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Abstract: The role of corporate governance in achieving the financial performance in a sustainable development 

context is recognized. A fundamental premise in defining and applying good corporate governance is the area of the 

elements that describe the structure of the capital, elements that influence the guidelines and policies of the Board of 

Directors regarding the obtaining of the financial performance. On the equation "share capital - financial 

performance" we find the imprint of the compliance rate of the management statements with the requirements of the 

Corporate Governance Code applicable on the capital market on which the entity trades its shares. In this context, 

considering the compliance of the management statements published in the set of annual reports with the Corporate 

Governance Code, our researches investigate the relationship between the capital structure and the financial 

performance of the banks listed on the Bucharest Stock Exchange. 
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1. INTRODUCTION 

 
Banks are a strong pillar of the economy, which is why they must act in a transparent 

manner and support local and national economic development, responding to sustainable 
development goals. According to the reports of the National Bank of Romania, the dynamics of 
real GDP has evolved with the dynamics of real non-governmental credits. The banks listed on 
the Romanian capital market must meet the requirements imposed by the Bucharest Stock 
Exchange (BVB) and adopt a corporate governance that essentially guides the strategic 
management of the entities towards the expectations of all stakeholders (Dănescu & Prozan, 
2019; Dănescu & Spătăcean, 2011), both those oriented towards financial performance and those 
aimed at increasing the transparency of financial reporting. 

Based on those presented, we considered of interest the development of a research on the 
banks listed on the Bucharest Stock Exchange, which transact shares, regardless of the segment 
and category they belong to. The established coordinates led to the inclusion in the research of 
BRD - Groupe Societe Generale SA (BRD), Deutche Bank AG (DBK), Erste Group Bank AG 
(ERS), Patria Bank SA (PBK), Banca Transilvania SA (TLV). We mention that they were 
admitted to trading on different data, on different market segments (the situation is shown in 
Table 1). Considering the need for continuous financial performance needed for sustainable 
development, we oriented the research aim towards financial performance indicators, to 
determine whether they are positively influenced by the ownership structure of the social capital. 
In addition, the transparency requirements regarding the published financial information have 
guided our research efforts towards including in the area of investigations and the degree of 
compliance of the statements of the management - revealed in annual reports of the studied 
banks - with the Corporate Governance Code. 

 

2. DEFINING THE RESEARCHED MATTER 

2.1. Banks financial performance 

For the expression of financial performance, we chose the return on assets (ROA) - 
calculated as a ratio between net profit and total assets - and the return on equity (ROE) - 
calculated as a ratio between net profit and equity. 

We chose the two indicators to measure the ability of the selected entities to create the 
financial performance: the ROA indicator for evaluating the efficiency of the entire invested 
capital, while the ROE indicator for indicating the efficiency of the capital invested by the 
shareholders.  

2.2. Compliance rate with the Corporate Governance Code (CGC) 

Good corporate governance practices are meant to improve the financial performance of 
entities. With the declaration of a change in these practices (their improvement), the market can 
react positively, adding value to the reporting companies. (Imam, 2006). Over time, several 
researchers have studied the influence of the compliance of the management statements 
published in the annual report with the applicable Corporate Governance Code on the financial 
performance of banks, expressed through various indicators. For example, important studies 
have shown that good corporate governance positively influences the financial performance of 
companies (Lupu & Nichitean, 2011; Renders et al., 2010; Cremers & Ferrel, 2010; Johnson et 
al., 2009; Bebchuk el al.. 2009). Other studies have shown that even during the 2008 global 
crisis, proper corporate governance has positive effects on corporate performance. (Peni & 
Vähämaa, 2012). 

Similar to the study conducted by Samson & Tarila (2014), we established two 
hypotheses regarding the relationship between the compliance rate and the financial 
performance: 
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Hypothesis 1a (H1a): There is a positive influence between the compliance rate of the 
management statements published in the annual report with the requirements expressed in the 
Corporate Governance Code and the ROA financial performance indicator. 

Hypothesis 1b (H1b): There is a positive influence between the compliance rate of the 
management statements published in the annual report with the requirements expressed in the 
Corporate Governance Code and the ROE financial performance indicator. 

 

2.3. Capital Ownership 

Recent research regarding the influence of social capital structure on bank performance 
has highlighted the fact that there is a positive influence between the financial performance and 
the share of banks' share capital (Bajagai et al., 2019; Zhou et al., 2019; Erkens et al., 2010), 
while other researchers concluded that there is a negative influence between the financial 
performance and the share of banks' share capital (Fahlenbrach & Stulz, 2011). 

Carney et al. (2019) demonstrates a positive influence of the share of holdings in the 
share capital by foreign investors on the financial performance. Similar to the research carried 
out by Barako & Tower (2007), we have elaborated two hypotheses regarding the influence on 
the financial performance of banks' holdings in the share capital by the members of the Board of 
Directors and by foreign investors: 

Hypothesis 2a (H2a): The board ownership and foreign ownership positively influences 
the financial performance expressed by the ROA indicator. 

Hypothesis 2b (H2b): The board ownership and foreign ownership positively influences 
the financial performance expressed by the ROE indicator. 

 

2.4. Data Description and Research Methodology 

The Sample 

In the sample were selected banks listed on the capital market in the main segment or 
ATS. They have been admitted to trading on different dates and belong to different categories of 
segments. Table no. 1 briefly describes the profile of the banks identified on the website of the 
Bucharest Stock Exchange. 

 

Table no. 1 – Banks profile 
 

BSE 

Symbol 

Name of the bank Segment and 

Category 

Start trading 

date 

Share number in 2018 

BRD BRD – Groupe Societe 

Generale S.A. 

Principal, Premium 15.01.2001 696.901.518 

DBK Deutche Bank AG ATS, INTL-ATS 23.08.2012 2.066.773.131 

EBS Erste Group Bank AG Principal, INT’L 14.02.2008 429.800.000 

PBK Patria BankS.A. Principal Premium 09.06.2004 3.115.330.575 

TLV Banca Transilvania S.A. Principal, Premium 15.10.1997 5.215.917.925 

Source: Own projection based on the data found on the BVB website: http://www.bvb.ro 

 

For the banks selected in the sample we made observations regarding: a) the degree of 
compliance of the management statements published in the annual reports with the requirements 
of the Corporate Governance Code elaborated by the BSE, the degree of compliance established 
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by analyzing the statement "Apply or explain" and calculated with the help of the scoring 
method (Spătăcean & Ghiorghiță, 2012), expressed as a percentage; b) the ownership of the 
share capital and of the shareholder; c) financial performance indicators, expressed by ROA and 
ROE, recorded by the analyzed banks; d) the percentage of shares held by the members of the 
Board of Directors from the total of the shares. 

Deutche Bank AG (DBK) is listed on the ATS market segment, in the INTL-ATS 
category, as it does not have to comply with the provisions of the Corporate Governance Code 
issued by BVB. Therefore, for DBK we could not identify information regarding the degree of 
compliance with the requirements of the Corporate Governance Code, as well as elements that 
reflect responsible social behavior, due to the lack of information on the BVB website. 
Therefore, this bank was not included in the hypothesis testing. 

The investigations were carried out for a period of 8 years, during the period 2011-2018, 
on the annual reports found on the website of the Bucharest Stock Exchange, www.bvb.ro. The 
following were identified: the corporate governance statements that, according to the Corporate 
Governance Code, should be found as a separate heading in the annual report of the bank; 
shareholder information; financial information that refers to the size of the bank, as well as 
financial performance indicators.  

Dependent Variables 

The financial performance indicators selected as dependent variables are the return on 
assets (ROA) and return on equity (ROE). Table no. 2 contains a description of these indicators.  

Independent Variables 

The independent variables studied are related to the corporate governance requirements 
of the analyzed banks, as well as to the capital structure. In order to assess compliance with the 
requirements of the Corporate Governance Code, the procedure was as follows: 1 was associated 
when banks met the requirement, 0,5 when banks partially met the requirement, 0 when banks 
did not meet the requirement. Each requirement was given a degree of importance, thus 
calculating the compliance score of the banks with the requirements of the Corporate 
Governance Code of the BSE. This independent variable is rendered as CGDI and is expressed 
in percentages, which are obtained using the scoring method. 

For the shareholding structure, the following independent variables were observed: 
holdings of shares in the share capital of the members of the Board of Directors – board 
ownership – (BOWN), foreign ownership (FOROWN) - identified as 1 if it is a majority foreign 
capital and with 0, otherwise 

Table 2 contains the description of the used variables. 
 

Table no. 2 – Variable description  
 

Variable Acronym Unit Observation 

Dependent variables 

Return on assets ROA % Financial performance indicator measured as a ratio 

between net profit and total assets held. 

Return on equity ROE % Financial performance indicator measured as a ratio 

between net profit and equity. 

Independent variables 

Corporate Governance Code 

compliance rate 

CGDI % The conformity rate evaluated was calculated as a 

weighted average of the requirements implemented in 

the Corporate Governance Code (1 when the 

requirement is implemented, 0.5 when the requirement 
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is partially implemented and 0 when the requirement 

is not implemented) with the degree of importance 

granted by the authors of each requirement. 

Board ownership BOWN % Calculated as a ratio between the number of shares 

held by the members of the Board of Directors and the 

total number of shares of the bank. 

Foreign ownership FOROWN 1, 0 When more than 50% of the share capital is owned by 

foreign investors - 1; otherwise 0. 

Source: The data were extracted from the annual reports of the analyzed banks, being 
accessible on the online platform of the Bucharest Stock Exchange http://www.bvb.ro. The 

calculations were performed by the authors. 

Econometric model 

In order to estimate the influence of the independent variables on the dependent variables 
(considered to measure the performance of the banks), the correlation matrix of the variables 
included in the study was prepared and the stationarity was tested. The data was found to be 
stationary. Thus, the Ordinary Least Square (OLS) model was applied to panel data, making a 
total of 32 observations, from 2011-2018. The OLS model is expressed in the following 
generalized form: 

yit = β0 + β1Xit + εit 

Where: 
yit = financial performance, expressed by ROA or ROE 

β = variable coefficient 
Xit = value of independent variable 

εit = the error of the model, which shows the risk that the financial performance will be 
influenced by other factors that are not included in the econometric model. 

Additional tests specific to panel type models have been applied to determine which 
model is appropriate. 
 

3. RESULTS 
 

The correlation matrix of both dependent and independent variables was determined. The 
results are presented in Table no. 3. 

 

Table no. 3 – Correlation matrix 

 

 ROA ROE CGDI BOWN FOROWN 

ROA 1     

ROE 0.97 1    

CGDI 0.43 0.38 1   

BOWN 0.49 0.48 0.80 1  

FOROWN 0.58 0.65 0.20 0.36 1 

Source: authors` research and projection 
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We note that there is a positive correlation of high intensity between the board ownership 
and the compliance rate. Therefore, we will not include these variables in the model 
simultaneously. 

Applying the Hausman test, we found that the p-value is greater than 0.05, which means 
that the model suitable for our data is the one with random effects. The results presented in Table 
no. 4 are obtained by applying random effects. These effects indicate that events are time-
dependent, with banks having no similar characteristics. Changes in the presentation of errors 
occur in all banks, in certain years. The phenomenon can be explained by the macroeconomic 
factors that influence the activity in the banking sector at national or international level during a 
reporting year. Thus, the entire sample is affected by events over the same time period. 

 

Table no. 4 – OLS regression results 
 

 Model 1 Model 2 Model 3 Model 4 

Dependent variables 

ROA x  x  

ROE  x  x 

Independent variables 

CGDI 0.087* 0.55 - - 

BOWN - - 0.29** 2.54* 

FOROWN - - 0.01*** 0.22*** 

R2 0.09 0.04 0.41 0.50 

Adjusted-R2 0.06 0.01 0.37 0.46 

F sign. 0.0484 0.2417 0.0004 <0.0001 
*, ** ,*** significant at 10%, 5%, respectively 1% level. 

Source: authors` research and projection 
 

Although the results of Model 1 in Table 4 show us a statistically significant positive 
influence between the degree of compliance and the ROA indicator, due to the low value 
recorded by R2, we consider that to determine the influence on the financial performance, 
expressed by the ROA indicator, of the degree of compliance with the requirements of the 
Corporate Governance Code it is necessary to include in research and other influencing factors. 

The compliance rate of the banks with the requirements of the Corporate Governance 
Code does not statistically significantly influence the ROE financial performance indicator 
(Model 2). The results indicate that to establish an influence on the compliance rate with the 
requirements of the Corporate Governance Code, as an independent variable, on how banks 
manage their assets for profit, it would be necessary to extend the research and include it in the 
research and of other influencing factors. We consider that the ownership structure as an 
independent variable can affect the degree of compliance, but also the financial performance, 
which is why the research in this regard was continued. 

The influence of foreign capital on banks' performance (expressed by ROA and ROE), 
from Model 3 and 4, is a positive and statistically significant one, according to the models 
applied resulting in banks having share capital belonging to the members of the Board of 
Directors and which majority shareholding with foreign ownership tend to register an increase in 
financial performance. 
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Table no. 5 – Research Hypothesis status 

 

Hypothesis Accepted / Rejected Observations 

H1a Rejected The results obtained by the low value registered by R2 do not show the 

impairment of the financial performance expressed by ROA of compliance rate 

with the requirements of the Corporate Governance Code. 

H1b Rejected The obtained results do not show a statistically significant influence of the 

compliance rate with the requirements of the Corporate Governance Code on 

the financial performance expressed by ROE. 

H2a Accepted The obtained results show that there is a statistically significant positive 

influence on the ROA indicator of the board ownership and of the predominant 

existence of foreign capital in the share capital. 

H2b Accepted The obtained results show that there is a statistically significant positive 

influence on the ROE indicator of the board ownership and of the predominant 

existence of foreign capital in the share capital. 

Source: authors` research and projection 
 

4. CONCLUSIONS 
 

Bank performance, when expressed by ROA and ROE financial indicators, is influenced 
by the ownership rights of the management, as well as by foreign ownership. Through the results 
that demonstrate the acceptance of H2a and H2b, the influence on the financial performance of 
the share capital structure is positive if the members of the Board of Directors own shares and if 
the shares are owned by foreign investors. 

On the other hand, by testing the hypotheses H1a and H1b, the obtained results did not 
show that the financial performance affected the compliance rate with the requirements of the 
Corporate Governance Code. 

In the context of applying the study for banks operating on the Romanian capital market 
(a small number of banks), but also due to the lack of financial information from the site of the 
banks selected in the sample or from the website of the Bucharest Stock Exchange, we consider 
that the model was applied on a limited data set, which does not allow us to generalize the 
obtained results. However, this will be a prerequisite for future research directions, and will be 
extended to a larger sample of banks operating in Romania, regardless of the market they 
operate, but also in other countries. 
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