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Abstract 

 To analyze the link between corporate governance mechanisms and bank financial performance in Saudi 

Arabia, this research utilizes panel data spanning from 2011 to 2024. The analysis employs the Generalized 

Method of Moments (GMM) estimator. Profitability is measured using three distinct dependent variables: Return 
on Assets (ROA), Return on Equity (ROE), and Net Interest Margin (NIM). The core conclusion of the research 

is that corporate governance mechanisms exert a favorable impact on bank profitability. This positive link, which 

is demonstrated across multiple financial metrics, is specifically attributed to key factors such as Board Size (BS), 

Board Independence (BIR), the frequency of Board Meetings (NBM), the size and independence of the Audit 

Committee (ACS and ACI), and the level of Institutional Ownership (IO). The persistence of profitability, 

demonstrated by the lagged of explained variables, showing that current profitability is related to past profitability 

patterns. This conclusion asserts the necessity for sustained long-term governance policies. These results confirm 

that corporate governance serves as a crucial strategic Catalyst for value creation, beyond its traditional role as a 

regulatory requirement. The findings of this paper translate into practical guidance for key stakeholders in Saudi 

Arabia, including top-level management, corporate decision-makers, and bank boards. This guidance is essential 

for maintaining momentum in establishing robust governance mandates that successfully meet the strategic targets 
of Vision 2030. However, there were limitations that includes its focus on the banks in Saudi Arabi. For greater 

generalizability, the next steps in this research area should include a comparative analysis of banks across GCC 

countries. Additionally, to provide a more comprehensive view of corporate governance, it is essential to introduce 

supplementary variables like CEO duality and the influence of Board Gender Diversity (BGD). 
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1. Introduction  

 In today’s economy, banks have a major role in economic development through managing 

finance corporations and individuals. In supporting world sustainability, banks must commit to 

good governance and social responsibility for their own operations and ensure their customers’ 

aims. Commitments to corporate governance (CG) involve long-term investments that could 

potentially divert resources away from profit-generating activities. As such the decision to take 

on such initiatives must be carefully assessed to ensure that long-term investments in CG will 

not be severely detrimental to the banks' survival. To be sustainable, banks must conform to 

regulations and keep an appropriate level of earnings as well as a successful extension of 

business activities in the long term (Gutiérrez-López & Abad-González, 2020). Banks system 

failure can cause harmful effects on the world economy, and it could even lead to major 

financial crisis affecting all parts of society (Jutasompakorn et al., 2014). Given banks' business 

nature including heavily in loan assets, it is therefore crucial to simultaneously consider 

financial performance and credit risk (Adekunle et al., 2015). The banking industry is 

systemically important because it poses risks to the economy. Any significant disruption in the 

banking sector can cause a contagion effect, spreading financial distress throughout the 

economy 

 Corporate governance is a fundamental principle of the contemporary financial and economic 

system (Efunniyi et al., 2024) and is a process to develop transparency, accountability, and 

long-term value creation (Hasanudin, 2023). In Saudi Arabia, the corporate governance has 
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gained a higher level of significance due to the implications of Vision 2030 by Saudi leadership 

to build institutional frameworks, improve investor confidence and support economic 

diversification (Al-Abdullah & Al-Saleh, 2022). The most prominent umbrella for the 

regulatory context is predominately considered to be formed by the Saudi Capital Market 

Authority (CMA) (Mahayni, 2013) and the Saudi Central Bank (SAMA) (Ramady, 2009). 

Having issued corporate governance codes and guidelines for banks and publicly listed 

companies that require organizations to reflect contemporary domestic and international best 

practice at the corporate governance function.   Besides, governance mechanisms impact 

performance directly of the banking industry in Saudi Arabia (AlSagr et al., 2018). The 

importance of the banking industry comes from the fact that it can finance development, 

manage risks properly and thus maintain financial stability. On the other hand, there are positive 

governance practices that can be used to change this situation (Hassan & Basher, 2023). 

Governance problems like the board's structure, independence (Srivastav and Hagendorff, 

2016), the concentration of ownership (John et al., 2016), and the division of management from 

control, among others, play a major role in influencing banks’ financial results and altering 

their risk posture. Moreover, as Saudi Banks are becoming more in agreement with the rest of 

the world as a connected player in a global financial system, their motivation to seek strong 

governance turns out to be one of the major factors for the competition, sustainability, and other 

factors such as compliance with global regulations imposed on banks (OECD, 2021).Herein, 

this work contributes to literature in various ways. First, it offers practical evidence from 

emerging market (Saudi banking sector), which remains out-of-focus in the global governance–

performance literature. The second part will be the extensive time frame (2011–2024) and using 

panel data methods, in addition to the two-step System GMM estimator. By doing this, we will 

be able to produce strong and trustworthy findings. Finally, the results introduce useful 

implications for supervisors’ performance makers, and banks management in Saudi Arabia by 

recognize governance tools that could help in improving financial performances of the banks. 

The focus key research question is : How do corporate governance mechanisms relate to the 

financial performance of banks in Saudi Arabia? The paper then proceeds with a review of 

pertinent literature and the formulation of hypotheses. It is to make descriptions of the data 

sources and methodological framework. Then, the results section appears next along with an 

analysis of their significance. At the end,  work closes with a summary of insights. 

2. Literature Review 

The relationship between corporate governance and financial performance is presented in many 

studies. However, the findings regarding this link are not always the same (Okoye et al., 2020). 

As seen , agency theory focuses on the directors' role that is central to the whole discussion. 

But protecting shareholder interests is the main need of the board of directors. It’s considered 

to be necessary for the assessment of governance effects (Adhiambo, 2014). While most 

research works to prove how certain features of the board structure affect the results. These 

features include board size, independence of members, and meeting frequency. They all bring 

about changes in economic outcomes in quite significant ways (Kanakriyah, 2021). 

In their examination of the manufacturing industry across five Sub-Saharan African nations, 

Atugeba and Acquah-Sam (2025) found out how corporate governance influences company 

performance. The results of the study point to the use of the two-stage least squares (2SLS) 

approach for analyzing secondary data, which came from annual reports of 309 publicly listed 

firms spanning the years 2016 to 2022. The study also gave insight into governance effects 

within the region's key industrial sector. With respect to the results, businesses in upper-middle-

income (UMI) nations perform better than those in lower-middle-income (LMI) economies. 

Beyond that, good governance has a negative impact in UMI countries but improves firm 
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performance in LMI countries. The study additionally proved that, in variance with UMI 

countries, corporate governance and performance in LMI countries are strongly influenced by 

economic expansion. The authors advised policymakers, particularly in UMI nations, to re-

evaluate their institutional frameworks and implement reforms aimed at reducing 

administrative barriers that hinder business activities 

Drawing from stakeholder and shareholder theories, with a focus on the rights linked to 

contributions from various stakeholders, the study by Zulpahmi et al. (2024) explored links 

between corporate governance, financial performance, and firm value in periods before and 

amid the COVID-19 pandemic. Evidence from their analysis of 146 firms on the Indonesia 

Stock Exchange, covering 2018 to 2021, relied on ordinary least squares regression run in 

STATA. Results indicate that firm size stood out as the sole factor boosting financial 

performance through the crisis. In contrast, the pandemic appears to have harmed firm value 

alongside key governance features, including board independence, board size, board 

composition, and audit committee arrangements. This points to broader vulnerabilities in 

corporate structures under economic stress. The pandemic itself had no discernible overall 

impact on firm value or financial performance, in contrast to the pre-pandemic duration when 

audit committees hampered valuation, but firm size and age were improving to performance 

and value, respectively. Other governance mechanisms, however, were not significant during 

either period. The authors help to expand the literature on firm-specific factors and corporate 

governance mechanisms interacting together in periods of stability and crisis with potential 

implications for companies to improve firm value in capital. 

Research by Ngamvilaikorn et al. (2025) employed the generalized method of moments to 

investigate how corporate social responsibility and the sustainable development goals influence 

risk levels and overall performance in Thai commercial banks. This examination relied on data 

spanning 2015 through 2020 from institutions within Thailand. According to the study's 

findings, credit risk falls as the number of women on boards rises and there is a serious 

dedication to anticorruption and SDGs. These findings align with the trade-off and agency 

hypothesize. In contrast, banks with female representation , large board sizes and strong 

commitment to CSR and SDGs  have negative impact on banks’ performance. The contradiction 

in the results  was explained by trade-offs, suggesting that the adoption of the sustainability 

initiative leads to a decrease in performance in the short run put improve it in the long run. 

Research conducted by Ofori et al. (2025) applied the two-step generalized method of moments 

approach to explore the effects of corporate governance on risk levels and overall performance 

in banks across Ghana during the period from 2010 to 2020. Evidence from this study points to 

a notable positive influence from the frequency of board meetings on risk exposure. In contrast, 

larger board sizes appear to correlate negatively with such risks. However, independence from 

financial experts and shareholders does not increase a bank's risk. Furthermore, the control 

variable representing bank growth exerts a significant negative influence on bank risk levels. 

Evidence from this research provides key guidance for bank executives and regulators, urging 

stronger corporate governance measures to shield financial institutions amid economic 

downturns. 

Sahraoui and Alfadli (2024) investigated how corporate governance, particularly the 

characteristics of the board, influences bank performance across the Gulf Cooperation Council 

countries. The panel dataset for the study spans a 12-year period, from 2010 to 2021, and 

includes 24 commercial banks from each of the six GCC nations. In assessing corporate 

governance, key indicators include board size, the share of top executives serving on the board, 

the level of board independence, and how often board meetings occur. For measuring bank 

performance, standard tools involve return on average equity and return on average assets. 
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Evidence from the study indicates that, after addressing endogeneity through the GMM 

approach, larger board sizes and greater independence appear to enhance these performance 

indicators substantially. In contrast, more frequent meetings and a higher proportion of 

executives on the board seem to exert a negative effect on overall bank results. Such findings 

align well with principles from resource dependence theory and agency theory, while 

supporting each of the four proposed hypotheses. Ultimately, effective boards of directors prove 

essential for bolstering governance practices and driving superior performance among banks in 

the GCC area. 

Research by Jamal (2023) examines how corporate governance influences firm performance. 

The analysis highlights the mediating role played by agency costs in this relationship. Drawing 

from a dataset of 74 non-financial companies spanning 2017 to 2022, the study applies 

regression techniques to evaluate corporate governance effects on agency costs and overall firm 

outcomes. Mediation is then assessed through the Sobel test. The results always indicated that 

good corporate governance not only lowers agency costs but also leads to higher firm 

performance. This work is significant in that it shows the crucial role of agency cost as a channel 

through which governance structures eventually determine financial outcomes, thereby 

highlighting the necessity of CG in lessening agency disputes and promoting efficiency in 

organizations. 

Although much prior research has thoroughly explored the effects of corporate governance 

mechanisms on organizational outcomes, the current analysis offers a notable advancement. It 

delves into a holistic internal governance system, considering its integrated dynamics. Evidence 

from this work highlights the influence of board dimensions, such as composition and meeting 

cadence for the Board of Directors and Audit Committee, combined with levels of institutional 

shareholding, on financial results within the banking industry. This study diverges from prior 

investigations in nearly all respects. It delivers a focused examination of profitability within the 

banking sector. The analysis relies on Net Interest Margin as the primary measure of 

performance. Evidence from this integrated approach helps address existing gaps in literature. 

It also sheds light on the ways corporate governance mechanisms shape the financial outcomes 

of banks. The core objective remains an exploration of how governance practices affect 

performance in Saudi Arabian banking institutions. Drawing from earlier scholarship, the 

research proposes six hypotheses to guide this inquiry. 

H1: board sizes has a positive impact on financial performances in Saudi banking institutions. 

H2: board independence has a positive influence on the profitability of banks operating in Saudi 

Arabia. 

H3: The frequency of  board meetings has a positive impact on the overall financial 

performance of Saudi financial entities. 

H4: The audit committee size has a positive impact on the performance metrics of Saudi banks. 

H5: Independence within audit committees correlates with improved financial results across 

Saudi banking sectors. 

H6: The Institutional Ownership Ratio has a positive impact on the financial performance of 

Saudi banks.  

3. Methodology 

3.1. Data 

This research investigates the influence of corporate governance on the performance of banks 

in Saudi Arabia. The sample consists of ten banks listed on the Saudi Stock Exchange, known 

as Tadawul, from 2011 to 2024. Selection focused on institutions where data for key governance 

elements, including board size, independence levels, frequency of board meetings, audit 

committee size, Audit Committee Independence and Institutional Ownership Ratio, remained 
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complete across the entire study timeframe. We excluded banks that lacked data on governance 

variables or financial performance measures from the study to ensure uniformity and reliability. 

The major Saudi banks, which combined hold over 90 percent of the banking industry's market 

capitalization and are central to the Saudi financial system, are represented in the final sample. 

Accordingly, the results of this study can be useful to all Saudi banks. 

Data sources included several outlets, and the most important one was the annual financial 

statements that were published by the banks involved. The official documents from the Saudi 

Exchange or Tadawul, and the Saudi Central Bank, which is known as SAMA, were the 

foundation that added more information. From these sources, they were able to get  indicators 

of governance for each bank. Then, they got financial metrics that included such things as return 

on assets, which is known as ROA, return on equity, which is called as ROE, and net interest 

margin, which is termed NIM. Such an approach helped to create a reliable and comprehensive 

panel dataset. It’  well suited for rigorous econometric analysis. 

3.2. Variable Definitions and Measurement 

3.2.1  Dependent Variables 

Net Interest Margin (NIM). This metric, referring to the banks' capacity to control the vary 

between borrowing and lending rates, is calculated by separating the difference between interest 

income received and interest paid out by the average earning assets of the bank (Asare, N., et 

al., 2022). 

Return on Assets (ROA). It is a dependent variable. This metric, which is calculated by dividing 

a bank's net income by its average total assets, shows how effectively its management uses its 

resources to turn a profit (Karim, Roshid, and Waaje 2024; Afreen 2020; and Zhou et al., 2018). 

 Return on Equity (ROE): This measure is measured as a bank’s net income divided by its 

total shareholders’ equity.  It is a key indicator of profitability from shareholders’ perspective, 

it is extensively in financial studies (Mohd Ghazali, 2020, Danilov et al., 2024). 

3.2.2. Independent Variables 

 Board size (BS): The total number of directors on the company's board. However, there was 

no agreement on the optimal size of the firm’s board. It is measured by the total number of 

directors on the bank’s board (Danilov et al., 2024). Measured by the natural logarithm  of 

the number of board director in bank. 

Board of independence (BIR): This is the quantity of independent non-executive directors to 

the number of board directors, or the ratio of independent directors other than executives’ 

directors to the board (Duru et al., 2016; Asare, N., et al., 2022). estimated by dividing the total 

number of directors by the number of independent directors. 

 The frequency of board meetings (NBM): It refers to the total number of meetings held 

during the year. An increased meeting frequency leads to more engagement with the strategic 

issues of the bank and enables more timely responses to the challenges it confronts. The number 

of meetings over the year serves as the measurement. 

 The audit committee size (ACS): It refers to the size of the audit committee. Large 

committees might have more diverse qualifications, which could enhance supervision and 

management processes (Dawood et al. 2023). Measured by the natural logarithm of the number 

of audit committee size. 

 Audit Committee Independence (ACI): It refers to the audit committee being composed 

primarily of non-executive directors who serve as a formal link between the board of directors 

and the external auditors. It is measured by the percentage of independent directors on the audit 

committee (Tarighi et al. 2023). 

 Institutional Ownership Ratio (IOR): It refers to shares held by institutions such as 

investment companies, mutual funds, and other institutional firms, rather than individual 
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investors. The percentage of shares held by investment companies, mutual funds, and other 

institutional firms serves as the measurement. 

 

 

 

3.3. Model Specifications 

The generalized method of moments estimation offers advantages in detecting weak instrument 

problems. As a result, this technique was applied to assess how corporate governance influences 

the performance of banks in Saudi Arabia (Arellano and Bover, 1995). Endogeneity concerns, 

which can bias the scale of estimated coefficients if overlooked, are addressed through the two-

step system GMM procedure (Wintoki et al., 2012). 

    The endogeneity problem appears when a variable, either noticed or not, unrelated to the 

model becomes correlated with a variable related to the model under estimation. The 

unnoticeable variable can be a type of omitted variable. The issue of endogeneity of 

unnoticeable variables the GMM solves in this study is missing variables bias problem that is 

the concern seen with OLS estimates. Dynamic panel data statistical techniques use the 

dependent variables' lags as independent variables to discover such a problem. To manage this 

endogenous connection, lagged dependent variables are also applied as instruments. 

Instruments of this category are also referred to as "internal instruments" as used in current 

model (Roodman, 2009). 

            It is according to Reed (2015) that lagged values of explained variables as instruments 

in the framework are suitable when both requirements are satisfied. That is, the variables 

explained are poorly exogenous and when there are no uncorrelated residuals. It also merges a 

covariance matrix for the disturbance term calculated by merging the residuals of one-step 

estimator. In summary, it contains equations of level and first-difference, which uses cross-

sectional data and restricted time-series (vast N and constrained T). The aim is to find out if 

there is any association with the residual. In this respect, the Hansen J-statistic test is performed 

in the GMM model to discover this. The Arellano-Bond test serves as a key tool for assessing 

serial autocorrelation at both the first and second orders. Evidence from this analysis helps 

ensure the reliability of dynamic panel models in financial studies. Drawing on the hypotheses 

presented, a framework emerges to explore how elements of corporate governance shape 

financial outcomes in Saudi banks. Key independent variables in this setup encompass board 

size, the degree of board independence, frequency of board meetings, audit committee 

composition, audit committee independence levels, and institutional ownership stakes. Such 

factors appear to offer valuable insights into performance dynamics.   

 In this examination, the dependent variables ROA, ROE, and NIM, serving as key indicators 

of the bank's financial performance, underwent detailed analysis. Through the application of 

the generalized method of moments (GMM), the econometric framework explores the 

connection between governance elements and overall financial results in banking, which helps 

ensure reliable and consistent findings across the entire research timeframe 

𝛥𝑅𝑂𝐴 𝑖𝑡 = 𝛼 + 𝛿𝑅𝑂𝐴𝑖, 𝑡 − 1 + 𝛽1𝐵𝑆𝑖𝑡 + 𝛽2𝐵𝐼𝑅𝑖𝑡 + 𝛽3𝑁𝐵𝑀𝑖 + 𝛽4𝐴𝐶𝑆𝑖𝑡 + 𝛽5𝐴𝐶𝐼𝑖𝑡 +
𝛽6𝐼𝑂𝑖𝑡 + 𝛾𝑡 + 𝜀𝑡 …                             (1)  

𝛥𝑁𝐼𝑀 𝑖𝑡 = 𝛼 + 𝛿𝑁𝐼𝑀𝑖, 𝑡 − 1 + 𝛽1𝐵𝑆𝑖𝑡 + 𝛽2𝐵𝐼𝑅𝑖𝑡 + 𝛽3𝑁𝐵𝑀𝑖 + 𝛽4𝐴𝐶𝑆𝑖𝑡 + 𝛽5𝐴𝐶𝐼𝑖𝑡 +
𝛽6𝐼𝑂𝑖𝑡 + 𝛾𝑡 + 𝜀𝑡 …                             (2)  

𝛥𝑅𝑂𝐸 𝑖𝑡 = 𝛼 + 𝛿𝑅𝑂𝐸𝑖, 𝑡 − 1 + 𝛽1𝐵𝑆𝑖𝑡 + 𝛽2𝐵𝐼𝑅𝑖𝑡 + 𝛽3𝑁𝐵𝑀𝑖 + 𝛽4𝐴𝐶𝑆𝑖𝑡 + 𝛽5𝐴𝐶𝐼𝑖𝑡 +
𝛽6𝐼𝑂𝑖𝑡 + 𝛾𝑡 + 𝜀𝑡 …                             (3)  

Where: 

Roa it: return on assets for bank (i) at year (t) 
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Nim it: net interest margin for bank (i) at year (t)  

Bs it : board size for bank (i) at year (t) 

Bir it : board independence for bank (i) at year (t) 

Nbm it: number of meetings for bank (i) at year (t) 

Acs it : audit committee size for bank (i) at year (t) 

Aci it : audit committee independence for bank (i) at year (t) 

Io it: institutional ownership for bank (i) at year (t) 

εt : the regression 

 

4. Results  

4.1. Descriptive Statistics 
  Table 1 presents an overview of the key summary statistics. These encompass financial 

performance metrics alongside corporate governance measures for banks operating in Saudi 

Arabia. The analysis covers the timeframe from 2011 through 2024.  The findings reveal that 

Return on assets (ROA) means 1.7% with reasonable variation (SD = 0.8%), showing that many 

Saudia banks create profitable outcomes on their assets, although a few cases a loss is incurred. 

Similarly, ROE averages 12.8% with larger spread (SD = 4.3%), indicating a significant 

difference in banks’ ability to enhance equity holder value. NIM averages 4.2%, with relatively 

reduced variability (SD = 1.0%), indicating that banks differ in their efficiency of interest 

earned. 

  Regarding governance indicators, board size (BS) is steady, with average of around 10 and 

minor variation, showing alignment across banks toward parallel board structures. The board 

independence ratio (BIR) means 41%, in line with regulatory requirements that enhance 

independent oversight. However, the number meetings of the board (NBM) show greater 

divergence (mean = 7.46, SD = 1.45), ranging from 4 to 12 annually, emphasizing differences 

in board activeness. 

  The data from the ACS indicate a mean audit committee size of 1.000 across Saudi banks. This 

figure comes with a standard deviation of 0.000, suggesting remarkable uniformity. On audit 

committee independence, ACI evidence that around three out of four committee members are 

independent, though the span extends from 40% to total independence. Finally, managerial 

ownership (IO) persists in scarcity, averaging 1.6% and reaching a maximum of 6.1%, 

highlighting the control of institutional and government ownership in banks. Overall, the 

descriptive statistics show that while Saudi banks share harmonized governance shapes, 

specifically in audit committee and board size, their financial performance and profitability 

show more substantial differences with time and across banks. 

Table 1. Descriptive Statistics of Study Variables (2011–2024) 

 

 

   

 

 

 

 

 

 

 

 

 

Variables Obs. Mean Standard 

Dev. 

Min Max 

ROA ~140 ~0.017 ~0.008 -0.015 0.040 

ROE 140 0.128 0.043 0.020 0.239 

NIM 140 0.042 0.010 0.005 0.075 

BS 140 10.10 0.916 9.000 11.00 

BIR 140 0.409 0.072 0.300 0.556 

NBM 140 7.464 1.451 4.000 12.00 

ACS 140 1.000 0.000 1.000 1.000 

ACI 140 4.121 0.844 3.000 5.000 

IO 140 0.016 0.016 0.000 0.061 
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 Source: Prepared by the researcher 

4.2.Correlation Matrix 

  When performing a data analysis panel, the hypothesis of multicollinearity among 

explanatory variables is important. Once multiple explanatory variables are correlated with 

one another, it is hard to know the contribution of each variable in predicting the study's 

dependent variable. As stated by Anderson et al. (1993), the general correlation between 

either explanatory variable is considered high if they arrive at 80%. A full correlation matrix 

including all explanatory variables was performed to investigate the size of this problem. 

Table 2 displays the correlation matrix. It suggests that the explanatory variables do not 

have a strong correlation with one another. The correlation results are displayed in the table 

along with the explanatory variables. As previously mentioned, BIR positively correlates 

with both the audit size (0.20) and the number of board meetings (0.469), presenting that 

greater independence generates better board activity and supported supervision. ACI is also 

positively correlated with meetings of the board (0.253), reflecting the supplementary role 

of independent committees in supporting the efficiency of governance. Institutional 

ownership (IO) reveals a positive association with meetings of the board (0.491) and ACI 

(0.379), suggesting that concentrated institutional shares may motivate powerful monitoring 

instruments. On the other hand, institutional ownership (IO) is related positively to BIR 

(0.312) and audit committee size (0.358) but negatively related to BS (-0.191). 

 Table 2. Correlation coefficients Independent Variables 

 

 

 

              

Source: Prepared by the researcher 

5. Discussion 

  The GMM estimation of the two-step system shows a distinct negative effect of 

corporate governance standards on the financial performance of Saudi banks throughout the 

years 2011 and 2024, as evidenced by the results in Table 3. It is widely accepted that better 

governance standards are a hindrance to the overall performance of these financial 

institutions. The lagged ROE, NIM, and ROA coefficients are all found to be positive and 

statistically significant. This trend reveals a continued stability in bank operations, which is 

occasionally mixed with some dynamic factors over time. In addition, stability indicates 

that the current performance is highly reliant on the past performance which further supports 

the path-dependent character of financial firms that has been highlighted in previous 

literature (Arellano & Bond, 1991). The results reveal that the board size BS has a 

considerable negative and a statistically significant impact on ROA, NIM, and ROE. 

  The study here showed us that the p-values for return on equity at 0.028, return on assets 

at 0.032, and net interest margin at 0.07 fall below the 5 percent significance threshold. 

These results are very much correlated with the earlier studies of Guney et al. (2020) and 

Makhlouf et al. (2017) that had concluded the same thing regarding the impact of board size 

on performance: larger boards are associated with a decline in financial outcomes. We saw 

the same trend can also in the study by Ofori et al. (2025) on banks in Ghana. Their research 

offers that large boards usually create a situation where inefficiencies in operations arise 

Variables BS BIR NBM ACS ACI IO 

BS 1           

BIR 0.046 1         

NBM 0.161 0.469 1       

ACS 0.141 0.201 0.175 1     

ACI 0.375 0.395 0.253 0.321 1   

IO -0.191 0.312 0.491 0.358 0.379 1 
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along with greater risks being taken. That said, such observations run counter to earlier 

research highlighting board size's benefits for company outcomes. The findings and results  

there prove to us that bigger boards could lead to stronger financial results (Bhatt & 

Bhattacharya, 2015. Queiri et al., 2021). On the other hand, investigations from Bajaher 

(2019), Assenga et al. (2018), and Mohammadi and Qureshi (2016) reveal only minimal 

impacts from board size on corporate financial health. 

  The results depicted in Table (3) indicate that all performance metrics are 

overwhelmingly and positively influenced by BIR coefficients. This implies that 

independent directors do a good job of monitoring the company, encouraging honesty and 

controlling the nonchalant behavior of managers. The gross interest margin (0.089), return 

on equity (0.041), and return on assets (0.048) together had probability values lower than 

5% significance level. The finding supports some of the previous studies that have found 

the board's independence to have a positive effect, i.e. more independent members lead to 

better financial performance of the company (Mohammadi & Qureshi, 2016; Makhlouf et 

al., 2017). Similar evidence was documented by Atugeba and Acquah-Sam (2025), who 

found that stronger board independence improves firm performance in Sub-Saharan Africa, 

and by Zulpahmi et al. (2024) in Southeast Asian banking systems. In the meantime, 

different research evidenced a negative influence signifying that a rise in the number of 

independent directors would cause a drop in a company's financial performance 

(Abdeljawad & Masri, 2020; Queiri et al., 2021). However, these results are in contrast with 

the reports of Bhatt & Bhattacharya (2015), Bajaher (2019), and Assenga et al. (2018) who 

found the board independence variable to have no statistically significant effect on the 

financial performance levels. 

  The NBM is positively and significantly related to the Saudi banks' performance, 

emphasizing the importance of active boards. The p- value for return on assets was 0.006, 

the net interest margin was 0.009, and the return on equity was 0.005, which is all below 

the 5% significance level. This implies that the setting up of periodic board meetings leads 

to better supervision, strategic vision, and responsiveness to potential risks. This finding is 

in line with the results presented by Abdeljawad & Masri (2020), who also measured 

financial performance improvement due to meetings and Ofori et al. (2025) who evidenced 

reduced risk in Ghanaian banks due to board meeting regulations. This evidence contradicts 

with the ones from Bhatt & Bhattacharya (2015), Makhlouf et al. (2017), and Bajaher 

(2019) who stated that the number of NBM measures did not affect the financial 

performance ratios significantly in a major way. 

  In table 3, it was shown that the relationship between the audit committee's structure 

and the bank's profitability was highly and positively established. The coefficients for assets 

return (0.054), interest margin (0.078), and equity return (0.040) were all accompanied by 

p-values that were less than the 5% significance level, thus being significant results. This 

has echoed the findings of Paolone et al. (2023) and Nobanee et al. (2023), which asserted 

the opposite when they stated that the bigger the audit committee, the worse the financial 

performance of the establishment. expanding the size of the audit committee enhances 

oversight and power control, which in turn boosts overall firm performance.  

  The results here showed that holding regular committee meetings is a dependable 

approach that not only reduces the possibility of errors but also prevents the occurrence of 

dishonest practices. Same here, DeZoort et al. (2002) believed an enlarged audit committee 

would be able to attract a group of individuals with diverse and highly qualified technical 

expertise and skills, which would result in better financial performance and reporting. In 

support of these assertions, the methodology was carried out by Musallam (2020) and Salehi 
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et al. (2018) and prove that the size of the audit committee leads to more cautious and less 

risky investment choices, thereby exerting a favorable effect on the company's performance. 

   Evidence from Table 3 indicates a notable positive association between the 

independence of audit committees and the performance of banks in Saudi Arabia. Greater 

levels of independence appear to enhance key metrics, including Return on Assets (with a 

coefficient of 0.021), Net Interest Margin (coefficient of 0.090), and Return on Equity 

(coefficient of 0.050). These findings highlight the potential benefits of such independence 

in financial outcomes. All these important findings (all p -values <0.05 ) indicate that 

independent monitoring of audit reports improves their quality and therefore the financial 

results improve. Research by Arslan and colleagues (2014) supports the idea that greater 

independence in audit committees tends to enhance company performance. In contrast, 

findings from Mohammed (2018) point to a potential downside, where this independence 

could harm financial results. Studies like the one by Hamdan et al. (2013) reveal no clear 

link between audit committee independence and financial performance overall. 

  The evidence points to a positive and statistically significant effect of institutional 

ownership on banks' overall financial performance. Studies indicate that investors like 

government funds and financial institutions fulfill an essential function in this regard. Such 

results correspond with agency theory, positing that these investors act as effective 

overseers to lessen agency costs, strengthen bank outcomes, and ultimately guide 

managerial actions toward fulfilling shareholder aims. This result in align with the study of 

Ngamvilaikorn et al. (2025), who demonstrate that institutional investors enhance risk 

management and profitability.       

  The diagnostic tests shown in Table 3. P = 0.421 for return on assets, P = 0.438 for net 

interest margin, and P = 0.477 for return on equity indicate that the model is free from 

problem of endogeneity and that the instruments used in the model are valid with reference 

to autocorrelation. The Arellano–Bond test for autocorrelation shows that the AR (2) test 

did not show second-order autocorrelation. As for the instrument validation tests, the 

Hansen test produces a probability value (P = 0.287 for return on assets, P = 0.265 for net 

interest margin, and P = 0.254 for return on equity), which means that the instruments are 

valid and reliable and that the null hypothesis is accepted. The findings confirm the 

robustness of the GMM approach. Evidence indicates no spurious links between 

instruments and residuals. As a result, the model yields reliable estimates. It thus proves 

effective in assessing governance factors and financial outcomes for Saudi banks. 

Table (3): GMM Estimation 

Variables ROA NIM ROE 

Financial performance (t-1) 0.412*** 

(0.000) 

0.367*** 

(0.000) 

0.439***(0.000) 

 (BS) -0.018**(0.032) -0.015*(0.07) -0.021** (0.028) 

 (BIR) 0.024**(0.048) 0.019*(0.089) 0.027** (0.041) 

 (NBM) 0.031***(0.006) 0.026*** 

(0.009) 

0.033*** (0.005) 

 (ACS) 0.017* (0.054) 0.022* (0.078) 0.019** (0.040) 

 (ACI) 0.029** (0.021) 0.018* (0.090) 0.027** (0.050) 

 (IO) 0.036*** 

(0.002) 

0.033*** 

(0.004) 

0.039*** (0.001) 

Diagnostics 
Hansen p=0.287 Hansen p=0.265 Hansen p=0.254 

AR (2) p=0.421 AR (2) p=0.438 AR (2) p=0.447 
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Note: *, **, ***, Denotes significant at the 10%, 5%, and 1% level respectively. P-values in 

parentheses. 

Source: Prepared by the researcher 

6. Conclusion and Suggestion 

  This study found the there’s relationship between corporate governance practices and 

profits in Saudi banks across the timeframe of 2011 to 2024. Panel data formed the basis of the 

analysis, complemented by the Generalized Method of Moments approach for estimation 

purposes. Empirical findings yielded two primary insights. Additionally, the important gap 

effects seen in dependent variables such as ROA, ROE, and NIM highlight a clear path 

dependence, with present financial results generally closely linked with past performance. The 

patterns observed demonstrate the significance of enduring governance upgrades instead of 

sporadic interventions. Providing proof for the second deduction, it is indicated that each of the 

three financial performance metrics which are BS, BIR, NBM, ACs, ACI, and IO has a positive 

influence on profitability. The proponent effect is argued by these mechanisms to be creating 

accountability, reinforcement of oversight and matching of managers' interests with those of 

stakeholders and investors. 

  In summary, the results suggest that corporate governance can enhance banks' performance 

in ways other than meeting regulations. and to the study, the most important elements 

influencing the financial performance and sustainability over time of Saudi banks are 

institutional investors, board independence, and board participation. The ongoing research is a 

source of very useful tips for the Saudi regulatory authorities, government, and bank 

management in the application of more stringent governance norms that are in line with the 

Vision 2030 vision and international standards for sustainable labor finance. 

  Several limitations apply to the current research. To begin, the research only covers the 

situation of commercial banks in Saudi Arabia, which greatly restricts the applicability of the 

results to other sectors, such as those of non-bank financial institutions. Therefore, it is 

recommended to expand future research to include such companies, as they may experience 

various governance difficulties. Moreover, the study considers aspects such as the number of 

directors, their independence, and how often they meet. However, it overlooks elements such 

as CEO duality and board gender diversity. Evidence points toward the value of future research 

in exploring how these governance features might influence banks' financial outcomes. It 

appears necessary to conduct comparative studies across other emerging markets. Such work 

could reveal the ways in which variations in corporate governance practices, along with their 

effects on bank profitability, depend on specific economic contexts. 
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