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Abstract

This paper explores the relationship between directors’ remuneration
and banks’ performance using extensive panel data for the period
2002—-2021, to be able to make comparisons between the COVID-19
period and the pre-COVID-19 period and also make a comparison with
the Great Financial Crisis born in the US in 2007. The scientific analysis
methodology adopted is based on panel data analysis and the content
analysis approach. The first results of the data analysis allow
highlighting the existence of a significant connection between
the remuneration policies adopted by the US banks with respect to
the results obtained in terms of profitability. These findings can help
banks identify best practices for bank management during the financial
international crisis, as well as provide useful insights to different
categories of stakeholders, including bank regulators and supervisors.

1. INTRODUCTION

One of the most extensive issues in the banking corporate governance
literature continues to be the remuneration of members of the board of
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directors and managers, especially in times of crisis in the financial and
economic system.

In the current period of the COVID-19 pandemic to which
the Ukraine international crisis has been added, which will produce
economic effects already in the short term, banks are called upon to pay
more attention to containing the inevitable negative repercussions on
their performance. In this difficult scenario, attention is growing on
the remuneration of directors and managers. Banks, more than in
the past, are required to review the remuneration structure of their
management to make them financially compatible with the general
situation of financial and economic crisis.

The theory of managerial remuneration derives mainly from agency
theory, within which there is the separation of roles between those who
manage the company and the owners/shareholders of the same. Within
this theoretical scheme, at least two theoretical approaches can be
identified. The dominant approach to studying executive compensation
sees manager remuneration arrangements as a remedy for
the problematic agency. Based on this approach, clearing systems are
designed to provide managers with efficient incentives to maximize
shareholder value. Another approach to studying the remuneration of
directors (e.g., board of directors, top management) focuses on another
link between the agency problems. Specifically, the board of directors’
remuneration is seen not only as a potential tool to try to solve the
agency problem but also as a structural part of the agency problem.
As numerous studies have acknowledged, some features of remuneration
contracts seem to reflect the pursuit of managerial characteristics rather
than the provision of efficient incentives.

Therefore, it is important to be able to understand the existence of
an influence of the remuneration of the boards on the substantial costs
for the shareholders, distorting the incentives of the managers and
therefore damaging the performance bank.

The board of directors’ remuneration is an important mechanism for
soliciting effort, rewarding productivity, and ensuring that owners’
interests are respected. Hence, information on directors’ pay structure is
important to understand what effects it may have on the bank’s
performance.

The purpose of this paper is to contribute to understanding
the relationship between board of directors’ remuneration and bank
performance in the US banking system.

2. WHAT IMPACT DOES THE REMUNERATION OF DIRECTORS
AND MANAGERS HAVE ON BANKS’ PERFORMANCE?

The business literature is not unanimous in recognizing the existence of
a significant relationship between the remuneration of directors and
the performance of companies.
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The business literature is not unanimous in recognizing
the existence of a significant relationship between the remuneration of
directors and the performance of companies. This line of research has
minimally concerned the banking sector, especially before the 2007
financial crisis.

However, remuneration is an important mechanism for soliciting
effort, rewarding productivity and ensuring that owners’ interests are
respected. Therefore, it is important to understand whether the directors’
remuneration structure can be considered an aspect that can stimulate
the directors themselves to improve the performance of the bank.

The scientific analysis methodology adopted is based on panel data
analysis and the content analysis approach. This methodological choice is
consistent with the exploratory nature of the analysis carried out.
Through the analysis of the panel data, the existence of a significant
relationship between the remuneration of the board and the performance
of the bank in terms of profitability was verified. The dataset was built
considering two databases: Moody’s Analytics BankFocus and BoardEx.
Through the content analysis, the historical evolution of
the remuneration policies of the board and of the role played by
the remuneration committee set up within the board of directors were
analyzed.

The relationship between remuneration and CEO performance is
also investigated and different dependent banks variables, alternative
performance measures and different estimation techniques are used
(pooled ordinary least squares (OLS) and fixed effect with lagged
variables). The analysis carried out is in-depth as it considers
the different roles of the directors (e.g., CFO, deputy chairman,
shareholder representative, independent director).

The objective of this work is also to understand the managerial
reaction of banks to the management of the COVID-19 crisis, trying to
investigate what were the most used variations in the extent and
composition of the board’s remuneration to contain the effect of crisis.

3. SOME CONCLUDING REMARKS

The results of this analysis can make it possible to define best practices
for the banks’ management in times of crisis and provide useful elements
for reflection also to the banking supervisory authorities and
policymakers.

In times of financial crisis, banking regulators and supervisors
expect banks to exercise extreme restraint regarding variable
remuneration payments to the extent that such payments may lead to
a deterioration in the amount or quality of total capital of the bank.

The first results of the data analysis allow highlighting
the existence of a significant connection between the remuneration
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policies adopted by the US banks with respect to the results obtained in
terms of profitability.

This result shows that remuneration policies can be useful in
improving the profitability of banks. However, it needs to be understood
whether or not this improvement is associated with an increase in
the bank’s overall risk.

These findings can help banks identify best practices for bank
management during the financial international crisis, as well as provide
useful insights to different categories of stakeholders, including bank
regulators and supervisors.
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