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Abstract 

 
The purpose of this paper is to identify the determinants of board size. In 

other words, it is aimed to determine the corporate governance variables and firm-

specific internal factors that determine the board size of banks. For these purposes, 

the data of 10 banks whose stocks were traded in Borsa Istanbul (BIST) between 

2010-2020 were used in the research. Balanced panel data analysis was used in the 

study. Unit root tests, cross-section dependence, heteroskedasticity tests, and White 

Period Standard Errors and Covariance Method were used in empirical analysis. 

According to the analysis results, there is a positive and statistically significant 

relationship between board size and return on assets, foreign board member ratio, 

supervisory board member ratio, duality, and total assets. On the other hand, there 

is a negative relationship between the size of the board of directors and the market 

value/book value, free float ratio, the capital share of the largest shareholder, the 

ratio of female and independent board members.  
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1. Introduction 

Since the beginning of the 2000s, corporate governance practices have gained 
importance in increasing the competitiveness of enterprises. Due to the accounting 
scandals (Enron, Tyco, Merrill Lynch, WorldCom, Parmalat, etc.), it has been 
revealed that corporate governance practices are insufficient. These accounting 
scandals have caused companies to lose the trust of interest groups (Dogan, 2018). 
The intertwining of the concepts of audit and internal audit and the misbehavior of 
the business managers in their decisions can be counted. All these experiences have 
made the board of directors and ownership structure of companies even more 
questionable. It can be expressed as a collection of systems that regulates the 
relations of an enterprise with its shareholders in a narrow sense and regulates the 
relations between the enterprise and society in a broad sense (Dogan and Topal, 
2016). 

 

Theoretical approaches affecting corporate governance; It originates from 
different fields such as economics, accounting, finance, sociology, psychology, law, 
management and organization. The theoretical foundations of corporate governance 
are based on studies on conflicts of interest that arise as a result of the separation of 
firm ownership and management (Zahra and Pearce, 1989). These theories are 
Stakeholder Theory, Agency theory, Myopic Market Theory, Stewardship Theory, 
Resource Dependence Theory, Transaction Cost Theory, Managerial Hegemony 
Theory. Although each of these theories has an important contribution to the 
development of theoretical aspects of corporate governance, no theory can explain 
the structure behind corporate governance. For this reason, it has not been possible 
to develop a general theory of corporate governance. This is largely due to the 
complexity of the subject (Alp and Kılıç, 2014; Dogan, 2020). 

 

There is a growing lack of confidence in global financial markets due to the lack 
of certain aspects of corporate governance practices. Agency theory: argues that 
potential conflicts of interest between company managers and shareholders will 
increase agency costs and reduce performance. On the other hand, representation 
theory emphasizes the service role of managers and does not acknowledge the 
existence of an internal conflict between managers and shareholders. In this context, 
the purpose of this paper is to identify the determinants of board size. In other 
words, it is aimed to determine the corporate governance variables and firm-specific 
internal factors that determine the board size of banks. For these purposes, the data 
of 10 banks whose stocks were traded in Borsa Istanbul (BIST) between 2010-2020 
were used in the research. 

 

The findings of this study will be particularly useful for corporate governance 

practitioners, policymakers, and bank managers seeking to optimize the structure 

of their boards. For corporate governance experts, understanding the factors 

influencing board size can aid in formulating strategies to improve governance 

practices, enhance board effectiveness, and ensure compliance with regulatory 

standards. Bank managers can use insights to assess factors such as firm size, 

financial performance, and the composition of the board impact governance and 
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decision-making processes. Additionally, policymakers and regulatory authorities 

may find the results valuable for designing policies that promote efficient board 

structures, which could lead to improved financial performance and overall stability 

in the banking sector. Furthermore, investors may consider these findings when 

evaluating the corporate governance quality of banks, as larger boards with diverse 

compositions may signal stronger governance practices, potentially influencing 

investment decisions. 

2. Conceptual Framework 

The examination of company boards of directors and ownership structures was 
carried out with the Cadbury (1992) report, which revealed the financial dimension 
of corporate governance for the first time. Academic studies in this field also gained 
momentum with the study of Hermalin and Weisbach (1991) in about the same 
period. In the period following these two studies, the structure of the board of 
directors and the variables related to the ownership structure has been examined in 
studies conducted for many developed and emerging markets. 

 

Boards of directors are among the basic corporate governance mechanisms. The 
interaction between the members of the board of directors who direct the company 
for the purpose of creating value and internal and external actors is defined as 
corporate governance. Therefore, the effectiveness of the board of directors is 
closely related to creating value for the company (Huse, 2004: 392). However, weak 
corporate governance is seen as the product of an ineffective board of directors. 
Many corporate governance reform advocates have often argued that the board of 
directors and ownership structure will improve corporate governance practices and 
financial performance (Anne and Williams, 2003: 466). 

 

Corporate governance is generally the mechanism that is expected to help 
businesses maximize their performance, effectiveness and efficiency. In addition, 
it is also expressed as a control and management system that explains in detail the 
regulations and rules that businesses should consider in their decisions regarding 
their activities and reveals the rights and responsibilities of the shareholders 
(Akdoğan and Boyacıoğlu, 2010: 12). The Board of Directors, on the other hand, is 
formed in such a way as to ensure that efficiency is at the highest level and that it 
carries out its decision-making, executive and representation functions 
independently, away from any conflict of interest among all stakeholders. The 
ability, skill and experience levels of the members of the board of directors and the 
degree of independence affect the performance level and success of the board of 
directors and directly determine the success of the enterprise in achieving its goals 
(SPK, 2014: 24). 

 

The mission of the board of directors, as the highest decision maker, is to 
proactively steer the institution and to add permanent and lasting value to its 
stakeholders in the long run. Although the board of directors is not involved in daily 
operations, it is a multi-faceted body that determines the rules of the game, plays 
the role of both coach and referee. The boards of directors are responsible for 
maintaining the balance between the return of strategic choices, the risk profile, the 
short- and long-term balance of performance, the fair protection of interests among 
shareholders, taking priority and promoting innovation, and audit and control 
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functions. It is therefore important to maintain a prudent balance in their decisions. 
The supervisory, guiding, rule-making and exemplary responsibilities of the boards 
of directors make a strong structure mandatory (Argüden, 2007: 15). 

 

Boards of directors have different structures according to countries. In countries 
such as the USA, England, and Japan, the boards of directors are single stage. This 
type of board of directors has undertaken the management of the company as a 
proxy on behalf of the main right holders. In countries such as Germany, the 
Netherlands and Finland, the boards of directors have two-stage duties. In addition 
to the executive board, which undertakes the normal management duties of the 
company, there is a supervisory board, usually composed of independent members 
outside the company, which elects and appoints them, monitors and directs them. 
In two-stage boards, the powers and duties of the usual single-stage boards of 
directors are distributed between two different boards (Ülgen and Mirze, 2007: 
431). 

 

It is important to examine the board of directors as the executive body where 
strategies are determined, decisions are taken, and action plans are determined. 
Therefore, most of the studies examining the effects of company management on 
financial performance focus on the characteristics of the board of directors (Taşkın, 
Durak and Aktaş, 2013). However, the size of the board of directors is important 
because it is one of the focal points of corporate governance practices, the 
independence of the board is emphasized in many corporate governance reports, 
and it plays an important role in the operation of the enterprise. At the same time, 
the size of the board of directors is a very important point in terms of corporate 
governance, as it will increase the representation rate in company management 
(Okur, 2014: 37). They argued that the investors of enterprises with more boards of 
directors would have lower borrowing costs because it is thought that the financial 
accounting processes of these enterprises are monitored more effectively (Anderson 
et al. 2004).  

 

When the studies on the size of the board of directors are examined, three basic 
theories emerge. These theories are Agency Theory, Representation Theory, and 
Resource Dependency Theory. The agency theory states that large organizations 
need more members to monitor and control the activities of the firm, while the 
resource dependency theory similarly emphasizes that large firms should have more 
members to access these resources as they will need more resources. In terms of 
agency theory, since more members will examine management decisions, they may 
not be cautious against agency problems. For this reason, agency theorists have 
argued that a limit should be placed on the number of members. In terms of resource 
dependency theory, on the other hand, boards with a large number of members 
mentioned that they will provide more connections and thus increase the 
performance of the firm, claiming that it will be easier to access resources. In terms 
of representation theory, the number of dependent members is important because it 
is assumed that the dependent members have superior knowledge that can influence 
the board's decisions. In the representation theory, managers act as a servant of the 
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company instead of looking after their own economic interests as in the agency 
theory (Ekşi, 2009: 133). 

 

3. Literature Review 

Fewer board members will result in higher membership coordination, fewer 
communication problems, and may have more effective supervisors. In firms with 
larger boards, the responsibility for overseeing management is expected to be 
more spread, as each board of directors individually has fewer responsibilities. 
Firms with fewer board members are believed to be more efficient and profitable 
because they exercise their control roles better (Jensen and Meckling, 1976). 
However, fewer boards can cause less bureaucratic problems, and a smaller board 
can provide better financial reporting control (Ahmed, Hossain and Adams, 
2006). Fama and Jensen (1983); Lipton and Lorsch (1992); Jensen (1993) argued 
that if the number of board members is high, the decision-making processes of the 
companies slow down, and this situation causes communication problems in the 
companies. 

 

The importance of the independence of board members is emphasized in 
agency theory. According to the agency theory, the members of the board of 
directors from outside the organization are important in terms of providing control 
within the organization (Fama and Jensen, 1983). There is a consensus in the 
literature that the number of board members from outside the company is higher 
in effective boards of directors (Zahra and Pearce, 1989). In the resource 
dependency theory, one of the reasons for having members of the board of 
directors from outside the company is stated as providing access to managerial 
skills and knowledge that are not available within the company (Pfeffer and 
Salancik, 1978). Guest (2009); Bozec (2005) found a negative relationship 
between the number of independent boards and firm performance, whereas Davila 
(2013); Bouaziz and Triki (2012); Authors such as Black and Kim (2007); 
Kismawadi (2023); Molla et al. (2023). argued that there is a positive relationship. 
Apart from these studies, Priya and Nimalathasan (2013); Moscu (2013); 
Saravanan (2012); Authors such as Vafeas and Theodorou (1998) could not find 
a significant relationship between the number of independent boards and firm 
performance. The studies mentioned above demonstrate that the size of the board 
of directors has a complex impact on bank performance, and this effect may vary 
depending on the structure of the boards, the qualifications of their members, and 
decision-making processes. While some studies suggest that an increase in board 
size can have positive effects, others argue that very large boards may negatively 
affect performance. 

 

Two theories come to the fore in studies examining the relationship between 
female board members and financial performance. The first of these is the agency 
theory. According to the agency theory; If there is diversity in the board of 
directors in terms of gender, it will increase the independence of the board of 
directors and thus a balanced board of directors will be formed and will cause the 
decisions taken not to be taken on behalf of any individual or group. According 
to the second theory, Resource dependency theory; Increasing diversity in the 
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board of directors in terms of gender, ethnicity and cultural background will 
increase the independence of the board of directors (Ocak, 2013). 

 

According to the resource dependency theory; Increasing diversity in terms of 
ethnic origin and cultural background in the board of directors will increase the 
independence and performance of the board of directors. According to the agency 
theory, If there is diversity in the board of directors in terms of ethnicity, it will 
increase the independence of the board and thus the performance of the business 
will be positively affected. Oxelheim and Randøy (2003), Kondrunina (2013) 
found a positive relationship between foreign board member and financial 
performance, whereas Masulis, Wang and Xie (2012); Cavaco et al. (2013) found 
a negative relationship. 

 

There are two theories about CEO duality: Agency Theory and Representation 
Theory. According to the agency theory, it is argued that if there is CEO duality 
in the firm, it will be more difficult to supervise the CEO and will negatively 
affect the firm's performance (Rechner and Dalton 1991). Because one of the 
duties of the board of directors is to oversee the CEO. The fact that the auditor 
and the auditee are the same person will prevent the company from showing high 
performance. Representation theory causes CEO duality to increase firm 
performance. CEO duality enables the company to focus on its goals and to 
implement decisions faster (Baliga et al., 1996). 

 

The shareholder holding the largest share of capital has a say in the decisions 

to be taken by the enterprise. In other words, it can play an active role in the 

decisions to be taken by the management. An agency problem may arise between 

minority partners and controlling partners (La Porta et al. 1999). Koerniadi and 

Tourani-Rad (2012); Vo and Phan (2013) defined shareholders with more than 

5% capital as block holders. Fauzi and Locke (2012) stated that shareholders with 

more than 20% capital share are the major shareholders. When the studies were 

examined, Cheung et al. (2007); Fauzi and Locke (2012) found a negative 

relationship between the largest shareholders' capital share and firm performance, 

whereas Reyna and Encalada (2012); Kang and Kim (2012); Abbasi et al. (2012); 

Kevser and Dogan (2021); Biondi and Graeff (2024); Karmani, et al. (2024) have 

identified a positive relationship. In addition, Cook (2013); Vo and Phan (2013) 

argued that the existence of the largest shareholder does not have an effect on the 

financial performance of the firms.  

4. Methodology 

When the studies on the size of the board of directors are examined, there 
are three basic theories. These theories are Agency theory, Stakeholder Theory, 
and Resource Dependency Theory. According to the agency theory; A limit 
should be imposed on the number of board members. In terms of resource 
dependency theory, boards with more members provide more connections. This 
makes it easier to access resources. In the representation theory, on the other hand, 
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managers act as a servant of the company instead of looking after their own 
economic interests as in the agency theory. 

 

The purpose of this paper is to identify the determinants of board size. In 
this context, it is aimed to determine the corporate governance variables and firm-
specific internal factors that determine the board size of banks. For these purposes, 
the data of 10 banks whose stocks were traded in Borsa Istanbul (BIST) between 
2010-2020 were used in the research. In the study, the number of independent-
female (FEMALE)-foreign (IND) board members, CEO duality (CEO), and the 
number of supervisory board members (AUDIT) were used as board structure. As 
the ownership structure variables, the share of the largest shareholder (BLOCK) 
and the free float ratio (FFR) variables were used. Firm-specific variables are firm 
size (ASSET), leverage ratio (LEVERAGE), return on assets (ROA), market 
value/book value ratio (TOBIN). In this study, the errors were corrected by using 
the fixed effects model, the White period standard errors and the co-efficient 
method. Thus, the developed model has become resistant to errors 

. 

The data used in the study; It is balanced data panel because it covers 11 

years of data from 10 banks. First of all, Hausman test was used to decide whether 

the unit effects are fixed or random in the research. The Modified Wald Test for 

Heteroskedasticity was used in the study. Autocorrelation in the developed 

models was measured. Pesaran test was used to determine the cross-sectional 

dependence of the variables. In case of heteroscedasticity, autocorrelation and 

cross-section dependence in the estimation of the regression model, the variance 

of the error term is not equal to the unit matrix. This causes inconsistency of the 

model and affects its effectiveness. For these reasons, standard errors should be 

corrected if at least one of the heteroscedasticity, autocorrelation and cross-

section dependencies is present in the model. The White Period Standard Errors 

and Covariance Method was used in the study because it is resistant to 

heteroscedasticity, autocorrelation, and cross-section dependence. 

 

5. Findings 

In this section, the results have been represented that affect the board size 

of the banks. 
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In Table 1, the descriptive statistics of the banks examined in the research are given. 

According to the results, the average board size of the banks was determined as 

10.14. 

 

 

In Table 2, it was investigated whether the series were stationary or not. In 

order to obtain econometrically meaningful relationships between the variables, the 

series must be stationary. In this study, the Fisher ADF Root Test from the first 

generations was used, which is an appropriate method in non-normal distribution 

(non-parametric) analyzing cases where there is a correlation between units. In 

addition, LLC (2002) test, which is an alternative to Fisher ADF Root Test, was 

used. As seen in Table 2, both root test results show that the series are stationary. 
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In other words, because the series are stationary, the null hypothesis (H0), which 

argues that the variables have unit roots, is statistically rejected. 

Table 3. Hausman Test 

Chi2 testi Olasılık (p) 

67,5206 0,0000 

 

In Table 3, Hausman test was used to decide whether the model would have 

fixed effects or random effects in the panel data set. When the Hausman test results 

are examined, it shows that choosing the fixed effects model will give more accurate 

results because the probability value determined is less than 0.05. 

Table 4. Autocorrelation Test Results 

DurbinWatson test LBI test 

1,46 1,63 

In the panel data analysis, it was used to test whether there is autocorrelation 

in the models. If the values are less than 2, it means that there is autocorrelation. 

When the test results are examined, it is seen that there is autocorrelation (p<0.05). 

Since the Durbin Watson statistic obtained in the study is 1.46, it indicates that there 

is a first-order autocorrelation in the model.  

Table 5. Cross-Section Dependency Results 

Pesaran CD Test 

Value p 

19.981 0,0000 

 

 

In Table 5, the Pesaran CD test was used to measure the cross-sectional 

dependence in the fixed effects model. As a result of the analysis, since the 

probability value is less than 0.05, it is understood that there is a cross-section 

dependence.  

 

Table 6. Heteroskedasticity Test Results 

Wald Test 

Chi2 p 

6505.65 0,000 

 

 

In Table 6, Wald Test was used to measure whether there is a 

heteroskedasticity problem. According to the results, Since the probability value is 

less than 0.05, the H0 hypothesis is rejected and there is a heteroskedasticity 

problem in the model. 
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In Table 7, a model has been developed for the factors that determine the board 

size. According to the results of the White period standard errors and covariance 

coefficient method; there is a positive and statistically significant relationship 

between board size (BOARD) and return on assets (ROA), foreign board member 

ratio, supervisory board member ratio, duality and total assets (p<0.05). Hence, the 

increase in the number of foreign and supervisory board members, asset 

profitability and firm size causes an increase in the number of board members. On 

the other hand, there is a negative relationship between the size of the board of 

directors and the market value/book value (TOBIN), free float ratio (FFR), the 

capital share of the largest shareholder, the ratio of female and independent board 

members (p<0.05). The increase in the market performance, the capital share of the 

largest shareholder, and the ratio of women and independent members of the board 

of directors cause a decrease in the number of board members. 

 

6. Conclusion 

With Auditing, accounting and corporate governance scandals in 2001 and 
2002 (Enron, Tyco, Merrill Lynch, WorldCom, Parmalat etc.) affected many 
countries. As a result of these scandals, in companies; The concepts of 
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independent and internal audit, boards of directors, ownership structures have 
gained importance and have led to an increase in research on these issues in recent 
years. In addition, the high quality of corporate governance helps companies to 
obtain financing at low cost and to overcome crises more quickly. 

 

In the studies on the number of board members, they stated that if there 
are fewer board members, it will cause higher membership coordination, less 
communication problems and they will have more effective supervisors. In 
companies with larger boards, the responsibility for overseeing management is 
expected to be more diffused, as each board of directors individually has less 
responsibilities. In addition, in other studies, it has been argued that if the number 
of board members increases, the decision-making processes of the firm slow down 
and, in this case, the efficiency of the firm decreases. On the other hand, there are 
also studies claiming that it will be easier to access resources since the boards 
with a large number of management members will provide more connections. 

 

The aim of this paper is to identify the determinants of board size. For 
these purposes, the data of 10 banks whose stocks were traded in Borsa Istanbul 
(BIST) between 2010-2020 were used in the research.  There is a negative 
relationship between the size of the board of directors and the market value/book 
value, free float ratio, the capital share of the largest shareholder, the ratio of 
female and independent board members (p<0.05). On the other hand, there is a 
positive and statistically significant relationship between board size and return on 
assets, foreign board member ratio, supervisory board member ratio, duality and 
total assets. Shukla and Limbasiya (2020) conducted similar research in terms of 
the Indian stock market, and as a result of the study, they found that the market 
value and profitability were determinants of the size of the board of directors. 
Palacin-Sánchez et al. (2018) determined that firm age, level of financial leverage, 
and ownership structure are the determinants of the size of the board of directors. 
Mustafa et al. (2020) found that CEO duality, firm profitability, firm size, firm 
size are determinants of board size. 

 

Based on these results, it can be observed that several factors influence the 

size of the board of directors. First, there is a positive and significant relationship 

between board size and return on assets (ROA), the ratio of foreign board 

members, the ratio of supervisory board members, duality, and bank size. This 

suggests that as a bank’s size and financial performance increases, the need for 

more board members rises, and the number of foreign and supervisory board 

members can also influence the size of the board. On the other hand, a negative 

relationship is found between board size and market value/book value (TOBIN), 

free float ratio (FFR), the capital share of the largest shareholder, and the ratio of 

female and independent board members. This indicates that higher market 

performance, larger capital share of the largest shareholder, and a greater ratio of 

female and independent members lead to a decrease in the number of board 

members. In light of these results, it can be suggested that companies should 

consider not only firm size and financial performance but also the ratio of female 

and independent members and market performance when determining board size. 

While companies may aim to increase the diversity of their boards and make 

decision-making processes more effective, it should be considered that larger 
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boards are not always more efficient. In situations where increasing board size is 

necessary, financial performance and market conditions should be considered, and 

efforts should be made to ensure representation of independent and female 

members on the board. The findings obtained in the research is of great 

importance for investors, researchers, financial regulators and top management of 

enterprises. In the studies to be carried out to create a new corporate governance 

model, it will provide researchers with the opportunity to build the corporate 

governance model in this research 
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