foreign Bank 

26 United Overseas Bank (Malaysia) Berhad Foreign Bank 

Source: Bank Negara Malaysia 

In this study, the sample merely obtained from the 26 established banks in Malaysia, 

consisting both local and foreign bank. The basis for acquiring financial information 

such as income statements, balance sheet statements, and notes to the accounts is from 

the audited financial reports of companies, extracted from company’sِ website and 

Bursa Malaysia, the stock exchange of Malaysia. Besides that, the data for board 

composition were retrieved from the published corporate governance reports and the 

audited financial reports of companies. All these data were extracted for periods of 

five years, starting from 2016 to 2020 fiscal years. Besides that, articles and thesis 

from previous researches were obtained from an online database to support the study 

and as references for literature review, which was obtained from online sources. 

 

3.7 Data Analysis 

The data analysis process may require several procedures, depending on the nature of 

the research question and research design, and on the nature of the data itself.  

Uzunboylu and Asiksoy (2014) state that descriptive analysis methods are the most 

widely used data analysis approaches, and according to Fauzi and Pradipta (2018), 

several other techniques are also regularly employed by various researchers. 
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For the purpose of this study, independent variables (board independence, board size, 

and board diversity),ِ dependentِ variableِ (bank’sِ financial performance) and control 

variables (firm age, size, growth and leverage) were identified. All financial ratios  

calculated using Microsoft Excel by sorting them by years, the bank's name, and the 

variables.  

Statistical analysis approaches employing the Statistical Package for Social Science 

(SPSS) software program are found to be the best appropriate data analysis methods 

for the investigation. In econometrics, business, and social sciences, SPSS statistical 

software is commonly used (Bryman & Bell 2015; Treiman 2014). Further, numbers 

are easy to process because of the simplicity and efficiency of the software SPSS. Once 

the figures are calculated in the Microsoft Excel sheet, then the data will run using the 

SPSS software to study the correlation between both independent variables and 

dependent variables. Besides that, SPSS supports the research in reporting statistics 

and analysis with its informative graphs and charts. Thus, for the purpose of this study, 

the researcher used SPSS to identify the effect of board composition on the financial 

performance of company in the context of Malaysian banking sector. 

Besides that, descriptive statistics and inferential statistics are the two most often 

utilized quantitative data analysis that were used in this study. 

 

3.7.1 Descriptive Analysis  

The descriptive analysis helps define the nature of an individual, event, or situation; in 

addition to enabling researchers to gain a deeper understanding of the variables and 

features involved in the study (Sekaran & Bougie, 2013). According to Zikmund 

(2003), states that descriptive statistics are numbers that are used to describe or 
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summarize information about a population or a sample. Descriptive analysis describes 

a statistical summary of the data collection for bank profitability for commercial banks 

related to independent variables. As reported by Munyaradzi (2014), states that the 

analysis uses a wide range of techniques to describe the sample being investigated. 

Furthermore, the creation of these statistics aids the researcher to create broad insights 

about the collected data, reveals trends in the data, and lays the groundwork for 

comparing variables. In this study, mean, median, minimum and maximum levels, 

standard deviations, variance, and skewness are calculated and identified. 

 

3.7.2 Inferential Analysis 

In the view of Leedy and Ormrod (2010), inferential analysis gives ability of the 

researcher to make inferences or predictions about large populations by using the data 

collected, from observation and analysis on a relatively small sample. Inferential 

analysis incorporates more advanced statistical significance computations that are 

usually connected with probability-based analysis. This analysis aims to draw 

conclusions about a population, in other words, inferential analysis seeks to forecast 

what people had discovered in a large population. Common examples of inferential 

analysis are the T-test, ANOVAs, correlations, and regressions. 

 

3.7.3 Multiple Regression 

Econometrics refer to the use of statistical tools to economic data in designed to offer 

empirical content to economic relationships. A basic tool for econometrics is the 

regression analysis model. Regression analysis is a widely used tool in the banking 

and finance literature for determining the elements that influence bank performance 

(Ongore and Kusa, 2013). Regression analysis is a set of statistical techniques used for 
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estimating relationships between a dependent variable and one or more independent 

variables. It can be used to determine the strength of a relationship between variables 

and to predict how they will interact in the future. It does not, however, imply that 

there is a cause-and-effect connection (Montgomery, Peck, and Vining, 2006). 

Regression analysis can be divided into linear regression, multiple regressions, and 

nonlinear regression. 

In this study, multiple regression analysis was used to analyze bank financial 

performance based on board structure characteristics. Multiple regression analysis 

methods, according to Berger (2004), refer to elastic data that may be appropriate 

anytime quantitative variables are observed in conjunction with other factors. This 

analysis is suitable to predict the value of a dependent variable by combining several 

independent variables at the same time. In this study, a relationship needs to be 

determined, and thus, a multiple regression analysis was used to investigate the 

relationship between firm performance and board composition. The development of 

multiple regression model for this study was devoted as follows: 

PERFORM it = α + β1*BINDEPit + β2*BDIVERit + β3*BSIZEit + β4*AGEit + 
β5*SIZEit + β6*GROWit + β7*DEBTit + εit 

 

Where: 

PERFORMit = the performance of firm i in time t, measured by ROA; 

BINDEPit = the board composition (proportion of independent directors on a 
board of firm i in time t); 

BDIVERit = the board diversity (proportion of foreign directors and women 
directors to the total number of directors of firm i in time t); 

BSIZEit = the board size of firm i in time t; 

SIZEit  = natural log of total asset of the firm i in time t; 

AGEit  = the age of firm i in time t; 
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GROWit = theِ firm’sِ growthِ asِ represented by the changes in sales of firm i in 
time t; 

DEBTit = the debt ratio for firm i in time t, 

α  = intercept coefficient; 

β  = regression coefficient for each of the independent variables; 

εit   = error term of firm i in time t. 

 

From the viewpoint of Coakes and Steed (2001), a multiple regression analysis 

produces an equation that provides the most accurate prediction of a dependent 

variable from a set of independent variables. However, as Montgomery et al. (2006) 

stated, a cause-and-effect relationship cannot be inferred from multiple linear 

regression analysis. Only the most plausible relationships between a dependent 

variable and a set of independent variables are considered (Coakes and Steed, 2001).  

For multiple regression, several assumptions have to be met when conducting the 

analysis. The first is there must be a linear relationship between the dependent 

variable/s and the independent variable/s. The second is the errors between observed 

and anticipated values (i.e., the regression residuals) must be normally distributed with 

a mean of 0. The third is there is no multicollinearity in the data, meaning that the 

independent variables have a low correlation with one another. Multicollinearity may 

be detected through a correlation matrix, variance inflation factor (VIF), or tolerance. 

Finally, there must be common variance or homoscedasticity. 

There are two main regression methods, namely, standard or simultaneous regression 

(the enter method), and selection methods. The selection methods can be classified 

into statistical regression (forward selection, backward elimination, stepwise 

selection) and sequential regression (hierarchical or block-wise) entry methods. For 

the purpose of this study, the standard method is used to regress the model. In the 
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standard method of entry, each predictor is evaluated after all of the other independent 

variables were entered, on how it contributes to the prediction of the dependent 

variable that differs from the predictions made by the other variables in the model.  

 

3.7.4 Correlation Coefficient 

In this scope of research, a correlation needs to be identified, and a linear regression 

model was used to identify the relationship between firm performance and board 

composition. A correlation coefficient is a statistical measure that determines how 

strong two variables are related. When using regression model to test the impact of 

board independence, board diversity and board size on firm performance, firstly a 

correlation test is conducted if an independent variable is correlated with another 

independent variable. When there are strong correlations between the independent 

variables, multi-collinear occurs in regression analysis (Munyaradzi, 2014). 

Correlation coefficients express the degree or strength of the linear relationship 

between two random variables. The most well-known correlation method used in most 

of research is Pearson’sِ correlationِ coefficient (or Pearson’sِ r). The study employed 

Pearson’sِ rِ as the method is suitable due to its appropriateness and relevance to the 

research data as well as analyses. Correlation coefficient could range from -1.00 to 

1.00. Correlation implies three significant indications from the results obtained. There 

is a positive correlation between the two variables when the correlation coefficient is 

near to +1. There is a negative correlation between the two variables if the value is 

near to -1. The correlation value of 0 indicates that there is no relationship exists 

between the variables. 
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A statistical phenomenon known as multicollinearity, or near-linear dependence, 

occurs when two or more independent variable in a multiple regression model are 

substantially correlated (Jamal, 2009). If collinearity is found in regression results, the 

explanation of the relationships should be rejected as false until the problem is 

addressed (Dupuis & Victoria-Feser, 2013). There are two types of multicollinearity , 

data-based multicollinearity and structural multicollinearity. Data-based 

multicollinearity occurs when the research is poorly constructed, the inappropriate 

model is chosen, or the acquired data are solely observational. Whereas, structural 

multicollinearity occurs when a researcher creates a new independent variable from 

one or more individual variables. Therefore, in order to detect the existence of 

multicollinearity, there are several tools used. For the purpose of this study, the 

researcher used the variance inflation factor (VIF) and tolerance examinations for each 

of independent variable, using SPSS software. According to Shrestha (2020), VIF is 

often used to determine how far the variance of the predicted regression coefficient is 

inflated if the independent variables are correlated. The formula of VIF calculated as 

follows: 

VIF = 1 = 1 
1 - R2  Tolerance 

 

Table 3.4 

VIF Values and Interpretations 

Value Interpretation 

VIF = 1 Not correlated 

1< VIF < 5 Moderately correlated 

VIF ≥ 5 Highly correlated 
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In general, the higher value of VIF, the less reliable the regression analysis results. 

Notably, a VIF value greater than 10 shows substantial correlation and should be 

considered concerning. Hair, Anderson, Tatham, and Black (1995) state that VIF 

valued of ten (10) is the maximum. 

On the other hand, tolerance, which is the inverse of VIF, refers to the amount of 

variability in one independent variable that is not explained by the other independent 

variables, and it is in fact 1-R2. Tolerance values less than 0.10 indicate collinearit y 

(Jamal, 2009), and it should carry out further investigation. To overcome 

multicollinearity, principal component analysis is used to combine highly correlated 

data, or by excluding a variable from the analysis that is substantially connected with 

other variables. (Jamal, 2009). 

 

3.7.5  Test of Significance  

A t-test is a typical example of inferential analysis, which used in the study to measure 

the statistical significance of each of the regression coefficients. It is used to determine 

if there is a substantial difference between the means of two groups. It is frequently 

used in hypothesis testing to see if a method or treatment has an effect on the 

population of interest, or if two groups differ from one another. The t-test must be read 

inِ conjunctionِ withِ levelsِ ofِ significanceِ measuredِ asِ aِ probabilityِ valueِ (ρ-value). A 

larger t-test value indicates that there is more significant difference between the 

groups. 

Theِ ρ-value refers to the probability of obtaining this result if the null hypothesis is 

true. The p-value determines statistical significance. A high p-value indicates low or 

no statistical significance, whereas an exceptionally low p-value implies strong 
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statisticalِ significance.ِ Theِ ρ-value is compared to the level of significance to decide 

whether or not to reject the null hypothesis. In this study, SPSS computes theِ ρ-value 

during the execution of the hypothesis test.  

 

Table 3.5 

P-Values and Interpretations 

P-Value Interpretation 

ρ < 0.05 (significance level) Null hypothesis is rejected and the results are 

statistically significant. 

ρ > 0.05 (significance level) Null hypothesis is not rejected and the results are not 

statistically significant. 

 

3.8 Summary 

Chapter 3 provided a brief guidance and information on connection to the data that 

were used in the following chapter. The aim of this research project, in statistical terms, 

is to explain or predict a dependent variable (bank performance) from a set of 

independent variables (board composition; board independence, size, and diversity), 

given respective control variables. Therefore, multiple regression analysis was 

selected for the purpose of this research. In addition, a correlation test was used in the 

study to determine the strength of the relationship between one or more variables.  

Besides that, significant test plays an important method to enable the study to decide 

whether the evidence supports or refutes the null hypothesis, and hence whether the 

alternative hypothesis may be accepted. The next chapter provides discussions on the 

results of the statistics and the test of validity whether they are reliable with the 

hypothesis stated previously.  



60 
 

CHAPTER FOUR 

RESULTS AND DISCUSSION 

 

4.1 Introduction 

This chapter discusses the statistical results of the research analysis in detail. The 

discussion section of this chapter includes the descriptive statistics, the correlation test, 

the results of the multiple regression analysis of the relationship between the 

independent variables (board composition) and the dependent variable (financial 

performance as measured by return on assets (ROA), and the conclusion of whether 

the hypotheses should be accepted or rejected. 

 

4.2 Descriptive Statistics  

Descriptive statistics summarizes the fundamental characteristics of a study's data 

(Zikmund, 2003) by assisting the researcher simplify enormous amounts of data in 

more practical means. This method condenses large amounts of data into a simpler 

format, making it easier to understand a sample of the population (Munyaradzi, 2014). 

The study used SPSS software to analyze descriptive statistics. Through the analysis, 

one dataset was removed due to unavailability of data for annual financial information 

and data for directors for a newly established bank (China Construction Bank Malaysia 

Berhad, established in October 2020). As a result, the total number of observations for 

all variables was 129 out of a total of 130 observations. A summary of the descriptive 

statistics for the variables used in the study, categorized by board composition, firm 
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performance, and control variables, is presented in Table 4.1 (see Appendix I for 

Histograms, P-P plots, and scattergrams). 

Table 4.1 

Summary of Descriptive Statistics 

Variable Mean Median SD Min Max Skewness Kurtosis 

ROA 0.009 0.009 0.005 -0.003 0.022 0.320 1.000 

BINDEP 0.653 0.625 0.111 0.400 1.000 0.540 1.120 

BDIVER 0.541 0.628 0.160 0.179 0.733 -0.480 -1.430 

BSIZE 7 6 2 3 12 0.780 -0.120 

AGE 46.980 45.000 31.110 1.000 136.000 0.920 1.020 

SIZE 17.190 17.430 1.870 12.970 20.570 -0.120 -0.720 

GROW 0.044 0.024 0.277 -0.496 1.932 2.820 16.630 

DEBT 0.833 0.880 0.138 0.241 0.932 -2.980 8.570 

Notes: ROA: Net income/ average total asset* 100%. BINDEP: No. of independent directors/ total 
directors of firm * 100%.  BDIVER: Percentage of foreign and women directors to the total number of 
directors of firm, using Shannon’s Index. BSIZE: Total no. of directors on the board of firm. AGE: 
Number of years since the firm’s inception. SIZE: Natural log of total asset of the firm. GROW: Current 
year’s net sales - previous year’s net sales)/ (previous year’s net sales)* 100%. DEBT: Total debts/ 
total assets)* 100%. 

 

4.2.1 Dependent Variable  

As shown in Table 4.1, the study analysed 129 observations for all twenty-six (26) 

listed commercial banks at Bursa Malaysia from 2016 to 2020. The regression model 

used return on assets (ROA) as a proxy to analyse firm performance as shown in Table 

4.1. The average company performance was 0.93% with a variation of 0.48%. The 

worst performing company had a negative ROA of 0.29%, which was India 

International Bank (Malaysia) Berhad in 2016. The best performing company was 

Deutsche Bank (Malaysia) Berhad with ROA of 2.20% in 2017 and 2019. The median 

ROA was 0.94%. The skewness recorded was 0.32, indicating that the data is slightly 
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skewed to the right. Finally, a kurtosis value of 1.0 was recorded, indicating that the 

distribution has heavier tails (leptokurtic) (see Figure 4.1). 

 
Figure 4.1 

Distribution of Return on Assets (ROA) of Commercial Banks in Malaysia 

 

In addition, the performance of local and foreign banks in Malaysia over the 

observation periods from 2016 to 2020 of this study is shown in Figure 4.2. 
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Figure 4.2 

ROA of Local and Foreign Banks in Malaysia for periods 2016 – 2020 

 

Based on Figure 4.2, the overall average performance of local banks, as measured by 

ROA, showed a higher percentage (0.94%) compared to foreign banks (0.92%) over 

the observation periods from 2016 to 2020. In 2018, local and foreign banks performed 

the highest across the observation periods compared to the other years, with the 

average ROA for both local and foreign banks being 1.02% and 1.08%, respectively. 

The increase in this strong performance of the banking sector in Malaysia can be 

attributed to the stable fundamentals of banks, strong capitalization and liquidity 

reserves, and stable asset quality trends. On the other hand, the lowest percentage of 

ROA for both local and foreign banks in Malaysia is seen in 2020. This may be 

attributable to the Covid 19 outbreak that threatens public health not only in Malaysia 

but also in other countries. For this reason, the outbreak affects all sectors in Malaysia 

including the banking sector in terms of profitability and decline in asset quality. As a 

result, a global financial slowdown and a prolonged recession have emerged. 
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4.2.2 Independent Variables 

On average, board independence (BINDEP) was found to be 65.32%, ranging from 

40.00% to 100.00% as shown in Table 4.1. Majority of the companies have 

independent directors and there is one company which has entirely independent 

directors on its board which is India International Bank Malaysia Berhad. The 

skewness recorded was 0.54 which shows that the data is slightly skewed to the right. 

Finally, the kurtosis value in the table showed 1.12, indicating that the data is too 

peaked (see Figure 4.3). 

 
Figure 4.3 

Distribution of Board Independence 

 

The board diversity (BDIVER) averaged 54.14%, with a variation of 15.95%. The 

distribution of board diversity was negatively skewed to the left with a value of 0.48, 

indicating that the distribution of the data is fairly symmetric. The kurtosis value was 

-1.43, indicating that the distribution has slight tails (platykurtic) (see Figure 4.4). 



65 
 

 
Figure 4.4 

Distribution of Board Diversity 

 

Besides that, the average board size (BSIZE) was seven (7) directors, ranging from a 

minimum of 3 to a maximum of 12 directors. Malayan Banking Berhad had the highest 

number of directors (12 members) while India International Bank (Malaysia) Berhad 

had the lowest number of directors (3 members). The skewness result showed that the 

distribution was moderately skewed to the right. Finally, the kurtosis value in the table 

showed -0.12, indicating that the distribution is platykurtic (see Figure 4.5). 
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Figure 4.5 

Distribution of Board Size 

 

4.2.3 Control Variables 

As for the control variable, the average firm age (AGE) for listed commercial banks 

in Malaysia from 2016 to 2020 was 47 years, with a standard deviation of 31 years. 

The oldest firm was HSBC Bank Malaysia Berhad with 136 years and the youngest 

was China Construction Bank (Malaysia) Berhad, established in 2016. The skewness 

result was 0.92 as shown in Table 4.1, which indicates that the distribution is positively 

skewed to the right. The kurtosis value of 1.02 implies that the distribution has heavier 

tails (see Appendix I). 

On the other hand, the average firm size (SIZE) was 17.19 ranging from a minimum 

of 12.97 to a maximum of 20.57. Malayan Banking Berhad reported the largest total 

assets (RM856,859 million) and India International Bank ( Malaysia ) Berhad reported 

the lowest total assets (RM430 million) . The skewness recorded was -0.12, indicating 
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that the data is negatively skewed. The kurtosis value in the table showed -0.72, which 

indicates that the data has a platykurtic distribution (see Appendix I). 

It was also found that the firm growth (GROW) was found to be 4.43 % on 

average,with a standard deviation of 27.71 % . With a value of 2.82, the skewness 

result showed that the distribution is significantly skewed. The kurtosis result was 

16.63, demonstrating that the distribution is too peaked (see Appendix I). 

Finally, the firm's leverage (DEBT) was found to have an average value of 83.32 % 

which ranges from 24.10 % to 93.20 % as shown in Table 4.1. OCBC Bank (Malaysia) 

Berhad showed the highest leverage ratio (93.20 %) while India International Bank ( 

Malaysia ) Berhad showed the lowest leverage ratio (24.10%) . The skewness recorded 

was -2.98 which indicates that the distribution is skewed to the left. The kurtosis value 

indicates that the distribution data has heavier tails (see Appendix I). 

 

4.3 Correlation Matrix 

The first step in analyzing the connections between the explanatory variables and the 

dependent variable is to construct a correlation matrix. This study used Pearson’sِ

correlationِ (alsoِ calledِ Pearson’sِ R)ِ to examine how the explanatory variables are 

connected. The performance of banks in Malaysia was measured by using ROA. Board 

independence, board diversity, and board size were used as independent variables. 

Finally, the researcher used a series of control variables such as firm age, firm size, 

firm growth and firm leverage. Table 4.2 presents the correlation matrix coefficients 

between the variables used. 
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Table 4.2 

Correlation Matrix of the Explanatory Variables 

Variable ROA BINDEP BDIVER BSIZE AGE SIZE GROW DEBT 

ROA 1        

BINDEP -0.027 1       

BDIVER 0.080 -0.044 1      

BSIZE 0.024 -0.038 0.241** 1     

AGE 0.247** 0.145 0.227** 0.160* 1    

SIZE 0.193* -0.090 0.261** 0.697** 0.366** 1   

GROW -0.049 -0.189* -0.227** -0.112 -0.261** -0.094 1  

DEBT 0.252** -0.296** 0.158* 0.399** 0.274** 0.688** 0.119 1 

Notes: n = 129, *at 5% level of significance and **at 1% level of significance (2-tailed) 

 

The correlation matrix results in Table 4.2 illustrate the correlations between the 

predictor variables. Based on the table, the correlations between board size (BSIZE) 

and firm size (SIZE), and between firm size (SIZE) and firm leverage (DEBT) were 

the highest in the study as compared to other variables with moderate correlations at 

0.697 and 0.688, respectively. Evidently, none of the explanatory variables in the 

model has a strong relationship with each other, and thus multicollinearity is not exist.  

This is further supported by the results of tolerance and the variance inflation factor 

(VIF), using SPSS (the Statistical Package for Social Science) software, which 

evaluates the degree of multicollinearity in a regression study. According to Hair et al.  

(1995), for multicollinearity, a VIF value of 10 is considered a threshold value. A VIF 

number greater than ten indicates multicollinearity. When the variables are not 

associated, the value of VIF is one. For tolerance, the values less than 0.10 

demonstrates collinearity. The results of tolerance and VIF as shown in Table 4.3. 
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Table 4.3 

Collinearity Statistics 

Variable Tolerance VIF 

BINDEP 0.837 1.195 

BDIVER 0.859 1.164 

BSIZE 0.487 2.052 

AGE 0.752 1.329 

SIZE 0.287 3.479 

GROW 0.829 1.206 

DEBT 0.438 2.282 

 

Based on the results of tolerance and VIF shown in Table 4.3, it can be concluded that 

all variables are independent and no strong correlations existed in the study.  

 

4.4 Multiple Regression Analysis  

Multiple regression is a statistical method that predicts the result of dependent 

variables by combining numerous explanatory variables. It aims to represent the linear 

relationship between the explanatory (independent) variables and the response 

(dependent) variable. In this study, the variables were regressed using SPSS (the 

Statistical Package for Social Science) software. The regression of the model 

conducted using the standard method. 

Table 4.4 presents the overall findings of regression analysis by using financial 

performance, as measured by return on assets (ROA) as dependent variable (see 

Appendix I for Histograms, P-P plots, and scattergrams). 
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Table 4.4 

Regression Model Summary 

    Change Statistics 
 R2 Adj R2 Std. Error 

of the 
Estimate 

R2 
Change 

F 
Change 

df1 df2 Sig. F 
Change 

0.319a 0.102 0.049 0.0045600 0.102 1.941 7 120 0.069 

a. Predictors: (Constant), BINDEP, BDIVER, BSIZE, AGE, SIZE, GROW, DEBT. 

 

R-squared (R2) quantifies the strength of the relationship between the model and the 

dependent variable, ranging from 0 to 100-percent. The results of R2 (10.2% of the 

variations) and adjusted R2 (4.9% of the variations) as shown in Table 4.4. The study 

used adjusted R2 for multiple regression analysis as this indicator evaluates the 

descriptive power of regression models with different numbers of variables and 

provides a clearer picture of the correlation. Based on the statistical results, a 

regression model provides an adequate fit to the study data and suggests that other 

characteristics not included in the study may describe as the remaining variation in the 

regression model (See Appendix I for Histograms, P-P plots, and scattergrams). 

Table 4.5 shows the results of linear regression (using the standard method) in 

assessing the relationship between board composition, highlighting board 

independence (BINDEP), board diversity (BDIVER), and board size (BSIZE), and 

financial performance as measured by return on assets (ROA). 

Table 4.5 

Multiple Regression Dependent Variable: Return on Assets (ROA) 

 Unstandardized 
Coefficients 

Standardized 
Coefficients 

  

 B Std. Error Beta t Sig. 
C 0.001 0.005  0.150 0.881 

BINDEP 0.000 0.004 0.001 0.014 0.989 
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Table 4.5 (Continued) 

 Unstandardized 
Coefficients 

Standardized 
Coefficients 

  

 B Std. Error Beta t Sig. 
BDIVER 0.001 0.003 0.039 0.422 0.674 

BSIZE 0.000 0.000 -0.163 -1.318 0.190 

AGE 0.000 0.000 0.149 1.489 0.139 

SIZE 0.000 0.000 0.078 0.482 0.631 

GROW -0.001 0.002 -0.037 -0.391 0.696 

DEBT 0.007 0.004 0.210 1.607 0.111 

 

In Table 4.5, the B column represents the unstandardized beta coefficients that 

explaining the amount and direction of the effects on the outcome variable. The 

standard error (std. error) refers to the error values related with the unstandardized beta 

coefficients. The Beta column displays each predictive variable's unstandardized beta 

coefficients. The significant (sig.) column presents the p-value related with each 

variable. 

 

4.4.1 The Relationship between Independent Variables and ROA 

 

4.4.1.1 Board Independence 

The analysis results of the regression model in Table 4.5 reveals that there was a 

positive linear relationship between independent directors (BINDEP) with ROA. 

However, the result was insignificant as measured by the t-statistic of 0.014 (p>0.05). 

The results indicate that having additional independent directors on the board does not 

necessarily improve the firm's performance. The insignificant results may be 
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attributable to the possibility of hiring someone with lack of expertise as a director to 

carry out their supervisory duty, having irrelevant background and experiences, or 

having no knowledge. In analysis perspective, there might be a flaw in the research 

methodology used in the study (Hermalin & Weisbach, 1991). 

Parallelِ toِ theِ study’sِ findings,ِ Wangِ andِ Oliverِ (2009)ِ highlightِ thatِ whileِ the ِ

corporation may meet the required number of independent directors on the board, 

many strategies are used to neutralize such directors' abilities. Haniffa and Hudaib 

(2006) also support the analysis, stating that the rigorous supervision to which 

organizations with large numbers of independents may be subjected to they have lack 

of specialized skills and knowledge. Similar results were obtained from the study of 

Munyradadzi et al. (2016), Klein (1998), as well as Kumar and Singh (2012), who 

state that the independence of a board of directors is not necessary for a company's 

effective functioning. Martin and Herrero (2018) found that higher board 

independence corresponds to lower firm performance, whether measured by economic 

profitability (ROA) or Tobin's Q. The study by Garg (2007) in India also reached 

similar results, claiming that board independence does not guarantee improved 

business performance as independent directors' supervisory duties are limited. Again, 

the independent directors on boards, according to Wallison (2006), do not ensure 

improved performance but good governance. 

On the contrary, the statistical results of Nodeh, Anuar, Ramakrishnan and Raftnia 

(2015), and Belkhir (2009), were contradicted the previous empirical findings, which 

showed the coefficient was strongly positive and statistically significant with ROA. 

The results also equivalent with those of other studies such as Black et al. (2006), 

Lefort and Urzua (2008), Muller (2014), Johl, Kaur and Cooper (2013), as well as 

Shukeri, Shin and Shaari (2012). The evidences provide proof that a large number of 
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independent directors influence the financial performance of the firm. Additionally, 

Weisbach (1988), Byrd and Hickman (1992), and Brickley, Coles and Terry (1994) 

claim that independent directors promote the firm's shareholders' benefit through 

monitoring and advising roles. Given the fact that researches by Fama and Jensen 

(1983), and Baysinger and Hoskinsson (1990) argue that an ideal combination of 

executive and non-executive directors is required for a board's effective 

implementation, there seems to be little theory on the factors that influence board 

composition (Hermalin & Weisbach, 2003). 

On the basis of the hypothesis, that there was a significant positive association between 

the number of independent directors on the bank’sِ financialِ performance,ِ was 

therefore rejected based on the findings.  

 

4.4.1.2 Board Diversity 

Besides that, the board diversity (BDIVER) showed the highest positive coefficient as 

compared to other explanatory variables but was insignificant as the p-values for this 

variable were more than the significance level of 0.05. The results reveal that the board 

diversity could not influence the financial performance of the firm. Thus, board that is 

more diverse has a tendency to reduce the performance of the firm. The statistical 

results of this study illustrate that the proportion of female and foreign directors on the 

board does not simply influenced by the performance of the firm. Other qualities such 

as the age, knowledge, experience and expertise of the directors need to be considered 

in the analysis of the study. According to Martin and Herrero (2018), the diversity of 

the board would necessitate the addition of greater expertise and experience in order 

for the board's duty to be performed in the most effective manner. 
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The results were consistent with the study made by Marinova, Plantenga and Remery 

(2016), Ma and Tian (2009), which found an insignificant relationship between board 

diversity and firm performance. Evidently, Farrell and Hersch (2005), and Tarigan et 

al. (2018) discovered that having women on board has no substantial difference from 

having males on board because women generally follow the group-think phenomena 

that exists on board, in which decision-making and thinking processes discourage 

individual accountability and creativity, resulting in little change. Similarly, the study 

conducted by Shukeri et al. (2012) was parallel with the study of Marimuthu (2009), 

which revealed that no significant influence of gender diversity on firm performance 

because it is dependent on the country and corporate culture. Apart from this, the study 

performed by Darmadi (2011), revealed that nationality diversity has an insignificant 

effect on firm performance of listed firms in Indonesia stock exchange (IDX). The 

results were equivalent to the study of Masulis et al., (2012), Muravyev (2017), and 

Salloum et al. (2017). The reasons of such insignificant results are probably a 

consequence of ineffective of monitoring function, cost of hiring foreign directors, and 

obstacles in attending board meetings on an international scale. . Other than these 

findings, the research of Jadah, Murugiah, and Adzis (2016) using 20 commercial 

banks in Iraq had revealed that there was a negatively associated between the board 

gender and bank performance.  

Although this statistical findings suggest an inverse relationship, other studies such as 

Colin and Swarnodeep (2018), Gordini and Rancati (2017), Kilic and Kuzey (2016), 

Carter et al. (2003), as well as Martin and Herrero (2018) found strong and significant 

relationship between board diversity and firm performance. Colin and Swarnodeep 

(2018), Khidmat et al. (2020) in their research found gender diversity, educational 

diversity and foreign nationality diversity had a positive and significant effect on firm 
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performance as measured by both the accounting and market measures. They argue 

that the director variety minimizes managerial centralization while increasing the 

resources of the firms on the opposite side through networking. Following the 

argument, Nguyen and Robert (2006) claim that firms with female directors receive a 

higher benefit. They also note that the larger the number of female directors, the higher 

the firm's value. Besides that, the study conducted by Oxelheim and Randoy (2003) in 

Sweden, Denmark and Norway on nationality diversity also found strong positive 

relationship with firm performance. To achieve efficient monitoring, the right blend of 

expertise and competencies is required as suggested by Hillman and Dalziel (2003).  

Due to the inconsistency of the study results stating that board diversity provided an 

insignificant effect in explaining ROA, the hypothesis was not supported. 

 

4.4.1.3 Board Size 

With respect to board size, surprisingly and in direct contrast to the predictions, the 

coefficient on board size (BSIZE) showed a negative relationship with bank financial 

performance (ROA) and was not significant as measured by the t-statistic of -1.318 

(p>0.05). Thus, the results suggest that increasing the size of the board tends to 

decrease its performance. The reverse results may be due to the failure of the advisory 

function of the board and the monitoring function with larger board size. Moreover, it 

is difficult to manage and coordinate effectively with the larger size.  As a result, it 

appears that a smaller board size is preferable as suggested by Adnan, Htay, Rashid, 

and Mydin (2011).  

The findings of this study were consistent with previous empirical studies by Yermack 

(1996), Guest (2009), Mak and Kusnadi (2005), and Andres et al. (2005), who found 
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a negative relationship between board size and firm financial performance. Yermack 

(1996) in his study suggested that larger boards may lead to ineffective internal 

communication and decision-making systems. Similarly, Jensen (1993) and Hermalin 

and Weisbach (2003) state that a larger board is unmanageable and it may have more 

agency problems and be unable to perform efficiently, making management relatively 

uncontrollable. In this sense, Munyradadzi et al. (2016) found insufficient evidence to 

support the hypothesis through the measures by ROA, ROE, andِ Tobin’sِ Q.ِ Huseِ

(2007) notes that the larger board size could also be subject to the formation of groups 

and coalitions, which may lead to relationship conflicts or firms reacting slowly or 

indecisively in a crisis. 

Conversely, in the study by Nodeh et al. (2015), they found a strong positive 

relationship between board size and bank financial performance. Similar results were 

obtained by the studies of Provan (1980), Mak and Li (2001), Pearce and Zahra (1989), 

and Jadah et al. (2016). From an agency perspective, Nicholson and Kiel (2003) found 

that a larger board is more likely to care about agency issues simply because a larger 

group of people will evaluate management's actions. Shrivastav's (2016) study 

confirmed the resource dependence theory that a larger board of directors provides a 

broader range of skills and information in a variety of areas, which increases 

monitoring capacity and improves the firm's ability to make external connexions. Boyd 

(1990), Johnson et al. (1996), and Hillman and Dalziel (2003) found in their study that 

a larger board could provide more monitoring functionality. Based on the statistical 

results obtained through the analysis conducted, board size was negative and not 

significant in relation to ROA for companies in Malaysia and therefore, the hypothesis 

was not supported. 
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By and large, there was a weak relationship between board composition and financial 

performance of banks in Malaysia. The regression results in Table 4.5 indicate that all 

the three independent variables, namely board independence, board size, and board 

diversity have no statistically significant effect on corporate financial performance and 

thus, the framework hypotheses were not supported. 

 

4.4.2 The Relationship between Control Variables and ROA 

Based on the statistical results obtained in Table 4.5, it must be pointed out that the 

control variables, namely firm age (AGE), firm size (SIZE), and firm leverage (DEBT) 

showed positive and yet no significant relationships with the banks financial 

performance at a greater 5% confidence level. While, firm growth (GROW) showed 

insignificant negative association with the firm financial performance. The results 

were not consistent with the study findings of Rashid et al. (2010), which revealed 

theseِ variablesِ hadِ aِ significantِ explanatoryِ powerِ inِ influencingِ aِ firm’s ِ

performance as measured by ROA. Overall, it can be confirmed that the control 

variables used in this study had no significant influence on the financial performance 

of listed commercial banks in Malaysia.  

 

4.5 Summary 

The statistical results in this chapter provide evidence to support the hypotheses 

presented in Chapter 3. Descriptive statistics, correlation matrix and regression 

analysis results are presented in terms of the explanatory variables, financial 

performance and their relationships for the 26 listed commercial banks in Malaysia 

from 2016 to 2020. Based on the results obtained, it is possible to conclude that there 
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was no significant relationship between corporate performance of commercial banks 

in Malaysia and board composition concerning board independence, board diversity 

and board size, and therefore, the predictive hypotheses as discussed in the previous 

chapter were not supported. In addition, there were mixed results for firm age, size, 

growth and leverage as moderators in the relationship between board composition and 

bank financial performance. The next chapter summarizes and concludes the research. 
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CHAPTER FIVE 

SUMMARY AND CONCLUSION 

 

5.1 Introduction 

In the previous chapters, all the hypotheses about the existence of this association were 

empirically investigated and the results were presented. Therefore, this chapter 

discusses statistical analysis summary,ِ implicationِ ofِ theِ research,ِ study’sِ limitations ِ

and highlights recommendation for future research. 

 

5.2 Statistical Analysis Summary 

This research extensively elaborates the impact of board composition attributes on the 

financial performance of listed commercial banks on Bank Negara Malaysia (BNM) 

(Central Bank of Malaysia) in the context of the Malaysia market. A sample of 26 

listed commercial banks was selected in the study and the data for the period 2016 to 

2020ِ wereِ extractedِ fromِ theِ publishedِ company’sِ annualِ reportsِ andِ corporate ِ

governanceِ reportsِ throughِ theِ company’sِ officialِ websiteِ andِ Bursaِ Malaysia ِ

database. All the collected data were analysed using a multiple linear regression 

method, and the analysis was carried out by employing the Statistical Package for 

Social Science (SPSS) software program. 

The dependent variable was represented by the financial performance, measured by 

the return on assets (ROA). Meanwhile, the independent variables comprised of board 

independence (BINDEP), board diversity (BDIVER) and board size (BSIZE). All the 

independent variables were selected based on previous empirical research findings that 
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indicated the ability of these variables in influencing on corporate governance 

practices,ِ whichِ leadِ toِ aِ significantِ impactِ onِ theِ firm’sِ value.ِ Aِ setِ ofِ controlِ

variables, namely firm age (AGE), firm size (SIZE), firm growth (GROW) and firm 

leverage (DEBT) were chosen in regression analysis to evaluate their influence on an 

outcome. 

According to what have been hypothesized and some of previous empirical studies, 

(for example Munyaradzi (2014), Munyradadzi et al. (2016), and Martin and Herrero 

(2018)), the finding found a statistical positive, yet insignificant (the t-statistic of 0.014 

(p>0.05)) relationship between the proportion of independent directors and bank 

performance in Malaysia. These findings indicate that board independence (BINDEP) 

was not a significant component of company performance as assessed by ROA. 

Besides that, the board diversity (BDIVER) presented the highest positive and not 

significant (the t-statistic of 0.422 (p>0.05)) relationship with the banks financial 

performance.ِ Theِ study’s findings further revealed a negative and insignificant 

relationship between the board size and the firm performance, as evidenced by a t-

statistic of 1.318 (p>0.05). The findings indicate that the board size (BSIZE) is not an 

important factor of firm performance when using ROA. Therefore, none of these 

variables was statistically significant in explaining ROA. 

As explained in the previous chapter, the control variables, firm age (AGE), firm size 

(SIZE), and firm leverage (DEBT) yielded insignificant positive relationships at a 

greater 5% confidence level. Whereas, firm growth (GROW) showed insignificant 

negative relations. As such, it can be concluded that no control variables used in this 

study have a significant influence on the financial performance of banks in Malaysia. 

Inclusively, it is clear that from the measure of model fit in Table 4.4, the results 

obtained for adjusted R2 was 4.9%. Despite the lower result, the model was fit for 
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evaluating the hypotheses. Overall, the findings suggested that the board composition 

had a predictive but inconsistent effect on the financial performance of banks in 

Malaysia. 

Evidently, the statistical findings concluded that there was no positive significant 

relationship between the board composition and the financial performance of 

commercial banks in Malaysia, and therefore, the hypotheses were not supported.  

Table 5.1 provides a summary of the statistical findings described in the previous 

chapter. 

Table 5.1 

Summary Findings of the Study 

Research Hypotheses Findings Test Results 

   

H1: There is relationship between the presence of 

independent director and the performance of 

banks in Malaysia. 

Not 

significant 

Not 

supported 

    

H2: 

 

There is relationship between the board size 

and the performance of banks in Malaysia. 

Not 

significant 

Not 

supported 

    

H3: 

 

There is relationship between the board 

diversity and the performance of banks in 

Malaysia. 

Not 

significant 

Not 

supported 
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5.3 Implications of the Research Study 

The findings of empirical analysis in the previous chapter are meant to assess 

hypotheses proposed in this study. As previously stated, the research hypotheses are 

supported by theories of agency problem, stewardship and resource dependence in 

order to gain comprehensive understanding on the relationship between board 

composition and firm financial performance in the Malaysia market. However, the 

study discovered different results; conflicting to the predictions of the theories 

highlighted as there were no significant relationships between the board composition 

determinants, namely board independence, board diversity and board size, and the 

financial performance of banks in Malaysia as measured by ROA. Therefore, the 

theories of agency problem, stewardship and resource dependence are not considered 

to be supported as the relationships between board composition and financial 

performance fall beyond the 5% level of significance. The implications of the research 

are discussed further in the following paragraphs. 

Based on the research's statistical findings, it is revealed that there was no significant 

association between the board composition and firm performance, which was 

contradicted from the previous researches and beyond the outlined hypotheses in the 

study, and that more research may be required to fill the gaps of this study. Although 

the board of directors generally serves as the governing body that monitoring, 

controlling and providing advisory functions for organizations rather than bringing 

economic value to organizations, more research is needed to determine whether 

independent directors may make successful contributions to companies. Besides that, 

further research needs to be carried out concerning the effectiveness of diverse 

directors on the board and their significant influences on organizational performance. 

Board diversity is a combination of different people from different backgrounds, 
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different characters, and different knowledge, skills, and expertise, and is seen to be 

more effective in governing functions of the organization. Whereas, the size of the 

board generally is determined by the company's demands. Despite the number, the 

board of directors should represent the interest of shareholders and management, as 

well as ensure their interests in line with the organizational goals. 

Ideally, the purpose of the study is to raise awareness of the importance of board 

composition as a critical component of corporate governance mechanisms that 

influence firm profitability in developing economies, specifically Malaysia. Several 

legislative and policymakers of those economies have mandated such an important 

mechanism in their rules and policy, and the board roles are becoming critical issues 

in the corporate world, particularly public listed companies. Indeed, the effectiveness 

of the board functions and fiduciary duties need to be strengthen and several 

improvements need to be done over time as market economies keep on changing, 

particularly to combat any corporate difficulties when turbulent situations arise, for 

instance, the Covid-19 pandemic that is currently affecting global societies and 

economies. Apart from this, the law and regulations addressing corporate governance 

must be more reliable, transparent, relevant, and more practical to the current needs of 

the economy and corporations. They need to be assessed from time to time. Such 

considerations would lead to more effective board structure and corporate governance 

practices that definitely may lead to enhance organizational performance. Not only 

that,ِ butِ goodِ corporateِ governanceِ mayِ alsoِ increaseِ theِ country’sِ economicِ growth.  

In research view, organizations, particularly public listed companies, which establish 

sustainability and/or governance committee are more likely to engage in more 

meaningful social and environmental activities and to effectively convey their societal 

engagements. From an organizational perspective, the findings of this study and 
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previous empirical researches could serve as assistance and guidelines to implement 

an effective corporate governance practices in the organizations. Significantly, the 

individual director must carry his duties and obligations with key principles; namely 

“inِ goodِ faith”,ِ “care”,ِ “loyalty”,ِ “reasonablyِ believes”,ِ andِ “bestِ interestِ ofِ the ِ

corporation”. Thus, the appointment, re-election, and removal of directors must take 

precautionary actions as they determine the success of organizational overall 

performance. Notably, the process of evaluating the board's skills and capabilities, and 

composition is continuous and is reviewed on a regular basis to ensure that proper 

development programs for the board are in place for a seamless transition and that the 

board maintains its effectiveness at all times. The more independent directors on the 

board, the more diverse the board and the larger size of the board may not directly 

bring to better governance for an organization and enhancement of organizationa l 

performance if the directors are unable to exercise their duties efficiently for the best 

interest of shareholders, management as well as organizations. 

 

5.4 Limitations of the Research Study 

There are several limitations of this study. These limitations and their implications are 

discussed in the next paragraph. 

The first is the study only concerned with board independence, the board size, and 

board diversity as main variables to analyze the relationship between board 

composition and firm performance. Other important features that might contribute to 

the financial performance such as ownership structure, the background of directors, 

tenure, and qualifications of directors were not taken into account. Therefore, the study 

conducted did not cover all characteristics as regards board composition and further 
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research needs to be done with a different set of variables to identify the effectiveness 

of board composition on the firm financial performance. 

The second is the study only utilized return on assets (ROA) as the measurement of 

firm financial performance. However, it is clearly known that there are other key 

factors attributable to the firm financial performance that could be considered in the 

study such as profitability ratio, liquidity ratio, efficiency and financial leverage ratio 

that may provide a better way to evaluate an organization's financial performance.  

Besides that, other factors such as customers’ِ satisfaction and loyalty measurement, 

and employee performance measurement could be seen an interesting idea for future 

research. 

Third, the scope of the study only focused on one sector of industry, which is a banking 

sector in Malaysia, and there was a small sample size used in the analysis. Thus, this 

study area was not covered other different market sectors such as aviation, technology, 

education, and construction that may require better corporate governance to improve 

their firm financial performance. Moreover, if the larger samples from all listed 

companies in Malaysia are used in the study, there is possibility to produce significant 

and different results. 

The fourth point is that the sample's short duration used in the study, which is five 

years (from 2016 to 2020), may be grounds for concern. Many businesses run for 

decades, and economic conditions might shift substantially throughout that period. 

Regrettably, given the lack of historical data with which to compare the findings of 

this study, it is impossible to say whether these findings are reflective of banking firms 

in Malaysia throughout time or whether the theories that drove this research are 

relevant across a longer timeframe. 
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In summary, more or less, the above limitations could be seen as constraints on the 

generalizability of the findings. Thus, future study need to be performed by attempting 

to uncover the causal mechanisms indicated in these findings. 

 

5.5 Recommendations for Future Research 

This research examines the relationship between board composition (concerning board 

independence, board diversity, and board size) and company performance for listed 

commercial banks in Malaysia for periods from 2016 to 2020, and discusses the current 

concerns and state of corporate governance in the Malaysia market and global. 

Following the research findings, the researcher discovered several gaps in knowledge 

and analysis, which may be filled with more research. 

The research revealed evidence suggesting that no significant association between the 

proportion of independent directors on boards and firm economic success was found 

in this analysis, for either board diversity, the board size, or firm performance. 

Regardless of the insignificant effect, board independence, and board diversity 

indicated positive relationships with firm performance. The reason for such 

insignificant impact might be due to incapability of performing their duties or role 

involvement by the independent director as claimed by Haniffa and Hudaib (2006), 

Wang and Oliver (2009), as well as Munyradadzi et al. (2016). As regards board 

diversity, otherِ attributesِ suchِ asِ directors’ِ age, level of education and expertise need 

to be considered in the analysis of the study. Thus, further research may be needed to 

emphasize on other different set of variables, consisting director salary, directorship 

roles held, age, director qualifications, tenure, and ownership concentration among 

directors. 
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Besides that, the results of non-significant could not possibly mean that the null 

hypothesis is correct that there is no effect. However, it could also mean that the data 

is inconsistent in either case. Therefore, performing other equivalent tests can assist 

researchers in distinguishing between these two options. Future researchers should 

employ a variety of accounting-based and market-based approaches in econometric 

analysis, as well as various analytical models than those of used in this study, such as 

panel data using random and/or fixed-effects models. Various, comprehensive, and 

robust studies would surely improve understanding of corporate governance standards 

andِ theirِ impactِ onِ aِ firm’sِ operationsِ andِ performance. 

Importantly, the application of sample size considerations has a direct impact on 

research results. Small samples size jeopardize a study's internal and external validity 

as the results may lead to higher variability and bias. Thus, further research is 

suggested by collecting sufficient data through increasing the sample size for a wider 

timeframe instead of a certain year to limit the consequences of market changes, as 

well as taking into account other different populations, institutional, industry-specific 

factors, or for large Malaysia capital market. Insufficient of data collected may lead to 

an analysis of results being inconclusive. 

Furthermore, an additional comprehensive method could be carried out to improve the 

findings by using qualitative data, which can be done through interview sessions or 

surveys. The data can be collected from the survey among top executives as well as 

employees to get a basic idea about the function of the board of directors in the 

organization and how this group may influence organizational performance. A 

combination of both quantitative and qualitative may provide better evaluation and 

findings by assuring that the constraints of one form of data are complemented by the 

strengths of another. 
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5.6 Summary 

This chapter concludes the empirical research of the board composition and firm 

financial performance in the context of listed commercial banks in Malaysia. The 

statistical findings showed no significant relationships between independent and 

dependent variables, and the predictive hypotheses were not supported. The statistical 

findings provide implications for future study, policy-makers, as well as the 

corporations, not only in Malaysia but also in other countries. Based on this study, 

there are several limitations discovered which could have possibly contributed to the 

outcomes of the study. For example, not considering other characteristics in board 

composition that donate to the significant influence on the firm performance, the study 

is merely using one determinant; ROA as the measurement for financial performance, 

focussing on one specific sector, and the use of a short time period (five years) for the 

study’sِ sample.ِ Theseِ limitationsِ provideِ a room for improvement for future research 

of this topic area. 
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