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Padam Dongol (Malaysia), Sajeeb Kumar Shrestha (Malaysia)

EXPLORING THE ROLE

OF CORPORATE GOVERNANCE
IN DRIVING FINANCIAL
PERFORMANCE: AN EMPIRICAL
INVESTIGATION OF NEPALESE
COMMERCIAL BANKS

Abstract

This study delves into the substantial impact of corporate governance practices on a
company’s financial performance, focusing specifically on Nepalese commercial banks
in the Kathmandu Valley. With 419 participants from all 27 «A» grade commercial
banks, the study concentrates on employees currently working in these banks, par-
ticularly top-level staft such as managers, department heads, and officers. The primary
objective is to investigate the role of corporate governance in driving financial per-
formance, using Return on Assets (ROA) and Return on Equity (ROE) as financial
performance indicators of banks. The study explores various factors influencing corpo-
rate governance’s impact, including corporate governance policies, disclosure policies,
board size, income diversity, and ethnic diversity. Data collection involves primary
data from participants associated with the banks, and the analysis is conducted using
the Statistical Package for the Social Sciences (SPSS). Descriptive, correlation, and re-
gression analyses are employed to understand the relationship between corporate gov-
ernance and financial performance variables. Notably, regular evaluations of the board
of directors are found to have a beneficial impact on financial performance. A bank’s
transparency in sharing performance information exhibits a stronger positive correla-
tion with ROE (R=0.183) compared to ROA (R=0.060), suggesting that ROE is more
sensitive to disparities in information availability. Furthermore, the study identifies
a negative impact of board size on financial performance, with low-income diversity
positively influencing it and board ethnic diversity exerting a negative and statistically
significant influence.

Keywords corporate governance, board size, income diversity,
return on assets, return on equity, disclosure policies
JEL Classification G21, G24, G34

INTRODUCTION

The responsibilities of corporate governance are crucial in influencing
the financial performance of businesses, as it establishes the founda-
tion for sustainable growth and the production of long-term value (Bai
etal., 2023). The demand for efficient governance procedures becomes
more noticeable as organizations handle a progressively dynamic
global environment. Corporate governance describes the rules, poli-
cies, and processes regulating and controlling organizations (Dewri,
2022). The primary goal of corporate governance is to improve trans-
parency, accountability, and ethical behavior inside a company, pro-
viding a working environment favorable for a long time. The relation-
ship between corporate governance and economic growth is complex.
Forming a solid board of directors is crucial. Strategic decisions and
monitoring fall to the board of directors, the foundation of corporate
governance (Mertzanis et al., 2020). A diverse, independent, and ex-
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perienced board is more likely to provide effective checks and balances, reducing management errors
and maintaining financial policies. Effective governance structures promote sensitive financial manage-
ment, decreasing cash mismanagement (Gerged, 2021). This is essential for capital allocation optimiza-
tion and financial performance. Transparent financial reporting, an essential part of effective gover-
nance, boosts investor morale and helps attract earnings in favorable conditions.

Inrecenteconomicinstability, corporate governanceand financial performancearelinked. Organizations
with strong frameworks can handle challenges, react to market changes, and seize new possibilities
(Cumming et al., 2021). However, poor leadership may worsen economic downturns, causing financial
instability and value deconstruction. Business governance now requires social responsibility. Increasing
public expectations make companies consider environmental, social, and governance (ESG) issues in
their decision-making (Karwowski & Raulinajtys, 2021). Sustainable and responsible company practic-
es prevent environmental and social hazards and attract a growing number of socially conscious inves-
tors, improving financial performance.

In a volatile business environment, corporate governance and financial performance are intricately
linked and affect firm success. An expertly managed organization exhibits resilience, adaptability, and
ethics, which are essential for long-term financial success. Solid corporate governance practices guide
enterprises toward long-term financial success in the 21st century. Corporate governance drives the
financial performance of Nepalese commercial banks, and this study examines the variables that influ-

ence long-term financial success.

1. LITERATURE REVIEW

In the beginning, the necessity of good corporate
governance was highlighted by the need to de-
fend the interest of shareholders. However, as time
went on, the focus grew to encompass the protec-
tion of other significant interests inside commer-
cial organizations as well (Jizi et al., 2014). The
claim that these other interests are just as endan-
gered by badly managed corporate organizations
is the basis for the shift toward stakeholder focus.
Research has consistently shown that good gover-
nance policies positively affect company success.
For instance, according to Kolk and Pinske (2010),
a solid corporate governance framework increases
stakeholder trust and shows that management is
serious about running a company responsibly and
efficiently. A company’s success and its investors’
safety are enhanced by well-managed corpora-
tions (Spanos, 2005).

According to Uwuigbe (2011), there is a negative
relationship between the size of a bank’s board
and the bank’s profitability, but a positive relation-
ship between its financial performance and direc-
tors’ interest and degree of corporate transparency.
Good corporate governance involves maximizing
long-term shareholder profit while being ethical
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and transparent. Corporate governance protects
shareholder interests and promotes transparency,
making a firm more profitable (Garcia et al., 2016;
Govender & Hassen-Bootha, 2022). The size of
the board emerges as a crucial characteristic of
the board of directors, underscoring its impor-
tance within the governance framework. (Tibiletti
et al., 2020). Abdul Gafoor et al. (2018) revealed
that 6-9-person boards for Indian banks perform
better. Size influences board supervision and ad-
vice to management and bank decision-making.
Board sizes beyond 9 do not affect corporate
success. Baallay et al. (2017) state that corporate
governance principles did not statistically harm
Saudi stock exchange-listed firms’ financial per-
formance. Mukhtaruddin et al. (2019) examined
how economic accomplishment modulates effec-
tive corporate governance, social responsibility,
and corporate wealth. The results found no signif-
icant beneficial impact of effective corporate gov-
ernance on corporate revenue.

The size and independence of the corporate board
affected the performance of Bangladeshi banks
and found that governance had a weak effect on
the returns on equity and assets (Kutubi, 2001).
Diverse ownership types and combinations may
affect decision-making, tactics, policies, and in-
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formation sharing, raising organizations’ legiti-
macy (Haniffa & Cooke, 2005; Subramanian et
al., 2023). The board of directors, an important
part of corporate governance, ensures that man-
agement’s goals meet stakeholders’ goals (Pasko
et al., 2022; Zaman et al., 2020). The quantity of
directors forming the board is suggested to di-
rectly affect its functionality and overall corpo-
rate efficiency (Ali & Ayoko, 2020; Alrowwad et
al., 2022; Raboshuk et al., 2023). A larger board is
assumed to have a more extensive pool of knowl-
edge, improving its capacity to make crucial and
prompt decisions independently. (Ali & Ayoko,
2020; Tibiletti et al., 2020). Alabdullah and Naseer
(2023) explored how board size, business size, and
ageing affect Dubai-listed enterprises’ finances.
According to the study, board size did not affect
the earnings of the company.

Corporate governance methods like board in-
dependence, shareholder activism, and fair dis-
closure can reduce management entrenchment.
Effective governance systems can check manage-
rial activities that conflict with shareholder inter-
ests (Hodgson, 2015). Buallay (2019) analyzed gov-
ernance and bank ROA, ROE, and TQ. Corporate
governance concepts were autonomous, but ROA,
ROE, and TQ were dependent. The results show
that corporate governance has a great impact on
ROE and ROA. The corporate governance substan-
tially affected TQ. The performance of Nepalese
commercial banks was analyzed by Bhattarai
(2017). Auditors and independent directors boost
financial efficiency at Nepalese commercial banks,
but board size harms.

The impact of ethnic diversity on the financial
performance of Nigerian companies was ex-
amined over a 6-year period from 2012 to 2017.
Tobin’s Q and Return on Assets (ROA) measure
the financial performance. Ethnic diversity, board
size, and leverage are addressed in the Nigerian
context (Kabara & Modibbo, 2020). Ethnic di-
versity has a negative insignificant impact on
performance. Due to the directors’ diverse eth-
nic, language, and cultural backgrounds, mod-
erate ethnically diverse boards may have better
monitoring effectiveness due to their wide range
of perspectives (Gul et al., 2016). Ethnic diversity
has no impact on firm performance for the firm
(Amin & Nor, 2019). Income diversification hurt

http://dx.doi.org/10.21511/imfi.21(1).2024.28

Vietnamese commercial banks from 2007 to
2017. Revenue diversification boosts bank perfor-
mance. Bank diversification benefits state-owned
and foreign banks but disadvantages domestic
banks. Diversification also benefits experienced
banks (Luu et al., 2020).

Wang and Cao (2022) explored how corporate
governance affects Taiwanese financial technol-
ogy and profitability. The study indicated that
banks with more corporate financiers, indepen-
dent executives, directors, median director edu-
cation, and financial background directors offer
superior economic services. Gafoor, Mariappan,
and Thyagarajan (2018) revealed that 6-9-person
boards for Indian banks perform better. Size in-
fluences board supervision and advice to manage-
ment and bank decision-making. Board sizes be-
yond 9 do not affect corporate success. Majeed et
al. (2020) compared Pakistani and Chinese com-
mercial banks’ board size and directors’ makeup
to financial performance. Smaller boards of direc-
tors do not influence Pakistani commercial banks’
financial performance, while they do favorably
benefit Chinese banks. Bektas and Kaymak (2009)
found a negative correlation between board size
and bank profitability by working under the
BIST data set using 12 banks. Dogan and Yildiz
(2013) uncover the impact of the size of the board
on a firm’s financial performance. Al-Matari et
al. (2014b) identified corporate governance fac-
tors that affect financial performance. Positive but
negligible relationships exist between board size,
meeting frequency, CEO tenure, board turnover,
and legal counsel and ROA. Chilumuri and MBA
(2013) analyzed the State Bank of India’s corpo-
rate governance. To achieve quality, transparency;,
stakeholder value, and wealth, the State Bank of
India’s corporate governance might strengthen
investment strategies, internal control systems,
credit risk management, customer service, and
automation.

Following the results and insights obtained from
earlier research efforts, hypotheses were con-
structed by drawing upon those findings and
insights.

H:  Regular evaluations of the board of directors’

(BoD) financial performance significantly af-
fect organizational effectiveness.
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H:  The bank provides equal utilization of infor-
mation about its performance to both share-
holders and investment analysts.

H.:  Firms with larger board sizes have a positive
relationship with their financial performance.

H_: The level of board ethnic diversity within a
group is positively correlated with the finan-
cial performance of banks.

H_: Diversity income plays a less important role
in a bank’s performance.

2. METHODOLOGY

The utilization of research approaches helps in
the formulation of the findings and objectives
and the presentation of the outcomes from the
data gathered during the study period. The ma-
jor objective of this research technique is to di-
rect the researcher at every stage to achieve the
study’s principal objectives. In this study, pri-
mary data collection is carried out. This study
employed first-hand information to look into
the issue as well as research topics, encompass-
ing 419 participants from all 27 “A” grade com-
mercial banks and focusing on the current work-
force of these institutions. Specifically, it focuses
on top-level personnel, including managers, de-
partment heads, and officers. The sample includ-
ed 312 people aged 20-29, 88 people aged 30-39,
16 people aged 40-49, and three people aged 50
and more. This study used questionnaires with
a Likert rating scale from 5 (strongly agree) to 4
(agree), 3 (neutral), 2 (disagree), and 1 (strongly
disagree). This study uses quantitative and de-
scriptive methods to analyze financial perfor-
mance and corporate governance. The demo-
graphic profile of the respondents of the study is
presented in Table 1.

Table 1. Demographic profile of respondents

Category Variables Respondents %
Male 53.46
.female Laesa
2029 /446
3039 2100
R X7 N R I § 382
50 and above 3 0.72
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Category Variables Respondents %
) Medium 407 97.14
Masters ... WL
Education Level ;Bachelor . 168 i 4033
ey SOTNOT L2 2B =
Total Respondents 419 i 53.46

This study examined two models. The mathemati-
cal models for the study are as follows:

Model 1
ROA:ﬂo +:B1X1 +ﬂ2X2 +ﬂ3X3 (1)
+B, X, + B X +¢,.

Model 2
ROE:,BO +:B1X1 +ﬂ2X2 +:B3X3 )

+B, X, + B X +&,.

where ROA — Return on Assets, ROE — Return on
Equity, X, - Board of directors, X, - Disclosure
Policies, X, - Board sizes, X - Board ethnic diver-
sity, X, — Income diversity, [30 — Constant, /31, [32, /33,
B,> B, — Coefficient of Independent Variables, and
¢ — Error term.

3. RESULTS

Table 2 summarizes responses from 419 partici-
pants on a1 to 5 scale, revealing central tendencies
and variabilities. Notably, “The Board of Directors
(BOD) has regular meetings” scores a mean of 3.69,
suggesting moderate agreement with variability
(std. dev. 1.004). Meanwhile, “The annual reports
clearly described” boasts a high mean of 4.24, in-
dicating strong consensus with low variability (std.
dev. 0.748). “Board size is better for improving the
bank’s performance” leans towards agreement
(mean 3.48, std. dev. 0.889). Ethnic diversity’s im-
pact on bank performance scores a mean of 3.13,
showing moderate agreement with variability (std.
dev. 1.005). “Income diversity plays a less impor-
tant role in the bank’s performance,” with a mean
of 2.79, indicating lower agreement and higher
variability (std. dev. 1.036). “Return on assets” has a
mean of 3.90, indicating moderate understanding
with variability (std. dev. 0.840). Similarly, “Return
on equity” scores a mean of 3.89, suggesting a simi-
lar understanding with variability (std. dev. 0.860).

http://dx.doi.org/10.21511/imfi.21(1).2024.28
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Table 2. Descriptive statistics of corporate governance and financial performance

Statements Minimum : Maximum : Mean : Std. Deviation
A 2 369 L1004
1 5 :
A 5
A L2
1 5
2 5

419

Table 3. Model summary — ROA

RZ
.015

Model | R
1 120

Modified R?
.011

Std. Error
.516

Table 3 shows the model summary of the dependent
variable of ROA, which shows a relatively low R
Square of .015. This indicates that the independent
variables account for 1.5% of the variance in ROA.
With an adjusted R-squared of just 0.011, taking the
complexity of the model into account provides an
insignificant increase. The estimated standard error
between observed and expected ROA values is .516.

Table 4. ANOVA

Table 5 represents the findings of an investiga-
tion into the correlation between corporate gover-
nance elements and ROA in Nepalese commercial
banks. A negative effect on return on assets has
been observed for regularly scheduled board of di-
rector meetings, suggesting impending difficulties.
Annual report clarity has a good effect on ROA, but
board size has an insignificant impact. Moreover,
board ethnic diversity emerges as a statistically
significant factor positively affecting bank perfor-
mance, indicating its relevance in the context of fi-
nancial outcomes. In contrast, the income diversity
group has an insignificant impact on ROA.

Table 6. Model summary — ROE

Model Mean*: F _ Sum of Squares :_Sig.
[Regression © 1079 4049 ' 5397 0001  Model R R2__ Modified R? _Std. Error
1 Res'd“al 26 ..366.556 1 .097° .009 .006 512
‘Total 371.952

Table 4 demonstrates the significant results from
an analysis of variance (ANOVA) performed on
the dependent variable, ROA, and the explana-
tory parameters. With an F-statistic of 4.049 (p =
0.001), the regression model shows a statistically
significant impact, highlighting the significance of
the factors investigated on the Bank’s profitability.

Table 5. Coefficients of ROA

Table 6 demonstrates the model summary of the
dependent variable ROE. A low R-squared of 0.009
indicates that only about 0.9% of the total varia-
tion in ROE can be described by the model’s in-
dependent variables. Due to the complexity of the
factors determining ROE, the adjusted R-squared
value is only 0.006, indicating that the model has
insufficient descriptive ability.

Unstandardized Standardized ; .
. . . ‘ i ‘ Correlations
Models Coefficient Coefficient =t  sjg. !
B std. Error Beta (d) | A © Zero-order : Partial | Part
(Constant) L2220 33,

The board of directors has regular :
meetings

—.054

.021
Annual reports clearly describe the

h L .025
_company’s activities

Board size is better for improving the

Income d|versl|ty plays a less important L 07 016
Joleinabank’s performance .
Board ethnic diversity group affects the : 034 017

performance of commercial banks

16679 <o001:

http://dx.doi.org/10.21511/imfi.21(1).2024.28
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Table 7. ANOVA
Model df Mean? F Sum of Squares Sig.
[Regression | B85 e 3427 023
1 iResidual o] L N LSS N N 360911 .
1380 364.337
Table 8. Coefficients of ROE
Unstandardized | Standardized .
. : . . . Correlation
Models Coefficient Coefficient t Sig.
B Std. Error: B Zero-order Partial | Part
ACONStaNt) e 2422 132 ;18331 : <001 : E
The board of directors has regular meetings 053 021 067 . ..1.2491; 013 1 065 067
Anrlwulall reports clearly describe the company’s _028 024 —.030 -1.129 .259 -.028 -.030
B RS SRS S : : :
Board size is better for improving the bank’s —001 018 —002 L _066 947 . —003 C_om
performance R : : ‘ B
Incor,ne diversity plays a less important role ina —035 016 064 L 965 024 —052 061 —061
bank'sperformance S RO : ‘ : B
Board ethnic diversity group affects the 024 016 042 1478 140 020 i 040 040

performance of commercial banks

Table 7 demonstrates the outcomes of an
ANOVA model are statistically significant (p
= 0.023), suggesting that the examined param-
eters collectively have a notable impact. The
F-statistic (2.611) assesses the overall signifi-
cance of the regression model, and the “Sum of
Squares” values provide insights into the vari-
ability explained by the model and the unex-
plained variability.

Table 8 shows the research findings provide
critical insights into the relationship between
corporate governance characteristics and ROE.
Notably, regular board meetings and income
diversity have favorable associations with ROE,
indicating their potential impact on increasing
a commercial bank’s profitability. These empir-
ical coefficients add important modifications to
the examination of financial performance fac-
tors. However, the board size, board ethnic di-
versity, and annual reports clearly described the
company’s activities as having an insignificant
effect on the ROE.

3.1. Hypothesis testing

H:  Regularevaluations of the Board of Directors’
(BoD) financial performance significantly af-

fect organizational effectiveness.

Table 9. Model summary (H,)

H @ R R? Modified R? Std. Error
.006 512

Table 9 illustrates the model summary of regular
evaluations of the board of directors’ financial per-
formance significant impact on organizational ef-
fectiveness. Analyzing hypotheses, the R-squared
values of 0.007 and 0.006, respectively, for ROA
and ROE indicate that the evaluation practice only
partially describes the variance in these profitabil-
ity metrics.

Table 10 shows that both dependent variables, re-
turn on assets (ROA) and return on equity (ROE),
are statistically significant (p < 0.05), suggest-

Table 10. ANOVA (H1)
H, Parameters Mean? df F Sum of Squares Sig.
Regression 2494 .2:583 o 2898 002
ROA 260 SR 15 S
e L3338
2289 ol 8T e 2289 003
ROE 263 L1879 302089
1380 364.337
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Table 11. Coefficients (H,)

Unstandardized Coefficient Standardized Coefficient .

H, - t Sig
B Error B

—-.055 .018 -.083 -3.096 .002

ROA 44444444444444444444444444444444444444444444444444444444
""""""""""""" 2.622 058 44944 <001 o

ROE oo -053 ow -o079 -2.952 .003

2.642 .059 45.089 <.001

ing that the model explains a significant portion
of the variability in these financial performance
indicators.

Table 11 outlines the regression analysis results in-
vestigating the relationship between certain vari-
ables and financial performance indicators, spe-
cifically Return on Assets (ROA) and Return on
Equity (ROE). The un-standardized coefficients
-0.055 for ROA and -0.053 for ROE represent the
estimated impact of the independent variable on
the respective dependent variable. The “t” values
of -3.096 for ROA and -2.952 for ROE assess the
significance of these effects. The associated p-val-
ues (Sig.) are both less than 0.001, demonstrat-
ing that these impacts are negatively statistically
significant.

H,:  The bank provides equal utilization of infor-
mation about its performance to both share-
holders and investment analysts.

Table 12. Model summary (H,)

Table 12 displays the summary results of the mod-
el and shows how ROA and ROE are related when
shareholders and investment analysts have access
to the same data. There is a positive correlation
between information accessibility and ROE (R =
0.183) compared to ROA (R = 0.060), indicating
that ROE is more sensitive to disparities in infor-
mation availability. The R-squared values for both
models are low, indicating that only a small por-
tion of the variation in the “dependent variables
can be attributed to the independent variable”.

Table 13 demonstrates ANOVA results for both
ROE and ROA. The low p-values of 0.026 and
0.001 for ROA and ROE show that the regression
models have high explanatory power, demonstrat-
ing that the bank’s provision of equal information
access significantly affects these financial perfor-
mance indicators.

Table 14 presents the results of regression analysis
assessing the impact of specific variables on finan-
cial performance indicators, specifically Return
on Assets (ROA) and Return on Equity (ROE).
The unstandardized coeflicients of ROA (-0.060)
and ROE (-0.183) indicate the estimated effect of

H, | R | R Modified R? Std. Error
ROE  © .183 : .033 033 ' 505
Table 13. ANOVA (HZ)
H Parameters

Sum of Squares

i Regression

ROE

364.337

Table 14. Coefficients (H,)

Unstandardized Coefficient Standardized Coefficient .
H, d t Sig
B Error B
-.049 i .022 -.060 -2.229 .026
ROA 4444444444444444444444444444444444444444444444444444444444444444444444 crererens
2815 b sttt sttt 34.008 <001
ROE TA50 022 e TAB3 e 6897 5001
H 2.990 : .076 39.315 <.001

http://dx.doi.org/10.21511/imfi.21(1).2024.28
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the independent variable on the respective depen-
dent variable. The associated p-values (Sig.) are
less than 0.001, indicating that these impacts are
statistically significant. In essence, the variables
negatively influence both ROA and ROE, and
these effects are statistically meaningful with a
high level of confidence, suggesting a substantial
impact on the financial performance indicators.

H;:  Firms with board sizes have a positive rela-
tionship with their financial performance.

Table 15. Model summary (H,)

H, | R | R Modified R? Std. Error
ROE i 066 i .004 .004 513

Table 15 demonstrates how board size affects a
company’s financial success as assessed by ROA
and ROE. Here, board size explains only a small
percentage of the variance in ROA and ROE
(R-squared values of 0.004); other factors may
have a larger impact on financial performance.

Table 16 illustrates the ANOVA results of both
ROA and ROE. The regression is statistically sig-
nificant (p < 0.05), suggesting that the model ex-
plains a significant portion of the variability in
these financial performance indicators. The “Sum
of Squares” values for regression and residuals,
along with their corresponding degrees of free-
dom, contribute to calculating the F-statistic,
which is used to assess the overall significance of
the regression model.

Table 16. ANOVA (H)

Table 17 demonstrates the regression coeffi-
cients for two financial performance indicators,
Return on Assets (ROA) and Return on Equity
(ROE). For ROA, the unstandardized coefficient
is -0.038, indicating a negative relationship.
The t-statistic (-2.232) is significant at p = 0.026.
Similarly, for ROE, the unstandardized coeffi-
cient is -0.043, indicating a negative relation-
ship, and the t-statistic (-2.473) is significant at
p = 0.014. These results suggest that the exam-
ined parameters significantly negatively influ-
ence ROA and ROE.

H;  The board ethnic diversity within a group is
positively correlated with the financial per-
formance of banks.

Table 18. Model summary (H,)

H4 | R | R? Modified R? Std. Error
ROA © 061 . 004 . 003 ¢ 511
ROE i .085 i .007 .007 : 512

Table 18 shows the model summary of the board
ethnic diversity level within a group with the fi-
nancial performance of the commercial banks.
There is only an insignificant correlation be-
tween higher levels of board ethnic diversity
and higher ROA and ROE. The low R-squared
values (.004 for ROA and .007 for ROE) show
that board ethnic diversity has a minimal im-
pact on financial performance since they sup-
port the notion that only a small percentage of
the variation in bank performance can be at-
tributable to ethnic diversity.

H, Parameters Mean? F df Sum of Squares Sig.
Regression Lo 1,300 026
ROA
ROE 382729 e
1380 364.337
Table 17. Coefficients (H,)
Unstandardized Coefficient Standardized Coefficient .
H, - t Sig
B Error B
-.038 -.060 -2.232 026
ROA 4444444444444444444444444444444444444444444444 crerereas
‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ 2554 51.233 <001
—-.043 —-.066 2.4 .014
ROE ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, crerareas
2.593 51.832 <.001

http://dx.doi.org/10.21511/imfi.21(1).2024.28
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Table 19. ANOVA (H,)

H, Parameters Mean? df F Sum of Squares i Sig.
(Regression . 1349 1 5168 . 1349 023
ROA  Resi .28l 1378 e s 359.989 ..
A N A 361338 ..
LReression b 2858 WL 10.118 L2854 L092
ROE  Residual . ....:262 1379 361684 ..
 Total 1380 364.337
Table 20. Coefficients (H,)
H Unstandardized Coefficient Standardized Coefficients ¢ Si
4 B ' Std. Error B &
-039 017 -.061 -2.273 023
ROA . ehereteretettenetetenes fesetatetetatetetttateteestetctrttesttasenacartneranas
2289 2T SR 38292 LS00
ROE s e N —085 s ¢S N LSO
2.646 056 47563 <.001
Table 19 shows the regression models for both Table 21. Model summary (H,}
ROA and ROE are statistically significant (p < Modified R? Std. Error
0.05), indicating that the examined parameters 503 p—
have a notable impact on these financial perfor- oo T A

mance indicators. The F-statistics (5.168 for ROA
and 10.118 for ROE) are used to assess the overall
significance of the regression models.

Table 20 displays the regression analysis results,
providing insights into the relationship between
specific variables and financial performance in-
dicators, specifically Return on Assets (ROA) and
Return on Equity (ROE). For both ROA and ROE,
the unstandardized coefficient represents the esti-
mated impact of the independent variable on the
respective dependent variable. In this case, the un-
standardized coefficients are —0.039 for ROA and
-0.055 for ROE. The “t” values of -2.273 for ROA
and -3.181 for ROE assess the significance of the
impact, and the corresponding p-values (Sig.) are
both less than 0.05, indicating that these impacts
are negatively statistically significant.

H .

. Income diversity plays a less important role

in a bank’s performance.

Table 22. ANOVA (H,)

Table 21 displays the outcomes of the model sum-
mary and shows that the R-squared values for the
influence of income diversity on ROA and ROE
are only 0.004 and 0.003, respectively. Based on
these findings, this diversity element appears to
contribute significantly to the examined context
in influencing bank performance.

Table 22 shows both regression models for ROA
and ROE are statistically significant (p < 0.05),
suggesting that the examined parameters sig-
nificantly influence these financial performance
indicators.

Table 23 presents regression coeflicients for the
variables associated with Return on Assets (ROA)
and Return on Equity (ROE) in a statistical model.
For both ROA and ROE, the unstandardized coef-
ficient is 0.054, signifying the estimated impact of
the independent variable on the respective depen-

H, Parameters Mean? df F Sum of Squares Sig.
Regression 13% 534 LLA3%0 e
ROA .261 359.949
. . 361338
1.262 L4794 1.262 2028 L
ROE 263

364.337
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Table 23. Coefficients (H,)

H Unstandardized Coefficient Standardized Coefficient ¢ si
5 B ' Std. Error B &
.054 : .023 .062 2.307 .021
ROA e
=S TN, s S N LA2801 | GLLS00L .
ROE L A SO SR S 062 s L2307 B8
2.325 .054 42.801 <.001

dent variable. The “t” value of 2.307 assesses the
significance of the impact, and the corresponding
p-value (Sig.) is 0.021 for ROA and 0.029 for ROE,
both less than 0.05, suggesting that the impact is
statistically significant.

4. DISCUSSION

The descriptive statistics for several areas of the re-
spondents’ perceptions are presented in Table 2. The
findings revealed varied opinions on board meeting
frequency, with a mean score of 3.69 and a standard
deviation of 1.004. Respondents widely agreed on the
clarity of annual reports, with an average rating of
4.24 and a low standard deviation of 0.748. Views on
board size’s importance for bank performance were
diverse, with a standard deviation of 0.889 and an
average rating of 3.48. Income diversity’s impact on
bank performance was perceived as less significant,
with a mean score of 3.13 and a standard deviation
of 1.005. Ethnic diversity’s significance saw varied
opinions, with a mean rating of 2.79 and a standard
deviation of 1.036. Additionally, bank profitability
indicators, ROA and ROE, averaged 3.90 and 3.89,
respectively, with lower standard deviations indicat-
ing less diversity in opinions.

The regression analysis result is presented in Table
5 and Table 8 to evaluate the effect of the indepen-
dent variables on ROA and ROE (proxies as financial
performance). The beta coefficient for regular board
meetings shows a negative value of —0.054, which
suggests a 1 percent addition to regular board meet-
ings will cause a 0.054 percent decrease in ROA. The
negative result indicates that an increase in regular
board meetings can be less productive in the value of
assets. This result is significant (p-value < 0.05). Also,
a beta coefficient of -0.053 for regular board meet-
ings indicates that ROE will increase by 0.053% for
every 1% increase to these meetings. The encourag-
ing outcome suggests that the ROE’s financial per-
formance may be improved by holding board meet-
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ings more frequently. The finding is statistically sig-
nificant (p-value < 0.05).

The result further shows a significant positive effect
of annual reports describing the company’s activities
on ROA at a 10 percent level of significance, with a
coeflicient of 0.044. This suggests that a unit increase
in annual reports describing the company’s activi-
ties will increase ROA by 0.044 units. Also, at the
5% level of significance, the analysis reveals that the
annual reports describing the company’s operations
had a negligible negative influence on ROE (coeffi-
cient = -0.028). For every unit increase in the num-
ber of yearly reports detailing the company’s activity,
the return on equity (ROE) drops by 0.028 units. The
results are in agreement with what Chilumuri and
MBA (2013) have found about how disclosure regu-
lations and corporate governance interact.

The coefficient for board size shows a negative value
of 0.002 indicating that a unit increase in board size
leads to an increase in bank performance (proxies as
return on assets) by 0.002 units. This result implies
that the size of the board supports the performance
of the bank by a very low amount. However, since the
probability value is greater than 5 percent (p-value
> 0.05), this observation is not significant. Similarly,
a negative value of —0.001 for the board size coeffi-
cient indicates that there is a 0.001 unit drop in bank
performance (representing return on equity) for ev-
ery unit increase in board size. Based on these find-
ings, it appears that larger boards do not contribute
to improved bank performance. However, this find-
ing is not statistically significant because the prob-
ability value is more than 5% (p-value > 0.05). Here,
the study’s findings corroborate those of Bektas and
Kaymak (2009) and Al-Matari et al. (2014b) regard-
ing the effects of board size.

For income diversity, the beta coefficient of .027 in-
dicates a positive effect of income diversity on ROA.
Specifically, it shows that as income diversity increas-
es by 1 percent, ROA is expected to increase by 0.027
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percent. With a p-value of 0.081, this result is signifi-
cant at 10 percent. Income diversity also has a nega-
tive impact on return on equity (ROE), as shown
by the beta value of —0.035. This demonstrates that
return on equity (ROE) is anticipated to decline by
0.035 percent for every 1% rise in income diversity.
This finding is statistically significant at a 5% level (p
= .024). Findings from this study corroborate those
from Luu et al. (2020) on the beneficial effects of in-
come variety. On the other hand, the study confirms
what Luu et al. (2020) found: that income diversity
positively impacts financial performance. This shows
that the current study and Luu’s previous work on
the topic are converging.

The result for the board ethnic diversity group also
shows a beta coefficient of 0.034, indicating a positive
effect of the Board ethnic diversity group on ROA.
From the result, an increase of 1 percent in the Board
ethnic diversity group generates about 0.034 percent
in ROA. With a p-value of 0.039, this result is signifi-
cant at 5 percent. The board ethnic diversity group
also had a favorable influence on return on equity
(ROE), as shown by the beta coefficient of 0.024. The
results show that there is a 0.024 percent rise in ROE
for every 1% increase in the ethnic diversity group of
the Board. This finding is not statistically significant
at the 5% level (p = 0.140). These results are consistent
with those of Amin and Nor (2019).

CONCLUSION

This paper examines the role of corporate governance in driving the financial performance of commer-
cial banks in Nepal. This study used 419 current working employees of commercial banks of different
designations. The study highlighted a gender distribution of 53.5% male and 46.5% female, while a sub-
stantial proportion claimed a medium family status. ROA and ROE are two dependent variables used
to measure the financial performance of banks. Because the study used self-reported data and a cross-
sectional approach, there are some possible sources of bias that could make it harder to find strong and
generalizable results.

The study further shows that regular director meetings have been found to have a negative effect on re-
turn on assets, which might indicate that there are upcoming challenges. There is a positive correlation
between annual reports and ROA, but there is little or no correlation between board size and ROA. Also,
regarding financial results, board ethnic diversity is relevant as it is a statistically significant component
that positively impacts bank performance. The income diversity group, on the other hand, does not
significantly affect ROA. Particularly, a commercial bank’s profitability may be enhanced by instituting
frequent board meetings and promoting revenue diversification, both of which are positively associ-
ated with return on equity. When looking at financial performance aspects, these empirical coeflicients
make significant changes. Return on equity is unaffected by board size, ethnic diversity on the board, or
the annual reports detailing a company’s operations.

The study concludes that effective governance has a key influence on enhanced bank profitability and
suggests that proper governance systems should be maintained to guarantee that banks are managed
economically, based on the findings above. Moreover, considering contextual variations and delving
into the evolving dynamics of governance processes over time could offer valuable insights, contribut-
ing to a more comprehensive understanding of the intricate relationship between corporate governance
practices and long-term organizational performance.
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