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a b s t r a c t

This study examines the influence of foreign equity and board membership on corporate
strategy and the management of internal costs of banks headquartered in Portugal using
proprietary data maintained by the Central Bank. The findings reveal that foreign equity
reduces both total and operating costs, and foreign board membership reduces domes-
tic banks’ dependence on revenues from traditional areas of business and enhances the
potential for generating revenues from non-traditional areas of business. These results are
Bank cost management controlled for a variety of standard accounting ratios used in the literature. We argue that
foreign equity and board membership forces banks to redirect corporate strategy and to

ts.
reduce internal cos

1. Introduction

Enterprise governance is an emerging concern. The

Chartered Institute of Management Accountants (CIMA)
(2005) in the UK uses this term to describe both cor-
porate governance and business governance aspects of
organisations.1 CIMA clearly distinguishes the external and
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1 The CIMA Strategic Scorecard is a tool that is being developed by the
CIMA. It emerged from an earlier project led by the International Federa-
tion of Accountants (IFAC, 2004) to develop the framework of enterprise
governance. This framework emphasises the need to balance the con-
formance and performance aspects of the business in order to generate
long-term sustainable shareholder value. The scorecard should provide
the means for the board of directors of companies of all sizes to obtain
assurance that the strategic process is operating effectively in order to gen-
erate long-term sustainable value. The objectives of the scorecard are to:
assist the board, particularly the independent non-executive directors, in
the oversight of a company’s strategic process; assist the board in dealing

1044-5005/$ – see front matter © 2008 Elsevier Ltd. All rights reserved.
doi:10.1016/j.mar.2008.10.006
© 2008 Elsevier Ltd. All rights reserved.

internal aspects of corporate governance where the exter-
nal dimension focuses on the role of boards and the internal
dimension on the value drivers. Horngren et al. (2005)
contend that the effectiveness of corporate governance
affected by boards is increasingly judged based on how
far they are concerned with overseeing the strategic man-
agement of firms and, indirectly, on their influence on the
management of internal costs of firms. The paper aims to
make an empirical assessment of this general proposition.
It does so by focusing on the influence of foreign equity
holders and board members on the oversight they achieve
in the strategic and the cost management dimensions of

the functioning of banks.

At a national level, corporate governance is defined as
the legal, institutional, and cultural mechanisms adopted
by equity owners to exercise control over corporate insid-

with strategic choice and transformational change; give assurance to the
board in relation to the company’s strategic position and progress; track
actions in, and outputs from, the strategic process; and assist the board in
identifying key points at which it needs to take decisions. The scorecard is
primarily an internal tool that aims to help boards improve their effective-
ness. However, the process of preparing the scorecard and the resulting
outputs can help boards to fulfil their external reporting responsibilities.

http://www.sciencedirect.com/science/journal/10445005
http://www.elsevier.com/locate/mar
mailto:magn@iscte.pt
dx.doi.org/10.1016/j.mar.2008.10.006
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rs and management (La Porta et al., 1999). Corporate
overnance patterns differ markedly across countries in
everal respects such as the importance of large stock-
olders, the legal protection of shareholders, the extent to
hich relevant laws are enforced, the treatment of stake-
olders such as labour and the community, the reliance
n debt finance, the structure of the board of directors,
he way in which executives are compensated, accounting
ractice, and the frequency and treatment of mergers and
akeovers (Shleifer and Vishny, 1997). The best practices of
orporate governance tend to be associated with the Anglo-
merican, German and Japanese systems (Oxelheim and
andøy, 2003). These are considered to be reliable prox-

es for “good” governance systems mainly because of their
tricter information requirements (OECD, 2004).

At the firm level, corporate governance can be defined
s a set of relationships between a firm’s management, its
oard, its shareholders and other stakeholders. It provides
he structure through which the objectives of the company
re set and the means used to determine how to attain
hose objectives and monitor performance. “Good” corpo-
ate governance should provide proper incentives for the
oard and management to pursue objectives that are in the

nterests of the company and its shareholders and should
acilitate effective monitoring. The presence of an effective
orporate governance system within an individual com-
any and across an economy as a whole provides a degree of
onfidence that is necessary for the proper functioning of a
arket economy resulting in lower internal costs.2 Corpo-

ate governance is now increasingly regarded as engaging
oards’ oversight of firms’ strategic management and cost
anagement effectiveness (O’Connell, 2004).
A “good” corporate governance system can reduce infor-

ation asymmetries and ease monitoring (Edwards and
ibler, 2000). The removal of barriers to cross-border

nvestment nowadays gives firms the alternative of break-
ng away from domestic governance systems in order to
eap rewards associated with the adoption of a more
emanding system that comes in the form of improved
erformance. The potential gain from complying with a
good” system needs to be appraised after allowing for the
ubstantial costs incurred by the compliance itself. These
osts arise from such factors as more extensive accounting
nd reporting, the need for a broader and more qualified
nvestor-relations staff, and more top management time
llocated to investors (Stulz, 1999).

Although much of this also applies to banks, it is true
hat the banking firm differs significantly from corpora-
ions in other economic sectors. There is a clear conflict
nside banks (between the interests of the shareholders

nd of the depositors), since managers are usually willing
o take high-risk projects that increase share value at the
xpense of the value of the deposits. To avoid crises of confi-
ence and bank runs, small deposits are insured and banks

2 Corporate governance impacts economic performance because it pro-
ides mechanisms that affect the returns on investment by suppliers of
xternal finance to firms. Firms typically have more productive uses for
hese resources than the actual suppliers of external finance. But asym-

etries of information inhibit such opportunities (Tirole, 2001).
Accounting Research 20 (2009) 6–17 7

are regulated (John et al., 2000). Therefore, special atten-
tion should be given to governance issues in the context of
banks.

Banks can adopt a “good” governance system through
foreign equity and foreign board membership. Foreign
equity, through foreign exchange listing, is the most widely
recognised way of breaking out of a segmented home mar-
ket. A foreign exchange listing signals a firm’s commitment
to the higher reporting standards prevailing in the market
in which it lists and this can boost foreign investors’ recog-
nition of the firm and increase the ability to attract new
investors. On the other hand, globalisation of equity creates
an opportunity for foreign shareholders to acquire large
stakes in foreign firms. However, foreign investors must
be confident that the capital they provide will be properly
monitored. While the cost of getting involved can be pro-
hibitive for small equity holders, larger shareholders can
afford active monitoring (Shleifer and Vishny, 1997). Since
board representatives for large foreign shareholders are
more likely to use their influence and perform arm’s-length
monitoring, their entry as owners should help domestic
banks move into newer lines of business and lower inter-
nal costs. The banking literature recognises the importance
of foreign equity and several empirical studies confirm the
positive influence of foreign ownership on domestic bank
performance (Levine, 2003).

Alternatively, banks can “import” a more demanding
corporate governance system by simply having one or
more representatives of that system as board members
thereby signalling greater commitment to corporate moni-
toring and transparency, which is expected to be valued by
investors. The presence of at least one foreign member rep-
resenting a more demanding system will probably result
in more active boards that are more independent of man-
agement. To date, only one study (Choi and Hasan, 2005)
analyses the influence of the presence of foreign directors
on the performance of domestic banks in Korea. The study
confirms the hypothesis that presence of foreign directors
improves stock market returns of banks that allow foreign
equity holdings. However, this result is based on a very
small sample (77 observations) and the association is con-
firmed on the basis of only one dummy variable; there is
therefore ample scope to build on this initial contribution.

The empirical analysis in this study is based on banks
headquartered in Portugal. The advantage of breaking away
from a segmented or partly segmented capital market is
likely to be greatest for firms based in small capital mar-
kets, as is the case of Portugal, due to limited availability of
a domestic shareholder base and lower availability of a pool
of experts to perform the oversight function (Stulz, 1999).
Consequently, we expect both foreign equity and board
membership to influence corporate strategy and internal
costs management of domestic banks.

The paper is organised as follows. In Section 2 we outline
some fundamentals relating to the corporate governance
and the banking sector in Portugal. In Section 3 we present

the main hypotheses tested in this paper. In Section 4 we
describe the data and methodology and in Section 5 we
present the empirical findings. Finally, in Section 6 we sum-
marise the main findings and suggest some avenues for
future research.
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2. Corporate governance and the banking sector:
The case of Portugal

Banks face a wide range of complex risks in their day-
to-day business, including risks relating to credit, liquidity,
exposure concentration, interest rates, exchange rates, set-
tlement and internal operations. The nature of the bank
business – notably the maturity mismatch between assets
and liabilities, relatively high gearing and reliance on cred-
itor confidence – creates particular vulnerabilities. The
consequences of mismanaging these risks can be severe,
not only for the individual bank but also for the financial
system as a whole. This reflects the fact that the failure
of one bank can rapidly affect another through inter-bank
exposures and confidence deterioration. In order to address
this problem, banks need to create and maintain systems
that enable them to identify, monitor and control their
risks. Therefore, corporate governance is of fundamental
importance both at the level of the individual bank and for
the entire financial system, since it is the foundation for
effective risk management.

It is difficult to generalise the study of corporate gov-
ernance because of the multiplicity of systems. However,
differentiating outsider from insider systems is a starting
point. The former, currently dominant in the United King-
dom and the United States, is a characteristic of economies
with a large number of listed firms, a liquid capital market
where ownership and control rights are frequently traded
and there is little concentration of shareholding. On the
other hand, the insider system, attributed to continental
Europe and Japan, is characterised by a small number of
listed companies, an illiquid capital market where equity
and control are infrequently traded and there is a high con-
centration of shareholding in the hands of corporations,
institutions, families or governments (Lannoo, 1999).

This distinction establishes two main sets of differences
between the two systems – also known as shareholder
and stakeholder systems. The differences are: the structure
of equity (the Anglo-American system is characterised by
a dispersed equity structure – stakes of less than 3% per
investor; in contrast, both Germany and Japan have a sys-
tem that is typified as a concentrated ownership structure
– stakes greater than 10–20%); and the degree of liquid-
ity and depth of financial markets (Rebérioux, 2002). In
recent years financial liberalisation has been forcing Euro-
pean corporate governance systems to move towards an
outsider director system in which the monitoring, oversight
and control of firms is undertaken by outsiders rather than
insiders (see for example Lambert and Sponem, 2005).

Focusing on the particular context of the Portuguese

banking sector, and given the concentrated equity struc-
ture, we can say that most Portuguese banks do not face a
conflict of interest between owners and entrenched man-
agers who control the bank without equity stake.3 Owners

3 The insider model has been the predominant pattern of corporate gov-
ernance observed in Portugal, as in most other countries from continental
Europe, as investors often have large equity stakes (the concentrated struc-
ture allows owners to monitor, oversee and control firms from within),
there are a small number of listed firms and the capital market is illiquid.
Accounting Research 20 (2009) 6–17

holding a substantial fraction of a bank’s voting equity par-
tially internalise the benefits of monitoring management
and, thus, limit the extent to which managers can pur-
sue their own aims at the expense of the equity owners
in general (Feltham and Wu, 2001). Nevertheless, the rele-
vance of the corporate governance topic has been growing
in the past two decades because the country has under-
gone extensive financial liberalisation – as a result of the
European integration process – and consequently the bank-
ing system has seen huge transformations with regards to
ownership structure, openness and deregulation. Prior to
this transformation, the entire banking system had been
nationalised in 1975 (except for three foreign banks) and
until 1984 operated under a regime of total dependence on
political priorities, directed credit and binding credit ceil-
ings, controlled interest rates and no foreign bank entry.
The first and most important changes were the possibil-
ity of opening new banks (since 1984), the privatisation of
the nationalised banks (which began in 1989), the elimi-
nation of interest rate controls on lending (1988) and on
deposits (1992), the removal of credit ceilings (1990) and
of other controls such as on branching and on new prod-
ucts. The privatisation program that initially limited equity
ownership to 25% by foreign investors has been progres-
sively relaxed. Tavares (2004) and Choi and Hasan (2005)
contend that the analysis of the influence of foreign equity
participation in domestic firms has not received significant
attention from researchers. They argue that countries that
have undergone a process of financial liberalisation turn
out to be interesting settings for analysing the role played
by foreign equity holders.4 Choi and Hasan (2005) look at
the influence of foreign equity on stock returns of domestic
banks in Korea after the Asian crises, whereas we look at
the role of foreign equity on the corporate orientation and
internal cost management of domestic banks in Portugal.

Corporate governance research also recognises the
essential role played by the board of directors in sustaining
an effective organisation (Jensen, 1993). We add a spe-
cial angle to this issue by examining the case of outside
board members representing a foreign corporate gover-
nance system, and claim that outside board members have
a particularly important role to play with respect to moni-
toring companies in countries that have undergone recent
financial liberalisation as is the case of Portugal. Oxelheim
and Randøy (2003) also stress the importance of analysing
the influence of foreign board membership on the activity
of domestic firms in countries that have undergone recent
financial liberalisation. Their study focuses on the influ-
are bound by law to have a two-tier system with employee
representation on their boards. Choi and Hasan (2005)

4 Two countries in Europe that have undergone a process of financial lib-
eralisation are Portugal and Italy. Data on corporate governance of banks
are generally maintained by central banks that limit access to in-house
researchers. In the case of the present study access to proprietary data
maintained by the Central Bank of Portugal turned out to be determinant
for undertaking the study. If data becomes available then the basic hypoth-
esis advanced by Horngren et al. (2005) can be tested in other contexts as
well.
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lso analyse the influence of foreign directors on the stock
arket returns of banks headquartered in Koreas, where

egulatory authorities demand a board structure in which
wo thirds of the members are insiders along with the
stablishment of an audit committee. Our study focuses on
he influence of foreign board members on the corporate
trategy and internal cost management of domestic banks
n Portugal, where regulatory authorities recommend the
ppointment of a minimum of three directors, two of which
ust be executives and one non-executive.5

The structural transformation in the financial sector
aises important questions about the role played by foreign
articipants and how their presence affects the corpo-
ate orientation and internal cost management of domestic
anks. Thus, it reinforces the interest in the analysis of
he two internal corporate governance mechanisms (equity
nd board of directors) from this perspective (foreign
lement).6 Additionally, there is practically no research on
anagement accounting practices in small countries like

ortugal, contributing to the existing literature on manage-
ent accounting practices across the world. The fact that

he authors are based in Portugal also brings an element of
he researcher’s logic into the study.

. The influence of foreign equity and board
embers: The hypotheses

The corporate governance literature suggests that firm
erformance depends on some factors such as the structure
f equity and the quality of the monitoring and decision-
aking undertaken by its board of directors (Seal, 2006). In
ost cases, foreign equity holders tend to be institutional

nvestors who have a better understanding of demand and
upply conditions on a global basis. Foreign equity owners
nd board members can force domestic banks to move away
rom traditional interest-based business to non-interest-
ased business as they better informed about state of the
rt techniques in the banking business. When allowed, such
oreign equity and board membership, can simultaneously
mprove the bank’s strategic and operational practices and
xternal monitoring. Therefore, we expect an increase in
oreign equity and board membership to have a negative
nfluence on traditional lines of banking business and a
ositive influence on non-traditional lines of business.7

ypothesis 1. There is a negative relationship between

oreign equity and board membership and interest mar-
in and a positive relationship between foreign equity and
oard membership and non-interest margin.

5 Ministry of Finance (2007), Article 15 of “Regime Geral das Instituições
e Crédito e Sociedade Financeiras”.
6 We abstract from the analysis of the joint influence of equity and board
embership. This is certainly a fruitful area for future research.
7 Traditional sources of income in banking relate to interest margin,
hich is equivalent to the contribution margin in the manufacturing enter-
rise. Non-interest margin relates to revenues derived from provision of
ervices. Operating costs refer to staff, advertising and depreciation. Pro-
isions for loan losses reflect bank management’s expectations of losses
n current loan portfolio. These definitions are based on Saunders and
ornett (2003, p. 39).
Accounting Research 20 (2009) 6–17 9

In the corporate governance literature, outside direc-
tors are often seen as value enhancing as they are not
subject to the same potential conflicts of interest that are
likely to affect the judgments of the insiders. Foreign out-
side directors are likely to be even more independent and
have fewer conflicts of interest than local outside directors.
Their experienced insights and understanding of markets
and competition beyond the local environment can bring
a value enhancing perspective to management (Burns and
Scapens, 2000). Even the simple advice and counselling to
top management from alternative, independent and expe-
rienced sources makes it plausible to assume that foreign
directors can provide performance enhancing benefits to
the local banks. For example, Oxelheim and Randøy (2003)
investigate value effects of a foreign-based board of director
on firms and report a significantly higher Tobin’s Q for those
firms that allow foreign directors to sit on their board.8 Choi
and Hasan (2005) investigate the influence of foreign equity
holders and board members and find a positive influence of
foreign equity on the stock market performance of domestic
banks in Korea. In this paper we are interested in the bene-
fits at the operational cost level that includes both standard
fixed and variable costs and total cost levels that include
other costs not considered in operational costs (Saunders
and Cornett, 2003).

Hypothesis 2. There is a negative relationship between
foreign equity and board membership and both operation
and total costs.

Risk management practices brought by foreign board
members can ultimately enhance the overall sound-
ness of the domestic banking system.9 Foreign directors
can encourage the adoption of sophisticated risk-based
practices when lending and managing credit portfolios,
defending higher credit provisioning. Foreign equity own-
ers and board members may also be more willing to address
the deterioration of asset quality, tolerating lower profits
in order to build longer-term institutional strength. Thus,
foreign equity owners and directors may force increases
in the provision for credit losses, thereby reducing prof-
its and ultimately overall accounting performance (see for
example Cobb et al., 1995).

Hypothesis 3. There is a positive relationship between
foreign equity and board membership and provisions for
credit losses.

4. Data and method

This study uses a proprietary dataset that comprises 44
banks headquartered in Portugal covering a time frame
between 1996 and 2004. Prior to 1996, there were few

banks and presence of foreign equity and board mem-
bers was also limited. To construct the variables used in
this analysis, we compiled data on corporate orientation
and cost variables (dependent variables), equity and board

8 We are unable to use Tobin’s Q as many banks are not listed on the
stock exchange.

9 The classical tool available to bank managers to manage risk is the
constitution of provisions for credit losses (Saunders and Cornett, 2003).
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Table 1
Description of dependent and independent variables.

Variable Description

Dependent variables
INTMRG Ratio of net interest income to total average assets
NINTMRG Ratio of net non-interest income to total average assets
OPCOST Ratio of operating expenses to total average assets
TCOST Ratio of total costs to total average assets
PCLTC Ratio of provisions for credit losses to total credit

Independent variables
DFOS Dummy variable that takes a value of 1 if there is any level of foreign ownership in the bank and 0 otherwise
FOSP Percentage of foreign ownership
DFBRD Dummy variable that takes a value of 1 if there is any foreign director on the board and 0 otherwise
FBRDP Percentage of foreign directors to total directors on the board
FBRDN Number of foreign directors on the board
DFPRS Dummy variable that takes a value of 1 if the president of the board is foreign and 0 otherwise
DFTOPBRD Dummy variable that takes a value of 1 if the president and/or any of the vice-president of the board is foreign and 0 otherwise

Controls
CAP Ratio of the book value of shareholder equity to total assets
SEC Ratio of securities to total assets
CRED Ratio of total credit to total assets
FIX Ratio of fixed assets (minus accumulated depreciation and provisions) to total assets
PROV Ratio of specific and general provisions to total assets
OPCOST Ratio of operating expenses to total average assets

DEP Ratio of client deposits to total assets
LIQ Ratio of cash and liquid assets to total assets
OVDCRED Ratio of overdue credit to total credit

members (independent variables), and a set of accounting
ratios to control our results (independent variables) used by
Claessens et al. (2001) and Choi and Hasan (2005). Specifi-
cally, we use contribution margin to total assets (INTMRG)
and non-contribution margin to total assets (NINTMRG) as
proxies for corporate orientation. Banks oriented towards
the retail market will derive higher revenues from the
contribution margin whereas banks oriented towards the
investment banking type of operations will derive larger

revenues from non-contribution margin. We use the ratios
of operating costs to total assets (OPCOST) and total costs to
total assets (TCOST) as proxies for costs; and provisions for
credit losses to total credit (PCLTC) as proxy for risk man-

Table 2
Descriptive statistics on selected variables for all banks between 1996 and 2004.

Mean Median Minim

INTMRG 0.03 0.02 −0.01
NINTMRG 0.02 0.01 −0.03
OPCOST 0.03 0.02 0.00
TCOST 0.12 0.09 0.00
PCLTC 0.04 0.03 0.00
DFOS 0.19 0.00 0.00
FOSP 0.05 0.00 0.00
DFBRD 0.41 0.00 0.00
FBRDP 0.09 0.00 0.00
FBRDN 0.92 0.00 0.00
DFPRS 0.00 0.00 0.00
DFTOPBRD 0.10 0.00 0.00
CAP 0.13 0.08 −0.26
SEC 0.16 0.11 0.00
CRED 0.47 0.48 0.00
FIX 0.06 0.04 0.00
PROV 0.02 0.01 0.00
DEP 0.38 0.37 0.00
LIQ 0.06 0.04 0.00
OVDCRED 0.04 0.02 0.00
agement practices. Saunders and Cornett (2003) consider
these aggregates as relevant for income and cost analysis of
financial institutions. These variables and the independent
variables referred below are summarised in Table 1.

In order to investigate the influence of foreign equity
and board membership on corporate strategy and internal
costs, we assembled seven independent variables. Foreign
equity is measured as a dummy that assumes a value of 1 in
each year if any percentage of equity is owned by a foreign

shareholder, but in other cases 0 (DFOS) and a continuous
variable reporting the share of equity owned by foreigners
in each year (FOSP). Additionally, we used five variables to
quantify foreign board membership: a dummy that takes

um Maximum S.D. N

0.19 0.02 288
0.11 0.02 288
0.22 0.02 288
0.62 0.10 288
0.68 0.06 288
1.00 0.40 288
0.50 0.12 288
1.00 0.49 288
0.58 0.12 288

10.00 1.77 288
1.00 0.06 288
1.00 0.30 288
0.97 0.16 288
0.84 0.17 288
0.99 0.28 288
0.51 0.07 288
0.13 0.02 288
0.90 0.27 288
0.92 0.09 288
0.67 0.06 288
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Table 3
Descriptive statistics on selected variables for banks with and without foreign equity between 1996 and 2004.

Banks with foreign equity Banks without foreign equity t-testa

Mean Median Min Max S.D. Mean Median Min Max S.D. t Sig. (2-tailed)

INTMRG 0.02 0.02 0.00 0.04 0.01 0.03 0.02 −0.01 0.19 0.03 −3.61 0.00
NINTMRG 0.01 0.01 0.00 0.02 0.01 0.02 0.01 −0.03 0.11 0.02 −6.76 0.00
OPCOST 0.01 0.02 0.00 0.03 0.01 0.03 0.02 0.00 0.22 0.03 −8.09 0.00
TCOST 0.07 0.07 0.00 0.16 0.03 0.14 0.10 0.02 0.62 0.11 −7.89 0.00
PCLTC 0.03 0.02 0.01 0.09 0.02 0.04 0.03 0.00 0.68 0.07 −2.47 0.01
DFOS 1.00 1.00 1.00 1.00 0.00 – – – – – – –
FOSP 0.25 0.20 0.01 0.50 0.14 – – – – – – –
DFBRD 0.54 1.00 0.00 1.00 0.50 0.38 0.00 0.00 1.00 0.49 2.16 0.03
FBRDP 0.15 0.11 0.00 0.44 0.17 0.07 0.00 0.00 0.58 0.10 3.47 0.00
FBRDN 2.00 1.00 0.00 10.00 2.61 0.66 0.00 0.00 8.00 1.39 3.70 0.00
DFPRS 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 1.00 0.07 −1.00 0.32
DFTOPBRD 0.05 0.00 0.00 1.00 0.23 0.11 0.00 0.00 1.00 0.32 −1.59 0.11
CAP 0.06 0.06 0.01 0.14 0.03 0.15 0.08 −0.26 0.97 0.17 −7.09 0.00
SEC 0.09 0.07 0.00 0.39 0.08 0.18 0.12 0.00 0.84 0.18 −5.15 0.00
CRED 0.53 0.57 0.08 0.98 0.23 0.46 0.45 0.00 0.99 0.29 1.87 0.06
FIX 0.06 0.05 0.00 0.16 0.05 0.06 0.04 0.00 0.51 0.07 0.30 0.76
PROV 0.01 0.01 0.00 0.03 0.01 0.02 0.01 0.00 0.13 0.02 −2.01 0.05
DEP 0.36 0.40 0.00 0.73 0.20 0.38 0.36 0.00 0.90 0.29 −0.65 0.52
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IQ 0.03 0.03 0.00 0.11 0.02 0
VDCRED 0.03 0.02 0.00 0.14 0.03 0

56

value of 1 in each year if there is any foreign director
n the board, or 0 in other cases (DFBRD); a continuous
ariable reporting the percentage of foreign directors on
he board in each year (FBRDP); a continuous variable that
epresents the number of foreign directors on the board in
ach year (FBRDN); a dummy variable that assumes a value
f 1 in each year if the president of the board is foreign,
r 0 in other cases (DFPRS); and a dummy variable that

akes a value of 1 in each year if the president and/or any
ice-president of the board is foreign, or 0 in other cases
DFTOPBRD).

Other accounting variables, namely equity to total assets
CAP); securities to total assets (SEC); credit to total assets

able 4
escriptive statistics on selected variables for banks with and without foreign bo

Banks with foreign board membership Banks wit

Mean Median Min Max S.D. Mean

NTMRG 0.02 0.02 −0.01 0.13 0.02 0.03
INTMRG 0.02 0.01 −0.01 0.07 0.02 0.02
PCOST 0.02 0.02 0.00 0.08 0.02 0.03
COST 0.14 0.09 0.00 0.62 0.13 0.11
CLTC 0.04 0.03 0.01 0.67 0.06 0.04
FOS 0.26 0.00 0.00 1.00 0.44 0.15
OSP 0.08 0.00 0.00 0.50 0.15 0.03
FBRD 1.00 1.00 1.00 1.00 0.00 –
BRDP 0.22 0.20 0.09 0.58 0.09 –
BRDN 2.27 1.00 1.00 10.00 2.16 –
FPRS 0.01 0.00 0.00 1.00 0.09 –
FTOPBRD 0.25 0.00 0.00 1.00 0.43 –
AP 0.13 0.09 −0.26 0.74 0.14 0.13
EC 0.18 0.13 0.00 0.78 0.16 0.15
RED 0.48 0.48 0.00 0.98 0.27 0.46
IX 0.06 0.04 0.00 0.30 0.06 0.06
ROV 0.02 0.01 0.00 0.10 0.01 0.02
EP 0.37 0.36 0.00 0.87 0.24 0.38
IQ 0.05 0.03 0.00 0.32 0.06 0.06
VDCRED 0.04 0.02 0.00 0.66 0.07 0.04
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0.04 0.00 0.92 0.10 −4.29 0.00
0.03 0.00 0.67 0.07 −2.78 0.01

232

(CRED); fixed assets to total assets (FIX); provisions to total
assets (PROV); operating costs to total assets (OPCOST);
client deposits to total assets (DEP); cash and liquid assets
to total assets (LIQ); and overdue credit to total credit
(OVDCRED) are included in the analysis to control for the
influence of foreign equity and board membership.

Table 2 presents the descriptive statistics of the variables
used in the study. We can observe that mean values for

the percentages of foreign equity and foreign board mem-
bership are 5% and 9%, respectively. We also report the
descriptive statistics and the t-test for equality of means
between banks with and without foreign equity (Table 3)
and between banks with and without foreign board mem-

ard members between 1996 and 2004.

hout foreign board membership t-testa

Median Min Max S.D. t Sig. (2-tailed)

0.02 −0.01 0.19 0.03 −3.19 0.00
0.01 −0.03 0.11 0.02 0.73 0.47
0.02 0.00 0.22 0.03 −2.62 0.01
0.09 0.02 0.57 0.08 2.23 0.03
0.03 0.00 0.68 0.06 −0.38 0.71
0.00 0.00 1.00 0.36 2.13 0.03
0.00 0.00 0.43 0.08 2.95 0.00
– – – – – –
– – – – – –
– – – – – –
– – – – – –
– – – – – –
0.08 −0.04 0.97 0.17 0.04 0.97
0.09 0.00 0.84 0.18 1.22 0.22
0.48 0.00 0.99 0.29 0.61 0.54
0.04 0.00 0.51 0.07 −0.25 0.80
0.01 0.00 0.13 0.02 −0.80 0.42
0.42 0.00 0.90 0.29 −0.55 0.58
0.04 0.00 0.92 0.11 −1.25 0.21
0.03 0.00 0.67 0.06 −0.76 0.45

171
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Table 5
Regressions for foreign equity (dummy variable).

INTMRG NINTMRG OPCOST TCOST PCLTC

DFOS −0.02 −0.03 −0.01a −0.04a −0.01
(−0.89) (−1.09) (−3.53) (−3.16) (−1.67)

CAP 0.008 −0.001 0.069a 0.047 −0.130a

(0.99) (−0.12) (8.16) (1.33) (−5.90)

SEC 0.00 0.01 −0.03a 0.18a 0.02
(0.13) (1.76) (−3.31) (4.61) (0.93)

CRED 0.020a −0.014b 0.002 −0.056 0.012
(3.25) (−2.45) (0.23) (−1.82) (0.81)

FIX −0.03 −0.01 0.02 0.49a 0.47a

(−1.45) (−0.71) (1.07) (5.43) (9.93)

PROV 0.89a 0.15 0.13 1.89a –
(7.88) (1.43) (0.96) (3.30) –

OPCOST 0.31a 0.39a – – 0.55a

(6.32) (8.52) – – (3.75)

DEP −0.02a −0.01 −0.00 −0.08a −0.00
(−3.70) (−1.79) (−0.41) (−4.2) (−0.39)

LIQ 0.00 −0.02 0.01 0.10 0.05
(0.36) (−1.49) (0.42) (1.68) (1.42)

OVDCRED −0.11a −0.04 0.06b −0.39a –
(−4.29) (−1.54) (2.12) (−3.06) –

INTERCEPT 0.004 0.014a 0.018a 0.101a 0.005
(0.85) (3.01) (3.13) (4.27) (0.37)

N 288 288 288 288 288
Adj. R2 0.59 0.32 0.35 0.39 0.35
F 42.11a 14.66a 18.37a 21.12a 20.08a

a 1% level of significance.
b 5% level of significance.

Table 6
Regressions for foreign equity (percentage).

INTMRG NINTMRG OPCOST TCOST PCLTC

FOSP −0.02 −0.01 −0.03a −0.12b −0.05
(−1.81) (−1.25) (−3.14) (−2.59) (−1.82)

CAP 0.01 −0.00 0.07a 0.02 −0.13a

(0.90) (−0.14) (8.27) (1.48) (−5.95)

SEC −0.001 0.013 −0.030a 0.187a 0.022
(−0.09) (1.74) (−3.16) (4.74) (0.91)

CRED 0.021a −0.013b 0.004 −0.046 0.014
(3.44) (−2.30) (0.60) (−1.48) (0.93)

FIX −0.025 −0.012 0.021 0.484a 0.467a

(−1.41) (−0.73) (0.96) (5.29) (9.92)

PROV 0.87a 0.14 0.09 1.77a –
(7.60) (1.28) (0.67) (3.03) –

OPCOST 0.31a 0.39a – – 0.55a

(6.23) (8.56) – – (3.75)

DEP −0.02a −0.01 −0.00 −0.09a −0.01
(−3.95) (−1.91) (−0.68) (−4.25) (−0.58)

LIQ 0.00 −0.02 0.01 0.11 0.06
(0.33) (−1.47) (0.56) (1.82) (1.49)

OVDCRED −0.11a −0.04 0.07b −0.36a –
(−4.24) (−1.47) (2.34) (−2.85) –

INTERCEPT 0.01 0.01a 0.02a 0.10a 0.01
(1.11) (3.05) (2.93) (4.04) (0.38)

N 288 288 288 288 288
Adj. R2 0.59 0.32 0.35 0.38 0.35
F 42.73a 14.71a 17.93a 20.52a 20.19a

a 1% level of significance.
b 5% level of significance.
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Table 7
Regressions for foreign board membership (dummy variable).

INTMRG NINTMRG OPCOST TCOST PCLTC

DFBRD −0.01a 0.01b −0.01b 0.03a 0.00
(−3.47) (2.26) (−2.41) (2.85) (0.35)

CAP 0.01 −0.00 0.08a 0.07b −0.13a

(1.46) (−0.23) (9.18) (2.01) (−5.76)

SEC 0.01 0.01 −0.02b 0.20a 0.03
(0.71) (1.95) (−2.22) (5.19) (1.42)

CRED 0.02a −0.02a 0.01 −0.06b 0.01
(3.74) (−2.69) (0.62) (−2.04) (0.91)

FIX −0.03 −0.02 0.02 0.46a 0.46a

(−1.53) (−0.88) (0.75) (5.09) (9.78)

PROV 0.875a 0.18 0.140 2.154a –
(7.85) (1.66) (1.01) (3.73) –

OPCOST 0.29a 0.42a – – 0.62a

(6.22) (9.24) – – (4.27)

DEP −0.01a −0.01 0.00 −0.08a −0.00
(−3.67) (−1.71) (0.02) (−3.79) (−0.19)

LIQ 0.00 −0.02 0.01 0.13b 0.06
(0.36) (−1.34) (0.69) (2.10) (1.59)

OVDCRED −0.10a −0.04 0.07 −0.37a –
(−4.19) (−1.59) (2.40) (−2.90) –

INTERCEPT 0.004 0.011b 0.013b 0.073a −0.004
(0.97) (2.57) (2.33) (3.19) (−0.26)

N 288 288 288 288 288
Adj. R2 0.60 0.33 0.34 0.38 0.34
F 44.94a 15.25a 17.24a 20.78a 19.56a

a 1% level of significance.
b 5% level of significance.

Table 8
Regressions for foreign board membership (percentage).

INTMRG NINTMRG OPCOST TCOST PCLTC

FBRDP −0.03a 0.01 −0.03b 0.12a 0.00
(−3.68) (1.55) (−2.58) (3.01) (0.04)

CAP 0.01 −0.00 0.08a 0.08b −0.13a

(1.29) (−0.07) (9.03) (2.217) (−5.75)

SEC 0.00 0.02b −0.02b 0.21a 0.03
(0.39) (2.15) (−2.45) (5.48) (1.45)

CRED 0.02a −0.02a 0.01 −0.06b 0.01
(3.82) (−2.62) (0.68) (−2.10) (0.95)

FIX −0.03 −0.013 0.01 0.48a 0.46a

(−1.66) (−0.79) (0.63) (5.24) (9.79)

PROV 0.85a 0.18 0.12 2.25a –
(7.64) (1.67) (0.87) (3.88) –

OPCOST 0.26a 0.42a – – 0.61a

(6.16) (9.09) – – (4.21)

DEP −0.02a −0.01 −0.00 −0.07a −0.00
(−3.99) (−1.55) (−0.21) (−3.53) (−0.19)

LIQ 0.01 −0.02 0.01 0.13b 0.06
(0.45) (−1.39) (0.75) (2.04) (1.58)

OVDCRED −0.10a −0.04 0.08b −0.38a –
(−4.09) (−1.60) (2.47) (−2.99) –

INTERCEPT 0.01 0.01b 0.01b 0.07a −0.00
(1.20) (2.52) (2.48) (2.98) (−0.22)

N 288 288 288 288 288
Adj. R2 0.61 0.33 0.34 0.38 0.34
F 45.30a 14.84a 17.38a 20.95a 19.54a

a 1% level of significance.
b 5% level of significance.
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bership (Table 4). We can observe striking differences
across several variables in the groups that have accommo-
dated foreign equity and board membership. In the case of
foreign equity, banks do not differ when it comes to having
a foreign CEO or board member. In the case of foreign board
membership, banks differ in interest margin but not in non-
interest margin. Correlations not reported here between
some of the seven variables related to foreign equity and
foreign board membership were found not to be linearly
dependent.

The model is defined as Iit = ˛0 + ˇFit + �Cit + εit, where
Iit is a vector of the dependent variables for bank i at time
t, Fit represents one of the seven variables measuring for-
eign ownership and board membership of domestic bank i
at time t – i.e., DFOS, FOSP, DFBRD, FBRDP, FBRDN, DFPRS
and DFTOPBRD – and Cit is the set of bank-specific control
variables for i at time t. Finally, ˛0 is a constant, ˇ and � are
coefficients and εit is an error term. This model is estimated
through the ordinary least squares (OLS) regression. We
are interested in estimating the effect of foreign equity and
board members on the corporate strategy and internal costs
of domestic banks. So in order to evaluate potential reverse
causality we also estimate the relation through two-stage
least-square (2SLS) by using size as the instrument as rec-
ommended by Oxelheim and Randøy (2003).

The empirical examination in a single host country con-

trols for unobserved host country effects that can obscure
the bank-specific factors of interest to the study. However,
we are aware that our results apply only to banks that have
operations in Portugal. Pooling of the data masks relation-
ships between dependent and independent variables that

Table 9
Regressions for foreign board membership (number).

INTMRG NINTMRG

FBRDN −0.01a 0.00
(−2.91) (1.41)

CAP 0.01 0.00
(0.96) (0.07)

SEC 0.00 0.02b

(0.42) (2.14)

CRED 0.02a −0.01b

(3.43) (−2.48)

FIX −0.02 −0.02
(−1.37) (−0.94)

PROV 0.89a 0.16
(8.04) (1.51)

OPCOST 0.30a 0.42a

(6.33) (9.06)

DEP –0.02a −0.00
(−3.79) (−1.62)

LIQ 0.01 −0.02
(0.40) (−1.38)

OVDCRED −0.11a −0.03
(−4.45) (−1.43)

INTERCEPT 0.00 0.01b

(0.99) (2.59)

N 288 288
Adj. R2 0.60 0.32
F 44.04a 14.77a

a 1% level of significance.
b 5% level of significance.
Accounting Research 20 (2009) 6–17

differ from one bank to another. One alternative is to use
a fixed effects model at the expense of losing significant
degrees of freedom. Alternatively if one is willing to assume
that banks differ not in terms of their means but their vari-
ances then a random effects model could also be estimated.
Since the time period under analysis is short, it appears
reasonable to assume that the model’s parameters are sta-
tionary over time and hence tests of non-stationarity were
not conducted. The use of these alternative estimation pro-
cedures constitutes a promising avenue for future research.

5. Empirical findings

The key regression estimates of our proposed relation-
ship between foreign equity, foreign board membership
and bank performance are reported in Tables 5–11. The
results indicate that foreign equity – dummy (DFOS) and
share (FOSP) is significantly related to operating costs
(negative), total costs (negative) and provisions for credit
losses (negative). The dummy for foreign director (DFBRD)
is significantly related to interest margin (negative), non-
interest margin (positive), operating costs (negative) and
total costs (positive); the percentage of foreign directors
(FBRDP) and the number of foreign directors (FBRDN)
are significantly related to interest margin (negative),
operating costs (negative) and total costs (positive); the

dummy for foreign president (DFPRS) is significantly
related to interest margin (negative) and provisions for
credit losses (positive); and the foreign top director dummy
(DFTOPBRD) is significantly related to total costs (positive)
and provisions for credit losses (positive). Thus, we do not

OPCOST TCOST PCLTC

−0.01b 0.01b −0.00
(−2.05) (2.25) (−0.63)

0.074a 0.08b −0.13a

(8.75) (2.36) (−5.77)

−0.023b 0.21a 0.03
(−2.44) (5.45) (1.45)

0.00 −0.05 0.01
(0.41) (−1.79) (0.98)

0.02 0.45a 0.46a

(0.85) (4.94) (9.81)

0.16 2.05a –
(1.16) (3.54) –

– – 0.56a

– – (4.13)

0.00 −0.07a −0.00
(−0.08) (−3.66) (−0.22)

0.01 0.13b 0.06
(0.73) (2.04) (1.57)

0.07b −0.34a –
(2.20) (−2.68) –

0.013b 0.07a −0.00
(2.36) (3.13) (−0.12)

288 288 288
0.33 0.38 0.34
16.97a 20.22a 19.62a
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Table 10
Regressions for foreign president.

INTMRG NINTMRG OPCOST TCOST PCLTC

DFPRS −0.06a −0.02 0.03 0.13 0.500a

(−3.12) (−1.06) (1.04) (1.28) (11.849)

CAP 0.01 −0.00 0.08a 0.08b −0.070a

(0.73) (−0.13) (9.09) (2.20) (−3.76)

SEC 0.00 0.02b −0.02b 0.21a 0.014
(0.55) (2.19) (−2.51) (5.41) (0.74)

CRED 0.02a −0.02b 0.00 −0.05 0.01
(3.19) (−2.47) (0.37) (−1.64) (0.89)

FIX −0.03b −0.02 0.02 0.48a 0.37a

(−1.86) (−0.93) (0.80) (5.16) (9.53)

PROV 0.91a 0.164 0.16 1.99a −
(8.16) (1.53) (1.15) (3.44) –

OPCOST 0.33a 0.41a – – 0.33a

(6.93) (8.99) – – (2.82)

DEP −0.02a −0.01 0.00 −0.07a 0.01
(−3.92) (−1.76) (0.08) (−3.61) (0.48)

LIQ 0.01 −0.02 0.01 0.12* 0.03
(0.67) (−1.32) (0.69) (1.88) (0.83)

OVDCRED −0.08a −0.03 0.06* −0.43a –
(−2.85) (−0.99) (1.75) (−3.08) –

INTERCEPT 0.00 0.01a 0.01b 0.08a 0.00
(0.52) (2.79) (2.12) (3.44) (0.39)

N 288 288 288 288 288
Adj. R2 0.60 0.32 0.33 0.37 0.56
F

r
o
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r
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t
e
a
s
m
b
t
e
c
1
i
F
d
o
a

o
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44.35a 14.64a

a 1% level of significance.
b 5% level of significance.

eject Hypotheses 1–3. In the 32-stage least regressions,
nly five regressions did not show signs of variables con-
istent with OLS estimates. Insofar as significant relations
re concerned, only four variables produced inconsistent
esults suggesting that reverse causality is not a problem.

Concentrating on the foreign equity variables
Tables 5 and 6), there is a statistically strong nega-
ive relationship between the existence (DFOS) and the
xtent (FOSP) of foreign equity and bank costs (operating
nd total costs). The operating costs and total costs regres-
ions show that the coefficients for FOSP have a higher
agnitude than the coefficients for DFOS. Additionally,

oth foreign equity variables have a stronger impact on
otal costs than on operating costs. For example, the
xistence of foreign equity implies a reduction in total
osts of 4.1%, while operating costs decline 1.1%; and a
percentage point of foreign equity implies a reduction

n total costs of 12%, while operating costs decline 3.2%.
oreign equity thus creates an environment that is con-

ucive to cost reduction that is achieved by transferring
r requiring top management to adopt certain operational
nd management strategies.10

10 Choi and Hasan (2005) found a positive influence of foreign equity
n the performance and stock market returns of banks headquartered in
orea.
16.44a 19.61a 46.92a

Focusing on foreign board member variables
(Tables 7–11) we also observe strong relationships.
We find that most of the foreign board membership
variables (in particular, DFBRD, FBRDP, FBRDN and DFPRS)
are significantly and negatively related to interest margin.
Inversely, almost all variables (more specifically, DFBRD,
FBRDP, FBRDN and DFTOPBRD) are positively related to
non-interest margin, although only the foreign director
dummy has a significant relation. The coefficients of
foreign board member variables in interest margin regres-
sions have a higher magnitude than the coefficients of the
same variables in non-interest margin regressions. Foreign
board membership reduces the interest margin by 0.7%
on average and increases the non-interest margin 0.4%.
Similar relationships can be observed in regressions for
the share and number of foreign directors in the overall
board structure. A foreign CEO reduces the interest margin
by 6.0%. The decline in interest margin associated with
the presence of foreign board members supports the view
that a higher level of foreign monitoring reduces domestic
banking dependence on traditional areas of business.
Despite the less significant relationship with non-interest
margin, the presence of foreign directors seems to lead

to an increase in revenues from non-traditional banking
sources.

Furthermore, except in the case of foreign president
dummy, the foreign board member variables are negatively
related to operating costs and most of these are signifi-
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Table 11
Regressions for foreign top directors on the board.

INTMRG NINTMRG OPCOST TCOST PCLTC

DFTOPBRD −0.01 0.01 0.00 0.05a 0.02
(−1.47) (1.51) (−0.12) (3.23) (1.82)

CAP 0.01 0.00 0.076a 0.071b −0.13a

(1.13) (−0.03 (9.01) (2.06) (−5.82)

SEC 0.00 0.02b −0.02b 0.21a 0.031
(0.48) (2.06) (−2.46) (5.36) (1.35)

CRED 0.02a −0.01b 0.00 −0.04 0.02
(3.06) (−2.21) (0.31) (−1.28) (1.14)

FIX −0.03b −0.01 0.02 0.49a 0.47a

(−1.67) (−0.73) (0.70) (5.37) (9.95)

PROV 0.92a 0.15 0.17 1.88a −
(8.06) (1.38) (1.19) (3.27) –

OPCOST 0.32a 0.41a – – 0.61a

(6.65) (8.97) – – (4.28)

DEP −0.01a −0.01 0.00 −0.08a −0.01
(−3.43) (−1.85) (0.01) (−4.15) (−0.41)

LIQ 0.01 −0.02 0.01 0.11 0.05
(0.56) (−1.51) (0.77) (1.76) (1.46)

OVDCRED −0.11a −0.03 0.07b −0.35a –
(−4.30) (−1.46) (2.32) (−2.77) –

INTERCEPT 0.00 0.01a 0.01b 0.07a −0.01
(0.69) (2.69) (2.10) (3.22) (−0.34)

N 288 288 288 288 288
Adj. R2 0.59 0.33 0.32 0.39 0.35

F 42.45a 14.82a

a 1% level of significance.
b 5% level of significance.

cant suggesting that having foreign directors on the board
brings diversity of knowledge, expertise and objectivity
and, consequently, reduction in internal costs. Neverthe-
less, unlike in the foreign equity regressions and contrary
to our expectations, we do not find a negative relation-
ship between any foreign board member variable and total
costs. Most of these variables are positively associated
with total costs. A possible explanation for this relation-
ship is the fact that our proxy of total costs includes the
cost of funds, which on average represents more than
50% of the indicator for all banks in the sample. This
leads to the conclusion that the presence of foreign board
members does not reduce costs of funding for domestic
banks.

The regressions also indicate that a foreign president
(significant) and foreign top director dummies are posi-
tively related to our risk variable (PCLTC). Although the
mere existence of foreign directors does not affect the
level of provisions, the presence of a president with major
influence on the board seems to promote the adoption of
more prudent practices in the lending and management of
credit risk. With a leading foreign element on the board
banks seem to be more willing to address the deterio-

ration of asset quality and, consequently, their practices
appear to lead to higher levels of provisions for credit losses.
On the other hand, foreign equity variables are negatively
related to provisions for credit losses (low significance),
which could mean that foreign investors are more inter-
16.26a 21.20a 20.18a

ested in bank profitability and less concerned with asset
quality.

Our results indicate that the presence of foreign equity
and board members forces banks to re-orient the corporate
strategy and reduce operating and total costs. Foreign board
members’ independence appears to play an important role
in the corporate orientation and internal cost management
of domestic banks.

6. Summary, implications and conclusions

CIMA and management accounting scholars and com-
mentators are currently promoting the notion that
corporate governance links directly to the strategic dimen-
sion of firms, and indirectly to the cost dimension of firms.
As this is an emerging topic, it has received limited atten-
tion to date. This paper makes an initial contribution to this
literature by examining the influence of foreign equity and
board members – two approaches that can be used to signal
compliance with a “good” corporate governance system –
on the corporate orientation and internal cost management
of domestic banks.

The findings indicate that there is a negative and statis-

tically significant relationship between the foreign equity
and the internal costs of banks. Evidence shows that
the mere existence of foreign equity reduces operating
and total costs, probably because foreign equity own-
ers enhance monitoring activity and influence the bank
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anagement to adopt more efficient strategic and opera-
ional practices. There is also a negative and statistically
ignificant relationship between foreign board members
nd operating costs consistent with the view that foreign
oard members bring diversity of knowledge, expertise and
bjectivity and, consequently, improvements in organisa-
ional structure and operational efficiency. Unlike foreign
quity, foreign board membership has a positive influence
n total costs. One possible explanation is that foreign
oard members may be more costly to hire. Furthermore,
ost of the foreign board member variables are nega-

ively related to interest margin and positively related to
on-interest margin. This supports the idea that foreign
irectors bring new perspectives to the domestic banking
ctivity reducing their dependence on traditional areas of
usiness as they seek other sources of business. Finally,
ur results indicate that presence of a foreign president
mproves provisions for credit losses. A director with major
nfluence on the board seems to be more willing to address
he deterioration of asset quality, supporting more prudent
ractices in managing credit risk. This approach contributes
o the possible enhancement of the overall soundness of the
omestic banking system.

Corporate governance assumes significant importance
n the promotion of financial stability as a means of encour-
ging banks to effectively identify, monitor and manage
heir business risks and therefore banking supervisors are
lacing greater emphasis on this issue. In the particu-

ar case of Portugal that has undergone recent financial
iberalisation and is progressively adopting “good” corpo-
ate governance practices we propose that foreign equity
nd board membership benefited domestic banks from the
trategic and the cost management dimension.

In future extensions of this study, it would be desirable
o empirically examine the main hypothesis tested in this
aper in other markets that have undergone similar natural
xperiments in liberalisation. If larger datasets are available
hen it would also be desirable to empirically investigate
he joint influence of foreign equity and board membership
n the corporate orientation and management of internal
osts in domestic banks. The existing literature on corpo-
ate governance recognises the role of outside directors in
verseeing the corporate strategy of firms and influencing
he management of internal costs. The findings of this study

uggest that foreign outside directors and equity can also
nfluence the strategic and the cost management dimen-
ions of the functioning of banks. In markets experiencing
ncreasing globalisation the foreign element of corporate
overnance will remain a fruitful area for future research.
Accounting Research 20 (2009) 6–17 17
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Claessens, S., Demirgüç-Kunt, A., Huizinga, H., 2001. How does for-
eign entry affect domestic banking markets? Journal of Banking and
Finance 25 (1), 891–911.

Cobb, I., Helliar, C., Innes, J., 1995. Management accounting change in a
bank. Management Accounting Research 6 (2), 155–175.

Edwards, J., Nibler, M., 2000. Corporate governance in Germany: the
role of banks and ownership concentration. Economic Policy 15 (31),
238–267.

Feltham, G., Wu, M., 2001. Incentive efficiency of stock versus options.
Review of Accounting studies 6 (1), 7–28.

Horngren, C., Bhimani, A., Foster, G., Datar, S., 2005. Management and Cost
Accounting. Pearson, Harlow, UK.

International Federation of Accountants (IFAC), 2004. Enterprise Gover-
nance: Getting the balance right. IFAC website at http://www.ifac.org.

Jensen, M., 1993. The modern industrial revolution, exit and the failure of
internal control systems. Journal of Finance 48 (3), 831–881.

John, K., Senbet, L., Saunders, A., 2000. A theory of bank regulation and
management compensation. The Review of Financial Studies 13 (1),
95–125.

Lambert, C., Sponem, S., 2005. Corporate Governance and profit manipu-
lation: a French field study. Critical Perspectives in Accounting 16 (6),
717–748.

Lannoo, K., 1999. A European perspective on corporate governance. Journal
of Common Market Studies 37 (2), 269–294.

La Porta, R., Lopez-de-Silanes, F., Shleifer, A., 1999. Corporate ownership
around the world. Journal of Finance 54 (2), 471–517.

Levine, R., 2003. Denying foreign bank entry: implications for bank interest
margins (Central Bank of Chile Working Paper 222).

Ministry of Finance, 2007. Article 15 of the “Regime Geral das Instituições
de Crédito e Sociedades Financeiras”.

O’Connell, B., 2004. Enron.con: ‘He that filches from me my good
name. . .makes me poor indeed’. Critical Perspectives on Accounting
15, 733–749.

Organization for Economic Cooperation and Development (OECD),
2004. Principles of Corporate Governance. OECD website at
http://www.oecd.org.

Oxelheim, L., Randøy, T., 2003. The impact of foreign board membership
on firm value. Journal of Banking and Finance 27 (12), 2369–2392.

Rebérioux, A., 2002. European style of corporate governance at the cross-
roads: the role of worker involvement. Journal of Common Market
Studies 40 (1), 111–134.

Saunders, A., Cornett, M., 2003. Financial Institutions Management: A Risk
Management Approach. McGraw Hill, New York.

Seal, W., 2006. Management accounting and corporate governance: an
institutional interpretation of the agency problem. Management
Accounting Research 17 (4), 389–408.

Shleifer, A., Vishny, R., 1997. A survey of corporate governance. Journal of
Stulz, R., 1999. Globalization, corporate finance and the cost of capital.
Journal of Applied Corporate Finance 12 (1), 8–25.

Tavares, J., 2004. Institutions and economic growth in Portugal: a quanti-
tative exploration. Portuguese Economic Journal 3 (1), 49–79.

Tirole, J., 2001. Corporate governance. Econometrica 69 (1), 1–35.

http://www.cima.org/
http://www.ifac.org/
http://www.oecd.org/

	The influence of foreign equity and board membership on corporate strategy and internal cost management in Portuguese banks
	Introduction
	Corporate governance and the banking sector: The case of Portugal
	The influence of foreign equity and board members: The hypotheses
	Data and method
	Empirical findings
	Summary, implications and conclusions
	References


