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Abstract

Can the age, education, experience and gender of executive board members, as well
as the board size and composition, have an influence on the long-term sustainability
of German cooperative banks? Due to declining profit margins, German cooperative
banks are facing increasing threats to their future existence. However, the disappear-
ance of cooperative banks from the German banking landscape would have serious
consequences, as they fulfil important functions in the German financial and eco-
nomic system. In particular, their dense branch network enables a large part of the
population to participate in payment transactions and they are a key employer in
many regions. At the same time, German cooperative banks played an important role
in supporting the European banking system during the financial crisis in 2007/2008.
The success of these cooperative banks is influenced by those leading them. Due to
their strategic and operational tasks, these leaders play a decisive role, as these
banks tend to be small in terms of their balance sheet and in international compari-

son.

This thesis aims to find out how the age, education, experience and gender of the ex-
ecutive board members as well as board size and composition influence the perfor-

mance and thus the sustainability of German cooperative banks. The findings should
make an important contribution to the long-term survival of cooperative banks in Ger-

many.

To establish the influence of these factors, empirical data was collected on manager
gualities (age, education, gender and experience), board composition, board size,
and the Gross Profit Margin over a 5 and a 10-year period. The data was statistically

evaluated with the help of regression analyses.

The results reveal correlations between the age of the executive board members,
board size and Gross Profit Margin over periods of 5 and 10 years. As the age of a
bank’s executive board increases, the bank’s medium- and long-term performance
decreases. Furthermore, a bank’s medium- and long-term performance is worsened
by employing more than the two executive board members that are required by law.
The descriptive interpretations indicate that banks whose executive board members
have no education other than a higher education degree perform worse than other

banks over the medium and long term, although no correlations could be established
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on the basis of the statistical evaluations. Similarly, executive board members who
have held more than one previous board position also have a negative impact on the
bank’s performance. No correlations were found between the bank’s performance
and the gender of the executive board members or the executive board being led by
two or more CEOs with equal rights (dual leadership).

The correlations found in this research will serve as a basis for further in-depth inves-
tigations. The thesis fills gaps in the literature and contributes to Signalling Theory,
Screening Theory, Principal Agent Theory, Upper Echelon Theory and several mana-
gerial competencies theories. At the same time, the results provide a basis for formu-
lating practical decision-making criteria for supervisory boards to consider when se-

lecting new executive board members.
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identified as matches by plagiarism-checking software such as Turnitin.



Abbreviations

The following abbreviations are explained where they first appear in the text, after
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CEO Chief Executive Officer
CFO Chief Financial Officer
CIR Cost Income Ratio
COO Chief Operating Officer
ECB/EZB European Central Bank
EQF European Qualifications Framework
GenG German Cooperative Societies Act /
in German, Genossenschaftsgesetz (GenG)
GQF German Qualifications Framework for Lifelong Learning
ISCED International Standard Classification of Education
KWG German Banking Act / in German, Kreditwesengesetz (KWG)
ROA Return on Assets
ROE Return on Equity
ROI Return on Investments
Legal texts

The original wording of all German legal texts cited in this thesis can be found at
https://www.gesetze-im-internet.de/aktuell.html.
For better comprehension and, above all, for ease of reference, the German abbrevi-

ations have been retained for German legal texts.
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Chapter 1: Introduction

1.1 Background and overview

Due to declining profit margins (cf. Deutsche Bundesbank, 2020), German coopera-
tive banks are facing increasing threats to their existence. However, the disappear-
ance of cooperative banks from the German banking landscape would have serious
consequences. Cooperative banks fulfil important functions in the German financial
and economic system. Their dense branch network enables a large part of the popu-
lation to participate in payment transactions and they are a key employer in many re-
gions (BVR, 2022a, 2021a). Thanks to their unique structure, German cooperative
banks also played an important role in supporting the European banking system dur-
ing the financial crisis in 2007/2008. Their simple and clearly structured business
model, restriction to regional markets and cooperative form of organisation, which
prevents individual shareholders from achieving majority voting shares, are the fac-
tors which made this possible (Béhnke, 2010; Otte, 2010; VR-Bank in Stdnieder-
sachsen eG, 2019). The success of these cooperative banks is influenced by those
leading them. Because of the strategic and operational roles they play these leaders
play a decisive role, as these banks tend to be small in terms of their balance sheet

and in international comparison.

Given that the success of a bank depends on its leaders, there is a case for examin-

ing the qualities of the board members and the board that might enable that success.

This chapter presents the topic of this thesis and outlines the research context. It
then explains the importance of examining German cooperative banks and what sig-
nificance the sustainability of this banking group has not only for banking in Germany,
but also for the wider European banking system. This is followed by a discussion of
factors that could potentially have an influence on the sustainability of the German
cooperative banks. Reasons are given as to why certain factors have been selected

in this thesis, while others are not pursued further. Then the research question is for-

1 The majority of the sources cited have not explicitly analysed or examined German cooperative
banks. However, their content is applied to the current work in the context of German cooperative
banks and such references are marked with the prefix “cf.”.
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mulated and the research objectives are presented. The theoretical and practical im-
plications of the results are also discussed. The chapter concludes with an overview

of the structure of the rest of this thesis.

The next section introduces the subject of the research and the related context, and

explains the role played by German cooperative banks in the German economy.

1.2 Research context: German cooperative banks and board members

Banks have always played a critical role in the local and national economy (Baum-
gartner, 2022; Schmidt, 2021) and a well-functioning banking system has an impact
on a variety of stakeholders, including owners, business partners, employees, cus-
tomers, members, investors, the public and other banks as stated by Theurl and Bot-
tiger (2007, p. 18). Furthermore, the essential task of the financial system and the
participating banks is to pass on and bring together funds from providers and con-
sumers. The funds collected are converted into loans in the form of cash or deposits
(Deutsche Bundesbank, 2017). The explanations outlined above can be applied to
different banks in different countries. However, this thesis investigates cooperative

banks in the context of the German banking system.

Furthermore, the specific focus of this thesis is on executive board members of coop-
erative banks and the qualities of these executive board members. In this context, it
is the executive board members in a cooperative bank who make the decisions in the
day-to-day business (supervised by the supervisory board, which only participates in
strategic decisions (cf. Ziechnaus, 2020; DG Verlag, 2018a) and is not active in the
day-to-day business). The decisions taken by the board members have an impact on
the banks' success (Hall and Pedace, 2016; Bertrand and Schoar, 2003), which in
turn ensures the sustainability of the bank. By law, the executive board of a German
cooperative bank (8§ 24 (2) GenG) always consists of at least two persons, in contrast
to large banks and Anglo-American banks, which often are represented by just a sin-
gle CEO (cf. Bohm et al., 2012). Having people in management roles who can be ex-
pected to perform well due to their qualities is crucial to ensuring the long-term sus-
tainability of cooperative banks. At first, it is not obvious what these qualities actually

are, as business leaders have many hidden qualities. The approach of this thesis is
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to focus on the objectively measurable qualities of age, gender, experience and edu-
cation, as well as board size and composition. The measurable qualities can shed

some light on the influences of the hidden qualities.

This thesis focuses on German cooperative banks, which constitute 49.16% (844
banks and 9,315 branches) of the German banking landscape (Deutsche Bundes-
bank, 2021; Arts, 2016). At the end of 2019, there were 1,717 banks in Germany.
This total consisted of 275 credit banks, 6 regional banks, 380 savings banks, 10 real
estate credit institutions, 19 banks with special functions, 19 building societies, 163
other banks, and 844 cooperative banks (Deutsche Bundesbank, 2021, p. 1).

On the one hand, their high share in the overall German banking system and their
dense branch network mean that they play a fundamental role in the German econ-
omy. On the other hand, their simple and risk-averse business model makes them re-
sistant to crises (Fechtner, 2022; Otte, 2010, p. 89).2 During the financial crisis of
2007/2008, the German cooperative banks not only supported the banking system in
Germany, but in the whole of Europe3.

Furthermore, “rural areas often only have cooperative and savings banks, which se-
cure access to the banking system for all regions and population groups” (Fischer,
2011, p. 33). This means that these banks are crucial for the local ecosystem (cf.
Klein, 2020).

It is therefore all the more important that they can continue to perform this function
sustainably in the future. However, various developments over the years have made
this more difficult.

Firstly, cooperative banks, like other banking groups, are struggling with declining in-
terest margins (cf. Deutsche Bundesbank, 2020)%. This is because the main source
of income for banks is the difference between their lending rates and their deposit
rates: the interest margin. Due to their low-risk business model (cf. Barkey, 2018),

which mainly consists of collecting funds and granting loans, cooperative banks are

2 According to Otte (2010), the advantage of the cooperative banking structure is that the banks are
diversified; for example, they do not focus solely on risky investment banking but on ensuring that they
have sufficient capital resources and are mostly active in local markets that are familiar to them. Otte
(2010, p. 95) states that this advantage also applies to the savings banks, which operate a similarly
simple and clearly structured business model.
3 A comparison of the German cooperative banking system with other European countries, especially
with regard to size, structure and importance in the respective country, is presented in Appendix 4 on
page 279.
4 Due to several significant key interest rate increases by the ECB (triggered by various factors such
as the war in Ukraine, inflation, etc.), the situation is currently changing, i.e. the interest rate level is
gradually rising again (cf. Otte, 2022; Folsche, 2022).
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dependent on adequate interest margins. However, due to the ECB’s long-term pol-
icy of low interest rates, this interest margin has been decreasing for years, and the
existence of some banks is now under threat (Geil3dérfer, 2012a, p. 4). Furthermore,
Geil3dorfer (2012b, p. 4) states, that “The euro crisis and the budget crises of the
southerners make it even more difficult to generate income. In the customer business
too, margins continue to decline (due to the high level of competition between
banks), which is also attributable to tighter investor protection guidelines in the secu-

rities business and high market volatility”.

Secondly, cooperative banks are under additional pressure from the increasing digi-
talisation of the banking business (Kolak, 2022). In principle, digitalisation affects all
banking groups, but it has a particular effect on cooperative banks, as they maintain
denser branch networks than other banking groups due to their history (BVR, 2022e,
2022a). Both in the past and now, these dense branch networks have ensured the
provision of banking services to the population (cf. Klein, 2020). Due to increasing
digitalisation and the resulting decline in the number of branches, the cooperative
banks are faced with a dilemma. The dense branch networks continue to be a key
differentiating factor of cooperative banks (BVR, 2022a; Deutsche Bundesbank,

2021), but maintaining these dense branch networks incurs higher costs.

Furthermore, increasing regulation, which is primarily geared to the business models
of large international banks (cf. Holtermann and Osman, 2020), affects cooperative
banks disproportionately compared to other banking groups (cf. Genossen-
schaftsverband and Verband der Regionen, 2017). In terms of number, cooperative
banks represent the largest share of all banks in Germany. In terms of size (ex-
pressed in terms of total assets), however, they are much smaller than the big banks
and savings banks and thus play only a subordinate role nationally and internation-
ally (cf. Deutsche Bundesbank, 2021). Nevertheless, all regulations apply equally to
cooperative banks. Large banks maintain central teams of specialist employees who
implement the regulations for the entire group. Each cooperative bank is legally inde-
pendent and acts for itself. Consequently, each individual cooperative bank must
train and maintain the appropriate staff to implement the regulations. This represents
an organisational and personnel challenge for the cooperative banks (cf. Krliger,
2022).
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However, for the financial system to function and to continue to exercise its functions
of trust®, price stabilisation and payment processing, it is essential that banks can
sustain in the long term (cf. Gleber, 2020); in other words, they must generate suffi-
cient profit. Cooperative banks therefore play an important role in the ecosystem of
the German economy and its banking system, especially in the respective business
area in which these banks are locally present, i.e. in the local ecosystem. They en-
sure the German population’s access to essential financial services: processing of
payment transactions, supply of cash, advice on financial investments and financing,
etc.. It is crucial that they remain viable businesses in order to be able to operate in-
dependently (cf. Gleber, 2020).

Due to the reasons mentioned, it is therefore important to identify the influencing fac-
tors which can contribute to making German cooperative banks sustainable in the

long term.

However, before discussing this in detail, the importance of cooperative banks to the

German financial system must further be examined.

As previously stated, German cooperative banks played an important role during the
financial crisis. Due to their low-risk business model, German cooperative banks pro-
vided support and stability during the 2007/2008 financial crisis and ensured interna-
tional payment flows (cf. Jungmeister et al., 2015). In this respect, it is reasonable to
assume that German cooperative banks could have a similar stabilising influence in

future financial crises.

Furthermore, the stability described above is also evident in the fact that for more
than 200 years, German cooperative banks ensured the "local supply" of financial
services for the normal population and small and medium-sized enterprises, i.e. they

secured the local financial ecosystem by providing financial services (cf. Matt and

5In Germany, the financial system is mainly bank-based, i.e. capital is not invested directly in compa-
nies as funds, but provided to banks, which in turn finance companies. This is true for Mittelstand? fi-
nancing in particular. Because there is a large volume of long-term financing in this sector, it is essen-
tial that providers and buyers can trust in the stability of the financial system. The financial system
therefore has a trust function. The German banking system consists of the individual banks and the
central banks (the Deutsche Bundesbank and the European Central Bank [ECB]). The central banks
are mainly responsible for price stability, which is ensured by the issue of legal tender, among other
things. In addition, the central bank supplies the individual banks with liquid funds. In this way, the fi-
nancial system functions as a payment processor and ensures price stability (cf. Deutsche Bundes-
bank, 2017).
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Mocha, 2021). This was achieved by their small-scale nature, with a branch of a co-
operative bank in almost every small town (and city). While large commercial banks
have always concentrated on the middle class or even large industrial companies as
customers, cooperative banks have always been banks for workers, employees,
farmers and craftsmen (cf. BVR, 2022e). In principle, the cooperative banks still per-
form all these tasks and services today. Due to the challenges mentioned above,
however, the pressure on the cooperative banks has increased considerably in re-
cent years. To meet these challenges, many cooperative banks have merged into
larger units and reduced their branch network considerably (cf. BVR, 2019a). If this
development were to continue and a further withdrawal from the countryside were to
take place, it may become more difficult to provide financial services to rural commu-

nities.

Another reason why German cooperative banks are important is that the older popu-
lation®, which does not always have access to or make use of modern services such
as online banking, benefits from the dense branch networks of cooperative banks (cf.
Benkelberg, 2020). The reason for the dense branch network lies in the historical de-
velopment of cooperative banks, which itself was influenced by farmers and crafts-
men organising themselves into small village communities. The resulting promotional
mission, with the motto "help people to help themselves", showed how small savers
could accumulate assets through savings (cf. Otto, 2020). In this context, it should be
mentioned that the cooperative structure also enables small savers to even become
owners of "their" bank with modest financial means (through membership). At the
same time, they influence the decisions of "their" bank, but not according to the num-
ber of shares they hold, as is the case with joint-stock companies. In cooperative
banks, each member has one vote (cf. BVR, 2022c). If cooperative banks no longer
existed, it may be more difficult for small savers to accumulate assets. Larger com-
mercial banks are unlikely to be able (or willing) to close this gap, as they usually
have a different target group, for example wealthy private customers or SMEs, which

helps them generate corresponding returns (cf. Wischmeyer, 2022).

The long-term sustainability of German cooperative banks is also important because

another key feature of cooperative banks is the advice they provide to their members

6 The demographic development in Germany is characterised by an increasingly ageing population (cf.
Statistisches Bundesamt, 2019).
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in the deposit and lending business. The advisors of the cooperative banks have al-
ways been close to the customer and on site, with some building up relationships
with customers over several decades (cf. Knappkoétter and Schonau, 2022). Good
customer relations also exist at commercial banks, however, they employ a different
business model (cf. Mayer, 2022). In addition, the branches of cooperative banks
also serve as a point of social contact and mutual exchange. Due to the decades-
long relationships they have with customers, it is common for children to open an ac-
count at the local cooperative bank. Children are slowly introduced to financial topics,
for example through contact with their parents and the bank, with cooperative banks
providing financial education outside of school education (cf. Schulz, 2021). A with-
drawal or elimination of cooperative banks may mean a reduction in the financial edu-

cation and advice available to certain parts of the population.

Another critical reason for German cooperative banks being sustainable is that many
savers have placed deposits with cooperative banks due to the better deposit guar-
antees at cooperative banks. German cooperative banks have a unique institutional
guarantee (cf. BVR, 2014). Unlike other (European) banking systems, they not only
guarantee deposits up to the amount of 100 thousand euros, but to an unlimited
amount. Cooperative banks have always had their own deposit guarantee fund,
which intervenes in the event of bank defaults. This means security for depositors,
especially in times of crisis (cf. Gleber, 2020). The continued existence of cooperative
banks is therefore important because small savers benefit from their deposit guaran-

tee.

Finally, German cooperative banks are important because they employ many thou-
sands of people. Although the focus of this thesis is not primarily on cooperative
banks as employers, the high number of jobs German cooperative banks provide is
significant from a macroeconomic perspective. As of 31 December 2021, they em-
ployed more than 135,000 people and are thus an important employer and taxpayer
(cf. BVR, 2022d). It is therefore critical that these banks continue to exist in the long

term, providing a large number of people with a secure job, often close to home.
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1.3 Factors influencing the sustainability of German cooperative banks

There are numerous factors that could have a greater or lesser influence on the sus-
tainability of German cooperative banks. In order to examine these factors in more
detall, it is necessary to identify the factors which could affect sustainability over
which the bank’ has no direct influence and, in contrast, factors over which the bank

has a degree of influence.

1.3.1 Factors over which the bank® has no direct influence

As a result of the financial crisis of 2007/2008, international policy-makers felt com-
pelled to regulate banks more strongly, since it was mainly large international banks
that caused the financial crisis (cf. Marx and Bender, 2020). In the following years,
banking regulations were tightened considerably. For example, capital requirements
were strongly increased. Even though the financial crisis was caused by big banks
with a completely different business model, the stricter regulations also apply to Ger-
man cooperative banks (cf. Gianfagna et al., 2021), which operate a low-risk busi-
ness model (Fechtner, 2022; Barkey, 2018) and are considerably smaller (in terms of
their balance sheet) than big banks (Deutsche Bundesbank, 2021). Thus, further reg-
ulations could create further difficulties for German cooperative banks. However, Ger-

man cooperative banks have no direct influence on regulation.

In addition to regulation, German cooperative banks are also subject to laws intro-
duced to protect customers. This has occurred several times in recent years. These
laws aim to strengthen consumer rights andhold banks accountable. Such changes
in the law have often been made retroactively, i.e. banks were obliged to repay
amounts that had been found to be wrongly collected (cf. Trares, 2021). The loss of
future income and retroactive refunds to customers put banks under additional pres-

sure and makes their business survival harder.

In this context, the interest rate policy of the ECB is an important factor that strongly

affects the sustainability of cooperative banks. Due to European and global events

7 Note: when "the bank" is referred to in the following sections, it always means the persons acting on
its behalf, i.e. the bank's executive board members.

8 "The bank" always means the persons acting on behalf of the bank, i.e. the executive board mem-
bers.
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(inflation, national debt, distortions of financial markets, etc.), the ECB's interest rate
policy has been geared towards low interest rates for several years (cf. Berner and
Wilkens, 2022). This has had serious consequences for banks, as the difference be-
tween lending and deposit interest rates has been their primary source of income.
Due to the long period of low interest rates, the (interest) spread continually declined
over the years. Besides the big banks, it is mainly the cooperative banks that have
suffered from this development, since the deposit and lending business is their tradi-
tional source of income (cf. Leichsenring, 2018). The big banks adapted their busi-
ness models many years ago by expanding or even shifting their sources of income
to investment banking, commission business or other areas (cf. Seiwert and Welp,
2022). This historical background of cooperative banks means that they cannot adapt
their low-risk business models so quickly. Due to their success over two centuries, it
may be the case that they do not wish to adapt them at all. As a result, their ability to
counteract the reduction in interest income is limited. The continued decline in inter-
est income means that some cooperative banks are struggling to survive, with coop-

erative banks powerless to influence this.

Digitalisation is becoming increasingly important and is having a growing influence on
the success of cooperative banks. Features such as online banking, self-service de-
vices, video consulting, product transactions via the internet are permanently chang-
ing the way banking is done (cf. Kauer and Lehmann, 2022). At the same time as
many typical banking transactions are shifting to the digital world, customer footfall in
branches decreasing (cf. von Stillfried, 2018). In addition, online services provide in-
creased transparency, enabling potential customers to conduct their banking transac-
tions when and where it is most convenient for them. Although increasing digitalisa-
tion is affecting all economic sectors and banks, it is having a disproportionate effect
on cooperative banks due to their dense branch network (cf. Deutsche Bundesbank,

2021). This may make maintaining the same number of branches too expensive.

As already mentioned, cooperative banks have historically operated a low-risk busi-
ness model (cf. Barkey, 2018), which consists of accepting deposits and granting
loans. Due to the long-lasting low interest rate policy of the ECB (cf. Berner and
Wilkens, 2022) and the associated introduction of negative interest rates within Ger-
man banks, it is important for customers to at least place their deposits "safely" with

the bank. This creates liquidity surpluses at the banks. Either the surplus deposits are

24



also invested with the central bank at negative interest rates, or the banks try to in-
vest their money on the capital market at the best possible interest rates. If there are
disruptions on the capital market and on the stock exchanges due to, for example,
wars, natural disasters or Covid-19, banks are also directly affected by such develop-
ments, nowadays more than ever, since events that occur in distant countries also
have an impact on the financial markets. Therefore, even unpredictable events can

have a significant impact on the sustainability of cooperative banks.

Another potential influence on the sustainability of cooperative banks can be the
competitive situation in the region in which the bank operates (cf. Ruh and Spach-
mann, 2021). The number, strategy and size of the competitors can have positive or
negative effects on the sustainability of cooperative banks. In this context, the market
share of the cooperative bank is in the respective region and thus the market power

of the bank is also important.

In the broader context, factors directly related to the particular region in which the
bank operates could have an impact on its business performance. These include, for
example, the unemployment rate and insolvency rate in the region as well as the
gross value added, i.e. the purchasing power of the population. If the unemployment
rate is high, it may be difficult to do profitable business with customers due to a lack
of income. Similarly, it may be difficult to do good business with companies in regions
with high insolvency rates. Gross value added is also a measure of the purchasing

power and the potential that the inhabitants of a region have.

Although it can be assumed that good leaders will try to steer their banks prudently
and strategically through these challenges, the banks themselves have no influence
on these circumstances (cf. Achtelik and Hofmann, 2021). On the other hand, there
are influences over which the bank can have a degree of influence. These are exam-

ined in more detail below.

1.3.2 Factors over which the bank has a direct influence

An essential factor influencing the sustainability of a cooperative bank is the profit ex-
pectation that the executive board has (cf. Macke, 2011). High profit expectations are

more likely to provide a secure reserve cushion for future years. This has a positive
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effect, especially in years when earnings are declining (for various reasons). High re-
serves can help a bank withstand tough years. On the other hand, lower profit claims
would be conceivable, analogous to the idea of profit satisficing rather than profit
maximisation (cf. Broberg and Eglez, 2018). This would be in line with the ideals of
Friedrich Wilhelm Raiffeisen (1818-1888) and Hermann Schultze-Delitzsch (1808-
1883) and would guarantee the sustainability of the bank. Surplus profits are distrib-
uted to the members in the form of dividends (819 (1) GenG) or donated to charitable
institutions. However, especially in recent decades, it has become apparent that such
a strategy tends to have disadvantages, as the aim to promote members has increas-
ingly receded into the background and are nowadays a mere part of the mission
statement as with many other companies. In addition, such a strategy makes sustain-
ability much more difficult, as there are fewer reserves for bad years. Also related to
the issue of earning power and profit entittement is the ability to generate and retain
sufficient equity capital for future operations. The ECB, the supervisory authority,
obliges banks to retain a certain percentage of their deposits and, above all, loans as
reserves in the form of equity capital (cf. Georgiou and Sobczynski, 2022). This can
only be achieved with sufficient earning power and simultaneously indicates and en-
sures the sustainability of a cooperative bank. In any case, the profit expectation is
something that the bank and thus the acting board members can determine them-
selves. Moreover, management's profit expectations can influence key strategic deci-
sions as well as the way in which employees are managed. Therefore, it is important
for the bank to recruit executive board members with the appropriate competencies

and qualities, and to choose the right board composition.

The strategic future orientation also has an impact on bank sustainability and is
something that the board members of a cooperative bank can largely determine
themselves (according to 87 of the rules of procedure of the executive board). If the
bank’s focus is on preserving its own independence, this can be a good long-term
strategy, as shown by the successful historical development of cooperative banks
and their sustainability for more than 200 years (cf. BVR, 2022¢). On the other hand,
the factors of influence mentioned above (ECB interest rate policy, Covid19, digitali-
sation, etc.) can, in their interaction, have a negative influence on the success of the
cooperative bank, meaning that the decision-making bodies (supervisory boards and

executive boards) may have to re-think their strategy. In the worst case, if the bank
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develops in a very negative manner, it may be forced to merge with another coopera-
tive bank as it is no longer sustainable on its own (cf. Neubauer, 2020). The opposite
approach would be a growth strategy that not only does not exclude mergers with
other cooperative banks, but deliberately pursues them, as supported by Hanker
(2021). This would be done with the aim of ensuring the long-term sustainability of
the cooperative bank. Here, too, there are certain dangers, since in the case of high
growth and mergers, the risks taken and new organisational structures to be created
must not be neglected and may also possibly endanger sustainability (cf. Gindele,
2019).

Furthermore, the risk strategy chosen for the bank and the actual risk situation is a
decisive factor for the economic stability and sustainability of a bank and lies within
the decision-making power of the board members (cf. Kalhdfer and Kubler, 2020).
The risk appetite of the bank's executive board is of great importance to the chosen
risk strategy, i.e. the extent to which the managers are prepared, for example, to en-
gage in speculative investment transactions or to grant risky loans with the intention
of achieving higher returns. On the other hand, the risk appetite of the management
is of decisive importance, especially in the long term, because any positive or nega-
tive effects of the decisions they make usually only come to light in later years. Fur-
thermore, developments and factors mentioned above, such as the ECB’s interest
rate policy or political decisions, have an impact on the actual risk situation. For ex-
ample, there may be defaults on loans that were not granted on a profit-making basis
but have developed negatively due to certain developments or events. The chosen
risk strategy and the actual risk situation can therefore have a decisive influence on
the sustainability of the cooperative bank (cf. Jirgenschellert and Kleine, 2022).

The management style of the board members can also play a decisive role in ensur-
ing the sustainability of the bank. Decisions made by managers and board members
not only have material impacts, but also affect their employees (cf. Burkhart, 2020). A
participative, democratic style of leadership may have a different impact on employ-
ees and thus on the results of their work than an authoritarian style of leadership (cf.
Matira and Awolusi, 2020). The effects of any leadership style are difficult to predict,
as the context, the leader, the employee(s) all play a role, as do other factors. In this

respect, the same leadership style can have different effects in different situations.
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However, the management style of superiors always has an impact on the productiv-
ity of the employees and thus on the success of the company, in this case the coop-

erative bank, and thus ultimately contributes to its sustainability or downfall.

In addition to the managers in a bank, the employees themselves also play an im-
portant role within the bank. They are the ones who implement the instructions and
guidelines of the managers and the executive board. Consequently, it is important to
have qualified and well-trained employees. However, this alone is not sufficient. It is a
decisive advantage for a company to have motivated employees who feel a sense of
purpose and, accordingly, perceive a positive future in their work. In order to be an
attractive employer and to promote work-life balance among employees, companies
today need to offer flexible working hours and other social benefits (cf. Burkhart,
2020).

Closely related to the board members and their characteristics is the composition of
the executive board, which can be influenced directly by the bank, i.e. by the supervi-
sory board®. Since the executive board of a German cooperative bank always con-
sists of at least two persons by law (8 24 (2) GenG), this means that two or more per-
sons with the characteristics described above come together, which can influence the
success of the bank in different ways. At the same time, the number of board mem-
bers and the composition of the board (i.e. whether one of them acts as chairman of
the board) may also have different effects on the success of the bank and thus on the
sustainability of the bank (cf. Lu and Lee, 2021; Huu Nguyen et al., 2020). As a re-
sult, each board member can have a different risk appetite, different views on the
strategic direction of the bank, different leadership styles and other characteristics
that differentiate the individual board member from the other board members. All of

these characteristics can have an overall impact on the sustainability of the bank.

In summary, the executive board members make a range of decisions which have an
impact on the banks' success, which in turn ensures the sustainability of the bank.
These decisions are influenced by the board members' qualities, which will be evalu-
ated in this thesis.

9818 (1) of the statutes (cf. DG Verlag, 2018c) gives the supervisory board the authority to appoint
the executive board. The executive board requires at least two members. The number of executive
board members usually depends on the size of the institution, the business policy of the supervisory
board, succession arrangements or other necessities and bank-specific features.
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The following sections will outline the reasons for selecting factors for analysis in this

thesis.

1.4 Reasons for the selection of specific factors

This section considers which of the factors mentioned that could potentially have an
influence on the sustainability of a cooperative bank should be further investigated in
the current work. The reasons for selecting certain factors and omitting others are

also explained.

One approach could be to examine the influence that the bank or third parties have
on the factors under investigation. Political decisions, new legislation (which may be
enacted as a result of political decisions) and unforeseen events such as wars, natu-
ral disasters and pandemics such as Covid-19 are events that are certain to affect
banks, their performance and thus sustainability. However, the timing and extent of
the impact of such events are always uncertain. As a result, the bank has little or, at
worst, no influence on such influencing factors. Therefore, it is difficult to select these

factors as variables to be studied and they will not be pursued further in this work.

1.4.1 Possible new insights

Another criterion is the extent to which the factor under investigation has already
been examined in other research and what new insights (not only theoretical but also
practical) can possibly be expected in the context of the current work. The impact of
ECB policies on different banking systems has already been investigated in numer-
ous research articles, especially in the context of the Japanese banking system (cf.
Schnabl and Sepp, 2021; Latsos and Schnabl, 2021; Israel et al., 2021). It is possible
that further insights could be gained with regard to the impact of central bank policies
on German cooperative banks, but this impact is rather minor and is therefore not in-
vestigated further. Likewise, the effects of digitalisation have already been sufficiently
investigated across a range of corporate sectors and banking systems (e.g. Crazius
and Jantos, 2022; Pertl, 2019; Jovanovi¢ and Voigt, 2016). This also applies to fac-
tors relating to the competitive situation and market share in the banking sector (cf.
Gerhard Walther and Richard Reichel, 2019; Maurer, 2016).
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1.4.2 Selection criterion: availability and collectability of data

One factor which must be taken into account for the current work is the amount of
data available for statistical analysis. Equally important are the effort required to col-
lect the data and the amount of data to be collected (sample size). The subject of this
thesis is German cooperative banks and their management. Since there are 844 co-
operative banks in Germany (as of 31 December 2018; BVR, 2022a) and each coop-
erative bank employs at least two board members by law (at least 1,688 board mem-
bers or more in total), it is clear that the thesis requires a large sample and thus a

guantitative analysis (cf. Briisemeister, 2008).

In order to analyse the research topic from as many perspectives as possible, quali-
tative methods were also considered. In principle, qualitative methods such as sur-
veys, interviews, case studies, etc. can also be used to collect data that is not quanti-
fiable or difficult to quantify at first, such as risk appetite, risk strategy, leadership
style, etc.. However, a qualitative research design makes comparability potentially
difficult and, moreover, there is the risk that the data changes, i.e. is no longer repro-
ducible (cf. Kokolakakis and Lera-Lopez, 2020; Lamnek, 2005; Wilson, 1982). Fur-
thermore, data collection in the form of interviews and the like is time-consuming,
both for the interviewer and the interviewee. Rather, the aim of the current work is to
collect large amounts of accessible data and to use objective and measurable varia-
bles which can also be used in selection processes (cf. Heinze, 1995). These meas-

urable variables can also represent more hidden qualities.

However, in order to substantiate the results obtained by means of quantitative meth-
ods and to enrich them with further insights (cf. Lamnek, 2005), an additional qualita-
tive data collection is carried out by means of questionnaires. This approach corre-
sponds to a triangulation of data, i.e. the combination of several data sources and
methods to investigate a phenomenon from several perspectives (cf. Goodman et al.,
2021).
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1.4.3 Selection criterion: factors with direct influence

The focus of this thesis is on those factors and parameters that cooperative banks
themselves can influence. Consequently, the factors and variables suitable for inves-
tigation will be those factors that are measurable, objective and comparable. Ideally,
these will be factors that are easily observable, and for which data is easily collect-
able and available and can, for example, be taken into account in selection proce-
dures, by the supervisory board when hiring new board members, for example. Fur-
thermore, they should be factors that remain constant and provide the same values
for each measurement and only change over time. For example, the date of birth al-
ways remains constant, but the variable "age" changes, as does "experience". Fur-
thermore, the investigations should produce a theoretical and, ideally, a practical
added value.

In this context, the topic of bank performance has been studied in relation to various
aspects, including ownership, regionality, merger effects and optimal bank size (cf.
Gorton and Schmid, 1999; Manetti and Bagnoli, 2013; Kring, 2002; Maurer, 2016).
However, bank performance has not been thoroughly examined in terms of manager
quality. Executives who run a business typically have a significant impact on busi-
ness policy and, as a consequence, on the success of the company — expressed as
performance and explained as “profit” by Stegerean and Gavrea (2010, p. 202) and
Gupta et al. (2014, p. 163).

Zhang (2017, p. 544), in line with Hambrick and Mason (1984), points out “that organ-
izational outcomes — strategic choices and performance levels — can be viewed as
reflections of the values and cognitive bases of top executives in the organization
and the demographic characteristics of executives can be used as valid proxies for
their cognitions, values, skills and knowledge base”. The personal traits of CEOs can
influence a company’s performance (see also Kaplan et al., 2012, p. 974, Fee et al.,
2013, p. 567 Graham et al., 2013, p. 104, King et al., 2016, p. 287, Malmendier et al.,
2011, p. 1690). Similarly, the number of top managers and their organisation have a
decisive influence on the performance of a company. Therefore, great importance is
attached to the individuals who run a company, because their behaviour (which in
turn is influenced by their personal qualities) is linked to the company’s performance.
In this sense, it is crucial that the management (including the CEO) perform well be-
cause this in turn affects the performance of the company (Ajj et al., 2015, p. 200).
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1.4.3.1 Manager quality variables

In this respect, managers play an important role in the bank; by definition and by law,
they have the most important function in the company. Executive decisions have a
decisive effect on the staff that implement them, the results achieved and thus the
economic success of the bank. Ultimately, this determines their sustainability or fail-
ure. The decisions made are in turn influenced by certain characteristics of the exec-

utive board member.

It is executives who make the essential decisions in the day-to-day business of coop-
erative banks (the supervisory board is involved in essential strategic decisions, but
not in the day-to-day business), as stated by Ziechnaus (2020). If bank boards have
already managed to achieve successful performance in the past despite adverse cir-
cumstances (low interest rate policy, regulations, digitalisation, etc.), there is a high
probability that these boards could also succeed in the future. It is therefore important
to identify the factors that lead to this successful performance and the “hidden” quali-

ties of managers.

Therefore, for the purposes of the current work, the following manager quality varia-
bles have been chosen. The variable age was chosen because age is usually posi-
tively associated with increasing life experience and knowledge. However, these are
only anecdotal observations. The current work will examine the extent to which age
has a positive or negative association with performance. The board composition in
German cooperative banks is strongly male-dominated. Several approaches like the
biological and sociocultural model (cf. Ali, 2019; Galli et al., 2019) suggest that
women’s decision-making process is different to that of men. Therefore, the variable
gender was chosen to shed light on whether women on cooperative bank boards
have a positive or negative influence on performance, and if so, to what extent. The
variable education was chosen for this hypothesis because § 25 c of the KWG clearly
requires that the executive board members of a bank must have the appropriate pro-
fessional qualifications. The variable (leadership) experience was chosen as a hy-
pothesis because § 25¢c KWG requires that board members have several years of

professional experience.
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1.4.3.2 Board-related variables

In addition, factors that are directly related to the person or persons on the board are
considered to be important influencing factors. Board size and board composition are
considered here. The variable board size was chosen to better understand whether a
board with two members performs better than boards with more than two members.
The variable board composition was chosen to better understand the performance
impact of a two-person board; especially when there is no CEO or when there are
two CEOs. As with the explanations on manager characteristics, this data is readily
available and collectable, unambiguous and thus quantifiable and statistically evalua-
ble.

1.4.3.3 Control variables

Control variables are fixed variables that are deliberately kept constant in order to
avoid an influence on a dependent variable (cf. Eckey et al., 2002), which is in this
case the Gross Profit Margin. Unemployment rate, insolvency rate and gross value
added were chosen as variables because they reflect specific characteristics of the
regions where the cooperative banks operate. Historically, German cooperative
banks have maintained a high number of branches in many small (and large) places
and therefore play a significant role for the regional market. Therefore, it is consid-
ered useful to select factors that are directly related to the region and could also have
an influence on the performance of the cooperative bank operating in the respective
region. Furthermore, it is important that the necessary data is available and can be
collected. The unemployment rate of a region can be assumed to influence the enter-
prises active in that region. A high unemployment rate weakens the purchasing
power in the region and thus makes it more difficult for the local bank to do profitable
business with customers. The use of the unemployment rate as a control variable is
also supported by Ademmer and Jannsen (2018) and Maurer (2016). Another se-
lected regional factor is the insolvency rate, which is closely related to the success
and failure of companies. Again, if the insolvency rate is high in the region, it can be
assumed that business with corporate clients may be below average. Insolvency rate
is also used as a control variable by Buch et al. (2013). As explained earlier, these
two variables may have an impact on the purchasing power in a region, making it

easier or harder for the cooperative bank to do profitable business with customers.
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Purchasing power can be expressed using the variable gross value added. The use
of the gross value added as a control variable is supported by Di Bartolomeo and
Marchetti (2016) and Maurer (2016). All three variables are to be used as control var-
iables in the statistical evaluations. The variables are relevant because they reflect
regionality, which is a key feature of cooperative banks.

Due to the fact that German cooperative banks are legally independent and autono-
mous banks and that a data set with around 844 banks (as of 31 December 2018)
and more than 1,900 board members is available, the decision to adopt a quantitative
research design was made at a relatively early stage of the research work. A quanti-
tative research design requires that the variables be measurable, available, compara-
ble and objective, and ideally available or collectable in large numbers to provide a
solid basis for predictions. The variables manager qualities and board characteristics
can be said to largely fulfil these criteria. There is a limit to the number of variables
this work can examine. As a result, some variables which could have an impact on
performance are not examined in detail since the primary focus of the current work is

on manager qualities.

1.4.4 Ethical, legal and practical aspects

Selecting variables for a research can have contrasting ethical and moral implica-
tions. The intent is to select variables that will help the research establish findings
that contribute to the sustainability of cooperative banks. However, the results of the
current work may lead to a supervisory board selecting applicants based on certain
criteria in a manner which may disadvantage certain candidates, i.e. may lead to su-

pervisory boards acting in a discriminatory manner towards potential candidates.

From an ethical and legal point of view, however, it must be critically questioned
whether the selection of a candidate is legally permitted and, if so, under what condi-
tions. In the worst case, a candidate who does not have the desired qualities (from
the bank's point of view) because they are too old, for example, could be disadvan-
taged. In the best case, on the other hand, the results of the current work could help
a bank identify a candidate who has the best characteristics (e.g. due to age, educa-

tion, gender, etc.) to ensure the sustainability of the bank. In this context, the (ethical)

34



guestion arises as to the basis on which the bank, i.e. the supervisory board, can

make a correct decision.

In Germany, there are laws intended to prevent discrimination in employment. The
General Equal Treatment Act?, for example, states that no one may be discriminated
against on the basis of gender or age. It is based on Article 3 of the Basic Law'!, ac-
cording to which the state must treat all citizens equally. The extent to which the legal
requirements on discrimination in recruitment are observed cannot be clearly deter-
mined, especially since there is room for flexibility, i.e. the distinction between what is
permitted and what is not is not always clear. However, the annual report of the Fed-
eral Anti-Discrimination Agency*? confirms that employment discrimination does take

place (cf. Antidiskriminierungsstelle des Bundes, 2021).

It is doubtful whether all legal regulations are observed in selection procedures, as
the persons involved (in the context of this thesis: the supervisory board of a cooper-
ative bank) in the selection procedure are prone to violating legal regulations as they

may not fully understand where those regulations are relevant (cf. Reichle, 2019).

One can therefore conclude that the essential possibility exists that the conclusions
of the current thesis may be applied to the detriment of certain candidates, in possi-
ble breach of employment and recruitment law. At the same time, however, it is rea-
sonable to assume that most executives will observe the relevant legal requirements

in the application of findings from this thesis.

10 In German: Allgemeines Gleichbehandlungsgesetz (AGG)
11 In German: Grundgesetz (GG)
12 In German: Antidiskriminierungsstelle des Bundes
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1.5 Research question, research aim and research objectives

1.5.1 The research question

The current work attempts to answer the questions raised in the previous para-
graphs. The individual points can be summarised in terms of one central research

guestion:

How do the qualities of age, gender, experience and education of board members as
well as board size and composition influence the sustainability of German coopera-

tive banks?

To answer this research question, the factors age, gender, experience and education
as well as board size and composition are examined in more detail in the literature
review. Subsequently, hypotheses based on this are developed and empirically ex-

amined.

In order to answer the research question, the current work evaluates the economic
performance of more than 800 German cooperative banks (as at the end of 2018) (cf.
Deutsche Bundesbank, 2021) on the basis of data gathered over a period of 10 years
(2009-2018)*2 from the BISNODE database and the Federal Gazette'4.

1.5.2 The research aim

The primary aim of this research is to better understand how the selected variables

influence the performance and sustainability of German cooperative banks.

13 The reasons for selecting the data collection period 2009—-2018 are explained in more detall in Sec-
tion 5.4.2 on page 126.
14 In German, Bundesanzeiger.
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1.5.3 The research objectives
The following objectives support the primary research aim:

i) Examination of the extent to which the variables related to managerial qualities, as
well as board size and composition, influence performance and thus contribute to the

sustainability of the cooperative banks.

i) Making a theoretical contribution to existing knowledge by filling existing research
gaps on the basis of identified research gaps, under consideration of underlying theo-
ries in the context of the research question, followed by the derivation and develop-

ment of suitable hypotheses.

iii) Making a practical contribution to cooperative bank sustainability by providing
guidelines for supervisory boards for the recruitment of new executive board mem-

bers

With the results of this thesis, the supervisory boards of German cooperative banks
will be given practical tools to optimise the appointment of new executive board mem-

bers.

1.5.4 The unique theoretical and practical contributions of the current work

A key motivation of the current work is to answer the research question, to make a
theoretical contribution to knowledge and to make a practical contribution to the sus-

tainability of German cooperative banks, as outlined in the following paragraphs.

The results and findings of this thesis will fill existing knowledge gaps and generate
new knowledge. Existing research (e.g. Liargovas and Skandalis, 2010; Lim et al.,
2008) in the area of manager qualities focuses mainly on industrial companies (cf. Li-
argovas and Skandalis, 2010) and local government bodies with a single CEO (cf.
Carmeli, 2006). Furthermore, existing research mainly refers to other European coun-
tries or countries outside Europe (cf. Carmeli, 2006; Lim et al., 2008), but not explic-
itly to Germany or German cooperative banks. Furthermore, existing research pre-
dominantly looks at individual components. While Berger et al. (2012) examine a
combination of several factors, the current work examines a different combination.
Similarly, the factors of board size and composition have predominantly been re-

searched for individual CEOs and larger boards in other European countries, but not
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in the environment of German cooperative banks, which must have at least two exec-
utive board members as required by law. Furthermore, the issue of sustainability is
not considered by any of the above research papers, while this thesis examines the

sustainability of cooperative banks as a key area of focus.

In this respect, the current work is unique in that the factors it examines have not
been explored in this combination before. Furthermore, the current work differs from
previous research in that it looks at German cooperative banks in isolation, and thus
has a different context. This means that there is no linkage with other banking sec-
tors, which would complicate the interpretation of the results. While various influ-
ences on performance such as regionality, merger effects and optimal bank size (cf.
Maurer, 2016), Cost-Income-Ratio (cf. Richter, 2014), age, education, gender, board
composition and risk appetite (cf. Berger et al., 2012) have already been investigated
within German cooperative banks, the special feature of the current work is to explic-
itly use the Gross Profit Margin as a recognised and important indicator of perfor-

mance within cooperative banks.

Another distinguishing feature of this research is that the results of the current work

can contribute to the long-term sustainability of cooperative banks.

This thesis will indicate the specific features of the education and training paths that
executive board members of German cooperative banks have taken. In this context,
the current work develops a classification and an evaluation standard that has not ex-
isted in this form before.

Furthermore, this thesis applies existing theories (Principal Agent Theory, Signalling
Theory, Screening Theory, Upper Echelon Theory, trait theory, social cognitive the-
ory, the manager theories of Fayol and Mintzberg and Boyatzis"manager competen-
cies) in the context of German cooperative banks and their executive board mem-
bers. Principal Agent Theory concerns the contractual relationship between the mem-
bers of the cooperative bank and the executive board members and highlights the
central theoretical problem of asymmetric information that can arise in the application
process. Signalling Theory is relevant to this thesis because it shows the agent’s op-
tions to reduce information asymmetries. Screening Theory takes the opposite ap-
proach to Signalling Theory, i.e. the principal (the supervisory board in the context of
this thesis) obtains information on its own initiative in order to reduce information

asymmetries. Upper Echelon Theory shows how the variables under investigation
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can be used to predict strategic actions and resulting company performance. Further
theories like trait theory, social cognitive theory (SCT), the manager theories of Fayol
and Mintzberg and Boyatzis” manager competencies serve as a predictor of bank
performance based on specific competencies or behaviours of the applicants. The
thesis therefore supplements these theories with new findings from the environment
of German cooperative banks and their boards. This contributes to new theoretical

and academic knowledge and closes existing knowledge gaps.

There is another respect in which this work differs from previous research. It not only
generates new theoretical knowledge, but also practical guidelines for supervisory
boards to apply when appointing new board members. In this context, the current
work may contribute to providing solutions that help overcome two major issues for
German cooperative banks highlighted by Principal Agent Theory: by lowering
agency costs and by reducing information deficits. Optimising board member appoint-
ment processes can help keep agency costs low. The results of the current work can
be used to identify in advance the candidate with the best prospects of success. In-
formation deficits can be eliminated by being able to identify from the outset which
candidates have the highest potential to succeed. The results and findings of the cur-
rent work can be used to provide supervisory boards with concrete guidance sup-
ported by evidence. Therefore, the results of this research could make an important
contribution to the long-term sustainability of cooperative banks.

1.6 The structure of this thesis

The following paragraphs provide an overview of the structure of the current work.

The content of each chapter is briefly explained.

Chapter 1 began by introducing the topic and presenting the importance of the re-
search. This was followed by a discussion of factors that could potentially have an in-
fluence on the sustainability of German cooperative banks. Subsequently, reasons
were given as to why certain factors have been selected in this thesis and others
have not. The research aim, objectives and research question were then presented.
Furthermore, the theoretical and practical contributions of the current work were ex-

plained. The chapter concludes by outlining the structure of the thesis.
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Chapter 2 focuses on German cooperative banks and why these are the subject of
this research. It explains the role these banks play in the German banking market
and how they differ from other types of bank. The chapter starts by providing a brief
overview of the German banking system and the bank groups operating within it. This
is followed by an explanation of how the cooperative banks have developed from
their origins to the present day and the ideas that were important to the founders.
This is followed by a description of the various organs of a cooperative bank and their
respective responsibilities. The chapter provides the necessary background for un-
derstanding the context in which German cooperative banks operate.

Chapter 3 discusses Principal Agent Theory, Signalling Theory, Screening Theory,
Upper Echelon Theory and various management and personality theories, including
Boyatzis’ manager competencies. The theories put the current work in context in rela-
tion to the literature review and make the relevance of the research clear. The ways
in which the theories described in this chapter influence each other and their contri-
bution to answering the central research question are also explained. Furthermore,
the concepts of success, performance and performance measurement are discussed,
particularly in relation to German cooperative banks. A discussion on executive spe-

cialisation concludes the chapter.

Chapter 4 deals with the extent to which the factors examined in this thesis have al-
ready been covered in the existing literature. The characteristics of boards, especially
board size and board composition, are discussed on the basis of the existing litera-
ture. The first two hypotheses are then developed and formulated. Subsequently, the
characteristics of age, gender, education and experience are examined in more detail

and a hypothesis is developed and formulated for each of them.

Chapter 5 begins with an examination of the different research philosophies that exist
and their influence on the current work. The ethical principles associated with the cur-
rent work are then presented and considered. Following this, the thesis describes the
data that was collected for each of the variables (dependent, independent and con-
trol), how the data was collected and from what sources it was gathered. In addition,
the individual variables are described in more detail. An explanation is offered as to

what is included in an profit and loss account, what function it has in a company, and
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how the Gross Profit Margin is calculated — all of which are relevant for the methodol-
ogy used in the current work. The chapter also describes the statistical procedures

utilised for testing each hypothesis.

Chapter 6 presents the results of the empirical analysis, along with figures and expla-

nations.

In Chapter 7, the results of the empirical analysis are discussed. First, an interpreta-
tion of the results and discussion of the implications is presented. The conclusion
section highlights the limitations of the current work and provides recommendations
for potential future research topics. Practical applications of the findings are also sug-
gested. Thereafter, the extent to which the results answer the research question is

considered, with a summary of the most important findings rounding off the chapter.
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Chapter 2: German cooperative banks

2.1 Introduction

The following chapter will discuss the context of this thesis and explain why German
cooperative banks are the subject of this thesis, the main differences between coop-
erative banks and other types of bank in Germany, and why the research question is
posed in the context of Germany. The chapter starts by providing a brief overview of
the German banking system and the bank groups operating within it. This is followed
by an explanation of how the cooperative banks have developed from their origins to
the present day and the ideas that were important to the founders. There then follows
a discussion regarding the differences between German cooperative banks and other
banking systems. This is followed by a description of the various organs of a cooper-

ative bank and their respective responsibilities. The chapter closes with a summary.

First, the design and structure of the German banking system is explained.

2.2 The German banking landscape

The German banking sector is characterised by three different types of bank: private
banks,®> banks run by public authorities (including savings banks) and cooperative
banks (cf. Deutsche Bundesbank, 2016; Eim, 2004, pp. 14-15). This banking system
is also referred to as the three-pillar system (cf. Schmidt and Zwick, 2018). Most of
the private banks are incorporated and are therefore commercial banks. The banks
run by public authorities are regulated by public law, in a similar manner to the sys-
tem for regulating universities (cf. Arts, 2016). Cooperative banks are registered co-
operatives (81 GenG).

The three-pillar system developed gradually over time. The first public savings banks
in Germany were founded in the eighteenth century. The aim was to promote saving
and improve the supply of credit to the population in the business region (cf. Moeckel,
2022; DSGV Deutscher Sparkassen- und Giroverband, 2022). The first cooperatives

emerged in the mid-nineteenth century (cf. BVR, 2022e). Many of these aimed to

15 For example, Donner & Reuschel (www.donner-reuschel.de), Merck, Finck & Co.
(www.merckfinck.de), and Sal. Oppenheim Jr. & Cie (www.oppenheim.de).
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help farmers and artisans to support themselves, as explained in further detail in the
next section. The middle of the nineteenth century also saw the emergence of Ger-
many’s first major private banks, as the growing industry could no longer be financed
by individual private bankers alone (cf. BANKINGCLUB, 2020). In other words, indi-
vidual private bankers could no longer provide the increasingly large loans required
by industrial companies. As a result, different legal forms, liability structures and eq-

uity capitalisation developed over time. This is still the case today.

The German banking system consists mainly of universal banks. As a result, in con-
trast to the separation banking system, universal banks can perform all types of
banking transactions and offer all essential financial services in the areas of assets
and liabilities (cf. Deutsche Bundesbank, 2021).

2.3 A brief overview of the historical development of cooperatives

This section provides a brief overview of how cooperatives developed, how the idea
of member promotion arose and what significance it still has today.

At the beginning of the nineteenth century, the industrialisation and liberalisation of
the economy caused competitive pressures which created major economic difficulties
in cities and rural areas alike. A shortage of capital made it difficult for small-scale
craftspeople, buyers and farmers to acquire resources and machines (cf. Huttl,
2008). In addition, the banking system was not as developed as it is today. Although
there were savings banks and joint-stock companies, these tended to cater to the
needs of industry and large companies (cf. Huttl, 2008). These banks also consid-
ered the income generated by small businesses to be too low in comparison to their
expenses; at the same time, small businesses had insufficient securities to satisfy the
banks. The majority of the middle-class population, therefore, had no access to credit
(Fischer, 2011, p. 21). This meant that craftspeople, merchants and farmers de-
pended on local moneylenders, who exploited this dependence by charging ex-

tremely high interest rates.

Hermann Schulze-Delitzsch (1808-1883) and Friedrich Wilhelm Raiffeisen (1818—
1888) recognised the underlying problem and established alternatives to the existing
credit facilities by grouping local loan-seekers into credit unions. Such associations

had the ability to provide short-term loans of working capital to members. One group
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of members deposited savings so that the overall group (i.e. the cooperative) could
grant loans to other members. By coming together as a large group, artisans, farmers
and small businesses were able to provide loans on acceptable terms that were pre-
viously impossible due to their poor market position (cf. Grosskopf, 1990; Dullenkopf,
2001). They were able to make decisions on offering loans by relying on local infor-
mation from their members and by limiting membership to people with a good reputa-
tion in the local area. Furthermore, it was possible for the members to each be fully

and mutually liable for their own cooperative (Gorton and Schmid, 1999, p. 127).

This approach was unusual for the time. In principle, credit decisions were made by
individuals, i.e. bank managers or capital owners like Jakob Fugger, a famous mer-
chant and banker who lived in the 16th century (cf. Nickels, 2015). The approach of
distributing credit decisions among many individuals (the cooperative) was funda-
mentally different (cf. HUttl, 2008). Parallels can be made with our business world to-
day. In larger financial institutions that are run as joint-stock companies, a few share-
holders (with high shareholdings) may not only have a say in a bank's development,
but largely determine it (cf. Kallifatides and Nachemson-Ekwall, 2016). In cooperative
banks, on the other hand, the principle of democracy still applies, i.e. each member
has one vote (cf. BVR, 2022b). In the case of larger loans, these voting rights are still
exercised by members of the supervisory board (according to 83 of the rules of pro-
cedure of the supervisory board; DG Verlag, 2018a). The supervisory board, in turn,
is authorised to exercise these voting rights by the general assembly, i.e. the individ-
ual members. In addition, each individual member has the opportunity to participate
in various decisions, such as a merger (8 43 GenG). In this respect, the continued
existence of cooperative banks in Germany is crucial to maintaining democratic deci-
sion making in banks and preventing banks from being dominated by a small number

of rich shareholders.

The original idea of the founders of the cooperative was to help people to help them-
selves, commonly referred to as the promotional mission (cf. Hattl, 2008). In the early
years and for a long time afterwards, this principle functioned well. However, in re-
cent decades, the economic landscape has changed dramatically, with the financial
situation of households, small businesses and farmers improving significantly. This
also means that the business practices of cooperative banks have changed; they

have been adapted to ensure the future sustainability of cooperative banks, which is
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also evident in the changes in cooperative law over the decades (cf. Liebig, 2021).
One example of this is that, for many years, they have also been doing business with
non-members, something which was originally excluded by the statutes!® (82 (4); DG
Verlag, 2018c). Based on 81 GenG and 81 of the Rules of Procedure of the execu-
tive board, the promotional mission still plays an important role for German coopera-
tive banks today This importance is reflected in the fact that cooperative banks are
predominantly focused on the regional economy (cf. Hittl, 2008). Furthermore, coop-
erative banks still maintain dense branch networks (cf. Deutsche Bundesbank, 2021).
However, due to the developments outlined above?’, the original promotional mission
has almost no practical relevance today and has receded into the background over
the decades (cf. Schafer, 2019). Monetary aspects, measured in terms of perfor-
mance, are much more important in ensuringthe long-term sustainability of coopera-
tive banks. Therefore, the promotional mission is nowadays no more than a mission

statement, as is the case for many other companies as well.

2.4 The unique nature of cooperative banks in the German banking land-

scape

This section provides an overview of how German cooperative banks differ from

other bank types and the reasons for this.

2.4.1 Ownership structures

A key distinguishing feature of cooperative banks is that their members are also their

owners (cf. Huttl, 2008). This is particularly unique in the banking world. In concrete

16 German cooperative banks use a so-called model statute which is identical in its basic features for
all cooperative banks. Only nuances can be individually adapted by each cooperative bank (cf. DG
Verlag, 2018c).
17 The improvement in the financial situation of traditional cooperative bank consumers and the provi-
sion of cooperative banks services to non-members.
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terms, this means that members of cooperative banks each have one vote in the gen-
eral assembly, regardless of the size of their shareholding (§ 43 GenG) and can thus

participate in major decisions at "their" bank.18,

In comparison, savings banks are owned by the respective region, so there is no co-
ownership by individuals and no possibility of participating in decision-making (cf.
Muliler, 2016). In the case of large banks in the form of joint-stock companies, there
is a clear imbalance between small investors and large shareholders, i.e. large share-
holders can exert greater influence than small savers (cf. Kallifatides and Nachem-
son-Ekwall, 2016).

At cooperative banks, each member has an equal vote at the general assembly and
the opportunity to influence the composition of the supervisory board and the execu-
tive board; political influence is largely excluded (8 43 GenG; Huttl, 2008). Moreover,
supervisory board members are also elected by the general assembly. These are in-
dividuals who are elected from among the members (according to 8 24 of the statute;
DG Verlag, 2018c) and who do not receive these positions due to political manoeu-

vring.

In comparison, savings banks, which have similar structures and similarly dense
branch networks, differ in essential points. The owners of the savings banks are the
respective administrative regions in which the savings banks have their headquarters
(cf. Muliler, 2016). The supervisory body that oversees the savings bank executive
boards is the administrative board (8§ 13 Savings Banks Act'®). This in turn is com-
posed of the respective region administrator and for the most part by the mayors of
the larger municipalities in the region (8 13-15 Savings Banks Act). This means that
the executive board can have political influence, while at the same time, the mem-
bers of the administrative board can change more frequently (due to regular elections
of mayors and region administrators). It also means that a customer has no means

influencing the business policy of a savings bank.

18 This is also relevant today. On the one hand, the results of votes are usually announced immedi-
ately, i.e. every member is immediately informed of vote results. At the same time, there are no inter-
vening hierarchies that can delay decisions. Furthermore, each individual member not only has a right
to vote, but can also express their opinion during votes. In the case of merger votes in particular, indi-
vidual requests to speak can be decisive as to whether or not the merger takes place.
19 In German: Sparkassengesetz - SpkG
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2.4.2 Number of head offices and branches

A distinctive feature of cooperative banks is their dense network of head offices and
branches and thus comprehensive provision of financial services, i.e. maintenance of
the local ecosystem (cf. Deutsche Bundesbank, 2021). This is due to the fact that,
during their emergence over 200 years ago, cooperative banks were established in
almost every village (cf. Huttl, 2008). Only in the course of the following decades did
any consolidation take place; although there were fewer cooperative banks overall,
branches were still present in many local areas (cf. Deutsche Bundesbank, 2021,
Huttl, 2008). Because the large banks were mainly focused on large customers such
as industrial enterprises due to their business model, there was no need to build up
dense branch networks. For the reasons already mentioned in Section 1.2, coopera-
tive banks also have to close cost-intensive branches in order to survive economi-
cally. This in turn has a significant impact on the local ecosystem that these coopera-
tive banks have provided over the past decades. In concrete terms, this could result
in larger parts of the population no longer being able to participate in payment trans-
actions and the loss of cooperative banks as employers in the region.

2.4.3 Business model

Cooperative banks also stand out due to their low-risk business model and the small-
scale nature of their business (cf. BVR, 2020; Barkey, 2018). Influenced by their his-
torical development, the business model of cooperative banks has always been to re-
ceive deposits and issue loans (cf. Huttl, 2008). An essential basis for this low-risk
business model is the small-scale nature of the transactions, especially in the lending
business (cf. BVR, 2020). This means that, instead of providing loans to a small num-
ber of large borrowers, cooperative banks usually provide loans in smaller amounts
to many different borrowers?°. This keeps the risk to the bank manageable. This risk
diversification strategy, which makes cooperative banks resilient to financial crises,

could be a reason why they have been sustainable for more than 200 years.

Large banks have always taken greater risks because of their focus on industry and

large companies. Savings banks, on the other hand, operate the same business

20 Depending on the region in which the bank operates and the economic structures there, there are
different weightings and distributions with regard to the number of borrowers and size ratios.
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model as cooperative banks, but because of the size of their operations (due to mer-
gers in recent years and decades) they now operate more like large banks, i.e. they
can and do extend loans to larger companies that were previously provided by large
banks (cf. Deutsche Bundesbank, 2021). In addition, savings banks are only ac-
countable to their region for the business done and risks taken. In case of losses or
other difficulties, the region and thus the citizens of the respective region are liable
(cf. MuRler, 2016). In this respect, it is now the cooperative banks that mainly pursue

low-risk business models.

2.4.4 Other distinguishing features of cooperative banks

One other distinguishing feature of cooperative banks is that their members have the
right to a dividend (8§ 19 GenG (1)). Neither the large commercial banks nor the sav-
ings banks offer this right. Furthermore, by statute (8 9; DG Verlag, 2018c), members
are obliged to conduct business?! with the bank, which is not the case with other
types of bank. In addition, the cooperative banks, although very small in size and
number, with more than 800 cooperative banks existing in Germany as of 31 Decem-
ber 2018 (cf. Deutsche Bundesbank, 2020), are legally independent. Savings banks,
in contrast, are not legally independent, as the owners are the respective regions and

thus have co-determination rights (cf. Muf3ler, 2016).

Another special feature is that cooperative banks pay into their own security fund (cf.
BVR, 2014), which guarantees members and customers an unlimited payout in the
event of difficulties at the bank, whereas with other banking groups and in German
companies in general, this is only limited to deposits of up to 100,000 euros (cf.
Deutsche Bundesbank, 2015).

While Germany’s large banks have always done business beyond Germany’s na-
tional borders, cooperative banks have historically followed the regional principle, i.e.
they only do business with customers from the region, within a known environment.
This involves close engagement with the local ecosystem, something which local

banks have done successfully for decades (Huittl, 2008).

21 This is intended to prevent one-sided business relationships, i.e. where the member benefits from
favourable conditions in lending, for example, but performs payment transactions on more favourable
terms at another bank. The fact that all members are obligeed to carry out all types of banking transac-
tion with their cooperative bank ensures that the bank’‘s business operations are sustainable.
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2.5 Bodies of German cooperative banks

First, there is an explanation of the differences between German and Anglo-American
executive boards. After that information about the individual organs that make up a
cooperative bank are provided. In addition, the competences and responsibilities of
the individual boards are delineated from each other. This section begins by explain-
ing the differences between the boards of German banks and those of Anglo-Ameri-
can banks. The individual organs making up a German cooperative bank are then
discussed, followed by the competencies and responsibilities of the individual bodies.

Up to this point, the thesis has used the term executive board member and cited An-
glo-American sources as well as German sources. However, a board member in Ger-
many is not necessarily the same as a board member in America or in the UK. The
composition of boards in companies and cooperative banks in Germany is only par-
tially comparable with the composition of boards in the Anglo-American region (e.g.
Jensen, 1993a). This is due to the fact that, in the Anglo-American region, the man-
agement and control functions of a company, which rest with the board of directors,
are often performed by one entity; the board of directors (Bohm et al., 2012, p. 139).
In the Anglo-American model, members of the board of directors are usually divided
into executive and non-executive members. The executive members are responsible
for the operational management of the company, while the non-executive members
mostly have an advisory and control function. Their function is comparable to that of
a member of the supervisory board of a German stock corporation. In many German

companies, the executive board and supervisory board are separate.

German cooperative banks have an executive board with operational activities and a
supervisory board with non-operational activities. Furthermore, § 37 (1) GenG ex-

cludes any dual function of executive board and supervisory board.

The GenG specifies which organs are required in a cooperative bank: “The coopera-
tive must have an executive board and a supervisory board. Cooperatives with no
more than 20 members may be waived by appointing a supervisory board. In this
case, the General Meeting shall exercise the rights and duties of the supervisory

board, unless otherwise specified in this Act” (§ 9 GenG).
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The three decision-making bodies in German cooperative banks are the executive

board, the supervisory board and the general meeting.

2.5.1 The executive board (members)

Given their central role to this thesis, this section focuses on the executive board
members of a cooperative bank and their responsibilities.

The executive board members of a cooperative bank are its legal representatives.
They (at least two members) are solely responsible for managing and representing
the cooperative bank in accordance with the GenG (8 24 Paragraph 1 and § 27 Para-
graph 1 Sentence 1). In addition, the executive board members fulfil the business

leadership function and implement the business strategy (Fischer, 2011, p. 120).

Furthermore, according to § 1 GenG, the executive board is the body responsible for
pursuing the purpose of the cooperative; that is, pursuing the promotion of the mem-
bers. The executive board consists of two persons and is elected and dismissed by
the general meeting. The statute may determine a higher number of persons as well
as a different method of appointment and dismissal (§ 24 GenG).

At this point, the question arises as to why a cooperative bank requires two executive
board members while a joint-stock company can have just one. A question also
arises as to why the executive boards of large banks are often significantly larger.
The need for two board members at cooperative banks is justified by the four-eye
principle, i.e. there is a mutual monitoring and control function. This monitoring and
control function extends to the entire construct of a cooperative, i.e. the executive
board members, as the executive body, monitor each other and are simultaneously
monitored and controlled by the supervisory board (cf. § 38 GenG). This structure

means there is no need to employ additional staff to carry out such a control function.

In comparison, banks that are run as stock corporations only require one executive
board member (CEO) by law (8§ 76 Stock Corporation Act??). Usually, these are large
banks with several thousand employees, which are difficult to manage for one person
alone. Therefore, the position of CEO is often supplemented by divisional board
members like CFO, CTO, CIO?, as is the case at Deutsche Bank, for example (cf.

22 In German: Aktiengesetz - AktG
23 These roles do not exist in cooperative banks but are expected to be carried out by the two CEOs.
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Deutsche Bank, 2022a). In fact, companies like Deutsche Bank have much larger ex-
ecutive boards, with each board member heading a specific department. Such a

structure often brings with it higher costs.

With regard to the requirements for members of executive boards, 8 25¢c KWG states
that the executive board members must be technically qualified and sufficiently com-
petent to manage an institution and must devote sufficient time to performing their
duties. Professional aptitude is the combination theoretical and practical knowledge
of the relevant business as well as leadership experience. It is assumed that individu-
als who have three years of leadership experience at an institution of comparable
size and business activity have the professional aptitude to be an executive board

member.

Peemodller (2017, pp. 65—-66) suggests that a code of conduct based on the thir-
teenth-century concept of the “honourable merchant” would be desirable for mem-
bers of the executive board of a cooperative bank. Aside from general values, such
as honesty, fairness, integrity, sincerity, reliability, foresight, diligence and decency,
however, he does not answer the question of what tangible — and, above all, measur-

able — qualities this could encompass.

Other qualities or requirements, such as age, education and experience, are not de-
fined by law. This raises the question of which personal qualities or characteristics in-

fluence the performance of a cooperative bank.

2.5.2 The supervisory board

“Unless the statute stipulates a higher number, the supervisory board consists
of three persons to be elected by the General Meeting. The number required
for a resolution shall be determined by the statute” (§ 36 GenG). The supervi-
sory board must supervise the executive board in its function. For this pur-
pose, it may at any time demand information from the executive board on all
cooperative affairs and examine and audit the books and documents of the co-
operative, as well as the cooperative fund and the stocks of securities and
goods (8§ 38 GenG).
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According to 8 38 GenG, the supervisory board is responsible for controlling and
monitoring the activities of the executive board members (Fischer, 2011, p. 122).
Usually, the supervisory board is a committee consisting of lay persons, without in-
depth business or bank-specific knowledge (Munkner, 2007, p. 32).%* This may seem
peculiar at first, yet makes sense on closer inspection. For historical reasons, the su-
pervisory board consisted of members of the cooperative, often farmers and crafts-
men, i.e. laymen from the cooperative's own ranks. This is still largely the case today.
The requirements for knowledge and qualities of supervisory board members have
increased over the years (cf. Bundesanstalt fir Finanzdienstleistungsaufsicht - BaFin,
2020b), but it is essentially sufficient for a supervisory board member to be able to
supervise the business of the executive board (cf. Picker, 2019). For this purpose,
the supervisory board members can also make use of external experts. In parallel,
the monitoring and control function of the supervisory board is supplemented by the
annual statutory audit by audit firms (cf. Picker, 2019). Supervisory board patrticipa-
tion is voluntary, typically only remunerated with low expense allowances (8 36
GenG). This means that here, too, the cooperative principle of helping people to help
themselves comes into play, helping to avoid costs and unnecessary effort. Further-
more, such a regulation ensures that no economic dependencies arise between the

controlling body and the executive board.

There are further measures to ensure that the appointment of laypersons to the su-
pervisory body does not have any negative effects. According to the statutes of each
individual cooperative bank (cf. DG Verlag, 2018c), each supervisory board member
must leave the board every three years (cf. 8 24 (3); DG Verlag, 2018c). This regula-
tion is intended to ensure that supervisory board members are capable of fulfilling
their control and monitoring function and do not allow their performance to decline as
a result of being on the board for too long. In addition, it is important to prevent close
relationships between the supervisory board and the executive board. Additionally,
new members with different professional backgrounds should have the opportunity to
participate in the board. In practice, however, such a regulation is undermined by the

fact that individuals who leave the supervisory board may be re-elected (according to

24 There are no regulations on the demographic composition of the supervisory board. Traditionally,
farmers and craftspeople were often represented on supervisory boards. It is only in recent decades,
and especially in larger cooperative banks, that increasing numbers of businesspeople with business
knowledge have been found on supervisory boards. The management reports at www.bundesanzei-
ger.de confirm this (the professions of members of the supervisory board are nhamed).

52



8 24 (3) of the statute) and this happens regularly (cf. Nordthiringer Volksbank eG,
2022).

Furthermore, the supervisory board is responsible for appointing the members of the
executive board and while it is not the primary object of research of the current work,
it is the main addressee of the results of the empirical investigation of this thesis. Su-
pervisory board members will likely find the outcomes of this research very useful as
they will help them appoint the right candidates to the executive board.

2.5.3 The general meeting

“The members exercise their rights in the affairs of the cooperative in the gen-
eral meeting, unless the law provides otherwise. The general meeting adopts
resolutions by a majority of votes cast (a simple majority vote), unless the law
or the statute provide for a greater majority or further requirements. For elec-
tions, the statutes may have different rules. Each member has one vote” (§ 43
GenG). The general meeting is by far the most powerful organ in a coopera-
tive bank. It consists of members of the cooperative and always takes deci-
sions by vote. According to § 48 GenG, the following business policy deci-
sions, among others, fall within the scope of the general meeting: the appoint-
ment, dismissal and discharge of the executive board and the supervisory
board; the use of the annual surplus; the dissolution of the cooperative; and
amendments to the statutes. However, it should be noted that the general
meeting does not usually have a direct influence on the bank’s day-to-day

business or its strategic decisions (cf. Wiegner, 2021).

2.6 Summary

There are special features and distinguishing characteristics of cooperative banks in
comparison to savings banks and large banks, which have their roots in their histori-
cal development and are still valid today. Due to the important role cooperative banks
play for the local ecosystem, based on a dense branch network and their low-risk
business model, the continued existence of cooperative banks is important. Savings

banks, which have similar structures, are not ideally suited as a research object, as
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they operate significantly fewer branches, tend to be large banks due to their size ra-

tios and produce a smaller data sample due to their smaller number.

Furthermore, the environment of German cooperative banks is particularly well-suited
to investigating executive characteristics because the interaction between the se-
lected manager qualities and the performance of banks can be investigated as pre-
cisely as possible. This can be optimally realised in an environment where members
can directly elect "their" supervisory board and "their" executive board. Political influ-
ence, which could possibly "undermine” managerial qualities and related decisions,
can be largely excluded in the environment of cooperative banks. In savings banks,
on the other hand, the political component is present per se, and an influence on the

management cannot be ruled out.

Because there is still a large number of cooperative banks, and a large number of ex-
ecutive board members associated with them, cooperative banks are the ideal envi-
ronment for the current work since the results of the empirical survey are expected to
yield meaningful findings that may be applicable in similar contexts (e.g. savings
banks).
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Chapter 3: Theoretical background

3.1 Introduction

At the beginning of this thesis, it was explained why it is important that German
cooperative banks continue to be sustainable in the long term. In addition, the variab-
les to be examined in more detail with regard to their influence on the performance of
these banks were identified. In the following chapter, the topic will be examined
against a theoretical background and fundamental relationships will be discussed.
The relationship between the potential executive board member and the bank is ex-
plained, the potential problems that can arise from this are identified and the existing
solution mechanisms are discussed. A particular focus is placed on the extent to
which the variables to be examined can be helpful in finding solutions. In concrete
terms, the theories are examined in such a way that they contribute to a better under-
standing of how information asymmetries that can arise between a potential applicant
and the bank can be reduced with the help of the variables to be examined. As a re-

sult, agency costs can be reduced.

This chapter discusses governance theories, namely Principal Agent Theory, Signal-
ling Theory, Screening Theory, and Upper Echelon Theory, as well as various man-
agement and personality theories. The theories put the central question of the current
work in context in relation to the literature review and make the relevance of the re-

search clear. The chapter also explains how the theories influence each other.

Since performance is a central element of the thesis question, a more theoretical and
conceptual literature review is carried out on success, performance and performance
measurement in German cooperative banks in the further course of the chapter.
Therefore, the term success is defined, and performance is explained as a measure
of success. Then, several approaches to measuring performance are illustrated. After
that, measurements of financial performance in general and for banks in particular
are introduced. Furthermore, there is a definition and explanation of what exactly is

meant by sustainable performance.

The chapter concludes with a discussion of the concept of manager specialisation

and its treatment in the literature.
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The next section looks in detail at Principal Agent Theory, which, in the current work,
can be applied to the relationship between the owners of a cooperative, its members,
and its chief decision-makers, the executive board members and primarily points out

the theoretical problem.

3.2 Governance theories

3.2.1 Principal Agent Theory

Principal Agent Theory (also called Agency Theory) examines the contractual ar-
rangements of at least two contracting parties in a business (e.g. sales contracts or
employment contracts) where one party, the so-called principal, delegates some de-
cision-making authority to the other party, the so-called agent (cf. Feng and Horta,
2021; Niklaus, 2015). The agent, in turn, is responsible for maximising the principal’s
investment in exchange for an incentive, such as an annual salary (cf. Liu et al.,
2021a).

The ideal state of such contractual situations is an environment in which information
can be freely obtained and in which any asymmetric distribution of information does
not cause any economic disadvantage to the principal or the agent (cf. Feng and
Horta, 2021; Niklaus, 2015, p. 7). There is no incentive for the acting parties to be-
have in a manner that is contrary to the contract (cf. Liu et al., 2021a).

However, reality does not conform perfectly to this ideal: in delegation relationships
(in contractual relationships with dependencies between the two contracting parties,
i.e. between principal and agent), the asymmetric distribution of information, environ-
mental uncertainties and the differing risk appetites of the numerous actors involved
(i.e. the principal and the agent) can lead to agency problems (cf. Damayanti et al.,
2021).

Information asymmetries arise when one contracting party (here: the agent) has a
knowledge advantage over the other contracting party (here: the principal). Due to in-
formation being unequally distributed, opportunistic behaviour can occur as a result
(cf. Ugwu et al., 2020; Finishtya et al., 2021; Raimo et al., 2021). This means that the
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agent could exploit its knowledge advantage to the detriment of the principal. Accord-
ing to Jensen and Meckling (1976), asymmetrically distributed information can be fur-
ther divided into the following categories: 2°> hidden characteristics, hidden action, hid-

den information, hidden intentions (cf. Preindl, 2022).

In the case of agency problems, a distinction is made between adverse selection,
moral hazard and hold-up problems (cf. Tang, 2017). Adverse selection means that
the principal makes a negative selection based on characteristics or qualities of the
agent of which the principal was not aware but were present before the contract was
concluded, i.e. the principal could have chosen the wrong applicant due to a lack of
knowledge of his or her characteristics. Moral hazard occurs after the contract has
been concluded and means that the agent exploits their professional freedom without
the principal being able to intervene. A hold-up problem arises when the principal
does not know the agent’s intentions after the contract has been concluded, despite
being able to observe the agent’s actions (cf. Tang, 2017). All three agency problems
are caused by information asymmetries, i.e. the agent has an information advantage
over the principal (cf. Damayanti et al., 2021). In order to compensate for this infor-
mation advantage (on the side of the agent), the principal has to incur so-called
agency costs for e.g. more elaborate monitoring of the agent (cf. Eka Berlianti et al.,
2022). Due to the agent’s information advantage over the principal, further agency
costs can arise because the principal does not hire the best agent, but only the sec-
ond-best agent (cf. Jiao et al., 2019).

Fohr (1991, p. 127) explains these so-called agency costs as the difference between
“the solving of a given problem whereby the principal has full information and is able
to make a decision quickly (first-best-solution) and the best possible solution involv-
ing one or more agents”. In other words, agency costs are the difference between
“first-best” and “second-best” solutions, with "first-best” solutions being the ideal sce-

nario (cf. Jiao et al., 2019; Spremann, 1988, p. 617). Agency costs are simply the

25 Hidden characteristics refers to information that only the agent has about their qualities and charac-
teristics. The agent could conceal this from the principal before signing the contract in order to in-
crease their benefit. Hidden action refers to the fact that the principal cannot observe or control the
agent’s actions after the conclusion of the contract. The agent could exploit this through opportunistic
behaviour to increase their benefit at the expense of the principal. Hidden information refers to the fact
that the principal can observe the agent’s actions after the contract has been concluded but cannot
judge their quality. The agent can exploit this knowledge advantage to maximise their own benefit
through opportunistic behaviour. Hidden intentions refers to any intentions hidden by one of the two
parties to the contract about the business to be conducted from the other. A hold-up problem arises in
the course of the business relationship.
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costs that the principal has to face as a result of delegating the work in a world of in-

formational challenges (cf. Kabwe et al., 2021; Spremann, 1988, pp. 617-622).

The underlying assumption here is that decision-makers employed by a company do
not behave as if they were the company’s owners, i.e. there is opportunistic behav-
iour by the agent. As a result, agency costs are incurred to ensure that the decision-
makers act in the interests of the company owners and not in their own interest (cf.
Faisal and Challen, 2021; Kandemir, 2019)2.

However, what does such a contractual relationship essentially look like in the envi-
ronment of German cooperative banks? Where do information asymmetries exist?
Which agency costs arise and why? In the context of the current work, Principal
Agent Theory describes the contractual relationship between the members of the co-
operative bank (the principal) and the executive board (the agent). In the broader
sense, there is, at least internally, another principal-agent relationship, because ac-
cording to § 24 of the statutes (cf. DG Verlag, 2018c), the members of the coopera-
tive bank (the principal) elect the supervisory board (the agent) at the general meet-
ing. Thus, the supervisory board acts as an agent on behalf of the members; in turn,
it acts as the principal when appointing members of the executive board. In general,
agency costs represent the costs incurred by the separation of company ownership
(members of the cooperative bank) and corporate governance (executive board

members).

According to the literature (cf. Ugwu et al., 2020; Finishtya et al., 2021; Raimo et al.,
2021), it may occur that, during the appointment process in cooperative banks, the
candidates (i.e. potential future agents) applying for a position on the executive board
have an information advantage (cf. Feng and Horta, 2021) over the supervisory
board (principal), because the potential candidates know their own qualities better
than the supervisory board. Information asymmetries could occur because a potential
candidate could conceal certain (negative) characteristics and qualities (hidden quali-
ties) about themselves in order to increase his or her benefit (cf. Damayanti et al.,
2021), i.e. to obtain the advertised position. Furthermore, it cannot be excluded that,
after the conclusion of the contract (and despite the supervisory board’s monitoring

26 Stewardship Theory (Chrisman (2019); Henssen et al. (2014)) takes the opposite view, i.e. the exec-
utive board member acts for the good of the company. In this respect, opportunistic behaviour can be
viewed critically.
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and control function), information asymmetries occur due to hidden action, hidden in-

formation and hidden intentions (cf. Preindl, 2022).

In this context, the question arises as to what specific qualities and characteristics the
agent might be withholding from the principal. In addition to various information (e.g.
personal and professional background), application documents typically contain?” in-
formation about the age, gender, education and professional experience of the candi-
date (cf. Schuttler-hansper, 2019). In addition, some information is already available
in advance (e.g. from the job advertisement or website) and is more enlightening for
the applicant, such as the size and composition of the executive board (cf. Bl Bankin-
formation, 2022). In the selection process, the data provided by the applicant can
serve the supervisory board as a proxy for underlying competencies and qualities
(hidden qualities) of the executive board candidate. The supervisory board has the
task of assessing the information provided in order to select the best candidate(s).
The criteria used by the supervisory board to select a board candidate are likely to
depend on various contextual factors that are not considered in detail here. Further-
more, only the variables that are also examined in the current work are discussed
here, as there are numerous pieces of information that can influence candidate selec-

tion in an application process.

There is evidence in the literature that there is a negative correlation between in-
creasing age and information processing speed, which is subsequently associated
with lower competencies in e.g. decision-making (cf. McHutchison et al., 2019; Békés
et al., 2021). Other studies (cf. Oztimurlenk, 2021; Kanfer and Ackerman, 2004) sup-
port the claim that older managers have more social networks and experience. These
correlations might be used as proxies for competences like “decision making” as well

as “social competences”.

There are differences in the way men and women work. Nugraha and Widyaningsih
(2022) and Singh et al. (2002) show that women analyse issues more thoroughly
than men before making a decision, while men can identify problems more quickly
and precisely than women. Consequently, when a problem has been identified and a
suitable solution is available, women take more time to delegate and explain work

tasks. Men, on the other hand, often prefer a single solution, even though alternative

27 Due to the fact that application processes may involve varying stages and require different amounts
of information, the process is outlined here in simplified form.
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solutions may be available (cf. Nugraha and Widyaningsih, 2022; Singh et al., 2002).
These findings could be relevant to competencies such as “problem solving ability”,

“analytical thinking” as well as “leadership qualities”.

In several research papers (e.g. Buczylowska and Petermann, 2018), education is
seen as an indicator of a person’s cognitive ability. Accordingly, correlations are seen
between a person’s cognitive ability, level of education and decision-making ability
(cf. Petrocchi et al., 2021; King et al., 2016; Lubinski and Humphreys, 1997). Higher
educational attainment is also associated with higher levels of patience and higher
irritability thresholds (cf. Warner et al., 2020; Funder and Block, 1989). In the Upper
Echelon Theory literature, education is also used as a measure of an individual's
knowledge (cf. Hambrick and Mason, 1984). The characteristics involved here could

o

be described as “decision-making”, “patience” and “knowledge”.

Prastiwi et al. (2019) and Acquaah (2012) state that senior manager competencies
are based on knowledge, skills and expertise. As confirmed by Acquaah and Chi

(2007), these enable a person to handle difficult and complex tasks and, based on
the information available, make informed decisions that are specific to particular in-

dustries. The characteristics involved could be summarised as “knowledge”, “exper-

tise”, “handling difficult and complex tasks” and “decision-making”.

Board size and board composition are factors that can be important for both the ap-

plicant and the supervisory board.

In terms of board size, the standard argument (cf. Lu and Lee, 2021; Adams et al.,
2010; Jensen, 1993a) is that the larger the board, the less effective it is in supervising
the management of an organisation. This is attributed to higher agency costs, particu-
larly with regard to (relationship) problems between executive board members, com-
munication and coordination difficulties, and protracted decision-making. From the
applicant’s point of view, a board having more than two members could be an indica-
tion that there might be difficulties within the board. From the perspective of the su-
pervisory board, an applicant who has been a member of a board with more than two

members could have the competence “teamwork ability”.

One of the foundations of dual (or shared) leadership theory is that complex organi-

sations can be successful when led by a team as opposed to a single individual (cf.
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Eseryel et al., 2021; Pearce and Conger, 2003). The theory of dual (shared) leader-
ship also implies that an influencing, interactive and dynamic mechanism between
the team members may help the team achieve its goals and organisational aims. The

key factors involved here could be summarised as “teamwork ability”, “flexibility” and

“‘dynamism”.

Regardless of whether the respective variables (age, gender, education, experience,
board size and board composition) and information have a positive or negative im-
pact on performance, in which is the focus of the current work, they can be inter-
preted by the supervisory board (which in turn is composed of several individual per-
sons having different views and interpretations of the information) in a variety of ways
and used as a proxy for the qualities and competencies of the potential applicant.
The competencies listed above, which are considered to be proxies for underlying
gualities, serve only as examples and are subject to individual interpretation. This
means that on the basis of the variables, different conclusions can be drawn about
the associated competencies and qualities and their interpretation, i.e. whether they
are interpreted as positive or negative.

The extent to which the individual pieces of information listed above can be used to
make a recruitment decision depends on the respective context. Overall, the appli-
cant information could act as a signal for both the applicant and the supervisory
board and thus balance out information asymmetries. How this principle works in de-

tail is presented in the following chapter.

Principal Agent Theory has highlighted the theoretical problem (of asymmetric infor-
mation distribution). The next section discusses how Signalling Theory and Screen-

ing Theory can provide possible remedies.

3.2.2 Signalling vs. Screening Theory

Signalling Theory describes a solving mechanism. It attempts to solve the problems
of Principal Agent Theory and considers how an exchange of information between
two parties with different interests can be successful (cf. Song et al., 2020; Bangerter
et al., 2012). The initiative to reduce information asymmetries rests with the agent,
because the agent has an interest in concluding a contract with the principal. Reduc-

ing any information asymmetries, therefore, is seen as one of the central objectives
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of Signalling Theory (cf. Fan and Zhang, 2020). Signalling theory assumes that one
party to a contract (the agent) is better informed about an issue than the other party
(the principal) (cf. Liedong and Rajwani, 2022). To reduce the uncertainty of the prin-
cipal, the agent tries to send signals (which serve the principal as proxies for certain
gualities and competences of the agent) in order to induce the principal to conclude a

contract (cf. Fernando et al.)?8.

The emergence of Signalling Theory goes back to Spence (1973), who studied infor-
mation economics. He investigated markets where buyers and sellers are confronted
by asymmetric information. Using the labour market as a model, he developed a the-
ory to explain these information asymmetries, as already illustrated in the previous
section. He claimed that this theory could help minimise information deficits and en-
sure that the employer hired the best candidate for the position.

In the context of a job application, personal characteristics such as name, age, work
experience, gender and education constitute signals (cf. Spence, 1973) and can
serve as proxies for certain underlying qualities and competencies. In the job appli-
cation process, the applicants, who occupy the role of an agent, send important infor-
mation (signals) in the form of credentials and certificates to the principal, the pro-
spective employer (cf. Spence, 1973; 1974; 2002). The information which the em-
ployer gains from the signals can help them hire the best applicant for the business

by interpreting the associated competencies and qualities accordingly.

Due to the information asymmetries that arise when deciding between two alterna-
tives, a so-called adverse selection may occur. Akerlof (1970) describes this in his
well-known essay “The market for lemons’: quality uncertainty and the market mech-

anism”2°, Adverse selection can occur in the credit market as well as in the labour

28 |n order to compensate for this information advantage and to encourage the principal to conclude a
contract, a potential candidate can send signals to the supervisory board on the basis of their applica-
tion documents, which the supervisory board must interpret in order to select the best candidate. Se-
lecting the second-best candidate can potentially result in several negative consequences, i.e. agency
costs. For instance, the bank may not select the most suitable candidate (cf. Jiao et al., 2019), i.e. an
adverse selection occurs. Secondly, a higher salary may have to be paid for the candidate, even
though the candidate is only the second-best (cf. Féhr, 1991). Third, higher monitoring costs can arise
due to the selection of the second-best candidate.

29The essay describes how a market can collapse if there is an asymmetrical distribution of infor-
mation about product quality. Akerlof (1970) illustrates this with the example of the used car market. In
his model, he refers to cars of poorer quality as “lemons” and to used cars of good quality as
“peaches”.
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market (cf. Mallick, 2019). Akerlof (1970) describes solutions for reducing information
asymmetries. One approach is to create information balancing. In simple terms, cer-

tain signals indicate certain candidate qualities.

In the context of German cooperative banks, Signalling Theory (cf. Spence, 1973)
plays a role when it comes to the appointment of new executive board members as
explained in the last section. When German cooperative banks start the process of
appointing executive board members, applicants send signals in the form of applica-
tion documents that mention characteristics such as age, education, experience and
gender (cf. Spence, 1973; Spence, 1974; Spence, 2002), which can indicate compe-
tencies and qualities outlined in the previous section. There is also signalling in the
opposite direction (cf. Spence, 1973; Utami and Wahyuni, 2018), the potential candi-
date (agent) can receive signals from the principal (here: the supervisory board); in
other words: the principal sends signals, for example in the form of a job advertise-
ment or website, which provide essential information about the employer, such as
board size and board composition (cf. Bl Bankinformation, 2022). This information, in
turn, can be crucial for the applicant, as they also interpret the available information
(on board size and board composition) and base their approach to the application
process on it.

In the next step, when all the necessary information is available, the supervisory
board can then choose the candidate who best meets the executive board’s require-
ments by using the information received from those signals. In other words, a candi-
date selection can take place on the basis of certain signals, which are representative
of certain competencies and qualities of the candidate, and the importance that the
supervisory board attaches to the signals of the candidate. Candidate selection might
be made on the basis of a desired competence profile (cf. Bl Bankinformation, 2022).

However, the variables examined in the current work can help to identify suitable

It is explained that consumers who want to buy a car only know the average quality of all used cars.
This means that a quality assessment for each individual car is not possible and the cost of obtaining
this information would be too high. On the other side, car owners or used car dealers know the precise
quality of their cars. In spite of this, customers will only be willing to pay the price for a car of average
quality, as they cannot determine the quality of a car in advance.

The direct consequence of this is that cars of above-average quality are objectively undervalued on
the market, while cars of below-average quality are overvalued. As a result, only those car owners
who own a car of below-average quality (“lemons”) sell their car; the owners of high-quality cars keep
their car. As a result, cars of above-average quality are no longer traded because they can only com-
mand the price for a car of average quality. Thus, the number of cars traded and the average quality of
those cars will decrease. This is due to the mismatch between different information sources. According
to Akerlof (1970), this can cause a market to stagnate or even come to a complete standstill.

63



candidates in the application process, as these variables are not only examined in
terms of their relationship with performance, but can also serve as a proxy for certain

competencies and qualities of the potential executive board candidate.

Another solution to information asymmetries is provided by Screening Theory (cf.
Stiglitz, 1975). Here, the initiative to reduce information asymmetries is taken by the
principal. Stiglitz’'s Screening Theory (Stiglitz, 1975) provides an approach to counter-
acting information asymmetries and tries to solve the principal-agent problem. After
Spence’s (1973) Signalling Theory, Stiglitz (1975) developed Screening Theory on
the basis of the work of Akerlof (1970) and Spence (1973). According to this theory,
the party which is less informed (the principal) takes steps to improve their level of in-
formation. The principal tries to reduce the information gap to the agent by systemati-
cally checking the agent (screening). Therefore, Screening Theory is the opposite of
Signalling Theory (cf. Cornacchione and Daugherty, 2013; Riley, 2001; Stiglitz,
1975). Stiglitz (1975) states that there are many important differences in the qualities
of goods, individuals, brands and other items. He defines screening as the identifica-
tion of these qualities. Screening Theory explains, for instance, how an uninformed
buyer with incomplete information about a seller makes decisions to avoid adverse

selection and avoid hazards associated with false information (cf. Bergh et al., 2020).

According to Spence (1973), employees in the market select the signals they want to
transmit in order to obtain appropriate remuneration (cf. Hinrichs and Bundtzen,
2021). In contrast, Joseph Stiglitz (1975) explores whether signals could be used by
the employer to screen applicants and put them into categories (which can be, for ex-
ample, demographic qualities) that reflect their productivity or some other capability

which could benefit the company or organisation hiring them (cf. Stiglitz, 1975).

Stiglitz (1975) develops Screening Theory using a simple model (cf. Yu and Yezer,
2016). Each individual has certain characteristics which directly indicates his or her
positive impact on company performance. Without screening, each worker will re-
ceive a salary proportional to the mean productivity of employees. If those employees
with higher productivity can be identified by means of screening, they will receive
higher wages. The high-productive individuals thus have an economic incentive to be

identified. For simplicity, the model assumes that there are only two kinds of individu-
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als, with either high or low productivities (cf. Stiglitz, 1975). Using education as an ex-
ample, it can be explained how the variables can be used in the current work as sig-
nals (which in turn can represent certain qualities and competencies of the applicant).
Education acts as a screening mechanism that signals an individual’s capabilities (cf.
Foo et al., 2016). Completion of education and training programmes are often re-
guirements or prerequisites to recruitment, promotion, and other decisions (cf.
Cooper and Davis, 2017). Degrees and diplomas indicate employee productivity po-
tential (cf. Chevaillier and Duru-Bellat, 2020). Organisations can obtain education in-
formation to use in hiring decisions at minimal expense (cf. Cooper and Davis, 2017).
Stiglitz (1975) focuses on education as an important screening device when it comes
to the recruitment of new employees. He considers the function that education plays
in communicating necessary information to organisations and assumes that employ-
ers first establish the required education levels with which they can classify job appli-
cants (cf. Benda et al., 2019; Spence, 2002; Riley, 2001).

Spence’s (1973) concept of signalling can, in Stiglitz’s (1975) terminology, be seen
as a screening device. Conversely, screening aims at levelling information asymme-
tries between parties in the market, so screening could also be labelled an instance

of signalling.

As outlined earlier in this section, Signalling Theory and Screening Theory try to
solve the problems identified by Principal Agent Theory. However, the selection of a
suitable agent can save the principal control and monitoring costs (cf. Zainuldin et al.,
2018).

Stiglitz’s (1975) Screening Theory helps prevent information asymmetries from occur-
ring in the executive board member appointment process of German cooperative
banks. The supervisory board can look for signals (which can indicate certain compe-
tencies and qualities of candidates) in advance of receiving an application that allow
them to pre-select the most suitable candidates. The supervisory board searches in
advance (before the job advertisement is placed) for suitable candidates who match
the desired competence profile. This could be done, for example, by personally and
directly contacting a suitable candidate or by appointing a specialist service provider
with an appropriate pool of candidates. Screening can also be used if, for example,
several applications are received after a job advertisement and a suitable candidate
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is to be selected on the basis of the desired competence profiles. In order for this to
succeed, the supervisory board must select the correct signals to separate suitable
candidates from unsuitable ones. Essentially, these are the signals which are exam-
ined as variables in the current work and can be proxies of the competencies and
qualities of the applicant.

3.2.3 Upper Echelon Theory

Upper Echelon Theory is used in the current work to explain how managerial charac-
teristics can be used as predictors of strategic actions and resulting company perfor-

mance.

Upper Echelon Theory was first outlined by Hambrick and Mason (1984). The theory
proposes that the decisions of senior managers are influenced by observable charac-
teristics, such as gender, education and age, together with psychological parameters.
In turn, the decisions made by senior managers have a strong influence on the com-
pany’s results and therefore contribute to company sustainability. The company,
therefore, is seen as a mirror image of its senior management: the “upper echelons”
(cf. Saci et al., 2021; Ting et al., 2015; Hambrick, 2007). Upper Echelon Theory can
be used to identify and explain the correlations between the factors education, age
and experience and company performance (cf. Orazalin and Baydauletov, 2020;
Gang Wang et al., 2016, p. 775). The theory claims that it is the managers who ulti-
mately shape the strategy of a company (cf. Zeng, 2020; Hambrick and Mason,
1984). “Organizational outcomes — both strategies and effectiveness — are viewed as
reflections of the values and cognitive bases of powerful actors in the organization”
(cf. Hambrick and Mason, 1984).
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In the Upper Echelon Theory decision model, decision-makers are influenced by their
cognitive abilities®® and the related values®! (cf. Silva and Banda, 2022). The as-
sumption is that decision makers process only limited information, which they select
and interpret according to intellectual characteristics such as awareness, perception
and creativity. They then use this filtered and evaluated information as the basis for
making a decision (cf. Wu et al., 2021; Ma et al., 2021; Hambrick and Mason, 1984).
In its entirety, this is perceived as a multi-level process. At the beginning of the pro-
cess, the actor is confronted with various intra-organisational and external stimuli in a
decision-making situation. Because of the actor’s own cognitive limitations, he or she
processes certain information only before selecting and producing interpretations.
Therefore, cognitive bases and the respective values influence the actor’s interpreta-
tion of the respective information. The cognitive base describes the actor’s
knowledge of future events, potential alternatives and their consequences. This
knowledge and certain values are indicated by the demographic and psychological
characteristics of each person (cf. Hambrick and Mason, 1984; Niklaus, 2015, pp.
109-110).

Hashim et al. (2022) and Niklaus (2015) explain that psychological characteristics are
difficult to measure. Instead, demographic characteristics, such as the age, education
and experience of managers, serve as reliable supporting variables to measure psy-
chological characteristics. Niklaus (2015) further argues that managers’ decisions

and behaviour are influenced by these demographic characteristics.

Upper Echelon Theory forms an essential theoretical basis for the research and as-
sumptions of the current work. The theory establishes a relationship between the
characteristics (qualities) of executive board members, the composition of the execu-
tive board and the performance of the cooperative bank. Therefore, every decision-

making behaviour of an executive board member is based on their individual values

30 Two approaches to analysing senior managers’ cognitive skills can be identified in the Upper Eche-
lon literature: one is based on demographics and the other is based on cognition (cf. Ye et al., 2021);
Kilduff et al., 2000). The demographic approach uses characteristics (such as education, gender and
age) as indicators of the manager’s cognitive behaviour (cf. Schwarz et al., 2020). In contrast, the cog-
nition approach attempts to measure cognitive characteristics directly through surveys (cf. Tempelaar
et al., 2018).The demographic approach is taken into account in the current work.
31 Values are preferences for human behaviour that are relatively stable. The knowledge base, i.e.
cognitive base of the decision maker consists of knowledge or assumptions about future events and
knowledge about alternative actions and their consequences.
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and cognitive characteristics (cf. Silva and Banda, 2022), which in turn are shaped by

their psychological and demographic attributes and characteristics.

The theory proposes that individual executive board members strongly influence
business results (performance) through their decisions (cf. Saci et al., 2021), which in
turn are influenced by the board members’ qualities. Because psychological catego-
ries are difficult to measure or access, the current work relies on demographic and,
thus, measurable characteristics, which are regarded as reliable variables for psycho-
logical constructions (cf. Hashim et al., 2022). Age, experience, education and gen-
der are considered to be relevant demographic characteristics for executive board
members and can help to predict the performance of German cooperative banks,

since these factors influence decisions.

Preliminary information on age, experience, education and gender can be helpful in
selecting the “right” board candidate. Moreover, Upper Echelon Theory helps to jus-
tify the choice of the variables considered in the current word in order to predict per-
formance by means of manager quality variables. In this respect, understanding Up-

per Echelon Theory also contributes to answering the research question.

3.3 Manager qualities and competencies

This section presents a theoretical discussion of the extent to which manager behav-
iour and decisions are influenced by manager qualities and the influence that the var-

iables chosen in this study have on company performance.

3.3.1 Trait theory and social cognitive theory

Trait theory and social cognitive theory are used in the current work to examine the
correlations between the variables to be investigated and performance from a
broader perspective. Trait theory focuses on the characteristics of a manager, which,
influenced by socio-economic factors such as age, gender and education, can deter-
mine the behaviour of managers and thus have an impact on performance. Similarly,
social cognitive theory (SCT) attempts to explain and predict the behaviour of mana-
gers based on their personality. In SCT, personality is in turn influenced by biological
factors such as age, gender and education, among others.
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Trait theory helps examine influences on human behaviour from a broad perspective.
Trait theory focuses on describing the traits and characteristics of an individual’s per-
sonality in order to predict their future behaviour (cf. Sarker et al., 2021). A trait is a
consistent way of thinking, feeling, and behaving. Allport was the founder of trait the-
ory (Allport, 1927). He conducted idiographic research that focused on conscious mo-
tivation and personal traits. In general, three types of traits are identified by Allport
(1960): cardinal traits, central traits and secondary traits. Cardinal traits are funda-
mental character traits, upon which a person builds their life. Central traits are the
general characteristics that form the basis of personality and are used to describe a
person. Secondary traits refer to attitudes and preferences and are less relevant.
Trait theory posits that the success of managers depends on their personality traits
(cf. Antony and Schaps, 2021). Traits such as self-confidence, intelligence, integrity,
determination, open-mindedness and charisma are considered to be characteristics
that a manager should possess (cf. Jacobs, 2021). The degree to which these traits
influence the success of a company depends on how pronounced they are in a man-
ager’s personality (Peters and Ghadiri, 2011, pp. 106—107), as these traits can be
used to predict certain manager behaviours. Ramirez-Correa et al. (2019), Firth et al.
(2020) and Aggarwal and Mohanty (2022) claim that personality traits that influence a
person's behaviour are in turn influenced by socio-demographic factors like age, gen-
der and education.

In contrast to the trait theory explained above, there is another approach followed by
social cognitive theory (SCT). The SCT, which is based on social learning theory, fo-
cuses on how learning and the environment affect personality (cf. Tudor, 2012) and
thus the qualities of an individual. According to this theory, which was first proposed
by Albert Bandura (2001)3?, human activity can be explained by social conditioning
and learning. A person’s behaviour influences and is influenced by cognitive, emo-
tional and biological factors and the social environment. The process of an individual
simultaneously influencing and being influenced by their environment is called recip-
rocal determinism (cf. Bandura, 2001). In this context, an individual’s personality is

influenced by conditioning and positive and negative reinforcement (cf. Oberdorfer et

32 and has been influenced by various researchers such as B.F. Skinner and George Kelly (cf. Roberts
and Pontrac, 2014; Power et al., 2020).
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al., 2021). Furthermore, the influence of social, cognitive and personal factors on
learning is emphasised. This theory explains how education can affect personality
and subsequently manager behaviour (cf. Leptien, 2012). Furthermore, Weaver and
Wichman (2018) point out that SCT explains how people acquire knowledge and
maintain certain patterns of behaviour (competencies) as a result of this acquired

knowledge.

However, people’s behaviour is not only influenced by education. According to SCT,
biological factors such as age and gender also have a decisive influence on behav-
iour (cf. Mars and Ruiz, 2018; Temel Eginli and Ozmelek Tas, 2018; Weaver and
Wichman, 2018). Bandura (2001) describes how the experiences someone has in
their social environment have a significant influence on their behaviour. Although
Bandura (2001) does not explicitly address professional experiences in his explana-
tions, it is not easy to separate professional experiences from the social environment
in which they occur (cf. Baird and Vanstone, 2017), that is, in relation to to the current
work, professional experience can be considered as an appropriate proxy to predict

behaviour.

Trait theory and social cognitive theory are considered to be relevant for the current
work because personality theories which focus on the characteristics of people (in
this case, executive board members) provide indicators of manager behaviour (cf.
Sarker et al., 2021; Bandura, 2001). However, if the behaviour can be predicted with
the variables under investigation as proxies for certain qualities and competencies,

this may subsequently allow conclusions to be drawn about the performance.

3.3.2 Fundamentals of Fayol and Mintzberg

Although further developments have taken place in the field of management theories
(e.g. manager competencies according to Boyatzis) in recent decades, the ap-
proaches of Fayol and Mintzberg are briefly outlined here. One reason for this is that
the work of these two researchers laid the foundations for further research by predict-
ing the success of companies based on certain managerial characteristics and quali-
ties. Furthermore, the findings of Fayol and Mintzberg are important for the current
work as they show that certain qualities can be decisive for managers in contributing

to positive bank performance.
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The work of Henri Fayol (1841-1925) identifies the qualities a manager needs in or-
der to positively contribute to the success of a company by assigning certain func-
tions to management which, when fulfilled, guarantee the company’s success: setting
goals and tasks (previewer and planner), coordination and guidance (organiser), de-
veloping a vision and setting direction (director/leader), and monitoring and control-
ling (controller) (cf. Fayol, 1917; 1949). He further states that by properly checking
that things are going exactly as planned, the company can see clearly whether tasks
are being executed in line with the specifications (cf. Peaucelle and Guthrie, 2015;
Wren et al., 2002). To be able to fulfil these functions, a manager needs certain quali-
ties. Thus, with regard to personal qualities, Fayol (1949) claims that behaviour and
aspects of motivation are highlighted as components of success. In this context,
Fayol (1949) cites characteristics such as experience and education as being deci-
sive for leadership success, as he considers them indispensable for assessing group
dynamics, communicating clearly, establishing plans and verifying their fulfilment (cf.
Howell et al., 2004). Consequently, Fayol (1949) sees a connection between the ex-
perience, expertise and training of the manager and the success of a company. Fur-
thermore, he claims that if the prerequisites he lists are met, then this will result in
positive business outcomes, which can therefore be predicted. Using the variables
education and experience, Fayol’s (1949) theory for predicting manager performance
in terms of group dynamic assessment, clear communication, and establishing and

monitoring planning can be used in the current work.

In contrast, Henry Mintzberg (1973) considers the use of manager functions to be a
means of obscuring a lack of knowledge regarding what business managers actually
do. He claims that although leadership functions provide some insight into what a
manager does, they do not fully describe the work managers do. Mintzberg (1979)
proposes a different model of managerial work. He holds that managers do not have
the time to fulfil the tasks ascribed to them and that, in reality, their work focuses on
three types of task; interpersonal, informational and decisional, in which they play ten
roles (cf. Mintzberg, 1979). These roles are as follows: figurehead, coordinator, infor-
mation gatherer, disseminator, informer to external groups, entrepreneur, crisis man-
ager, resource allocator and negotiator (cf. Mintzberg, 1979). According to Mintzberg
(1979), corporate success is achieved when managers fulfil the roles described.
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Mintzberg (1979) does not explicitly mention the underlying prerequisites needed to
adequately perform all managerial roles. However, it seems reasonable to conclude
that a manager needs appropriate qualities and characteristics to be able to perform
the roles properly and thus contribute to the success of the company. For example, it
is more likely that well-educated managers will be able to fulfil these roles for the suc-
cess of the company (cf. Zheng et al., 2021; Wang et al., 2019; Williams, 2021). Like-
wise, a manager’s experience is likely to contribute to positive performance (cf. Burke
et al., 2018; Staniewski, 2016). Thus, Mintzberg’s approach also supports the choice
of the variables (especially education and experience) in the current work as a means

of being able to predict success (here: performance) accordingly.

Even if Mintzberg (1973) takes a different approach to Fayol, the core statement that
performance can be predicted on the basis of manager behaviour remains. Manager

behaviour is in turn influenced by various qualities (cf. Bandura, 2001).

In summary, Fayol (1949) claims that the behaviour of managers can be predicted on
the basis of certain managerial qualities and that, as a result, the company will
achieve success. Fayol’s (1949) assumptions that a company’s success is achieved
by a manager possessing the qualities and performing the functions that, in Fayol's
(1949) opinion, make a successful manager, may have been correct at the time.
Mintzberg (1973) takes a similar approach. According to this approach, a company is
successful when the manager fulfils certain roles in that company. At the same time,
the theories, even by the standards of their time, represent a simplification of a com-
plex business environment with numerous internal and external influences (e.g. politi-
cal developments, competitive situation, technical developments, etc.) that the man-
ager cannot influence. In today’s context, such a simplistic formula for success is
probably even less feasible. However, it is primarily a theoretical approach, which is
also pursued in the current work. Accordingly, Fayol's (1949) and Mintzberg’s (1973)
approach is in line with the approach in the current work, according to which it should
be possible to predict manager behaviour and subsequently its influence on perfor-
mance on the basis of certain manager qualities (in the current work: age, education,

gender and experience).
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3.3.3 Boyatzis’ manager competencies

Boyatzis’ manager competencies are used in the current work to establish a link be-
tween the variables investigated in the current work and how these can serve as
proxies for certain qualities and competencies.

Boyatzis’ research into managerial competencies is often mentioned in research into
factors influencing company success. In “The Competent Manager", Boyatzis (1982)
presents a model for discovering managerial qualities, which he refers to as compe-
tencies, to enable organisations to achieve greater performance and success. The
basic underlying idea is that the success of an organisation depends on the compe-
tencies of its managers, which in turn influence company performance (cf. Soebbing
et al., 2015). Boyatzis (2011) defined competencies as “the underlying characteristics
of a person that lead to, or cause, effective and outstanding performance”. Character-
istics of competencies include things like motives, traits (e.g., risk orientation), skills,
aspects of self-image or social role, or a body of knowledge that a person uses. A
person’s actions are a “manifestation of a competency in the context of the demands
and requirements of a specific job in a particular organizational environment.” Com-
petencies, therefore, also refer to personal-oriented and task-oriented skills that are
associated with effective leadership and management (cf. Bashir, 2017). There are
several definitions of competencies®3. However, the core statement of these defini-
tions is: Competencies are qualities that a manager needs in order to successfully
achieve a company’s goals, with the aim of increasing company performance (cf.
Erensal et al., 2010; Lee et al., 2022; Tanloet and Tuamsuk, 2011; Suleiman and
Abahre, 2020; Delgado-Vélez et al., 2019; Ahmed, 2018; Ayu, 2019).

Boyatzis (2011) wanted to find out which manager qualities are linked to effective
performance in a variety of management tasks. He also wanted to investigate how
competencies influence each other and develop a more comprehensive theoretical

model of management. He defines effective job performance as “the attainment of

33 Drucker (1985) defined competence at the individual level as an ability the employees to offer supe-
rior performance in tasks. Managerial competencies are a cluster of similar knowledge, skills and at-
tributes that are essential to effective job performance (cf. Karns and Mena, 1998). Henderson (2000)
defines competence as a combination of knowledge and skills required to successfully perform an as-
signment. According to Kayes et al. (2005), managerial competencies involve internally and externally
managing the host people and other expatriates in the organisation. Draganidis and Gregoris (2006)
define competence as a combination of tacit and explicit knowledge, behaviour and skills that gives
someone the potential for effectiveness in task performance. Spencer and Spencer (2008) posited that
competences refer to the range of skills which helps in satisfactory performance and competencies
refer to the behaviour adopted in competent performance.
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specific results (i.e. outcomes) required by the job through specific actions while
maintaining or being consistent with policies, procedures, and conditions of the or-

ganizational environment” (Boyatzis, 1982, p. 12).

Boyatzis (2011) identifies three factors influencing overall performance: individual
competencies, the demands of the specific job, and the organisational environment.
If two of these factors are constant, there is a higher probability of effective perfor-
mance, while optimum performance is achieved when all three factors are constant.
He identifies vision, values, philosophy, knowledge, competencies or abilities, life/ca-
reer stages, style and interests as competencies. The individual competencies are
similar to the personal factors and personality traits considered in SCT (cf. Bandura,
2001) and trait theory (cf. Antony and Schaps, 2021). By extension, this means that
socio-demographic factors (such as age, education and gender, but also experience)
can have an influence on these “personal” factors (cf. Ramirez-Correa et al., 2019;
Firth et al., 2020; Aggarwal and Mohanty, 2022; Mars and Ruiz, 2018; Temel Eginli
and Ozmelek Tas, 2018; Weaver and Wichman, 2018).

Furthermore, Boyatzis (2011) distinguishes competencies from skills. “Skill is the abil-
ity to demonstrate a system and sequence of behavior that are functionally related to
attaining a performance goal. Using a skill is not a single action. Since a skill is the
ability to demonstrate a system or sequence of behavior, it must result in something

observable, something that someone in the person’s environment can ‘see’” (Boyat-
zis, 1982). Again, there is a link to theories like SCT and trait theory, according to
which certain qualities can have an influence on the behaviour of an individual and

consequently influence performance.

Boyatzis (2011) states that possession of a characteristic leads to effective and supe-
rior performance in a job. In his research, he identifies 21 competencies which are re-
quired for effective managerial performance. Among other things, he lists expertise,
experience and knowledge as necessary competencies that offer potential for suc-
cess (cf. Boyatzis, 2011). Thus, Boyatzis’ work supports the selection of education

and experience as variables for investigating the central question of the current work.

Moreover, Boyatzis (1982, 2011) illustrates that company performance can be pre-
dicted according to certain manager competencies. On the one hand, Boyatzis
(1982) explicitly lists expertise and knowledge, which could be used synonymously

for education (cf. Sartori et al., 2015), and experience as competencies required for
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achieving effective managerial performance. On the other hand, although not explic-
itly listed, Boyatzis (1982) explains that individual competencies are important prereq-
uisites for success. However, according to the personal factors and personality traits
mentioned within SCT (cf. Bandura, 2001) and trait theory (cf. Antony and Schaps,
2021), the individual competencies are similarand, by extension, they also include

socio-demographic factors such as age and gender.

Trait Theory, SCT and Upper Echelon Theory assume that certain managerial quali-
ties and competencies (for which the selected variables can stand as proxies) influ-
ence the manager’s behaviour and subsequently can have an impact on the com-

pany performance.

In contrast to this, Boyatzis’ (Boyatzis, 1982, 2011) manager competencies approach
assumes that certain competencies have a direct positive effect on the company’s
performance (without a “diversion” via influencing behaviour). Furthermore, Boyatzis
(like Fayol and Mintzberg) claims that if the appropriate competencies are present,
positive corporate success will result. In practice, such positive success does not al-
ways materialise in practice. However, the theoretical approach supports the ap-
proach applied in this thesis of predicting performance on the basis of certain mana-

gerial qualities.

3.4 Relationships between the theories

This chapter concludes with an overview of the relationships of the theories dis-
cussed. This section provides a brief description of the individual theories, followed
by a summary of how these theories relate to each other and why they are important

for the current work.

Principal Agent Theory analyses the relationship between a company’s owners and
its managers (cf. Feng and Horta, 2021). The owners, as shareholders, devolve the
management of the company to its managers. In this respect, the shareholders are
principals, while the managers are the agents in relation to the shareholders (cf. Jen-
sen and Meckling, 1976; Arrow, 1985; Handoyo et al., 2022). Principal Agent Theory
is important for the current work because it explains the main problem, namely that
information asymmetries can arise due to the differing interests of the applicant and

the supervisory board.
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Before a contractual relationship comes into being, the potential candidate (the po-
tential future executive board member) sends out signals (e.g. information about their
age, gender, education and experience), which at the same time are a proxy for the
principal (supervisory board) for certain (desired) qualities and competencies of the
applicant (agent), to the employer (the bank or more specifically: the supervisory
board) (cf. Song et al., 2020). In this sense, Signalling Theory involves the interpreta-
tion of signals and the conclusions that can be drawn from them for contractual ar-
rangements. Signalling is a means of overcoming information asymmetries (cf. Aker-
lof, 1970; Fritsch et al., 2001; Winter and Zulch, 2019). The better-informed party
sends out signals (e.g. on the basis of age, gender, education, experience etc.) about
their qualities. In Screening Theory, on the other hand, the party which is less in-
formed takes steps to improve their level of information (cf. Stiglitz, 1975). Screening
Theory is the opposite of Signalling Theory (cf. Cornacchione and Daugherty, 2013;
Riley, 2001; Stiglitz, 1975). Stiglitz’s (1975) screening theory helps prevent infor-
mation asymmetries from occurring in the appointment process of German coopera-
tive bank executive board members. By doing so, the supervisory board can look for
signals (in the form of qualities like age, gender, education and experience, which
promise certain competencies) in advance of receiving an application that would al-

low them to pre-select the most suitable candidates.

Upper Echelon Theory explains how these qualities or signals can be used as predic-
tors of strategic actions and resulting company performance (cf. Orazalin and
Baydauletov, 2020). Upper Echelon Theory addresses the relationship between de-
mographic characteristics (such as age, gender, education and experience) and busi-
ness success. The central starting point of this perspective is that strategic decisions
which have a strong impact on business performance are made by a group of senior
managers (cf. Saci et al., 2021). Upper Echelon Theory holds that the basis of the
decisions made by the managers is characterised by the values and the cognitive ba-
ses of the managers, which are attributed to individual demographic characteristics
(cf. Hambrick and Mason, 1984; Greening and Johnson, 1993; Hambrick, 2007; Ja-
nardhanan et al., 2020). The theory recognises that individual executive board mem-
bers strongly influence business results through their decisions, which in turn are in-
fluenced by the board members’ qualities (cf. Orazalin and Baydauletov, 2020; Saci
et al., 2021). These qualities include observable features, such as age, education,

experience and gender. Because psychological categories are difficult to measure or
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access, the current work relies on demographic and, thus, measurable characteris-
tics, which are regarded as reliable variables for psychological constructions (cf.
Hashim et al., 2022; Niklaus, 2015). Age, experience, education and gender are con-

sidered to be relevant demographic characteristics for managers.

The manner in which the behaviour of managers is influenced is discussed within trait
theory and SCT. Trait theory focus on describing the traits and characteristics of an
individual's personality in order to predict their future behaviour (cf. Sarker et al.,
2021). Certain authors (cf. Ramirez-Correa et al., 2019; Firth et al., 2020; Aggarwal
and Mohanty, 2022) claim that personality traits that influence a person’s behaviour
are in turn influenced by socio-demographic factors like age, gender and education.
On the other hand, the social cognitive theory (SCT) of personality focuses on how
learning and the environment affect personality (cf. Tudor, 2012) and thus the quali-
ties of an individual (in this case the manager). According to this theory, which was
first proposed by Albert Bandura (2001), human activity can be explained by social
conditioning and learning (cf. Tudor, 2012). A person’s behaviour influences and is
influenced by cognitive, affective and biological factors and the social environment
(cf. Bandura, 2001). The social, cognitive and biological factors are in turn influenced
by certain factors (here age, gender, education and experience). Trait theory and
SCT are considered to be relevant for the current work because personality theories
which focus on the characteristics of people (in this case, managers) provide indica-
tors of manager behaviour (cf. Sarker et al., 2021; Bandura, 2001). However, if the
behaviour can be predicted, this may subsequently allow conclusions to be drawn

about performance.

How this performance can be achieved is the topic of the research of Fayol (1949)
and Mintzberg (1973). The work of Henri Fayol (1949) identifies the qualities a man-
ager needs in order to positively contribute to the success of a company by assigning
certain functions to management which, when fulfilled, guarantee the company’s suc-
cess. On the other hand, Mintzberg (1979) focuses on three types of task; interperso-
nal, informational and decisional, in which managers play ten roles (cf. Mintzberg,
1979) which in turn produce company success. Fayol and Mintzberg’s research has
laid foundations and their findings support the choice of variables examined in the
current work. Moreover, Fayol’s (1949) and Mintzberg’s (1973) research supports the

approach followed by the current work (to determine bank performance by means of
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certain executive board member qualities, i.e. age, gender, education and experi-

ence).

In order to determine the factors which influence business performance, Boyatzis
(1982) followed a similar approach. Boyatzis’ (1982) basic underlying idea is that the
success of an organisation depends on the competencies of its managers, which in
turn influence company performance (cf. Soebbing et al., 2015). Boyatzis’ (2011,
1982) explanations of managerial competencies provide insight into the qualities
managers need in order to contribute positively to organisational performance. Fur-
thermore, his work supports the approach in the current work to determine bank per-
formance by means of the chosen variables which can represent certain competen-

cies.

Given that performance is a key element of the thesis question, the following section

will now examine how the existing literature defines performance.

3.5 Performance and success

First, the term success is defined, and performance is explained as a measure of
success. Then, several approaches to measuring performance are illustrated. After
that, measurements of financial performance in general and for banks in particular
are introduced. Furthermore, there is a definition and explanation of what exactly is
meant by sustainable performance. This is followed by a discussion as to why the
performance of cooperative banks is measured in a different way from that of other
banks and companies. The Gross Profit Margin, which is regarded as a suitable
measure of performance in the current work, is presented and compared with the op-

erating result (as an alternative).

3.5.1 Definition of success and sustainable (bank) performance

Gebauer (1972) points out that success is inextricably linked to achievement, be-
cause they are two aspects of the same process: “Only in ‘success’ is ‘achievement’
constituted, and only through ‘achievement’ is ‘success’ possible” (Gebauer, 1972, p.
189). Success is often measured by financial indicators, but there are also non-finan-
cial measures of success, which include other (abstract) variables, such as meeting,
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or not meeting, certain expectations (cf. Prajawati et al., 2020; Jacobsen, 2003). This
should also be considered in the context of the promotional mission®* which repre-

sents such an abstract variable.

Stegerean and Gavrea (2010, p. 202) illustrate the relationship between performance
and success by stating that “organizational performance is one of the most important
variables in management research and arguably the most importable indicator of an
organizational success”. Achieving and maintaining sustainably high performance is
the ultimate goal for any company, because it is the only way a company can develop
and achieve growth (cf. Llorca-Ponce et al., 2021; Lazaretti et al., 2020). Gun-
awardana and Aravinda (2021) and Lakhal (2014) explain organisational perfor-
mance as the extent to which a company meets its financial and market objectives.
Adedeji et al. (2020), Hilman and Siam (2014) and Ariff et al. (2014) state that cus-
tomer satisfaction, internal processes and learning, good corporate governance and
corporate reputation are classified as non-financial performance indicators. Maintain-
ing a high level of performance over the long term should be the goal of every com-
pany (cf. Choi, 2021).

While the above statements on success and performance are broad, it is clear why
success and performance are relevant to German cooperative banks. As a sector
that has endured for over 200 years (cf. BVR, 2022e), it is clear that performance is
at the heart of the German cooperative banking sector. Performance is also a legal
requirement for cooperative bank boards, as it is regulated and defined in the rules of
procedure for cooperative bank boards (DG Verlag, 2018b). The third paragraph of
the rules of procedure states "...that the executive board must further develop the
bank's performance. It must therefore ensure that the bank is managed in accord-
ance with the latest business management findings and methods"** (DG Verlag,

2018b). Furthermore, 8§ 7 of the rules of procedure outlines specific performance tar-

34 8 1 GenG states that it is the task of the cooperative to promote the interests of its members, but
gives the banks freedom in defining this.
35 QOriginal text: ,Zur bestmdglichen Forderung und Erfullung der Bedrfnisse der Mitglieder ist der
Vorstand stets bemiiht, die Leistungsfahigkeit der Bank weiterzuentwickeln. Dementsprechend hat er
dafur Sorge zu tragen, dass die Bank nach neuesten betriebswirtschaftlichen Erkenntnissen und
Methoden gefiihrt wird. Wesentliche Grundlagen fiir die Leistungsfahigkeit der Bank sind des Weiteren
Arbeitsteilung und partnerschaftliche Zusammenarbeit im genossenschaftlichen FinanzVerbund”.
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gets for the company, stating that the executive board "...shall consolidate and ex-
pand the bank's market position”. In particular, "the liquidity, efficiency and profitabil-

ity of the bank are to be secured in the long term"3® (DG Verlag, 2018b).

Several research papers (e.g. Mensah, 2020; Cavens, 2019; Hartmann-Wendels et
al., 2015) deal with how performance is measured, and this is the focus of the next

section.

3.5.2 Approaches to performance measurement

To be able to compare the performance of individual cooperative banks, a uniform
method of measuring the performance of cooperative banks must be established.
Ideally, this would be a single indicator that captures a large amount of information in
a condensed form (cf. Cavens, 2019). In the literature, this information is added to
the banking production process (input) on the one hand, and the manufactured bank-
ing products (output) on the other (cf. Mensah, 2020; Hartmann-Wendels et al.,
2015).

There are two main approaches to measuring performance within banks (cf. Yumna,
2020; Hartmann-Wendels et al., 2015): the production approach of Gilligan et al.
(1984), and the intermediation approach of Sealey jr and Lindley (1977).

The production approach considers the bank as a producer. The approach is distinct
in that it understands production (input) to involve only the factors work and capital.
The bank creates various deposit accounts for its own refinancing and various loan
accounts for the use of funds. Output is measured by the number of accounts created
or by the number of transactions per account. However, banks do not regularly pub-
lish information on the number of accounts (cf. Yumna, 2020; Nitoi and Spulbar,
2019; Hartmann-Wendels et al., 2015; Maurer, 2016), so the (empirical) use of the

production approach is unsuitable for this thesis.

The intermediation approach understands the production process of a bank as being
the sum of two sub-processes: transformation and intermediation (cf. Yumna, 2020;

Maurer, 2016; Hartmann-Wendels et al., 2015). These sub-processes are regularly

36 Original text: ,Ziel seiner Tatigkeit ist es, die Marktstellung der Bank planmafig zu festigen und aus-
zubauen; dabei sind unter Beachtung des genossenschaftlichen Forderungsauftrags die Kapitalaus-
stattung, die Liquiditat, die Wirtschaftlichkeit und die Rentabilitdt der Bank auf Dauer zu sichern”.
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used as input factors. Most efficiency research in the banking sector is based on the
intermediation approach. The approach facilitates data evaluation and the necessary
data may even be available for external analysis (cf. Yumna, 2020; Maurer, 2016;
Hartmann-Wendels et al., 2015).

The intermediation approach, therefore, may be suitable for the current work in princi-
ple. However, the focus of this research is cooperative banks and the measurement
of financial performance within these banks. Therefore, it is necessary to first intro-
duce measures of financial performance in general before specifically discussing

measures of financial performance in cooperative banks.

3.5.3 Measures of general financial performance

Several variables are used in the literature to measure financial performance as an
indicator of success. The return on equity (ROE), reflects the level of performance in
terms of the return on shareholder investments (cf. Liu et al., 2021b; Areghan Akha-
nolu et al., 2020). Another measure of financial performance is return on assets
(ROA), which reflects the profitability of a company’s assets (cf. Pavlovi¢ et al., 2020;
Kusumawati et al., 2021; Sufian and Parman, 2009; Gupta et al., 2014; Ariff et al.,
2014; Gorton and Schmid, 1999). This indicator can also be used to judge how effi-
ciently executives have managed the company’s assets. These two measures of per-
formance are well-established methods used by a variety of companies, including
banks. However, neither ROE nor ROA are suitable for the purposes of this thesis, as
they can, for instance, be influenced by off-balance sheet activities (cf. Kundid No-
vokmet and Pavi¢, 2021; Trujillo-Ponce, 2013). Therefore, neither measure is consid-
ered further in the course of this thesis.

3.5.4 Measures of financial performance in banks

The literature discusses several methods which are used to measure financial perfor-
mance in banks (cf. Kundid Novokmet and Pavi¢, 2021). Many research papers, for
instance, use financial measures such as ROA and ROE (Fazam et al., 2021; Lee
and Kim, 2013; Jaseviciene et al., 2013). Some organisations have taken a more ho-

listic approach to measuring profit, using a Balanced Score Card to translate strategy
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into a comprehensive set of measures that a bank must implement (Modiri et al.,
2020; Hilman and Siam, 2014; Kaplan and Norton, 1996).

Berger and Mester (1997) use different methods to measure bank efficiency:3’ the ef-
ficiency estimation method; the functional form method; the treatment of output qual-
ity method; and the role of financial capital. They find that the choice of method has
little impact on efficiency. Berger and Mester (1997) identify the following methods as
being part of the efficiency estimation technique: the thick frontier approach; the free
disposable hull analysis; the data envelopment analysis (DEA); the distribution-free

approach; and the stochastic frontier approach.

3.5.5 Specific aspects of measuring the performance of cooperative banks

The previous sections have outlined some of the many dimensions involved in meas-
uring company performance. Company owners, however, are primarily interested in

the profits a company makes (cf. Maurer, 2016).

Authors have used several criteria to analyse bank performance. Maurer (2016) fo-
cuses on mergers, scale effects and optimum bank size within the German coopera-
tive bank sector, using profitability as an indicator of performance. In this context,
Richter (2014) evaluates the CIR; however, given the criticisms of this measure in the
literature, it is difficult to assess the outcomes of his research. In their analysis of
German savings bank performance, Gann et al. (2010) research key figures, number
of employees and number of branches. This research is important, because savings
banks and cooperative banks share some characteristics (i.e. a high number of
banks, a high number of branches, and an aim to provide banking services to all).
Conrad et al. (2009) investigate the effect of regional and demographic factors on
German savings bank performance, while Varmaz (2006) considers bank size,
competition and scale efficiencies in savings banks, credit banks and cooperative

bank performance. Wutz (2002) examines the influence of environmental factors on

37 In general, the term efficiency focuses on the costs in a company. Berger and Mester (1997) exam-
ine efficiency by separating it into three measures, each with a different focus: cost efficiency, stand-
ard profit efficiency and alternative profit efficiency. What all three have in common is that they attempt
to measure and express the economic success of a company.
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cooperative banks, while Lang and Welzel (1998) research cost inefficiencies in co-
operative banks by evaluating banking technology. Lang and Welzel (1996) evaluate

bank size and cost efficiency in cooperative banks.

All of the above approaches to measuring performance are well-known, recognised
methods. However, they do not meet — or only partially meet — the requirements for a
performance measure established by Maurer (2016, pp. 68-69), which are consid-
ered to be well suited to the purpose of the current work and are as follows: a perfor-
mance measure must be a single measure subject to only a limited influence by an-
nual financial statement policy, which enables comparisons across banks of a range

of sizes using readily available data.

3.5.6 Measures of performance: the operating result and the Gross Profit Margin

While ROA and ROE are primarily used by external parties to gather information
(about banks), authors like Deutsche Bundesbank (2020), GVB Genossen-
schaftsverband Bayern e.V. (2015), Gischer (2014) and Kring (2002) suggest the so
called operating result as a measure of performance. According to Maurer (2016, p.

110), the operating result is calculated as follows:

Net interest income

+ Net commission income

+/-  Trading profit

+/-  Other operating income

= Gross earnings margin

- Personnel expenses

- Operating expenses

= Operating result before valuation (Gross Profit Margin)
- Risk expenses

= Operating result

The operating result has been established as the standard indicator of performance
over a substantive period at German cooperative banks®. It explains the difference

38 The value of the gross profit margin measure as an indicator of sustainability is reflected in the fact
that the Deutsche Bundesbank, as the supervisory body of all banks in Germany, has been collecting
data on gross profit margins since 1968 (Deutsche Bundesbank (2019).
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between operating benefits and costs within one accounting period (cf.
Wirtschaftslexikon24.com, 2016). The operating result helps provide a deeper under-
standing of the actual earning power of a German cooperative bank. However, the
measurement of the operating result has a decisive disadvantage. Because it is an
internal bank measure, it uses internal bank data. This means that the data is likely to
be difficult or impossible to obtain, which makes data collection difficult for a large
sample and could subsequently yield unreliable results. To circumvent this problem,
Schierenbeck (2003) proposes the so-called gross profit from normal business activ-
ity, also referred to as the Gross Profit Margin or operating result before valuation, as
a suitable measure. This is an external accounting measure and is defined by
Schierenbeck (2003) as follows: “The gross profit margin is comparable to the operat-
ing result before valuation from the internal accounting of credit institutions. This ...
serves to inform managers and employees of the company and can — with some ex-
ceptions — be carried out independently of legal regulations ... The operating result
before valuation is an important indicator of the sustainable earning power of an insti-
tution” (Maurer, 2016, p. 69).%° Maurer (2016) further explains that profit generation
helps banks accumulate reserves which can be used in times when profits are lower

and therefore ensures sustainability.

Maurer (2016, pp. 69-70) states that the Gross Profit Margin is a key performance
indicator used in banks and is used widely. In addition, several authors, such as
Gischer (2014), Holtmann and Morales (2010), Christians (2010) and Riekeberg
(2003), recommend using the Gross Profit Margin in relation to the average balance
sheet total as a key figure for assessing the performance of a bank. The Deutsche
Bundesbank (Deutsche Bundesbank, 2020) also uses this ratio for statistics.

For the purpose of this research, only data from external accounting is available. In
this respect, considering the sources of the data used, the Gross Profit Margin is a
suitable measurement method. Moreover, the Gross Profit Margin fulfils Maurer’s
(2016) criteria, presented in the previous section, in the following ways: Gross Profit
Margin is a single measure that is not affected by annual financial statement policies,
In addition, the Gross Profit Margin is set in relation to the respective balance sheet
total (more precisely, the average balance sheet total). Other items of the profit and

loss account and the balance sheet are also included in the ratio to the balance sheet

39 Also see Gétze (2010) and Bremke et al. (2004).
84



total. The balance sheet is used in the evaluation as a standardisation instrument.
The relationships determined are also called ratios (cf. Bourier, 2012). The Gross
Profit Margin calculates the gross profit from normal business activity in relation to
the average balance sheet total (cf. Schierenbeck, 2003). The data required to use
the measure is readily available. With the help of the Gross Profit Margin it is possible

to make cooperative banks of all sizes comparable.

3.6 Manager specialisation

According to Mintzberg (1973), management roles are influenced by specialisation.
For example, production managers have a different focus to sales managers or hu-
man resources managers. Interpersonal aspects are more important to one manager,
while another places more emphasis on decision-making. Consequently, Mintzberg
(1973) states that the managers in a company have different roles which are inde-
pendent of each other (cf. Hillebrand and Westner, 2022). Mintzberg (1973) distin-
guishes ten management roles, which he divides into three areas (cf. Matsuo, 2021).
In the first area (interpersonal relations), the manager has roles such as figurehead,
superior and networker; in the second area (information), the roles are monitor, dis-
seminator and spokesperson; the third area (decisions) contains the roles entrepre-
neur, disturbance handler, resource allocator and negotiator (cf. Borg Ellul and
Wond, 2020). The approach of Mintzberg (1973) with regard to the specialisation of
the individual persons on an executive board can be transferred almost identically to
cooperative banks in two respects: firstly, each executive board member is primarily
responsible for a different area (usually the so-called sales area and the back-office
area), but both board members are responsible for the bank as a whole (8 4 (3)
Rules of procedure of the executive board; DG Verlag, 2018b)*°. Secondly, this ap-
proach is very similar to the dual-leadership approach, which also divides responsibil-

ities between two or more individuals and is evaluated in the current work.

Furthermore, according to Mintzberg (1973), coordination, standardisation and adap-
tation are qualities that correlate with a manager’s job-specific knowledge and skills

(cf. Moura et al., 2021). A manager needs control and leadership skills to determine

40§ 4 (3) of the rules of procedure of the executive board states: “On the basis of the business alloca-
tion plan, each executive board member is primarily responsible for his or her area of work, without
this changing the overall legal responsibility of the executive board.” (DG Verlag, 2018b)
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work outcomes and to define the necessary work processes and methods. Thus, it is
not just professional experience and education, but also the degree of education spe-
cialisation, that are important (cf. Hamid et al., 2014). If Mintzberg’s (1973) approach
is applied to the managers of German cooperative banks, it becomes clear that man-
agers who have a higher level of education and, above all, a more specialised educa-
tion (such as in finance and economics) possess the leadership skills outlined by
Mintzberg (1973).41

Mintzberg (1979) identifies specialisation as an important quality in managers. This is
of particular importance when considering qualifications. Specialisation in this context
is a vocational focus on a specific thematic area, especially with regard to a person’s
profession. It can also be understood as a focus of vocational training that is intended
to prepare employees for specific tasks. For example, a qualification in business re-
search is more appropriate than a qualification in mechanical engineering or biology
for a career in banking. Here, the technical similarity (between the education and the
desired job) is decisive, as reflected in the fact that specialist training or education
specifically prepares students for their later work and thus has a qualifying function
(cf. Romanyuk et al., 2020; Capkun et al., 2012).

The relationship between training (or academic study) and practical activity in the
workplace allows a person to apply the skills acquired through learning directly in a
professional context (cf. Krsmanovic, 2021). Apprenticeships usually impart
knowledge for the specific activities of the respective occupation midhat (cf. Midhat
Ali et al., 2021), while academic study at degree level imparts subject-specific

knowledge at a more theoretical level (cf. Arioglu, 2014).

This is confirmed by research. Alda et al. (2017) examine the effects of professional
specialisation on, for example, equity fund managers. Their findings aid understand-
ing of the importance of management tasks in the industry and illustrate the signifi-
cance and benefits of a specialisation in management. They find that some manag-
ers perform sustainably and that some are more effective than others and have supe-
rior investment skills. Furthermore, the authors believe that managers perform better
when they manage a single fund or investment objective, which allows them to main-

tain a focus on specific tasks. These managers are specialised. Alda et al. (2017)

41 Also see Northouse (2009).
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conclude that specialised managers perform better in rising markets, while general-

ists perform better in downturns.

Sassone (2007) also addresses the issue of professional specialisation, stating that a
lack of specialisation among managers and professionals as a cause of poor busi-
ness performance. According to Sassone (2007), managers and professionals spend
a relatively small proportion of their working time on managerial and technical tasks
and a relatively large proportion of their time on unproductive, supporting tasks.
Moreover, Sassone (2007) emphasises that a higher degree of specialisation in man-

agement functions can contribute to the success of a company.

Results from other professional spheres (e.g. medicine) clearly show that having a
master’s degree opens up employment opportunities and that further academic study
is still regarded as valuable in the working environment. The perceived improvement
in professional practice after a generic master’s programme is considered to be sig-
nificant (cf. Whyte et al., 2000).

With regard to executive board members of German cooperative banks, this means
that the level of their educational qualification is relevant: the higher their level of
qualification, the more able the board member is to react to changing situations in a
professional context and to perform complex management tasks. Furthermore, it is
important that there is as strong a match as possible between education and profes-
sional activity. Accordingly, a degree in finance or economics is more suitable than a
degree in another field of study for equipping a board member to fulfil the specific re-
guirements of their role. This is confirmed by the BaFin*?, which recommends voca-
tional training or courses of study, especially in economics, business administration,
tax law, general law and banking law, as a requirement for future bank board mem-

bers (cf. Bundesanstalt fur Finanzdienstleistungsaufsicht - BaFin, 2020a).

42 In Germany, the BaFin is responsible for reviewing the authorisation of persons to act as board
members of banks.
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3.7 Summary

This chapter examined the theories which provide the basis for the current work.
Principal Agent Theory can explain the contractual relationship between cooperative
members and executive board members (cf. Muslim and Hamzah, 2022) and serves
as a starting point to outline the theoretical problem. Signalling Theory illustrates so-
lutions that can be initiated by the agent in order to reduce one of the main problems
in the principal-agent relationship, namely information asymmetry. Screening Theory
also describes solution approaches, but initiated from the principal side. Upper Eche-
lon Theory, trait theory and SCT can indicate the extent to which certain criteria (i.e.
the variables examined in the current work, which are used as proxies for certain
competences and qualities) which in turn have an influence on performance make

the behaviour of managers more predictable (cf. Boyatzis, 2011).

While Upper Echelon, trait theory and SCT consider that behaviour is decisive for
corporate success, Fayol and Mintzberg assume that the fulfilment of functions and
roles leads to corporate success. Boyatzis also follows this approach, explaining that
certain competencies lead to corporate success. All in all, this supports the approach
in the current work of drawing conclusions about performance on the basis of certain

executive board member qualities.

Furthermore, various measures of economic success, such as ROA and ROE, have
evolved into a basis for comparing banks, which has made it possible to compare
large banks across national borders. However, these measures are not suitable for
comparing the performance of German cooperative banks. Large banks have com-
pletely different structures to cooperative banks. Moreover, they do not operate in a
homogeneous environment (i.e. having the same (ownership) structures, the same

cooperative principles etc.) and they are often managed by one CEO only.

The measure Gross Profit Margin has become established as a measure of perfor-
mance of German cooperative banks. The results obtained using this measure can
be compared; in addition, it takes the special features and structures of cooperative
banks into account. The Gross Profit Margin is therefore a suitable measure of per-

formance for the current work.

An operationalisation of manager qualities has been achieved by Mintzberg (1979),

whose approach describes the topic of specialisation in more detail. From this, it is
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shown that different educational levels (e.g. bachelor’s vs. master’s) influence leader-
ship qualities in different ways and, as a consequence, lead to different corporate

successes.
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Chapter 4: Literature review and development of hypotheses

4.1 Introduction

The following chapter discusses the extent to which factors examined in this thesis
have already been covered in the existing literature. There is an analysis of how the
existing literature has examined the issue of board characteristics, especially board
size and board composition. Two hypotheses are developed and formulated on the
basis of this analysis. There then follows an examination of the contributions of the
existing literature to the understanding of the manager qualities age, gender, educa-
tion and experience, with a hypothesis then being developed and formulated for each

of them.

The variables examined below are relevant determinants of the performance of Ger-
man cooperative banks. For this reason, they are divided into variables related to the

executive board and variables related to executive board member qualities.

4.2 Characteristics of the executive board

This section examines variables related to executive board composition in more de-
tail. As explained in Section 2.5.1, the executive board members are the legal repre-
sentatives of the cooperative bank. They are solely responsible for managing and
representing the cooperative bank in accordance with GenG (8 24 Paragraph 1 and §

27 Paragraph 1 Sentence 1).

4.2.1 Executive board size and bank performance

In terms of board size, the standard argument (cf. Lu and Lee, 2021; Adams et al.,
2010; Jensen, 1993a) is that the larger the board, the less effective it is in supervising
the management of an organisation. This is attributed to higher agency costs*3, par-
ticularly with regard to (relationship) problems with executive board members on the

board, communication and coordination difficulties, and protracted decision-making.

43 which can be explained by Principal Agent Theory (cf. Kabwe et al., 2021)
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However, the empirical findings are inconsistent (cf. Palacin-Sanchez et al., 2019;
Aebi et al., 2012; Adams and Mehran, 2003; 2008; Adams and Mehran, 2012).

For this reason, the variable board size was selected, in part to analyse whether
banks with the minimum of two executive board members (§ 24 GenG) perform bet-
ter than banks which have more than the minimum number of members on the exec-

utive board.

Various authors like Grabinska et al. (2021), Garcia Martin and Herrero (2018) and
Walker (2009) have analysed the variable board size in a range of banking contexts,
arriving at a range of conclusions in the process. Several research papers (cf.
Grabinska et al., 2021; Garcia Martin and Herrero, 2018) argue that large financial
institutions may require larger boards to deal with the complexity inherent in their un-
derlying business concepts, increase the resources and expertise available, and in-
crease the capacity for exposure to a range of clients and depositors (cf. Dalton et
al., 1999). In a comprehensive review of the corporate governance of British banks,
Walker (2009) notes that banks aim for an ideal board size of 10 to 12 members,
while Vural and Bacha Simoes (2022) and Ladipo and Nestor (2009) suggest that the
best-performing European banks have boards that are smaller. Furthermore, Ismail
et al. (2020) and Pathan and Faff (2013) show that banks in America perform better

when they have a small board.

The research in this paragraph highlights correlations between board size and as-
pects of company (companies in general) performance. The (older) research from Ei-
senberg et al. (1998) and Yermack (1996) indicates that there is a negative correla-
tion between board size and company performance. Cheng (2008) examines the re-
lationships between board size and variability in corporate performance, and finds
that companies with larger boards have less variability in performance. Jensen
(1993Db) states that as a board grows larger, the agency costs and the coordination
and communication issues** outweigh the potential benefits of having more board

members.

44 This statement is supported by Principal Agency Theory, which posits that agency costs arise from
information asymmetries (cf. Eka Berlianti et al., 2022; Damayanti et al., 2021).
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While the research discussed above provides some valuable insights, it should be
noted that not all of these insights will be directly applicable to the German coopera-
tive bank sector. Some of the research papers mentioned above focus on companies
in general, while others focus on banks (cf. Cheng, 2008; Eisenberg et al., 1998; Yer-
mack, 1996). Research that focuses on larger companies can be difficult to compare
and thus to apply to this thesis due to there being too few similar companies or too
many different industries in the research. Furthermore, board composition in other
countries, especially in the Anglo-American region (e.g. Jensen, 1993a), is only par-
tially comparable with the board composition of German cooperative banks. This is
because the supervisory body is separate from the executive body in German coop-
erative banks, while in Anglo-American companies, one person often combines both
functions as CEO. In their examination of all types of German banks, Berger et al.
(2012) also consider board size. However, their observations include second-tier
managers (e.g. the COO and CFO), which are not usually found in cooperative banks
but only in large banks. In this respect, the results of this research are not transfera-
ble to the current work, which examines German cooperative banks in isolation. As a
consequence, the research results have only a limited relevance to the specific envi-
ronment of German cooperative banks. This leads to the following question: do banks
with the minimum of two executive board members (§ 24 GenG) perform better than
banks which have more than the minimum number of members on the executive
board?

The GenG 824 provides for at least two board members to manage a cooperative
bank. At the same time, there is evidence (cf. Deutsche Bundesbank, 2020) that the
cooperative banking model is not just economically successful in the short term,* but
has been in existence for several generations and is therefore successful in the long
term. In this respect, there are indications that a two-member executive board is an
optimal arrangement. Furthermore, the number of executive board members is an

easily measurable*® and therefore quantifiable variable.

These considerations lead to the following hypothesis:

45 In the years 2013—-2019, German cooperative banks showed the most favourable CIR and the high-
est ROE when compared with their larger counterparts and the savings banks (Deutsche Bundesbank
(2020).
46 The number of executive board members can be found on the respective bank's website.
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H1: Any number of executive board members greater than two will ad-

versely affect the performance of German cooperative banks.

In theory, it would be possible to analyse each individual board size (two members,
three members, four members, etc.). However, the number of cooperative banks with
more than four board member is very small, hence the comparison will focus on
banks with two executive board members on the one hand and banks with more than

two executive board members on the other.

4.2.2 Executive board composition, dual leadership and bank performance

The variable board composition was chosen to better understand the performance
impact of a dual board; especially when there is no CEO or when there are two
CEOs.

Leadership by a single person is explained by the Unity of Command Theory (cf.
Song and Kang, 2019; Md Rus, 2017; Simon, 1997; Fayol, 1949; Barnard, 1968; Gu-
lick and Urwick, 1937) which regards leadership as a top-down process. From this
perspective, organisations are most effective when an individual placed at the top of
the hierarchy makes choices for the individuals below. This theoretical framework
also concentrates on a single manager, whose personal attitudes and values become
a motivating force for the entire organisation (cf. Cook and Geldenhuys, 2018; Finkel-
stein and D"Aveni, 1994).

Certain authors, such as Taqdees (2018) and Pearce et al. (2008, p. 624), argue that
two people on one decision-making body cannot function effectively. They claim that
organisations need a single person to develop a coordinating vision: the conflict that
would arise between two or more leaders would render the vision incoherent and in-
effective. Various authors like Huu Nguyen et al. (2020), Mintzberg (1989), Barnard
(1968) and Fayol (1949) support this idea and defend single-leader management
structures, arguing that a hierarchy with a single executive leader results in efficient
and more rational processes and reduces conflict, confusion and emotions. Barnard
(1968) describes how the specific vision and moral tone of a single executive leader
fuels the collaboration between employees that is necessary for an organisation to
succeed. Mintzberg’s research (1989) on the activities of executive leaders supports

the idea that leadership functions should rest with a single leader.
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Dennis et al. (2009) state that no research on co-CEOS — CEOs who run a business
and are responsible for its success together with other CEOs — has been conducted
to date, even by authors such as Hambrick and Cannella (2004). Over the last three
decades, the Upper Echelon and related literature have mostly focused on how busi-
ness leaders affect organisational performance and corporate social performance (cf.
O'Sullivan et al., 2021; Wong et al., 2011; Finkelstein and Hambrick, 1997; Thomas
and Simerly, 1994; Wood, 1991; Hambrick and Mason, 1984).

However, in recent research papers — for example, by Hasija et al. (2017) — the links
between dual leadership and corporate social responsibility have been examined and
rated positively. The dual leadership (or shared leadership) theory,*” attributed to
Etzioni (1965),8 states that as their tasks become increasingly complex, organisa-
tions may need two leaders to be effective (cf. Hasija et al., 2017). This theory also
suggests that teams are more successful in achieving their goals and have higher
levels of satisfaction when they are managed by productivity leaders (who focus
mainly on production) and expressive/charismatic leaders (who focus mainly on
group cohesion) (cf. Balkundi and Harrison, 2006). Furthermore, the theory is that, in
principle, these two types of leadership can be provided by one individual, also re-
ferred to as a great man or great woman, although this is rarely the case in practice.
If two people fulfil the two leadership roles, support needs to be mutual if they are to
lead the team effectively.

One of the foundations of dual (or shared) leadership theory is that complex organi-
sations can be successful when led by a team as opposed to a single individual (cf.
Eseryel et al., 2021; Pearce and Conger, 2003). It also implies that an influencing, in-
teractive and dynamic mechanism between the team members may lead to the team
achieving its goals and the organisational aims. Shared leadership can promote in-

creased consistency and better sharing of information*® within groups. Creative group

47 The dual-governance structure can be found in the banking sector, cultural organisations, non-profit
organisations, journalist organisations and high-tech companies (cf. Seo et al., 2017; Bantel and Jack-
son, 1989).
48 Although Etzioni (1965) is credited with establishing the concept of dual leadership more than five
decades ago, its origins go back as far as the Roman Empire, where a dual-leadership system was
implemented successfully (cf. Sally, 2002).
49 and can thus help to reduce information asymmetries in the company and subsequently agency
costs, which in turn can have a positive effect on performance.
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solutions are made possible by the mutually complementary knowledge of the lead-
ers (cf. Salas-Vallina et al., 2020).

Several studies show that organisations led by two people perform better than those
headed by a single leader (cf. Fransen et al., 2019; Hmieleski et al., 2012; Carson et
al., 2007; Ensley et al., 2006; Pearce and Sims, 2002). Dual leadership is when two
equally powerful leaders manage a company (cf. Wijeweera et al., 2019; Reid and
Karambayya, 2009). In many companies, the dual leadership is divided into separate
areas of competence®. According to Jouber (2019) and Reid and Karambayya
(2009), when the executive management function is separated into different func-
tional roles®?, it is referred to as a dual-leadership structure. In this kind of manage-
ment structure, it is typical for one manager to be responsible for the economic goals
of the organisation and the other to be responsible for the non-economic goals. Even
though both managers are jointly responsible for the whole company, they each fo-
cus on their own areas of responsibility (Bhansing, 2013, pp. 124-125). Dividing re-
sponsibilities into different areas of expertise ensures that each manager can make
the most of their individual strengths according to their training, professional experi-
ence and background®? (cf. Yu et al., 2021). This benefits the company by enabling it

to react better to conditions in the environment (Bhansing, 2013, p. 15).

With regard to the statements described above, a connection can be made to Upper
Echelon Theory (cf. Hambrick and Mason, 1984). Upper Echelon Theory states there
are links between managers’ cognitive abilities and a company’s results (Harjoto et
al., 2019). At the same time, the cognitive skills of individual leaders differ. According
to Hambrick (2007, p. 334) “executives’ experiences, values and personalities greatly
influence their interpretations of the situations they face and in turn, affect their

choices”.

Osano and Waal (2020) and Denis et al. (2001) state that previous research regard-
ing pluralistically structured organisations focuses on what strategies a company can
use to successfully achieve several goals at the same time. They suggest that mana-

gerial positions that complement each other are helpful in achieving corporate goals

50 which is in line with Boyatzis' manager competencies approach, which proposes that company per-
formance is influenced by manager competencies (cf. Boyatzis, 1982; 2011).
51 see also the work of Fayol (1949) and Mintzberg (1973) which attribute company success to func-
tions (cf. Fayol, 1949) and roles (cf. Mintzberg, 1973) performed by managers.
52 Individual strengths, education and professional experience can be summarised as competencies
(cf. Boyatzis, 1982; 2011).

95



in dual management companies. At the same time, competitive situations can be diffi-
cult in companies that are structured in such a way. Scapolan et al. (2017) and Kilduff
et al. (2000) point out that a dual-leadership structure entails the risk of conflict esca-
lation. However, other research on shared leadership has shown that there are posi-
tive effects on versatility and flexibility (cf. Leeson et al., 2012; Carpenter, 2002; Car-
penter and Fredrickson, 2001), problem-solving skills (cf. Sun et al., 2021; Hurst et
al., 1989; Nemeth, 1986) and innovation®3 (cf. Sun et al., 2022; Murray, 1989; Bantel
and Jackson, 1989). Baldenius et al. (2014) state that executives exercise either
monitoring or advisory functions. In practice, most boards perform both functions, di-
viding these two tasks on the basis of board members’ background and experience
(cf. Klein, 1998; Bedard et al., 2011; Weisbach, 2013).

The research on the relationship between dual leadership and performance is incon-
clusive, with MacAvoy et al. (1983) and Hermalin and Weisbach (1991) unable to find
a positive correlation between company performance and board structure, while Klein
(1998) shows a positive correlation. In contrast to the current research, Klein (1998)
distinguishes between internal and external directors. Furthermore, he states that it is
not the board composition itself that influences performance, but rather how the
board utilises its members. In a UK study, Tanna et al. (2011) examine the relation-
ship between bank efficiency and board structure (size and composition). Although
they find a positive correlation between board size and efficiency, these results are
not consistent with all the methods available for measuring efficiency. Berger et al.
(2012) assume that every two-person board has one CEO, which does not neces-

sarily apply in the context of German cooperative banks.

German cooperative banks have existed for more than 200 years (cf. dpa, 2018).
Compared to other banking systems, they are very successful (cf. Deutsche Bundes-
bank, 2020; Arts, 2016). It is not clear whether the requirement to have at least two
executive board members is the reason for the success of German cooperative
banks. Moreover, there is no obligation for German cooperative banks to nominate a
CEO from the executive board (cf. 818 of the statutes; DG Verlag, 2018c). However,
there is a presumption that there could be a connection. Therefore, in the current
work, and in line with the corresponding literature (e.g. Salas-Vallina et al., 2020 and

53 which are generally regarded as desirable competencies that a manager should possess (cf. Ja-
cobs, 2021; Boyatzis, 1982; 2011).
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Fransen et al., 2019), which claims that dual leadership has a positive impact on per-
formance, it is assumed that shared leadership has positive effects on the perfor-
mance of German cooperative banks. On the other hand, it is assumed that the ar-
rangement “CEO plus an additional member of the executive board” is likely to have
a negative impact on performance®* because then a similar situation may arise in
practice as described in the Unity of Command Theory (cf. Song and Kang, 2019).
Eseryel et al. (2021) also emphasise that companies can only be successful when
led by several executives, as opposed to a single one. According to the literature re-
viewed so far, companies select one or more CEOs — either voluntarily or as a conse-

guence of external circumstances (mergers, start-ups, etc.).
This leads to the development of the following hypotheses:

H2a: The composition of an executive board with two (or more) equal
CEOs (shared leadership) has a positive impact on the performance of
German cooperative banks.

H2b: The composition of an executive board with one CEO and one (or
more) non-CEO(s) has a negative impact on the performance of German
cooperative banks.

54 In addition, the composition of the executive board in German cooperative banks has some other
special features. In principle, the GenG makes no reference to a chairperson of the executive board
(hereinafter referred to as the CEO). However, 8§18 of the cooperative bank statutes specifies that the
supervisory board can appoint a chairperson (cf. DG Verlag, 2018c). Many cooperative banks refrain
from appointing a CEO in order to emphasise the equality of the individual board members (Muller
(2000, p. 34)). If a CEO is appointed on the basis of the template statutes (cf. DG Verlag, 2018c), this
only has a public effect externally. No higher decision-making powers are associated with the role; a
CEO simply coordinates the work of the executive board and represent the cooperative bank exter-
nally and internally (according to §4 (2) “Rules of Procedure of the Executive Board” (cf. DG Verlag,
2018b). Differences arise in practice, both in the CEO’s perception of his or her own role internally (i.e.
associating it with higher decision-making powers and freedoms) and in external perceptions among
customers and the public, as a position of primacy is implied. In turn, the external perception is re-
flected back onto the CEO’s own perception, and may be multiplied. In addition, the supervisory board
usually wants to express a qualitatively higher competence (compared with the other executive board
member(s)) through the appointment of a CEO. This is often accompanied by higher remuneration for
the CEO. Such preferential treatment among equals sometimes leads to distortions and alienation
within the board and can thus have a negative impact on performance in the long term.
Another issue is the use of the terms CEO and non-CEO. In this thesis, for the purposes of the hypoth-
eses, the terms CEO (for a chairperson of the board) and non-CEOQO (for a non-chairperson of the exec-
utive board or an executive board member) are used. For hypothesis H2b, these terms are clearly de-
lineated from each other. However, for the purposes of hypothesis H2a and in the context of the terms
dual leadership and shared leadership, the arrangements CEO+CEO and non-CEO+non-CEO are
used synonymously, as this is also the case in the day-to-day practice of cooperative banks, in order
to express actual equality.
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4.3 Manager qualities

First, there is a general definition of the term manager based on the existing literature

and an overview of the effect managers have on performance.

4.3.1 Management and qualities in general

Manager and leader are terms that are often used interchangeably in the literature.
However, they can be considered as two completely different roles (cf. Yukl et al.,
2002; Aij et al., 2015). Leadership, on the one hand, “is about motivating a group of
people and implies a social influence process, capable of facilitating change. Good
leadership is essential to drive business improvement and to implement lean practice
throughout an organization” (Ajj et al., 2015, p. 203). On the other hand, manage-
ment “is about the organization of a group of people and focuses on providing work
structure for individuals through controlling and coordinating activities” (Aij et al.,
2015, p. 203).

Business and management scholars have a keen interest in finding out whether man-
agers have an impact on a company’s performance and how that impact manifests
itself (Hall and Pedace, 2016, p. 542). Bertrand and Schoar (2003) demonstrate that
there are correlative relationships between managers and firm performance. Using
the fixed effects model with a sample of public listed companies, Bertrand and
Schoar (2003) conclude that managers not only affect company performance but
other company outcomes, such as decisions on investment and financing. Taking a
similar approach, Bamber et al. (2010) find correlations between individual managers’
financial disclosure styles and observable characteristics relating to their individual

backgrounds.

4.3.2 Age and bank performance

There are a range of claims in the literature regarding the relationship between man-
ager age and bank performance. Dong et al. (2019) and Zhang (2017) point out that
the literature on Upper Echelon Theory identifies a relationship between a manager’s

age and their ability to process and integrate information. Researchers of age in man-
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agement like McHutchison et al. (2019) claim that there is a negative relationship be-
tween age and cognitive ability. A person’s memory, ability to multitask and infor-
mation processing speed all decrease with age. Older managers may have less men-
tal and physical endurance for bringing about change in the organisation than
younger ones (cf. Békés et al., 2021; Child, 1974). Furthermore, they may find it
more difficult to adapt to new concepts or behaviours®® (cf. Berge et al., 2020;
Oplatka, 2010). This, in turn, could mean that older managers have find it more diffi-
cult to acquire and process such fast-changing knowledge and are therefore at a dis-
advantage compared with younger managers (cf. Liu et al., 2019; Cai and Stoyanov,
2016; Singh-Manoux et al., 2012; Salthouse, 2009). This research is in line with that
of other authors (cf. Chauhan et al., 2021; Nazir et al., 2018), who claim that younger

CEOs are more risk-averse and career-conscious, and therefore more conservative.

In contrast, other researchers find that younger CEOs have more risk appetite and
make riskier decisions than their older counterparts do (cf. Haider et al., 2020; Li et
al., 2017; Serfling, 2014; Roberts and Rosenberg, 2006). Other research shows that
older managers have more social networks and social experience than younger man-
agers (cf. Oztimurlenk, 2021; Kanfer and Ackerman, 2004; Staudinger and Pasupa-
thi, 2000). Social networks are often seen as the link between different companies,
especially when it comes to insider knowledge (cf. Zhong and Wang, 2022; Inkpen
and Tsang, 2005).

Croci et al. (2017) examine the relationship between company hedging and CEO age
in the oil and gas industry. They find that the older the CEO, the more likely that
hedging instruments are used. In an examination of the relationship between the
readability of financial reports and CEO age, Xu et al. (2018) find that the older the
CEO, the more readable the reports. Furthermore, they (Xu et al., 2018) support Up-
per Echelon Theory, according to which there is a positive correlation between a
company’s performance and increasing CEO age. Salthouse (2009), Singh-Manoux
et al. (2012) and Cai and Stoyanov (2016) focus on the influence of manager age on
company performance. Kauko (2009) identifies a link between manager age and effi-
ciency in addition to a link between education and efficiency. The research by Berger
et al. (2012) examines the age of managers in German banks; however, the results

55 which is in line with SCT according to which the influence of social, cognitive and personal factors
on learning is emphasised (cf. Bandura, 2001; Oberdérfer et al., 2021; Weaver and Wichman, 2018).
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cannot be applied to this thesis, because reference is only made to risk appetite and

all banking groups are examined.

Serfling (2014) examines the relationship between CEO age and risk appetite in Ex-
ecuComp firms between 1992 and 2010. He notes a negative correlation between
CEO age and ROE. Furthermore, older CEOs reduce risk by making less risky in-

vestments, while younger executives are more open to making risky investments.

To evaluate the potential relationships between an executive board member’s age
and a bank’s performance, it is necessary to consider the average age of at least two
executive board members rather than an individual executive board member’s age.
The requirements for being appointed to the executive board of a German coopera-
tive bank include professional training in addition to an appropriate level of experi-
ence and a certain number of years in the profession (cf. Bundesanstalt fur Fi-
nanzdienstleistungsaufsicht - BaFin, 2020a). On this basis, it is unlikely that a person
in their twenties would be called to the executive board of a bank. The average age
of executive board appointees is between thirty and forty (cf. Kudryashova and
Solntsev, 2019). The evaluation presented in the current work determines the exact
average age of executive board members. There is also evidence that the coopera-
tive banking model is successful (cf. Deutsche Bundesbank, 2020; Arts, 2016), hav-
ing sustained for several generations, and that it is based on experience and per-
sonal judgement. In this respect, there is evidence that age is associated with experi-
ence (cf. Sabatini et al., 2022), which is thought to have a positive effect on the per-

formance of a cooperative bank.

Consideration has also been given to whether alternative measures to age could be
used. If using, for example, the lowest or highest age of only one board member, the
problem is that the law (824 GenG) requires that there be at least two board mem-
bers. This means that there is always (at least) a second board member and their
age has an influence on the average age of the executive board. Using the highest
margin (i.e. the highest age difference)®® can be beneficial when investigating the in-

fluence of age differences among board members (individual age combinations), and

56 The highest margin was not included in the analysis because this would entail various problems in
practice: first, usually only one executive board member is replaced at a time. In this respect, only the
age of this one candidate can be taken into account, which can also be represented with the help of
the average age (as chosen in this thesis). Secondly, if, theoretically, two or more executive board
members were to be replaced at the same time, the issue of the optimal margin would be relevant.
However, due to the lack of suitable candidates, it might be difficult to make exactly the right choice.
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not just the absolute age in figures, on the Gross Profit Margin. However, mathemati-

cally, the results can be depicted by means of the average age.

In line with the research and reasoning laid out above, these considerations lead to
the following hypothesis:

H3: The higher the average age of two (or more) executive board mem-
bers, the greater the negative impact on the performance of German co-

operative banks.

4.3.3 Gender

The variable gender was chosen to examine the effect of different genders on the

board on performance.

Although the majority of German cooperative bank board members are male, there
are some female®’ board members®8. Among the largest> cooperative banks in Ger-
many in 2010, two banks (out of a total of 12) had women on their executive boards,
which is equivalent to 16.7%. By 2017, women were represented on the manage-
ment boards of six banks (out of a total of 17), which is a share of 35.3% (cf. Holst
and Wrohlich, 2018). The exact proportion of female board members in smaller coop-
erative banks is not known. The current work determines this proportion in the empiri-

cal analysis.

The following sections discuss the differences between men and women outlined in

the literature, and whether these differences can have an impact on leadership in

Thirdly, if a single executive board member is replaced, this means that there is a second remaining
executive board member (or more remaining executive board members, depending on the size of the
board), who would usually have a permanent contract of service. In this respect, the supervisory board
can again only take into account the age of the new candidate to be appointed. Otherwise, the remain-
ing executive board member would have to be dismissed, which would raise moral dilemmas.

Fourthly, moral dilemmas would also arise if the supervisory board actually had to reappoint two candi-
dates at the same time. The board would have to decide on which candidate to set the age limit, the
younger or the older candidate. This could put the supervisory board under pressure or even overbur-
den it.

57 Acknowledging that there are more than two distinct genders. However, in the survey there were
three different answers regarding gender (male/female/diverse). Based on the responses, only male or
female genders were selected. For reasons of simplification, either male or female persons are spoken
of in the further explanations.

59 Bank size is usually measured by balance sheet total. A list of all cooperative banks, ordered by bal-
ance sheet total, can be found in Appendix 3: List of all cooperative banks in Germany as of the
end of 2018 on page 250.
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companies and, thus, on company performance. The next section discusses the fun-
damental question of whether (and if so, which) differences exist between the two

genders.

4.3.3.1 Possible gender differences according to psychological models

Authors in the field of psychology (such as Gilal et al., 2018) state that there are fun-
damental personality differences between men and women. Several psychological
models have been developed (cf. Tran et al., 2019; Costa et al., 2001; Feingold,
1994) to explore these differences. Li et al. (2021) and Costa et al. (2001, p. 323)
name two theories explaining gender differences: the biological theory and the social

psychological theory.

The biological model links personality differences to characteristics related to inner
temperament. Male aggression is attributed to hormones, and women’s high suscep-
tibility to depression and anxiety in is attributed to their second X chromosome (cf.
Ali, 2019; Ho et al., 2015, p. 354). The sociocultural model assumes that gender dif-
ferences in individuals are directly caused by social and cultural factors, such as so-
cial roles and gender stereotypes (cf. Galli et al., 2019; Ho et al., 2015, p. 354). A
third model, the biosocial model, traces gender differences to both biological and so-
ciocultural causes (cf. Li et al., 2021; Ho et al., 2015, p. 354). Social Role Theory (cf.
Lekchiri and Kamm, 2020; Wood and Eagly, 2012; Eagly, 1997) states that people
unconsciously apply certain beliefs when it comes to what is expected in a particular
workplace. These beliefs are used to identify whether women or men are more suita-
ble for a specific job (cf. Eagly and Karau, 2002). A basic assumption of Social Role
Theory is that societies have underlying beliefs about gender-specific work differ-
ences, which observers attribute to the different behaviour of women and men (cf.
Groenewald and Odendaal, 2021; Gawronski, 2004).

4.3.3.2 Gender-specific management styles

Following on from the theories for the existence of gender differences in behaviour, it
makes sense to analyse how significant the gender differences between men and

women are, if they exist at all, and their influence on management activity.
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When managers make decisions, these decisions are always subject to certain be-
havioural patterns®. Gender often plays a role in this. Various research findings em-
phasise that women tend to question things more than men do. Nugraha and
Widyaningsih (2022) and Singh et al. (2002) show that women analyse issues more
thoroughly than men before making a decision, while men can identify the concrete
problems more quickly and precisely than women. Consequently, when a problem
has been identified and a suitable solution is available, women take more time to del-
egate and explain work tasks. Men, on the other hand, often prefer a single solution,
even though alternative solutions may be available. Furthermore, Marpaung et al.
(2022) and Singh et al. (2002) argue that women tend to be more hesitant in deci-
sion-making. This can have negative consequences for the company, because hesi-

tance in making decisions can lead to missed opportunities and new problems.

Previous research has shown that women attach more importance to non-financial
and personal aims and are likely to consider the contribution they make to the quality
of the decision cycle to be an advantage they have over their male competitors (cf.
Carter et al., 1997). Women in management are more concerned with interpersonal
relationships than men are, and have confidence in the principle of honesty in the
use of power; in contrast, men’s attitude to power is focused on maximising the bene-
fit to the individual (cf. Nargundkar et al., 2020).

Despite differences in management styles, companies managed by women are no
less successful than companies managed by men, as shown by analyses from the
computer and software, food and beverage and health sectors (cf. Kalleberg and
Leicht, 1991). This is confirmed by Martinez et al. (2022), Lanaj and Hollenbeck
(2015) and Paustian-Underdahl et al. (2014), who have conducted research in other
areas (such as SMEs) and also emphasise that women in management positions are
just as successful as, or even more successful than, men. Therefore, although men
and women tend to have different leadership style preferences and exhibit different
decision-making behaviours®?, the research does not reveal any difference in man-

agement performance that could be attributed to gender.

60 which is in line with Trait Theory (cf. Sarker et al., 2021) and Upper Echelon Theory (cf. Hambrick
and Mason, 1984; Silva and Banda, 2022).
61 Upper Echelon Theory states that decision-makers are influenced by their cognitive abilities and re-
lated characteristics (cf. Silva and Banda, 2022; Hambrick and Mason, 1984).
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In principle, a company can benefit from having management teams composed of
men and women. However, the influence on performance is not primarily due to dif-
ferences in gender, but rather reflects differences in leadership styles and decision-
making patterns (cf. Zbihlejova et al., 2018). It is recognised that the different leader-
ship styles and decision-making behaviours complement each other well in mixed
management teams. The advantages of “male” and “female” styles can be combined
to resolve complex issues for the benefit of the company (cf. Rao and Tilt, 2016).
Therefore, although research suggests that a management team composed of
women and men is more effective for improving organisational performance, the posi-
tive effect is more likely to be achieved by complementing and combining male and
female leadership styles and approaches to decision-making than by having a mixed
composition per se. Consequently, the board of a cooperative bank cannot benefit
from the mere presence of a woman, but rather from the combination with the char-
acteristics and approaches of the other (mostly male) board members. This may be
expressed in an improved performance of the respective bank (cf. Kalleberg and
Leicht, 1991, Lanaj and Hollenbeck, 2015; Paustian-Underdahl et al., 2014).

4.3.3.3 Gender differences in career orientation

Bryant et al. (2019) and Eagly and Karau (1991) claim that men fill leadership posi-
tions more often than women do, as confirmed by Badura et al. (2018). Furthermore,
several research papers (e.g. Dimitriadis et al., 2017) show that, in general, success-
ful managers have a predominantly male character. In this sense, “male character”
does not refer to the natural gender of the manager, but to career orientation (cf.
Puklek Levpuscéek et al., 2018; Butler et al., 1995). Willemsen (2002) states that if a
distinction is made between male and female leadership styles (e.g. using a checklist
of male, female and gender-neutral characteristics), it is found that male characteris-
tics are rated more accurately than female characteristics for successful managers,
but gender-neutral characteristics are rated even more so. This finding suggests that
the successful manager is still portrayed as a man, even though the manager ap-
pears to have predominantly gender-neutral characteristics. Willemsen (2002, p. 387)
points out that more methodological variation is needed in research on the gender
characteristics profile of successful managers. Furthermore, Orser and Leck (2010)
state, that career preparation is particularly relevant for women. Examples include
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postgraduate education and international experience, which are vital credentials at

the management level (cf. Orser and Leck, 2010).

4.3.3.4 Gender and bank performance

It has often been noted that a higher proportion of women on boards affects the dy-
namics of corporate governance in various ways (cf. Delgado-Pifia et al., 2020).
However, the evidence of the impact on corporate and risk performance is far from
conclusive. Kanter (1977) assumes that benefits for performance can only be
achieved when the number of women in management reaches a level that allows

them to have a significant impact on the corporate culture and strategy.

Other research papers find a positive relationship between a larger share of female
directors and accounting performance (cf. Nguyen and Chen, 2020; Carter et al.,
2003; Erhardt et al., 2003). In research on gender diversity in an Asian context, Kang
et al. (2010) describe the investor response to the appointment of women as execu-
tive directors in companies listed on the Singapore stock exchange as positive. How-
ever, other recent research finds that on boards with a relatively large proportion of
women, female board members are adversely affected by either excessive supervi-
sion®? (cf. Adams and Ferreira, 2007) or a lack of relevant experience (cf. Ahern and
Dittmar, 2012). In terms of the relationship between risk-taking and gender, Malagila
et al. (2021) and Skata and Weill (2018) state that psychological, economic and or-

ganisational research shows that women are on average more risk-averse than men.

The amount of literature which focuses on the topic of gender in German cooperative
banks is very limited. A recent study conducted by Berger et al. (2012) concludes that
the risk appetite of banks in Germany rose in the 3 years that followed an increase in
the number of female executive board members, although the economic impact is not
significant. Owen and Temesvary (2018) examine the relationship between female
executive board members and bank performance. They note that the results of previ-
ous studies vary widely and claim that this is due to the different methods used to

measure performance. Furthermore, they claim that there is a positive correlation in

62 which, according to Principal Agent Theory, indicates that increased supervision is intended to com-
pensate for an information deficit (cf. Damayanti et al., 2021).
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higher-capitalised banks only. Skata and Weill (2018) examine the relationship be-
tween CEO gender and bank risk in Polish cooperative banks and find that female
CEOs are more risk-averse. At the same time, they find that the credit risks of banks

with female CEOs are no different to those of cooperative banks led by male CEOs.

Withisuphakorn and Jiraporn (2017) examine the role of gender in ratios and risks.
They find that women are on average 2 years older when promoted to the position of
CEO than men are. Palvia et al. (2015) examine the relationship between bank capi-
tal ratios and standard risks and CEO gender, and find that female CEOs act more
conservatively and are less prone to bank imbalances than male CEOs are. Balina
(2017) examines the relationship between the gender of the chair of the supervisory
board and bank efficiency in Polish cooperative banks, concluding that the number of
banks run by female chairs is half the number of banks run by male chairs. By con-
trast, the indicators ROA, ROE, CIR and non-performing loans are markedly higher in
the female-led cooperative banks than in the male-led ones. Balina and Idasz-Balina
(2018) examine the relationship between CEO gender and bank efficiency in Polish
cooperative banks. Looking at the ratio of female to male CEOs in banks of different
sizes, they observe that the proportion of female CEOs is larger than that of male
CEOs in small banks. Furthermore, they note that the gender of the CEO has an in-

fluence on the level of bank efficiency.

Gender is a topical subject, and it has been thoroughly investigated in the literature.
The variable of female board members is easy to measure and is therefore quantifia-
ble. However, on the basis of publicly available data, only a distinction between male
and female can be made. In the survey developed for use in the current work, a third
gender group, “divers” (a German word used to describe those who have a gender
identity outside the male-female binary) was included, but no participants selected a

category other than male or female.

The findings of Skata and Weill (2018) suggest that female CEOs in Polish coopera-
tive banks are more risk-averse than their male counterparts, which could lead to
higher performance. Withisuphakorn and Jiraporn (2017) state that female CEOs are
appointed to the board on average 2 years later than their male counterparts. This
would mean that they have more experience when appointed to the board, resulting
in a positive effect on performance.

These considerations lead to the following hypothesis:
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H4: The presence of one or more female managers on the executive

board positively affects the performance of German cooperative banks.

4.3.4 Education and bank performance

The variable education was chosen for this hypothesis because § 25 ¢ KWG clearly
requires that executive board members of a bank must have the appropriate profes-

sional qualifications.

Various authors have examined the correlation between education and intelligence.
In several research papers (e.g. Buczylowska and Petermann, 2018), education is
seen as an indicator of a person’s cognitive abilities®®. Accordingly, correlations are
seen between a person’s cognition, level of education and decision-making ability (cf.
Petrocchi et al., 2021; King et al., 2016; Lubinski and Humphreys, 1997). Higher edu-
cational attainment is also associated with higher levels of patience and higher irrita-
bility thresholds (cf. Warner et al., 2020; Funder and Block, 1989). Moreover, higher
education is even associated with a longer life and a higher lifetime income, as Bella
et al. (2021) and Jensen and Meckling (1998) show.

A connection between education and improved performance is shown both in
Spence’s (1973) Signalling Theory and in Human Capital Theory (cf. Zheng et al.,
2021). Indeed, human capital theory (cf. Schulz, 1967) focuses on the fact that hu-
man capital is created through education (cf. Wang et al., 2019). Similarly, Signalling
Theory states that individuals signal their qualification for a role through their ac-
quired education (cf. Williams, 2021). In the Upper Echelon Theory literature, educa-
tion is also often used as a measure of an individual’s knowledge (cf. Hambrick and
Mason, 1984). There is an assumption in the literature that managers with a more
specialised knowledge base are considered to be better educated (cf. Hsu et al.,
2013; Herrmann and Datta, 2002). Senior managers who have previously acquired
specialised knowledge are more able to incorporate and make use of new special-
ised knowledge (cf. Zaitouni and Ouakouak, 2018; Cohen and Levinthal, 1989),
which gives them a greater knowledge base and in turn increases their awareness of

technical opportunities that exist in the local area (cf. Cohen and Levinthal, 1989).

63 which, at the same time, according to the Upper Echelon Theory, influences the decisions of man-
agers, which subsequently have an impact on company performance (cf. Silva and Band, 2022).
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This ability can help a company to take advantage of more of its existing excess ex-
pertise. At the same time, a higher level of specialist knowledge allows better-edu-
cated senior managers to better recognise and more effectively use external
knowledge and ensure that such external knowledge is consistent with the com-
pany’s resources and capabilities (cf. Huang et al., 2021; Buyl et al., 2011). As a re-
sult, the management can integrate external specialist knowledge more efficiently

and apply it more quickly (cf. Zhang, 2017).

Similarly, education can be an indicator of social standing. According to Popov et al.
(2019) and Hambrick and Mason (1984), education is associated with membership of
certain socio-economic groups. A manager’s level of education also has a positive ef-
fect on his or her social capital, as confirmed by Ozili (2020). For example, Belliveau
et al. (1996) observe that better-educated managers have more social connections
with other managers and government officials. These managers have access to ex-
clusive social circles thanks to having attended prestigious educational institutions.
Shipilov and Danis (2006) build on Upper Echelon Theory by exploring theoretical
reasons for the positive influence of managers’ educational background on their ex-
ternal networks. Furthermore, social networks are often seen as a link between com-

panies from different sectors (cf. Hua and Peng, 2021; Shipilov and Danis, 2006).

Authors who have examined the links between education and its impact on perfor-
mance have come to different conclusions. Golec (1996) states that an MBA im-
proves funds’ performance. Gottesman and Morey (2006) also find a positive rela-
tionship between manager education and investment fund performance, with a fund’s
performance related to the quality of the university at which the fund manager ob-
tained an MBA. However, they find no relationship between undergraduate education
and fund performance, and no additional benefits of further qualifications, such as a
PhD. Chevalier and Ellison (1999), however, argue that there is in fact a positive rela-
tionship between managers’ undergraduate training and their performance. At the
same time, in contrast to the findings mentioned above, they find no connection be-
tween fund manager performance and that manager having an MBA. Positive corre-
lations are also found in Kauko (2009), King et al. (2016), Miller et al. (2015), Beber
and Fabbri (2012), Chevalier and Ellison (1999). While King et al. (2016) use factor
analysis, Lindorff and Prior Jonson (2013) focus solely on dividend as a performance

measure.
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Li et al. (2011) examine the relationship between manager qualities (work experience
and age) and hedge fund performance and find that senior executives with a better
education tend to earn higher returns or display better fund performance. They find
only a minor connection between greater CEO experience and lower fund perfor-
mance. Philpot and Peterson (2006) use the variables of age (tenure), education
(certification), team (number of members) and experience. Carmeli (2006) examines
the relationship between education and performance, while Gottesman and Morey
(2006) find a link between education and fund performance. Lindorff and Prior Jon-
son (2013) focus on relationships between CEO education and performance, while Li
et al. (2011) focus on managers’ training and experience and the impact of these fac-

tors on hedge fund performance.

Although the literature finds a link between executive education and enterprise per-
formance, empirical evidence suggests that the impact varies depending on the type
and quality of training received. Chevalier and Ellison (1999) find a positive relation-
ship between managerial education and the performance of mutual funds. Specifi-
cally, they find that managers holding undergraduate degrees obtained from lvy
League universities in the United States experience larger risk-adjusted returns, while
managers holding Ivy League MBA degrees experience higher returns due almost
entirely to a shift towards higher levels of systematic risk. Bhagat et al. (2010) are not
the only researchers to conclude that although training is often used as a crucial ele-
ment in the CEO hiring process, the impact on company performance is often not
considered in such selection procedures. This may be because the relationships be-

tween education and long-term business performance are not known.

As the current work examines German cooperative banks, the next section deals with

the special features of education in the German cooperative bank sector.

4.3.4.1 Special features of education and training in the German cooperative bank

sector

In principle, there are several qualification levels for bank managers in German coop-
erative banks. The first level of qualification is bank training (and is usually necessary
for all employees of a bank). Bank clerk apprenticeships handle theoretical and prac-

tical elements simultaneously. This means that, over a period of 3 years, theoretical
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knowledge is taught in school-based supervision (in Germany: vocational school) and
practical knowledge is taught at the workplace (cf. IHK Minchen, 2020). The share of
school-based vocational training is about 880 hours, the vast majority of which is

spent directly at the workplace. Usually, trainees cover all areas of activity included in

the job description of a bank clerk.

In addition, some bank managers have an additional and officially recognised aca-
demic degree, such as a diploma in economics, or a postgraduate degree at the doc-
toral level (cf. Bund-Lander-Koordinierungsstelle fur den Deutschen Qualifika-

tionsrahmen fir lebenslanges Lernen, 2017).

According to 8 25 ¢ KWG, prospective executive board members are required to
have theoretical and practical experience®. There are specific additional manage-
ment training courses covering the theoretical expertise required by 825 ¢ KWG and
are a prerequisite for managing a bank (cf. Bundesanstalt fir Finanzdienstleistung-
saufsicht - BaFin, 2020a). Therefore, the vast majority of prospective cooperative ex-
ecutive board members attends a special training course in Montabaur (the Academy
of German Cooperative Banks). The special training courses allow all participants to
become certified banking administrators. However, a certified banking administrator
gualification is not an academic degree, so it is not officially recognised by the Ger-
man government (cf. Bund-La&nder-Koordinierungsstelle fir den Deutschen Qualifika-

tionsrahmen fir lebenslanges Lernen, 2017).

The success of German cooperative banks in the German banking system is clear
(cf. Deutsche Bundesbank, 2020; Arts, 2016). Given than research suggests that ed-
ucation has a positive influence on company performance, it could be concluded that

the training of board members in cooperative banks has a positive effect.
These considerations lead to the following hypothesis:

H5: There is a positive relationship between the level of education of ex-
ecutive board members and the performance of German cooperative

banks.

64 to achieve the necessary competencies (cf. Boyatzis, 1982; 2011) to be able to manage a bank.
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4.3.5 Professional experience and bank performance

The variable experience was chosen as a hypothesis because 8§ 25¢ KWG requires

several years of professional experience for board members.

Researchers have analysed the relationship between manager experience and com-
pany performance for many years. The overwhelming majority of researchers (e.g.
Venturini and Verbano, 2017) agree that experience is one of the factors that influ-
ences a manager’s activity. McCall (2004) notes that CEO jobs differ from other ex-
ecutive jobs due to higher job-specific experience. Furthermore, Upper Echelon The-
ory, as outlined by Hambrick and Mason (1984), states that manager experience has
an impact on managerial decisions and thereby influences company performance,
which is also confirmed by Orens and Reheul (2013), Custédio and Metzger (2013)
and Huang (2014). Prastiwi et al. (2019) and Acquaah (2012) state that senior man-
ager skills are based on experience in the form of knowledge, skills and expertise. As
confirmed by Acquaah and Chi (2007) this allows a person to deal with difficult and
complex tasks and, based on the information available, make informed decisions that

are specific to particular industries.

Elias and Farah (2019), Castanias and Helfat (2001) as well as Kor (2003) even
claim that knowledge can be replaced by a wealth of experience among the execu-
tives in a company. However, this is difficult to prove. In this regard, Nguyen et al.
(2019) and Kor (2003) state that company-specific experience enables a manager to
leverage product knowledge, manufacturing capabilities, technology, etc. to their
competitive advantage and achieve high performance. Similarly, Ebisi and Arua
(2019) and Kor and Mahoney (2005) state that experience leverages tacit knowledge
of opportunities specific to the organisation. This includes not only financial resources
but also employee know-how; furthermore, it includes relationships and processes

with suppliers and customers that would be difficult for competitors to fulfil.

Numerous research papers (cf. Kahn, 1993; Scully, 1994; Fizel and Michael, 1999;
Barros and Leach, 2006; Frick and Simmons, 2008) support the theory that there is a
positive relationship between manager experience and company performance. How-
ever, this is not a universal view. Burke et al. (2018) argue that there are positive
connections between entrepreneurial experience and business success, as also
stated by Staniewski (2016), Bosma et al. (2004), Shane (2000) and Burke et al.

(2008). Several research papers have found a positive correlation between manager
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experience and (company) performance (cf. Kahn, 1993; Scully, 1994; Fizel and Mi-
chael, 1999; Barros and Leach, 2006; Frick and Simmons, 2008). In contrast, Zhang
(2008) finds a negative correlation between CEO experience and a company’s finan-
cial performance. Manager experience and performance is, however, not the primary
focus of Zhang (2008), and he only shows this relationship using descriptive statis-
tics. Gupta et al. (2018) examine the influence of CEO characteristics like experi-
ence, age, education and tenure on investment decisions in companies. They note
that there is a positive correlation between experience and performance, which was
especially evident during the financial crisis. Gounopoulos and Pham (2018) examine
the relationship between CEO experience and firm performance by distinguishing be-
tween specialist CEOs and generalist CEOs. They find a positive association be-
tween specialised CEOs and the lower risk of failure and longer sustainability of a
company.

The following research papers from Zhang and Rajagopalan (2004), Zhang (2008)
and Elsaid et al. (2011) distinguish between the work experience of internal and ex-
ternal CEO candidates. Successor candidates who have been supervised by the cur-
rent CEO of a company for many years are undoubtedly eligible for the CEO job, but
those who have been CEOs elsewhere have gained more experience in the relevant
job-related tasks (cf. Zhang and Rajagopalan, 2004). Therefore, committees may be
more likely to select external CEO candidates with experience, because there is less
likelihood of mismanagement (cf. Zhang, 2008). Companies have more information
on the internal candidates at their disposal, yet information on external candidates,
such as through economic reports or the press, may be more objective and reliable®®.
Despite the benefits of external CEO experience outlined here, some research pa-
pers (cf. Elsaid et al., 2011; Zhang, 2008) maintain that the performance of CEOs
with job-specific experience is likely to be poorer than that of candidates with no prior

experience.

Although the vast majority of researchers mentioned above agree that manager qual-
ities have an impact on business performance, there are differences in the relation-

ship between experience and performance. The research suggests that there is a

65 According to Principal Agent Theory, the employer needs to decide which candidate incurs lower
agency costs in such situations (cf. Damayanti et al., 2021; Kabwe et al., 2021).
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positive correlation between manager experience and German cooperative bank per-
formance®® for the following reasons. The first reason is that professional experience
is one of the requirements for becoming an executive board member (cf. Bundesan-
stalt fir Finanzdienstleistungsaufsicht - BaFin, 2020a). Secondly, the knowledge and
experience of current executive board members is often transferred to successor
board members in a succession plan. The prolonged success (cf. BVR, 2021b) of the

German cooperative banking model could suggest this approach is successful.

Given the findings outlined in this section, professional experience is seen as an es-
sential factor®” contributing to the success of executive board members. However,
there are different approaches in the literature to measuring work experience. Some
research papers use the number of years of work experience collected from person-
nel files or through research instruments, such as surveys (cf. Hunter and Thatcher,
2007). To measure the experience variable, Margolis (2010) uses three subcatego-
ries: (1) the number of years in the current company; (2) the number of years in the
industry; and (3) the number of years spent working in the current position. Dittmar
and Duchin (2016) adopt a different perspective by researching managers’ negative
experiences, such as adversity and bankruptcy. By means of survey results, they in-
vestigate whether individual decisions are influenced by such negative experiences.
They use business reports to establish which executives were employed by compa-

nies in distress.

However, measuring the level of professional experience solely on the basis of the
number of years a person has worked in a profession is not sufficient. This argument
is taken up by Guthrie Datta (1997). He claims that executives who remain at the
same company for an extended period of time do not continue to develop in terms of
professional knowledge. Furthermore, their sources of information diminish as their
length of service increases, and information analysis becomes progressively more
limited. As a result, these managers are often not open to new solutions and stick to
tried and tested strategies. It can be concluded that the length of time spent in a pro-

fession is not an absolute, definitive indicator of performance in that profession.

56 In other words, the results of the research are transferable to German cooperative banks.
67 and can be seen as a proxy for certain qualities and competencies of the executive board member
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Other authors take a different approach when measuring work experience. In the
concept developed by Schaefer et al. (2011), performance also results from experi-
ence on the basis of prior knowledge. According to this concept, all experience in a
field contributes to an executive’s body of knowledge. This prior knowledge, in turn,
influences executive performance. In this respect, mental capacity and experience
would largely predict knowledge, but not performance. Due to the complexity of the
experience variable, Schaefer et al. (2011) use four additional predictors in their re-
search to adequately represent work experience: the trainers were first asked to pre-
dict how their subordinates would perform. The employees then had to answer a
guestionnaire that contained general questions. Using scales designed to map em-
ployees’ experiences, the employees assessed several specific and criterion-based
activities. In the next step, the employees had to judge their own performance; the re-
searchers queried the extent to which the employees trusted themselves. These pre-
dictors were then used to establish the degree to which employees’ performance
could be predicted. Furthermore, research has shown that managers and career
counsellors seem to assess managers’ performance based on perceived prior
knowledge rather than actual performance. In addition, it appears that many trainers
judge an officer’s performance based only on information regarding experience and
rank. Using the information from the questionnaire, the authors were able to test the

predictive accuracy of such information (cf. Schaefer et al., 2011).

Considering the research approaches presented above, it is clear that experience
can be expressed in several variants and cannot be represented by a single indica-
tor. Therefore, the current work measures experience not only by the number of
years in the cooperative bank sector but also by the number of previous positions in
cooperative banking. In addition, particular attention is paid to the number of previous

management positions an executive has held.

Based on the research discussed above, the current work divides executive board
member experience into four components of one variable. Each variable is measured
individually. Firstly, general work experience is measured in terms of total years of
employment, analogous to the approach of Hunter and Thatcher (2007). Secondly,
industry-specific experience is measured by counting the number of years executive

board members have spent working in banks ; thirdly, management experience is
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measured by the number of years spent in the current position (cf. Margolis, 2010).

Fourthly, the number of previous board positions is measured.

llimarinen (2001) mentions in this context that increasing age is also associated with
more experience and has a positive effect on job performance. Similarly, Guthrie
Datta (1997) demonstrates that age has a positive effect on the qualities of a man-
ager. He further states that although age, work experience and education are sepa-
rate factors, collectively they are predictive of organisational success and are likely to
be positively related. For a better understanding and a quicker overview, the four ex-
perience variables are additionally marked with the abbreviations XP1-XP4 (XP
stands for experience). This is initially done without ranking or weighting. However, a

ranking is proposed in Section 5.4.7 on page 141 to enable comparability.

In summary, experience is a difficult concept to quantify and measure. The variable

experience is divided into four individual components in order to measure the individ-
ual components that constitute experience. These are XP1 — total professional expe-
rience, XP2 — professional experience in banks, XP3 — professional experience as a
board member®® and XP4 — number of previous board positions. Each of these com-

ponents can be objectively measured and thus quantified.
These considerations lead to the following hypothesis:

H6: The different types of experience of executive board members have a

positive influence on the performance of German cooperative banks.

In order to examine the experience variable more closely, each individual experience
value (XP1 — total professional experience, XP2 — professional experience in banks,
XP3 — professional experience as a board member, and XP4 — number of previous
board positions) is also analysed against the 5-year Gross Profit Margin and the 10-

year Gross Profit Margin.

68 Used synonymously in the regression analyses as board member for n years.
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4.4 Summary

This chapter examined board characteristics and their influence on performance

more closely and developed hypotheses regarding board size and board composi-

tion. This chapter also derived four further hypotheses regarding age, gender, educa-

tion and experience and their influences on performance.

As outlined above, the Hypotheses 1-6 were derived:

H1: Any number of executive board members greater than two will adversely af-

fect the performance of German cooperative banks.

H2a: The composition of an executive board with two (or more) equal CEOs

(shared leadership) has a positive impact on the performance of German cooper-

ative banks.

H2b: The composition of an executive board with one CEO and one (or more)
non-CEQO(s) has a negative impact on the performance of German cooperative

banks.

H3: The higher the average age of two (or more) executive board members, the

greater the negative impact on the performance of German cooperative banks.

H4: The presence of one or more female managers on the executive board posi-

tively affects the performance of German cooperative banks.

H5: There is a positive relationship between the level of education of executive

board members and the performance of German cooperative banks.

H6: The different types of experience of executive board members have a positive

influence on the performance of German cooperative banks.
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Chapter 5: Research methodology

5.1 Introduction

This chapter begins with an examination of the research philosophies that influence
the current work. The chapter then presents and considers the ethical principles un-
derlying the current work. The chapter also discusses the data collected for each of
the variables (dependent, independent and control), how the data was collected and
from what sources it was gathered. In addition, the individual variables are described
in more detail. An explanation is offered as to what is included in an profit and loss
account, what function it has in a company, and how the Gross Profit Margin is calcu-
lated — all of which are relevant for the methodology used in the current work and
help answer the central research question.

The chapter also describes the statistical procedures used for testing each hypothe-

sis and then concludes with a summary.

5.2 Research philosophy

According to Fitzgerald and Howcroft (1998a), several different research designs and
approaches exist at the epistemological, ontological, methodological and axiological
level. Furthermore, the authors state that a number of research paradigms are ex-
pressed in dichotomous terms: positivist-interpretivist, realist-relativist, objectivist-
subjectivist, quantitative-qualitative, relevance-rigour. In addition, they state that there
are other dichotomies “not all at the same level of abstraction, as some are more
overarching than others, and some are almost synonymous” (Fitzgerald and
Howcroft, 1998b, p. 318). At a fundamental level, these dichotomies are attributed to
two contrasting positions: the hard versus the soft approaches (Fitzgerald and
Howcroft, 1998b, pp. 318-319). These two contrasting approaches are actively de-
bated in the research and scientific community and have emerged historically. Sup-
porters of both approaches assert the advantages ("hard" facts in quantitative re-
search against "soft" facts in qualitative methods) of each research method. It is es-

sential, therefore, to start with a discussion of the philosophical considerations, as
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many of the decisions on research strategy have an impact on the tools used for col-
lecting and analysing data. In addition, there are approaches that do not fall into ei-

ther category. These are also discussed below.

5.2.1 The ontological level

On the ontological level, the relativist takes a soft position. The underlying assump-
tion is the existence of multiple realities as a construction of the mind. Reality is per-
ceived through social transactions and contacts with other people. This perception
varies among people due to the different linguistic and cultural environments in which
they live. Also on the ontological level, the realist represents the hard position. The
realist believes that there are fixed, tangible structures in the world, which exist inde-

pendently of one’s individual perception (cf. Fitzgerald and Howcroft, 1998a).

The considerations regarding the ontological view in the context of the current work
are as follows. The current work is to be conducted in cooperative banks of all sizes.
For the first step, it is important to develop a database that any researcher could re-
produce. This approach is a prerequisite for the “hard” realist, because it underlines
assumptions about hard, tangible structures in the world. The approach is also suita-
ble for the second step: looking in depth at existing publicly available data. Further-
more, it should be noted that the data to be investigated is largely readily available,
objective and measurable. Consequently, in order to answer the research question,
such an objective approach is required which does not leave room for misunder-

standings.

5.2.2 The epistemological level

The hard position taken by the positivist is that there are fixed laws of causation in
the world. Complex situations can be reduced through simplification or, rather, reduc-
tion. Furthermore, the positivist view places belief in the objective measurement and
repeatability of situations. On the other hand, the soft, interpretivist view holds that

there is no universal truth, and that any truth relies solely on the researcher’s own
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findings through research and reference. The realism of context is paramount for in-
terpretivists, who do not believe that uncommitted neutrality exists (cf. Fitzgerald and
Howcroft, 1998a).

The hard, positivist position can reveal more about the impact board characteristics
and manager qualities have on the performance of German cooperative banks. The
current work attempts to reduce the complex reality by focusing on the essential influ-
encing variables (independent variables + control variables). Selecting four depend-
ent and three control variables as influencing factors simplifies the interpretation of
influences affecting the performance of cooperative banks. A simplified framework of
influencing factors enables both the further examination of these factors and specific
analysis of individual factors. The selection of variables will also make the results
more applicable in future research. As far as the objective measurability and repeata-
bility of situations are concerned, the positivist view in connection with the quantita-
tive data evaluation carried out by means of regression analysis can be shared. Fur-
thermore, an objectivist view was adopted because the author intended to act as a
researcher who was detached from the context under study. It was important for the
author to approach the thesis question in a neutral manner, minimising any influence

of personal values and biases.

However, on the other hand, it must be recognised that there can be no universal
truth. Situations and events are linked with new insights through one's own subjective
observation and classification in the respective context (cf. Josephsen, 2014) . In the
current work, new insights were gained, on the one hand, through engagement with
the object of research and, on the other hand, through one's own experiences and in-
terpretations. The development of the knowledge gained was not linear but took

place in different phases.

5.2.3 The methodological approach

There are two methodological positions: the (hard) quantitative position and the (soft)
gualitative position. The quantitative position uses statistical and mathematical tech-
nigues to identify facts and causal relationships. It is therefore closely associated with
the positivist approach. Results obtained from smaller groups using quantitative
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methods can also be applied to larger groups, i.e. research outcomes can be trans-
ferred from one situation to another situation with underlying similarities. On the other
hand, the qualitative position determines what actually exists, and there is no empha-
sis on the amount of data. There is usually less structure but more responsiveness to
the requirements and nature of the given research situation, i.e. new insights can be
gained through inductive approaches (through observing a phenomenon and induc-
tively drawing a conclusion). Thick description, as explained by Ponterotto (2006), is

a common qualitative method.

The question of whether a qualitative or quantitative approach is the most appropri-
ate depends on the research question at hand, as Bartezzaghi (2007) claims: “In this
respect the central point is not if one method is superior to the others in general, but
how to choose the most appropriate method for a specific research framework...”
(Bartezzaghi, 2007, p. 193). In accordance with Bartezzaghi's statements, the ap-
proach will be chosen that best suits the purpose of answering the research question.
In this context, an overview of the differences between quantitative and qualitative re-
search is provided by Brisemeister (2008, p. 19). He explains that quantitative re-
search is commonly used for larger samples, as is the case in the current work; in
most cases, guantitative methods are applied when there are corresponding theoreti-
cal foundations that can be verified by using the results from a large sample.

As of the end of 2018, there were 844 cooperative banks in Germany and at least
1,688 board members, and thus almost a complete dataset of a population (cf. BVR,
2022a). The large number of samples at hand meant that the quantitative approach
was suitable as the primary methodology for this thesis. An empirical analysis was
conducted using the data collected. This approach, which can summarise findings in
numbers and formulas, is considered to be one of the advantages of quantitative re-
search (cf. Hartmann, 1970). In addition, according to Heinze (1995), quantitative re-
search can make information clear and manageable for analysis. On the other hand,
the approach does have weaknesses. According to Lamnek (2005), one weakness is
that the same quantitative instruments are often used without taking into account the

underlying nature of the research object. Lamnek (2005) also states that the pre-con-
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struction of thematic areas for hypotheses has an excessive influence on the re-
sponses provided. Having said this, this was mitigated in part by the current work®®.
According to Lamnek (2005), another weakness is that insufficient practical relevance
is attributed to quantitative methods, given that the results cannot be translated di-
rectly into practice. The results of the current work can, in fact, be used as an aid for
the supervisory board in the recruitment of new executive board members, i.e. the
findings can be applied in practice immediately. Furthermore, Lamnek (2005) is criti-
cal of the reduction of information, which comes at the expense of the concrete repre-
sentation of reality.

The focus of qualitative research is on the discovery of new theoretical knowledge,
with sample sizes tending to be smaller. A major distinction already exists in the
terms used in quantitative and qualitative measures in their respective outcomes; ver-

ification for quantitative research and generation or discovery for qualitative research.

To support the quantitative evaluation and to examine the research object from sev-
eral perspectives, a qualitative approach was also chosen in the current work. For the
purpose of collecting the qualitative data, all board members of German cooperative
banks were surveyed. This method utilises one of the central strengths of qualitative
research; it enables researchers to work exploratively and thus to discover new uz-
uthings (cf. Lamnek, 2005). More detailed findings can be recorded, so the data and
information are correspondingly richer (cf. Lamnek, 2005). One of the biggest weak-
nesses of qualitative methods, however, is the potential for arbitrariness. There is the
risk that questions and research objectives may not be clearly formulated, and differ-
ent results may be obtained from the same set of data. Likewise, the textualisation
and interpretation of the results is difficult to comprehend and verify. Another criticism
is that the focus on the subjective impressions of individuals may result in a lack of
objectivity (cf. Wilson, 1982).

In principle, the findings of the current work are derived deductively, i.e. the quantita-
tive data is evaluated by means of statistical procedures (multiple regression anal-

yses). Due to the large number of data sets available, a quantitative approach was

69 Detailed information are provided within Appendix 5 - E-mail and questionnaire on page 312. How-
ever, the information requested was given as questions, not in the form of ,yes/no* answers, but with
partially open questions.
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the prefered variant’®. Inductive approaches, which are common in qualitative meth-
ods, were not used. This would have required further in-depth qualitative surveys,
e.g. by interview, in addition to the questionnaire carried out. Furthermore, the quanti-
tative surveys were conducted under "laboratory conditions". Since the data collected
was fixed, unchangeable data, no disadvantages regarding a missing "natural envi-

ronment" were identified.

5.2.4 The axiological level

The positivist approach is based on a “hard” and rigorous position. Research is vali-
dated using quantitative techniques, and conclusions are derived hypothetically and
deductively. Therefore, for the current work, a realist-positivist quantitative research
approach was used (cf. Fitzgerald and Howcroft, 1998a). However, the insights
gained are initially only theoretical insights. One of the aims of this thesis is to derive
not only theoretical but also practical insights. This can be achieved by providing the
supervisory board with the results of this research as a guideline in the selection of
new board members. In this respect, the current work is not only oriented towards
making theoretical findings but also towards formulating practical solutions that can

be implemented in practice.

70 However, as pointed out above, because some supplementary data had to be collected manually by
guestionnaire, the opportunity was taken to collect some additional qualitative data.
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Table 1 - Summary of soft versus hard research dichotomies according to Fitzgerald

and Howcroft (1998b, p. 319) provides a summary of the discussions above. It com-

pares the soft and hard approaches at the ontological, epistemological, methodologi-

cal and axiological levels. This overview provides a sound basis for selecting the re-

search design and the methodology to be applied in the current work.

Soft

Hard

Ontological

Relativist

Belief that multiple realities exist as sub-
jective constructions of the mind. So-
cially transmitted terms direct how real-
ity is perceived and this will vary across
different languages and cultures

Realist

Belief that the external world consists of
pre-existing hard, tangible structures
which exist independently of an individ-
ual’s cognition

Epistem

ological

Interpretivist

No universal truth. Understand and in-
terpret from research’s own frame of ref-
erence. Uncommitted neutrality impossi-
ble. Realism of context important

Positivist

Belief that the world conforms to fixed
laws of causation. Complexity can be

tackled by reductionism. Emphasis on
objectivity, measurement and repeata-
bility

Subjectivist

Distinction between the researcher and
research situation is collapsed. Re-
search findings emerge from the interac-
tion between researcher and research
situation, and the values and beliefs of
the researcher are central mediators

Objectivist

It is both possible and essential that the
researcher remains detached from the
research situation. Neutral observation
of reality must take place in the absence
of any contaminating values or biases
on the part of the researcher

Emic/Insider/Subjective

Origins in anthropology. Research orien-
tation centres on the native/insider’s
view, with the latter viewed as an appro-
priate judge of adequacy of research

Etic/Outsider/Objective

Origins in anthropology. Research orien-
tation of outside researcher, who is seen
as objective and the appropriate analyst
of research

Methodological

Qualitative

Determining what things exist rather
than how many there are. Thick descrip-
tion. Less structured and more respon-
sive to the needs and nature of the re-
search situation

Quantitative

Use of mathematical and statistical tech-
niques to identify facts and causal rela-
tionships. Samples can be larger and
more representative. Results can be
generalised to larger populations within
known limits of error

Exploratory

Concerned with discovering patterns in
research data and explaining/ under-
standing them. Lays a basic descriptive
foundation. May lead to the generation
of hypotheses

Confirmatory

Concerned with hypothesis testing and
theory verification. Tends to follow posi-
tivist, quantitative modes of research
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Soft Hard

Induction Deduction

Begins with specific instances, which Uses general results to ascribe proper-
are used to arrive at overall generalisa- | ties to specific instances. An argument
tions that can be expected on the bal- is valid if it is impossible for the conclu-
ance of probability. New evidence may | sions to be false when the premises are
cause conclusions to be revised. Criti- true. Associated with theory verifica-

cised by many philosophers of science, | tion/falsification and hypothesis testing
but plays an important role in theory/hy-
pothesis conception

Field Laboratory

Emphasis on realism of context in natu- | Precise measurement and control of

ral situation, but precision in control of variables, but at the expense of the nat-
variables and behaviour measurement uralness of the situation, because real-

cannot be achieved world intensity and variation may not be
achievable

Idiographic Nomothetic

Individual-centred perspective which Group-centred perspective using con-

uses naturalistic contexts and qualitative | trolled environments and quantitative
methods to recognise the unique experi- | methods to establish general laws
ence of the subject

Axiological
Relevance Rigour
The external validity of the actual re- Research characterised by hypothetico-
search question and its relevance to deductive testing according to the posi-

practice is emphasised, rather than con- | tivist paradigm, with an emphasis on in-
straining the focus to that which can be | ternal validity through tight experimental
researched using “rigorous” methods control and quantitative techniques

Table 1: Summary of soft versus hard research dichotomies

Source: Fitzgerald and Howcroft (1998a, p. 319), table: “Summary of ‘soft’ v. ‘hard’ research dichoto-
mies”

5.3 Research ethics

In the present research context, the question of ethics concerns the appropriateness
of the researcher’s practice in relation to the rights of the German cooperative banks

and their managers, who are the subjects of the current work.

For the purpose of this research, the author ensured that the research was designed
in a manner that was methodologically sound and morally acceptable to all parties in-

volved. All data used was anonymised.
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The Middlesex University Research Ethics Review Framework was applied and the
ethical principles of Middlesex University were followed. These principles are (1) au-

tonomy, (2) beneficence, (3) non-maleficence, (4) confidentiality and (5) integrity.

Approval for the study was given by the Research Ethics Committee, as shown in Ap-

pendix 6: Ethical approval and ethics consent form on page 398.

The next section explains the type of analysis that was used to conduct empirical re-

search in the current work.

5.4 Data sample

5.4.1 Analysis type

In the current work, a quantitative analysis of data from balance sheets and other di-
rectories is performed. The years 2009 to 2018 (i.e. a period of 10 years) were se-
lected and calculated for the analysis and comparison of management qualities and
performance in German cooperative banks. Reasons for selecting 2009-2018 as the

data collection period are explained in more detail in the next section.

The following secondary sources were used for this purpose: information from the
BISNODE'! database was used in the first instance as it provides a source of readily
available data. The second data source was the Commercial Register’?, a database
containing information about companies and the year of appointment of the executive
board members. The third data source was the Electronic Federal Gazette
(www.bundesanzeiger.de), a database containing the balance sheet positions and
profit and loss accounts for all German cooperative banks for the last 10 years. The
fourth data source was CompanyHouse, a commercial database containing infor-
mation about companies, the year of appointment of the executive board members

and, in most cases, the executive board members’ dates of birth.

71 BISNODE AG is a major European provider of digital business information. For the purpose of the
current work, the BISNODE branch in Germany, Darmstadt, provided a database containing the bal-
ance sheet and profit and loss account data for all German cooperative banks. The original database
(created by BISNODE in the form of an Excel spreadsheet) contained 17,646 data rows. Each row
contained the balance sheet and profit and loss data for one German cooperative bank for one bank-
ing year.
72 In German, Handelsregister.
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5.4.2 Strategies regarding the scope of the quantitative data

Bank and executive board data was examined that had been collected from several
sources: the BISNODE database, the Commercial Register, the Electronic Federal
Gazette and CompanyHouse. Therefore, the analysis is retrospective and includes
information from previous years contained in the data sources. There are differing
views in the literature with regard to the number of years to be considered, which are
discussed in Appendix 5 on page 288. The thesis follows the approach of Berger et
al. (2012) and Pentina et al. (2009) in that it considers a longer period. Accordingly, a
period of 10 years is considered appropriate for the purposes of this thesis. On the
one hand, this can take into account effects that have a long-term impact on the bank
due to a merger, for example, and on the other hand, the extensive data available in
the BISNODE database (in addition to available and retrievable data from the Elec-
tronic Federal Gazette) can be utilised fully.

At the time of the data evaluation (autumn 2020), complete data was available for the
annual financial statements of German cooperative banks up to 31 December 2018.
In Germany, all companies are required by law to publish their annual financial state-
ments in the Electronic Federal Gazette (www.bundesanzeiger.de). Publication is
only possible after the annual financial statements have been audited and certified by
external auditing associations. In principle, the annual financial statements must be
prepared by the end of March of the year following the financial year. After the subse-
guent audit, the annual financial statement is approved by the members (at the gen-
eral or representative assembly). Only after this has taken place is the data published
in the Electronic Federal Gazette. Due to SARS-Covid-19, most cooperative banks
experienced a significant delay in having their annual financial statements for 2019
approved by their members. As a result, it was not possible to include data for 2019

in the evaluation.

There are indications that, over a 10-year period, the influence of individual board
members can affect the bank’s results. Several changes (in the composition of the
executive board) were to be expected due to several mergers of German cooperative
banks in the past (within the ten-year period). In this respect, it did not seem reasona-
ble to include only those banks for which only complete data sets (over a 10-year pe-
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riod) were available (cf. Li et al., 2001). Therefore, the current work follows the ap-
proach of Kouser and Saba (2011), which is to split the sample: every bank for which

data was available for at least 5 years was included in the evaluation.

In concrete terms, this means that two samples are used in the current work. The first
sample, which covers a period of 5 years, represents the entire sample (cf. Pentina et
al., 2009; Ton and Raman, 2010). In the second sample, those banks for which even
10 years of data could be accessed (i.e. the banks that had not experienced a mer-
ger in the last 10 years) were included. Thus, the data analysis was based on a total

sample of 5 years and a sub-sample of 10 years.

The next section discusses the data gathering process.

5.4.3 Data gathering

Reliable research data is essential for obtaining comprehensible and informative re-
sults. Given that the collection of data for the empirical evaluation constituted a large

share of the current work, a separate section is devoted to this topic.

The next section provides an overview of the data which had to be collected in order
to calculate the Gross Profit Margin. The procedure for collecting the data on man-
ager gualities is discussed, followed by a description of the selection criteria for the

data collected.

First, it is necessary to explain the format in which the data was collected and stored.
The required economic performance indicators were taken from the BISNODE data-
base and subsequently used to calculate the Gross Profit Margin. The BISNODE da-
tabase contains comprehensive data; any missing economic data was accessed
online on the Electronic Federal Gazette website (www.bundesanzeiger.de). By law,
all companies must publish data on the profit and loss account in addition to their an-
nual financial statements with notes and a management report every year.”® Data
covering the previous 10-year period is publicly available. The data for each individ-
ual year must be retrieved manually for each individual bank. To ensure traceability,
the retrieved data was displayed and saved as a PDF file or in HTML format (see Ap-

pendix 2: Profit and loss account — Example “Raiffeisenbank Biihlertal” on page 224).

73 In German, Jahresabschluf? (Bilanz mit Gewinn- und Verlustrechnung) mit Anhang und Lagebericht.
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The information contained in these files was extracted manually and transferred di-
rectly into IBM SPSS 2574 and Microsoft Excel.

5.4.3.1 Data sources for calculating the Gross Profit Margin

To calculate the Gross Profit Margin, it was necessary to obtain data from each
bank’s balance sheet and the profit and loss account. Information from the BISNODE

database was used for this purpose.

Table 27, which can be viewed in Data sources for calculating the Gross Profit Mar-
gin in Appendix 5 (page 294), shows the number of cooperative banks for which data
was available for a specific number of years; in other words, which data the
BISNODE database contained. Deutsche Bundesbank publications were used to as-
sess whether the amount of data contained in the BISNODE database — or, rather,
the number of banks listed — was actually correct. Every year, the Deutsche Bundes-
bank publishes a list of all (cooperative) banks which operated in the previous year,
as of 31 December. These statistics served as a reference for the data provided by
BISNODE.

Table 28 compares the number of cooperative banks according to the data contained
in the BISNODE database with the number of banks according to the statistics from
the Deutsche Bundesbank. The table is presented in Appendix 5 on page 295.

5.4.3.2 Ciriteria for data collection

Several selection criteria for the data collected were applied. One selection criterion
was based on the time period. In this respect, the only banks considered were those
that had existed continuously (without a merger) for at least 5 years (for Sample 1) or
even 10 years (for Sample 2). Although these exclusions may have led to distortions
in the results, the approach was justified insofar as it made it possible to compare

bank performance under the same conditions.

74 IBM SPSS 25 was the most recent software version at the time the regression analyses were con-
ducted. For new calculations that became necessary after the submission and defence of the thesis,
software version 25 was also used.
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Another selection criterion was based on percentage changes in the balance sheet
total of the individual banks. According to this, percentage increases of less than
20% were interpreted as normal balance sheet growth. Like any other company, a
cooperative bank can grow due to higher turnover, business expansion or similar
causes. The reasons for this are manifold, and include increased customer demand,
expansion of certain businesses lines, increased demand for credit, and others. Usu-
ally, smaller growth rates (usually < 10%) are shown for information only on the basis
of numerical values, whereas larger changes (> 10%) are also explained in the notes
and management report as well, with the reasons for such changes provided. Per-
centage increases of more than 20% but less than 35% were checked in each indi-
vidual case in order to differentiate between normal balance sheet growth and growth

due to a merger. Further explanations are provided on Appendix 5 on page 297.

Merger processes have also been included as a selection criterion. In view of the cir-
cumstances described above, in the further course of this thesis, it is shown that a
percentage increase in the balance sheet total of more than 35% from the previous
year to the next year indicated a merger. To check whether this was actually the
case, random samples were taken of 14 banks with growth rates of more than 35%.
In all the cases examined, the growth could be attributed to merger activities. De-
pending on the year in which the merger took place, the bank was removed from the
analysis or, if possible, used in the 5-year sample.

Based on the aforementioned selection criteria, a final identification of the data re-
quired for the current work was conducted. For the purpose of the current work, the
years 2018 and earlier are relevant and are divided into two periods: 5 years and 10
years. On this basis, 714 banks were included for which balance sheet and profit and
loss account data was available for at least 5 years, and 643 banks were included
with data available for 10 years; in each case, starting from 2018 and moving back-
wards, see Table 32 on page 303.

The data contained in the BISNODE database was re-sorted several times for the
purposes of evaluation. For the final calculation of the Gross Profit Margin, the indi-
vidual balance sheet and profit and loss account items were entered into the respec-
tive cells in an Excel spreadsheet, as shown in Appendix 5 (see Criteria within the

profit and loss account for calculating the Gross Profit Margin on page 303).
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5.4.4 Collecting manager and executive board data

The relevant data for the individual managers was collected from the following
sources: management reports, the BISNODE database, CompanyHouse, the Com-
mercial Register, the home, privacy or contact pages of the respective bank’s web-
site, XING, LinkedIn, press reports, and other publications mentioning the respective
bank. Furthermore, a questionnaire was distributed to all executive board members
of German cooperative banks. Further details regarding the contents of the question-
naire are presented in Section 5.4.4.6 on page 132 and in Appendix 5 (on page 287).

The following paragraphs provide a brief description of each source that was used.

CompanyHouse: This is an Internet service provider specialising in collecting man-
ager data from online sources, such as the Federal Gazette and the Commercial

Register.

Management reports: These reports were used to source data that was not available
in the BISNODE database. The management reports were retrieved from the Elec-
tronic Federal Gazette (www.bundesanzeiger.de). All executive board members are
listed by name in the management report. The appointment and departure of execu-
tive board members is noted for the respective business year. In general, the man-
agement report contains information on the number of board members (board com-
position), the gender of the board members (on the basis of first and last names
listed) and, in the case of changes, the date a person joined or left the board. Fur-

thermore, it states whether or not there is a chair of the board (CEO / non-CEO).

Commercial Register: All companies operating in Germany are listed in the Commer-
cial Register. Certain data stored in the register is publicly available, including the
date of registration for newly appointed board members, the names of the board

members and their dates of birth.

Website (homepage or privacy and contact information’® pages) of the respective
banks: All German cooperative banks have an online presence. The privacy and con-
tact information page, which must contain certain information by law, was used to find

the names of the board members, the gender of the board members (as first name

75 In German, Impressum.
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and surname are mentioned), the composition of the board (CEO / non-CEO) and the

number of board members (board size).

XING and LinkedIn: These are both career networking platforms. These platforms
provide similar information to CVs, such as information on a manager’s education,
academic study, employment relationships, professional experience and company af-

filiations.

A discussion of the reliability of the data sources mentioned above is provided in Sec-

tion 5.4.5 on page 136 and how this issue is threatened within the current work.

5.4.4.1 Sources of data on boards and board members

Information in the BISNODE database was used to collect data on executive board

members.

In addition to the balance sheet and the profit and loss account data for a single
banking year, the BISNODE database contains an Excel worksheet with (incomplete)
information on: the name of the cooperative bank; the names of the members of the
executive board; the names of the members of the supervisory board; the dates of
birth of the executive board members; the dates of birth of the supervisory board
members; information on whether a board member is a CEO or non-CEOQO,; infor-
mation on whether a person is a supervisory board member or chair; the date on
which a person started in their corresponding role (as an executive board member or
a supervisory board member); and the date a person left their role as an executive

board member (if applicable).

In total, the BISNODE database contained 10,015 records. A breakdown of members
and chairs of the supervisory board, members of the executive board and CEOs is

provided in Table 34 (see Appendix 5, page 306).

5.4.4.2 Selection criteria: start and end dates of board membership

In the current work, only those executive board members who had been active in that
role for at least 5 years were considered, counting backwards from 2018. Accord-

ingly, 745 people who started their activities as executive board members in 2015 or
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later were not considered in the evaluation. Similarly, 117 members of the executive

board who left the board before 2018 were excluded from the evaluation.

5.4.4.3 Supplementing dates of birth and start dates

As BISNODE listed no date of birth for 400 executive board members and no start
date of board membership for 289 executive board members, the next step was to try
to find this information in other easily accessible sources, e.g. CompanyHouse. A to-

tal of 221 dates of birth and 172 board appointment dates were found.

5.4.4.4 ldentifying female board members

It was possible to identify 59 members as female. For 46 other board members, a
more detailed check was needed, as it was not clear whether their names (e.g. Uli)
were female or male. A purely visual check was carried out which involved comparing
published pictures of the board members of the respective bank with the first names.

This made it possible to determine the gender of these board members?®.

5.4.4.5 Excluding executive board members due to bank mergers

After excluding the executive board members of banks that had been involved in
mergers etc., 1,221 executive board members remained. These were spread across

674 cooperative banks.

5.4.4.6 Collecting outstanding data by means of a questionnaire

Because some data was not available to the extent required, all 1,221 executive
board members were identified and contacted by email’’, regardless of their length of
service (longer than 5 years or longer than 10 years). A total of 1,921 board members

76 Due to the German law (in contrast to other countries), a first name must be clearly identifiable as
female or male.
77 All German cooperative banks were contacted to complete missing data sets and to compare them
with existing data sets.
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from 807 banks (as at 31 December 2018) were contacted and a total of 722 re-

sponses were received.

To identify and survey all cooperative bank executive board members, a list of all ac-

tive cooperative banks in Germany as of the end of 2018 was used (cf. BVR, 2019b).

For more details, see Appendix 3: List of all cooperative banks in Germany as of the

end of 2018 on page 250. Accordingly, a total of 873 cooperative banks were consid-

ered.

From this list, the website of each bank was retrieved by using the bank name. The

information listed in Appendix 5 on page 308 was retrieved from the privacy and con-

tact information page and entered into an Excel table. The data collected in this way

is shown in Table 2: Data collected in preparation for conducting a questionnaire:

Number Description
1,925 | Executive board members
1,921 | Available email addresses (three addresses could
not be determined, one email address was not
unique
807 | Cooperative banks (cut-off date May 2020; i.e., be-
tween 31 December 2018 and May 2020 there were
66 mergers)
89 | Board spokesperson (=CEO)
335 | CEOs
383 | Cooperative banks with dual CEOs or multiple
CEOs
1,495 | Non-CEOs
2 | Executive board members (position could not be de-
termined)
1 | Cooperative bank with only one executive board
member
49 | Executive board members with a doctoral degree
74 | Female executive board members, of whom there

were 13 CEOs and no spokespersons

133



Number

Description

608

Cooperative banks with two executive board mem-

bers

122

Cooperative banks with three executive board mem-

bers

62

Cooperative banks with four executive board mem-

bers

Cooperative banks with five executive board mem-

bers

Cooperative banks with six executive board mem-

bers

Cooperative bank with seven executive board mem-

bers

Cooperative banks with eight executive board mem-

bers

Table 2: Data collected in preparation for conducting a questionnaire

Source: Privacy and contact information pages of the respective banks’ websites, accessed

24.05.2020

In addition, this made it possible to compare the data gathered through this step with

the data that had already been obtained from the BISNODE database. In this re-
spect, inaccuracies caused by using only one data source could be avoided.

After the necessary information was collected, 1,921 members of the executive board

were contacted by email and asked to answer nine questions (one of which was

open-ended). The content of the email is presented in German and English under

Collecting outstanding data by means of a questionnaire in Appendix 5 on page 308.

5.4.4.7 Collecting data on the insolvency rate, unemployment rate and gross value
added

Further control variables — the unemployment rate, the insolvency rate and the gross

value added — were investigated over a period of the past 10 years. These variables

were chosen because they reflect the economic conditions in the regions where the
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cooperative banks operate. It can be assumed that the unemployment rate of a re-
gion influences regionally active enterprises. A high unemployment rate weakens
purchasing power in the region and thus makes it more difficult for local banks to con-
duct profitable business. The insolvency rate is another regional indicator which is
closely related to the success and failure of companies. Again, if the insolvency rate
in the region is high, it can be assumed that business with corporate clients may be
below average. The variable gross value added is an indicator of purchasing power.
All three variables are used as control variables in the statistical evaluations. They
are readily available and easy to collect. The data needed for these variables was re-
trieved by submitting online queries through the portal of the Federal Statistical Office
(www.destatis.de). The data for the years 2009-2018 was downloaded in the form of
an Excel table. The data was used to calculate average values for the last 10 years.
For the unemployment rate and the insolvency rate, the average value was ex-
pressed in per cent, per region. For the gross value added, the average value was

expressed in euros per inhabitant, per region.

It should be noted that not all the data was available for all regions for all years.

5.4.4.8 Consolidating and completing the collected data

The data was collected as described above and recorded in Excel tables. For ease of
handling, the raw data was collected in separate Excel tables and re-sorted for fur-

ther processing.

In preparation for testing the individual hypotheses, the raw data was combined and
supplemented, as shown in Appendix 5 under the heading Consolidating and com-

pleting the collected data on page 318.

After comparing the banks with respect to the data on the 5-year Gross Profit Margin
and the 10-year Gross Profit Margin, 65 complete data sets for testing hypotheses for
the 5-year sample (sample 1) and 62 complete data sets for testing hypotheses for

the 10-year sample (sample 2) were identified.
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5.4.5 Self-reported data

When collecting data from certain sources, including social media platforms such as
XING and LinkedIn, there is a risk that the data may deliberately or unknowingly be
incorrect because it is self-reported. Akutsu et al. (2021) and Teye and Peaslee
(2015) argue that this is often due to construct validity, or because information provid-
ers have varying degrees of reliability. Furthermore, all types of data are susceptible
to measurement errors, but self-reporting is especially problematic in terms of validity
and reliability. A distinction is made between random and systematic errors (cf. Loeb-
ner et al., 2022; Cole et al., 2012). Random errors occur indiscriminately, which
means that the same person could provide a different answer to the same question at
different times. Random errors affect reliability rather than validity and do not pose a
particular problem in research, because random errors usually apply to the whole
population of data to be collected. This means that for multiple measurements, the

arithmetic mean error should be zero (cf. Cole et al., 2012).

Systematic errors represent a more serious problem as these constitute permanent
errors or deviations from the truth (cf. Teye and Peaslee, 2015). Such errors call the
validity of the data source into question. Systematic errors can be caused by misin-
formation on the part of those providing information, especially with regard to desira-
ble social characteristics (cf. Bowman and Hill, 2011). Systematic errors are difficult
to detect if they are consistently distributed across a sample and easier to detect if
the errors vary and can be attributed to specific causative factors. Research into error
rates in self-reported data does not provide clear findings with regard to gender, but
there is clear evidence that the accuracy of self-reported data increases with age (cf.
Teye and Peaslee, 2015).

In the current work, there are several sources of error. The data from the BISNODE
database may contain transmission errors introduced by the individual reporting bank
(random errors). Systematic errors should be minimised here, because the reported
and published data is reported not only to the Federal Gazette but also to the super-
visory authority, the Deutsche Bundesbank. In the event of deviations, the Bundes-
bank instructs the reporting bank to correct the data promptly.
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The data published on the website of each individual bank is listed on the privacy and
contact information page. The privacy and contact information page must contain cer-
tain mandatory information. Here, too, it is likely that no systematic errors occur, but

the possibility of random errors does exist.

In the case of self-reported data from the social media platforms XING and LinkedIn,
there is the possibility of random and systematic errors, as there are virtually no con-
trolling authorities. A further source of error is the author of the current work: since
the data was recorded manually by the author, it may be that errors occurred in this

process.

To avoid random and systematic errors, the following measures were taken: first, the
primary data sources BISNODE, the privacy and contact information page on the
banks’ websites and CompanyHouse were prioritised, as the data was readily availa-
ble. In addition, existing data from one source (BISNODE) was combined with data
from other sources (Federal Gazette, CompanyHouse, websites) and supplemented
where required. Finally, manually collected data on the qualities of the executive
board members was compared across various sources wherever possible. In addi-
tion, the data on the executive board members’ qualities was not collected from so-
cial media alone, but also via an email questionnaire containing nine questions (with

reference to the manager qualities to be investigated).

This section explains how self-reported data was handled in the current work. One of
the aims of the data collection was to gather self-reported information about the edu-
cational background of the individual board members. Therefore, it was necessary to
consider how an appropriate classification of the respective educational qualifications
could be ensured. This is discussed in the next section, starting with an overview of

the classification of qualifications in an international context.

5.4.6 Classification of qualifications in an international context

Since education is a variable used in the current work, it is necessary to define what
is meant by education in terms of the classification of qualifications held by executive
board members. In the 1970s, UNESCO developed a tool for comparing and classify-
ing international qualifications: the International Standard Classification of Education

(ISCED) (cf. OECD, 2004; UNESCO Institute for Statistics, 2012).
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The ISCED uses two variables — education sector and education level — to classify
the content of education programmes. This allows for statistical analysis and compar-
ison of educational programmes and qualifications around the world (UNESCO Insti-
tute for Statistics, 2012, p. 6).

The ISCED provides a comprehensive definition of an education programme and its
purpose: “In ISCED, an education programme is defined as a coherent set or se-
guence of educational activities or communication designed and organized to
achieve pre-determined learning objectives or accomplish a specific set of educa-
tional tasks over a sustained period...” (UNESCO Institute for Statistics, 2012, p. 7).

The core statements in this definition refer to educational activities, communication,

and organised and sustained learning.

ISCED 2011 can be used to map education programmes, both formal and non-for-
mal, to different stages of a person’s life. The term formal education refers to educa-
tion that is organised and institutionalised by public or private organisations. At the
same time, it contributes to the education of the respective country. Non-formal edu-
cation, on the other hand, is alternative or supplementary education that comple-
ments formal education (UNESCO Institute for Statistics, 2012, p. 11).

The ISCED uses parallel codification schemes to assign levels to education path-
ways (ISCED-P) and educational attainment (ISCED-A). Parallel codification
schemes consisting of educational pathways (ISCED-P) and levels of attainment
(ISCED-A) form the ISCED classifications (UNESCO Institute for Statistics, 2012, p.
21). Further information regarding coding schemes is provided within Table 40 on

page 324, Table 41 on page 325 and Table 42 on page 326.

The 25 individually classified fields of education (unchanged from ISCED-97) are or-
ganised in nine broad groups. Inter- or multi-disciplinary programmes are classified
according to the majority proportion: the field in which the student spends most of his
or her time (cf. UNESCO Institute for Statistics, 2012).
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5.4.6.1 Classification of qualifications in Germany

In Germany, the Federal Ministry of Education and Research,’® in cooperation with
the Standing Conference of the Ministers of Education and Cultural Affairs’® of the
Federal Republic of Germany, has formulated a German Qualifications Framework
for Lifelong Learning (GQF).& This qualifications framework is based on the ISCED-
2011 classifications and is regarded as the German implementation of the European
Qualifications Framework (EQF). The GQF aims to make the German education sys-
tem more transparent and enable the comparison of qualifications in Germany with
those of other countries (cf. Bund-Lander-Koordinierungsstelle fir den Deutschen

Quialifikationsrahmen fir lebenslanges Lernen, 2017).

The EQF acts as a tool that makes it possible to compare national qualifications
across Europe. Eight reference levels form the core of the EQF. They describe learn-
ing outcomes; that is, what learners know, what they understand and what they are
able to do. Accordingly, the learning outcomes at each level are described under
three headings: knowledge, skills and responsibility and autonomy. The EQF, which
was adopted by the European institutions in 2008 and revised in 2017, is being im-
plemented throughout Europe. To this end, the Member States are in the process of
developing their own national qualifications frameworks. Their levels are assigned to
the levels of the EQF. The EQF thus serves as a European framework that facilitates
the comparison of the different national education systems in Europe (cf. Bund-Lan-
der-Koordinierungsstelle fir den Deutschen Qualifikationsrahmen fiir lebenslanges
Lernen, 2017).

Like the EQF, the GQF is composed of eight levels. However, these are structured
differently to those of the EQF: a larger number of categories is used to extend and
concretise the EQF. For example, to adequately represent the desired learning out-
comes in the German education system, the GQF identifies four pillars — knowledge,
skills, social competence and independence — instead of the three pillars in the EQF.
The levels of the GQF mirror the levels of the EQF. Thus, the German qualifications
assigned to the GQF are simultaneously assigned to the corresponding EQF level

78 In German, Bundesministerium fir Bildung und Forschung.
79 In German, Kultusministerium.
80 |n the original German text: “Der Deutsche Qualifikationsrahmen fir lebenslanges Lernen”.
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(Bund-Lander-Koordinierungsstelle fur den Deutschen Qualifikationsrahmen fur le-
benslanges Lernen, 2017, pp. 3—4). Further details are provided in Table 43 — Over-
view of assigned qualifications/qualification types in English and German in Appendix

5 on page 334.

5.4.6.2 Using the classifications and levels for the purposes of this research

To test Hypothesis 5 (level of education), data on the education and (if available) uni-
versity degrees of the respective board members was collected manually from social
media platforms, press reports, websites and the research questionnaire.

Analogous to the ISCED-2011 and GQF classifications, dual vocational training
(where one part of the training is spent in a company and the other is spent at voca-
tional college) is classed as level 481, degrees (bachelor's and master’'s degrees) are

classed at levels 6 and 7, and postgraduate degrees are classed at level 8.

Level 4 (post-secondary non-tertiary education) contains a list of all nationally recog-
nised apprenticeships (as of 1 August 2017) based on the GQF. This list was used to
assign all training completed by board members to a certain level. For example, ap-
prenticeship as a bank clerk (the most common training for board members partici-
pating in the current work) was assigned to level 4 (cf. Bund-L&nder-Koordinier-
ungsstelle fir den Deutschen Qualifikationsrahmen fur lebenslanges Lernen, 2017,
BIBB / Berufesuche - Informationen zu Aus- und Fortbildungsberufen, 2020). Level 5
(short-cycle tertiary education)® mainly includes technical qualifications (for techni-
cians) and was regarded as less relevant for the purposes of the current work. Level
6 (bachelor’s degree or equivalent)®® includes the following qualifications: Bachelor of
Arts (BA), Bachelor of Science (BSc), Bachelor of Engineering (BEng), Bachelor of
Law (LLB), Bachelor of Fine Arts (BFA), Bachelor of Music (BMus), Bachelor of Edu-
cation (BEd), Diploma (from a University of Applied Sciences), State Examination.

Level 7 (Master’s degree or equivalent)® includes the following qualifications: Master

81 Source: Bund-Lander-Koordinierungsstelle fur den Deutschen Qualifikationsrahmen fir le-
benslanges Lernen (2017, pp. 12-33).
82 Source: Bund-Lander-Koordinierungsstelle fur den Deutschen Qualifikationsrahmen fir le-
benslanges Lernen (2017, pp. 34-36).
83 Source: Bund-Lander-Koordinierungsstelle fur den Deutschen Qualifikationsrahmen fir le-
benslanges Lernen (2017, pp. 37-66).
84 Source: Bund-Lander-Koordinierungsstelle fir den Deutschen Qualifikationsrahmen fiir le-
benslanges Lernen (2017, pp. 67-69).
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of Arts (MA), Master of Science (MSc), Master of Engineering (MEng), Master of Law
(LLM), Master of Fine Arts (MFA), Master of Music (MMus), Master of Education
(MEd), Diploma (University), Magister, State Examination, Postgraduate master’s
(e.g. MBA).

Level 8 (doctoral degree or equivalent)® includes the following qualifications: Aca-
demic doctorate (Dr), Doctor of Philosophy (PhD).

This section has shown how the different qualifications can be classified and how

they can be used for the purposes of the current work.

The next section looks at how the education and experience variable can be opera-

tionalised for the purposes of the current work.

5.4.7 The operationalisation of manager qualifications

For the purpose of the empirical analysis in Chapter 6, however, it is necessary to
make the education and the experience of executive board members comparable
and measurable, i.e. to operationalise them. The following sections develop classifi-

cations and rankings for the variables education and experience.

5.4.7.1 Approaches to developing a ranking for the education variable

To generate reliable and meaningful analysis values, it is necessary to rank the differ-
ent qualification levels. The following sections approach the question of ranking from
different perspectives. In order to develop a qualification ranking, the requirements to
be fulfilled by such a ranking must be established to enable a constructive answer to
be provided to the research question in the current work. On the one hand, the rank-
ing should help differentiate individuals, i.e. the value or rank should indicate which
person (or group of persons) is more qualified. Furthermore, the classifications
should have a sound basis in the qualification landscape. In addition, the ranking
must include the specific features of training and qualification in German cooperative

banks.

85 Source: Bund-Lander-Koordinierungsstelle fir den Deutschen Qualifikationsrahmen fiir le-
benslanges Lernen (2017, pp. 70-75).
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A categorisation of qualifications, and thus the development of a ranking, could be
carried out on the basis of existing schemes. The international ISCED classification
and the German GQF classification are suitable for this (cf. UNESCO Institute for
Statistics, 2012; Bund-Lander-Koordinierungsstelle fur den Deutschen Qualifika-
tionsrahmen fur lebenslanges Lernen, 2017). Since this research specifically exam-
ines German cooperative banks and the board members who work in them, the

ISCED classification is not regarded as suitable.

For the purposes of the current work, the GQF is considered more suitable as it re-
flects the qualifications of the German education system, even though it does not in-
clude the specific features of qualifications within German cooperative banks. In the
GQF each training level is assigned a unique level. A ranking can be derived from the
level. This means that a higher level of education is linked to a higher professional
gualification. In particular, a higher or lower qualification can be associated with the
requirements of the respective education level. This also applies to the amount of
time that a certain qualification level requires as well as to the knowledge and skills
that candidates are expected to acquire. On this basis, qualification levels that are,
for example, at level 4 (banking training) have a lower ranking and value than qualifi-
cation levels at, for example, level 7 for a Master's degree. A banking apprenticeship
can clearly be assigned to education level 4, and a bachelor's or master's degree to
education levels 6 and 7 respectively, on the basis of the GQF classification (cf.
Bund-Lander-Koordinierungsstelle fir den Deutschen Qualifikationsrahmen fir le-
benslanges Lernen, 2017). As already explained, one weakness of the German GQF
is that it does not reflect the special features of qualifications in German cooperative
banks. This concerns the additional management training (cf. Akademie Deutscher
Genossenschaften ADG, 2020), something mentioned in the data collection by the
surveyed executive board members in addition to the two other essential qualifica-
tions of a bank training and a degree. The GQF does not provide for classification of

such training.

Additional management training completed at a non-state institution (cf. Akademie
Deutscher Genossenschaften ADG, 2022) is not a state-recognised qualification.
Such training cannot be assigned to any educational level of the GQF.

However, it is not possible to overlook such training for this reason. Firstly, persons

who wish to become a board member of a (cooperative) bank in Germany must fulfil
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the requirements of 825 ¢ KWG. These prerequisites, or rather theoretical qualifica-
tions, can be met either through a corresponding bank-specific course of study or
through the additional management training, for which a licence according to 825 c
KWG is awarded. The latter is a prerequisite for a position on the executive board of
a cooperative bank in Germany. The majority of board members obtain the §25c
gualification through additional management training; this was confirmed by the sur-
vey findings. The requirements for this management training are much lower than for
a bank-specific or business administration degree. As a rule, for the §25c qualifica-
tion a bank apprenticeship and several years of practical work experience are re-

quired.

The qualification period is usually one year, spread over approximately 15 teaching
weeks (cf. Akademie Deutscher Genossenschaften ADG, 2022). The theoretical
knowledge imparted is intended to enable participants to manage a bank. Practical
experience is another prerequisite for admission as an executive board member (cf.
Bundesanstalt fir Finanzdienstleistungsaufsicht - BaFin, 2020a). Due to the short
learning period, the learning content is delivered in a condensed form and tested at
the end of the training by means of an examination (cf. Akademie Deutscher Genos-
senschaften ADG, 2022). This approach has several major disadvantages. On the
one hand, knowledge is imparted that the participants have often already acquired in
previous qualifications or one-day training courses that are offered throughout the
year. Secondly, there is the danger that learning is concentrated primarily on the ex-
amination. Furthermore, participants in additional management training are not yet
board members, which means there is a gap between the knowledge taught and its
practical application. Often, there is a time gap of several years between a candidate

completing management training and being appointed to the executive board.

Regarding the ranking of the additional management training, it makes sense to con-
sider the training in the context of the 3-year bank clerk apprenticeship. This appren-
ticeship lays theoretical and practical foundations at the same time. This means that,
over a period of 3 years, theoretical knowledge is taught in the context of school-
based supervision (in Germany: vocational school) and practical knowledge is gained
at the workplace (cf. IHK Munchen, 2020). The vast majority of the time is spent di-
rectly at the workplace. Usually, trainees go through all areas of activity of a bank

clerk.
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It is possible to complete additional management training without a banking appren-
ticeship and thus obtain a licence in accordance with § 25 ¢ KWG. However, this is
rare, and often only occurs in very large banks. Given that German cooperative
banks tend to be small in size (there are 844 cooperative banks in Germany at the
end of 2018 (cf. BVR, 2021a) executive board members tend to be familiar with all
bank activities and processes and are often involved in the day-to-day business
themselves. This is usually only possible if the board member knows all the activities
involved and has already performed them, usually in the context of a bank appren-
ticeship.

Furthermore, the data collection shows that board members with only one profes-
sional qualification, e.g. a university degree (without further education) or only a
banking apprenticeship, are the exception. The majority of board members have two

or even three professional qualifications.

Additional management training can be ranked as follows: although additional man-
agement training entitles board members to manage a bank in theory, board mem-
bers must still have practical experience, which usually takes the form of several
years of training. For the purpose of the current work and in the context of the prereg-
uisites described above, additional management training is considered to have a
lower rank compared to a banking apprenticeship.

On this basis, it is possible to propose the following ranking of qualifications in de-
scending order: doctoral degree, university degree, bank apprenticeship, additional
management training. Furthermore, the following classification by education category

is applied:

Category 1: bank apprenticeship + degree + additional training + doctoral degree
Category 2: bank apprenticeship + degree + additional training

Category 3: bank apprenticeship + degree

Category 4: degree + additional training

Category 5: degree

Category 6: bank apprenticeship + additional training

Category 7: bank apprenticeship
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For the purposes of the current work, the education categories are examined for their
relationship to the 5-year Gross Profit Margin and the 10-year Gross Profit Margin.

5.4.7.2 Approaches to developing a ranking for the experience variable

First of all, it is necessary, to establish the prerequisites an experience ranking
should fulfil in order for it to provide reliable values and help answer the research
guestion of the current work. The value should clearly indicate which person has
more experience than another. The value should also be based on objective, meas-

urable data. Ideally, it will reflect specific features of German cooperative banking.

The following sections provide an overview of the individual components of the expe-

rience variable and examine them with regard to the above prerequisites.

5.4.7.2.1 Overview of components of professional experience

Total professional experience: This variable component represents the total number
of years that a person has spent in professional employment. Professional experi-
ence can be gained in a wide variety of areas such as social services, business, in-
dustry, banking, etc. Bank board members will most likely have spent the majority of
their professional activity in the banking sector, but it cannot be ruled out that they
have several years of professional experience outside the financial sector. With re-
gard to the requirements that an experience variable should fulfil, the total profes-
sional experience would be less suitable when distinguishing between several board
members. For example, it would be difficult to assess whether having 20 years of
professional experience, of which 10 years were gained in the social sector and 10
years in the banking sector, should be ranked higher or lower than 15 years of pro-

fessional experience in the banking sector alone.

Professional experience in banks: This variable component indicates how many
years of total professional experience a board member has in the banking industry.

There are significant differences between the individual banking sectors. A board
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member who has professional experience in the savings bank sector (with banks
which are usually much larger than cooperative banks in terms of total assets) will
have different experience, know-how and attitudes to a board member who has pro-

fessional experience in the cooperative bank sector.

Another drawback of this variable component is that it does not express the role in
which the person has worked in the banking industry. This means that is not clear
whether someone has worked for 20 years in service or 20 years as a credit depart-
ment manager, with there being a significant difference between the two. This could
be a topic for future research. In order to simplify the variable component, no distinc-
tion is made as to the banking system and function in which the board member has
gained the professional experience in banking. The variable indicates the total num-
ber of years an individual has spent in the banking industry. This variable provides a
clear value, expressed in a number of years, that is easily comparable with the val-
ues of other board members and enables classification into a higher or lower profes-

sional experience.

Board member for n years: this variable component is intended to indicate how many
years the respective person has already worked as a board member in a bank. No
distinction is made as to the banking systems in which the board experience was
gained, which represents a drawback of the variable. In the broader context, there is
even the possibility that an individual could have gained board experience in a non-
banking sector. Although this is rather unlikely, it cannot be ruled out. Despite these
two disadvantages, it can be assumed that this component is highly valuable, espe-
cially in comparison to the first two components. If a person is a board member, it can
be assumed that this individual has several years of professional experience, usually
in the banking environment. Direct comparability with other board members is possi-
ble and the variable component is therefore well suited for the purposes of the cur-

rent work.

Number of previous board positions: This indicates how many previous board posi-
tions the person has held. This includes the current position of executive board mem-

ber of a cooperative bank. Board members who are currently on a board for the first
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time enter the value “1”. It is, however, difficult to determine the relevance and signifi-
cance of a higher number of board positions. On the one hand, a higher number of
previous board positions may mean an individual has more professional experience
and expertise because the individual has gained insight into several banks and can
bring this knowledge and expertise to their new board role. On the other hand, a
higher number of board positions can be an indicator of inconsistency and opportun-
istic behaviour. Furthermore, it may be that the experience and expertise gained only
makes a contribution to the management of the bank after a significant delay, be-
cause it usually takes several years until new know-how can be implemented in a
bank and corresponding positive effects become noticeable. Direct comparability on
the basis of numbers is possible, but not particularly beneficial. Consequently, it

would make sense to evaluate this variable separately.

5.4.7.2.2 Summary of categories and overall view

Another approach to build adequate categories is to group individual empirical values

into categories and to examine them in a larger context.

It can be assumed that people who are already on an executive board have a higher
experience value than people who work in the banking industry but below executive
board level. It can be deduced from this that the number of years of experience on an
executive board has more value than the number of years of professional experience
in banks. At the same time, the number of years of professional experience in banks
is important as a secondary evaluation characteristic when comparisons made be-
tween board members with the same number of years on a board. This would allow
for a further gradation and ranking. In this respect, a combination of the two values of
years of executive board member experience and years of professional experience in
banks would make sense. In concrete application, this approach can be implemented
as follows: An initial evaluation of the available data yields several concentrations in
the data distribution. The first is the large number of board members who have been
on an executive board for less than 10 years. The second concentration is the num-
ber of board members who have been on an executive board for more than 10 but
less than 15 years and thirdly, those who have been on an executive board for more
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than 15 years. Furthermore, two larger groups of professional experience in banks

emerge: less than 30 years and more than 30 years.

The combination of both values, produces the following 6-level ranking in ascending

order:

Category 1: Board member for <10 years and professional experience in banks <30

years

Category 2: Board member for <10 years and professional experience in banks > 30

years

Category 3: Board member for 11-15 years and professional experience in banks

< 30 years

Category 4: Board member for 11-15 years and professional experience in banks >

30 years

Category 5: Board member for >15 years and professional experience in banks <30

years

Category 6: Board member for >15 years and professional experience in banks >30

years

The categories provide a clear expression of the level of professional experience a
board member has. For example, a board member in category 1 has less profes-
sional experience than a board member in category 5.

The inclusion of the total amount of years of professional experience in banking or in
general in this categorisation is not expected to be useful for the purposes of this the-
sis. It is unlikely to provide further insight, since the total amount of professional ex-
perience, as already explained above, does not reveal much about an individual in
and of itself®®. Secondly, the number of data sets is too small for further categorisa-
tion to be beneficial. In this respect, the evaluation of the amount of total professional
experience is not pursued further. The number of previous board positions should be
analysed as a further indicator of professional board experience. However, for the

reasons already explained, this should be done separately.

86 However, in the regression analysis, the XP1 - Total professional experience component is also
evaluated to show any correlations.
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5.5 Data variables —dependent, independent and control variables

Table 3 summarises all the dependent, independent and control variables included in

the current work. It also illustrates how the individual variables were operationalised

and how the data was collected.

Indicator of a bank’s success: dependent variable

valuation by the
internal
accounting
function of the
banks, mean
value of the
Gross Profit
Margin for the
last 5 years
(first sample)
and the last 10
years (second
sample)*

ment margin: sum of all earn-
Ings (current earnings situa-
tion = gross margin), offset by
the operating costs (personnel
costs and material costs =
gross requirement margin)

Variable Description Calculation or measurement | Data source
Gross Profit | Operating Difference between the gross |Annual financial
Margin result before margin and the gross require- |statements, balance

sheet and profit and
loss account,
BISNODE database

Factors influe

ncing success:

independent variables

Variable Description Calculation or measurement | Data source

Age of the Average age Average age of all members | Management report

executive of a bank’s executive board in | (German

board the last 5 years (first sample) | Commercial

member and the last 10 years (second |Register, Electronic

sample)* Federal Gazette),

LinkedIn or XING,
BISNODE
database,
CompanyHouse,
questionnaire

Gender of the |Used to identify | Listing of first names Management report

executive female (German

board executive Commercial

member board members Register, Electronic

Federal Gazette),
LinkedIn or XING,
BISNODE
database,
CompanyHouse,
questionnaire
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Board size

Number of
board members

Executive board size, number
of executive board members

Management report
(German
Commercial
Register, Electronic
Federal Gazette),
BISNODE
database,
CompanyHouse,
questionnaire

Shared
leadership

Executive
board
composition, if
the
management in
a cooperative
bank is divided
among several
executive
board
members,
multiple CEOs

If the bank has more than one
CEO**

Management report
(German
Commercial
Register, Electronic
Federal Gazette),
website of the
individual bank

Professional
qualification

Education of
the executive
board member

Category 1:

bank apprenticeship + degree
+ additional training + doctoral
degree

Category 2:

bank apprenticeship + degree
+ additional training

Category 3:

bank apprenticeship + degree
Category 4:

degree + additional training
Category 5:

degree

Category 6:

bank apprenticeship + addi-
tional training

Category 7:

bank apprenticeship

LinkedIn, XING,
questionnaire,
Internet
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Professional
experience

Amount of
years at
executive
board level and
in the banking
industry

Category 1:
Board member for <10 years
and professional experience

in banks <30 years

Category 2:
Board member for <10 years
and professional experience

in banks > 30 years

Category 3:

Board member for 11-15
years and professional experi-
ence in banks

< 30 years

Category 4:
Board member for 11-15
years and professional experi-

ence in banks > 30 years

Category 5:
Board member for >15 years
and professional experience

in banks <30 years

Category 6:
Board member for >15 years
and professional experience

in banks >30 years

LinkedIn or XING,
questionnaire,
Management report
(German
Commercial
Register, Electronic
Federal Gazette)

Control variables

Variable Description Calculation or measurement | Data source
Unemploy- Average Data for the years 2009-2018, | Response to query
ment rate unemployment |aggregated to a value (aver-|through the online

rate for the last
10 years

age of the last 10 years as a
percentage) per region

portal of the Federal
Statistical Office
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Insolvency Average Data for the years 2009-2018, | Response to query

rate insolvency rate |aggregated to a value (aver-|through the online
forthe last 10 |age of the last 10 years as a | portal of the Federal
years percentage) per region Statistical Office

Gross value |Average gross |Data for the years 2009-2018, Response to query

added value added for |aggregated to a value (aver- through the online
the last 10 age of the last 10 years in eu- portal of the Federal
years ros) per region Statistical Office

Table 3: All variables: dependent, independent and control

Notes: *The data analysis is based on an overall sample of 5 years (sample 1) and a sub-sample of 10
years (sample 2). This is because data is not available for all banks over a period of 10 years and
banks who have been involved in mergers or whose business has been discontinued are excluded.
**Shared leadership exists when a bank has more than one CEO. Because no hypotheses specify the
exact number of CEQOs, but only distinguish between one CEO and several CEOs, the exact number

of CEOs was not recorded.

5.6 Research methods

5.6.1 Statistical approach

The statistical evaluation involved several stages. The first step was data collection.
This data included statistics on German cooperative banks and information provided
about key figures. Subsequently, the numerical values from the individual hypotheses
were regressed on the Gross Profit Margin as an influencing factor on bank perfor-

mance.

In the current work, both absolute and relative ratios were used. The absolute ratios
provide information about the size of an entity; they include individual values, differ-
ences, sums and mean values. Relative ratios are formed from two absolute num-
bers (a quotient). In addition, there are relationship numbers, measurement numbers
and ordinal numbers. The ROI (return on investment) ratio is used to evaluate data

and summarise ratios. In the ROI, the ROE after tax is calculated. This is a key figure
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tree. This combines several components and provides the basis for calculating the
ROE (cf. Heesen, 2018).

The data obtained was then processed using IBM SPSS 25 Statistics software and
Microsoft Excel. It was therefore important to collect the primary and secondary data

in a suitable standardised format.

For Hypothesis 1, which assumes a negative correlation between a bank having
more than two board members and its performance, the number of board members
was surveyed. A dummy variable was used to indicate whether each board consisted

of more than two members (yes/no).

Hypothesis 2, which assumes a positive relationship between a board having two
CEOs with equal authority (dual leadership) and performance, asks whether each
bank has one CEO or more than one. A dummy variable was used to provide infor-
mation on whether each bank has more than one CEO (yes/no).

For the purposes of Hypothesis 3, which assumes a negative relationship between
the average age of board members and bank performance, the ages of all board
members were gathered and the average was calculated.

Board members were classified as male or female on the basis of the board mem-
bers’ first names. A dummy variable was then used to indicate whether a board mem-
ber was female (yes/no). The data obtained was used to test Hypothesis 4, which as-
sumes a positive relationship between the proportion of female board members and

bank performance.

Hypothesis 5 examines the relationship between the highest level of education held
by a board member (as measured by the seven education categories) and the aver-
age Gross Profit Margin for the last 5 years for sample 1 and the average Gross
Profit Margin for the last 10 years for sample 2.

Hypothesis 6 assumes a positive relationship between different types of professional
experience of board members and bank performance. In each case, the variable ex-
perience was recorded for the board member with the highest level of experience (as
measured by the six experience categories). Due to its complexity, as already ex-
plained in Section 5.4.7.2 on page 145), the experience variable was broken down

into the following individual components: XP1 — the number of years for which the
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board member has worked (total professional experience); XP2 — the number of
years for which the board member has worked in banks (professional experience in
banks); XP3 — the number of years which the board member has spent in their cur-
rent position (professional experience as a board member); and XP4 — the number of
previous board positions the board member has held. The respective values were in-

cluded in the analysis as individual variables.

Multiple regression is a suitable statistical analysis method for the current work. This
is because the current work investigates influence of several independent variables
(board size, dual leadership, age, gender, education and experience) as well as the
control variables (unemployment rate, insolvency rate and gross value added) on a
single dependent variable (Gross Profit Margin).

Since the information on the variables used is either already available in metric form
(e.g. age = n years; managerial experience = n years) or can be converted from cate-
gorical form (e.g. education yes/no) into metric values with the help of coding (e.g. no
=0, yes = 1), according to Eid et al. (2017), there are sufficient proven statistical pro-
cedures to measure the correlations between the variables. In addition to multiple re-
gression analysis, Eid et al. (2017, p. 31) proposes hierarchical linear models and lin-
ear structural equation models. The use of a hierarchical linear model is not appro-
priate for the current work because hierarchical linear models analyse data with a
varying hierarchical structure, which is not the case with the data available. Similarly,
the linear structural equation model is not appropriate because a structural equation
model calculates regressions (dependencies) between multiple dependent and multi-

ple independent variables, which is also not the case in the current work.
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Multiple regression is a standard method used when working with multivariate statis-
tics®’. It assumes a linear relationship between a dependent variable to be investi-
gated (criterion) and two or more independent explanatory variables (predictors®®),

which is the case in this thesis.

The aim of regression analysis is to calculate the level of influence of each predictor
(independent variable) on the criterion (dependent variable) and thus to enable a pre-
diction of the dependent variable on the basis of the independent variables. Mathe-
matically, this is expressed by a so-called regression equation (cf. Eid et al., 2017),
which is provided below. Furthermore, the regression equations, along with the calcu-
lated regression coefficients and the regression constant are presented in the evalua-
tion results (in the next chapter). With the help of the equation, predictions can be ap-
plied to new data, for example, to establish how the Gross Profit Margin changes

when a new board member is hired after all relevant predictors have been collected.

In an initial analysis, a multiple linear regression was performed by using the inde-

pendent variables from Hypotheses 1-4%° to explain the dependent variables 5-year
Gross Profit Margin and 10-year Gross Profit Margin. Furthermore, the control varia-
bles unemployment rate, gross value added and insolvency rate were included in the

linear regression.

87 With the help of multivariate procedures (also: multivariate analysis methods), several statistical var-
iables can be examined simultaneously in multivariate statistics in order to establish correlative or
causative relationships between the variables. Multivariate methods aim to reduce the number of vari-
ables and/or observations contained in a data set without significantly limiting the information con-
tained therein. For this purpose, the correlation, or structure, of the data is analysed. The classical
methods are linear models, which place special demands on the data used. For example, the data
should be free of outliers and not asymmetrically distributed. If the data deviates from the required
structure, one can, for example, remove existing outliers or subject the data to a non-linear transfor-
mation, such as logarithmisation. As a further prerequisite for the calculation of a multiple linear re-
gression, the dependent variable must be at least interval-scaled. In addition, the (at least two) inde-
pendent variables must be either nominally scaled (categorical) or at least interval-scaled (cf. Eid et
al., 2017).
88 Predictors are variables that can be used to predict another variable (the criterion). Multiple regres-
sion can be used to find the best predictors for a criterion (cf. Eid et al., 2017).
89 The variables from hypotheses 3-6 (age, gender, education and experience) were assigned to the
category “manager qualities”. The variables from hypotheses 1 and 2 (board size and dual leadership)
were assigned to the category “board characteristics”.
In the regression analysis, the hypothesis variables were not ordered by group but by the number of
data sets available. The most data sets were available for hypotheses 1-4.
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The following regression equation is derived from this®:
y = b1x1 + bzX2+ b3X3 + b4X4 + b5x5 + b6x6 + b7x7 + a

It was recognised that if the sample numbers for the variables from Hypotheses 5
and 6 were too low, a linear regression would not be beneficial. In this case, the met-
ric variables would be described using descriptive methods via the median and the
mean. Furthermore, to compare the distribution of a metric variable of independent
groups, the Shapiro—Wilk test was used to check whether the data was normally dis-
tributed (cf. Shapiro and Wilk, 1965).

If the normal distribution is rejected, the Kruskal-Wallis test is usually used in the
next step for a category comparison. The Kruskal-Wallis test is recommended be-
cause there are more than two groups/categories (cf. Blanca et al., 2017). If the nor-
mal distribution assumption is not rejected, the F-test is usually recommended for fur-
ther analysis (cf. Blanca et al., 2017). The F-test is used when there are more than

two groups or categories.

In a second multiple linear regression, the variables from Hypothesis 5 (education)
and Hypothesis 6 (experience) were examined to analyse the 5-year Gross Profit
Margin and 10-year Gross Profit Margin.

In the first multiple linear regression, XP4 (number of previous board positions) was
compared with the 5-year Gross Profit Margin and the 10-year Gross Profit Margin.

To quantify the relationship between the 5-year Gross Profit Margin and the 10-year
Gross Profit Margin and XP1 (total professional experience in the banking industry),

the Pearson correlation coefficient was calculated.

It was recognised that no reliable or robust conclusions could be drawn for Hypothe-
ses 5 and 6 with a small number of data sets. The fewer data sets there are availa-
ble, the greater the risk that individual data sets will have an excessive influence on
the parameter estimates and/or the assessment of the model. This would create un-
certainty about the interpretability of the results (cf. Baltes-Gotz, 2019). Therefore, it
was decided that if such a situation were to arise, the regression analysis for Hypoth-

eses 1-4 would be carried out again, but would be supplemented by a larger number

0% = Gross Profit Margin (5 — year or 10 — year); b; = Regression weight of the first predictor (female board members); x,=
Measured value of the first predictor (female board members); b, ...(number of board members); b; = ...(more than one CEO);
b, = ...(unemployment rate); bs = ...(insolvency rate); bs = ...(gross value added); b, = ...(average age); a = regression constant
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of data sets from Hypotheses 5 and 6. For this purpose, the variables from Hypothe-
sis 5 (education) and Hypothesis 6 (experience) would be included in the regression
model as further explanatory variables. The evaluation would also include banks for
which the data of at least one board member was available in full. Although this
would not rule out all inaccuracies, the data available would be regarded as the mini-
mum level for the respective bank; that is, the level of education or professional expe-
rience cannot be any lower than that expressed in the data. In this respect, the in-

sights gained were considered relevant.

To ensure that the evaluation delivered results that were as meaningful and as relia-
ble as possible, the regression model was limited to the variables that were identified

in the first regression model as significant or slightly more than significant.
The following regression equation is derived from this®®:

5/\ = b1x1 + b2x2+ b3X3 + b4X4 + b5X5 + b6x6 + a

The next section explains the statistical approach used to analyse the collected data
in order to produce reliable, comprehensible and meaningful results that help answer

the research questions.

5.6.2 Calculating the Gross Profit Margin and specifying the data-selection criteria

The future earnings potential of a credit institution, also referred to as its future viabil-
ity, can be expressed on the basis of its earnings situation. The profit and loss ac-
count in the annual financial statements provided the necessary data for this pur-
pose. Using the average balance sheet total, the following relative ratios are calcu-
lated to assess the earnings situation.

The earnings power, which summarises all income, is compared with the operating
costs, which, for cooperative banks, mainly consist of personnel and administrative
costs. Administrative or operating costs are represented by the gross margin. The

gross margin and gross requirement margin are used to calculate the Gross Profit

919 = Gross Profit Margin (5 — year or 10 — year); b, = Regression weight of the first predictor (number of board members);
x,= Measured value of the first predictor (number of board members); b, ...(unemployment rate); b; = ...(average age); b, =
...(education category); bs = ...(experience category); bs = ...(previous positions as a board member); a = regression constant
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Margin. The Gross Profit Margin is the difference between the gross earning margin

and the gross requirement margin (Hoélscher et al., 2016, p. 186).

The Gross Profit Margin compares income and costs. Income includes interest in-
come from lending and money market transactions in the profit and loss account; in-
terest income from fixed-income securities and debt register claims; and current in-
come from shares and other variable-yield securities, including participating interests
and business balances with cooperatives, shares in affiliated enterprises, income
from profit pools, profit transfer or partial profit transfer agreements, commission in-
come, net income/expense from trading portfolios and other operating income. Costs,
on the other hand, include profit and loss account items comprised of interest ex-
penses; commission expenses; personnel expenses; other administrative expenses;
depreciation and value adjustments on intangible assets and property, plant and

equipment; and other operating expenses (Maurer, 2016, p. 72).

After calculating the difference between costs and income, the gross profit is set in
relation to the average balance sheet total of the cooperative bank. The result is ex-

pressed as a percentage value (Maurer, 2016, p. 73).

Table 44, Table 45 and Table 46 in Appendix 5 (on page 338) show a balance sheet
and profit and loss account providing basic financial information. For better under-
standing and traceability, the function of the profit and loss account is explained in
general terms in Appendix 5 - Calculating the Gross Profit Margin and specifying the
data-selection criteria on page 336.

5.6.2.1 Excel formulas for calculating the gross profit and average balance sheet

total
Calculating the gross profit

The gross profit was calculated by using the following formula in the Excel spread-

sheet:;

Gross profit = (GX+GZ+HA+HY +IA+HX+HC+IN+IP+ID) — (HG+HH+HN+HR+HS+IE)
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Calculating the average balance sheet total

The Gross Profit Margin represents a percentage value. In order for this value to be
calculated correctly, the average balance sheet total must first be determined.

For the actual sample selection, the years 2009-2018 (10 years) and 2014-2018 (5
years) were generally sufficient. However, the 5-year and 10-year sample selections
were added along with the balance sheet total for the previous year (if available) for
the calculation of the balance sheet total. These additional years (2009 and 2013)
serve only to determine the average balance sheet total more precisely. When data
for a period of exactly 5 years or 10 years was available, the balance sheet total of
the first available year was used twice.

Therefore, the average balance sheet totals were calculated by using the following

Excel formulas.
Average balance sheet total for the 10-year sample:

Year 2009 = (Balance sheet total 2008 + Balance sheet total 2009) / 2 >> if 2008 is

available*

Year 2010 = (Balance sheet total 2009 + Balance sheet total 2010) / 2
Year 2011 = (Balance sheet total 2010 + Balance sheet total 2011) / 2
Year 2012 = (Balance sheet total 2011 + Balance sheet total 2012) / 2
Year 2013 = (Balance sheet total 2012 + Balance sheet total 2013) / 2
Year 2014 = (Balance sheet total 2013 + Balance sheet total 2014) / 2
Year 2015 = (Balance sheet total 2014 + Balance sheet total 2015) / 2
Year 2016 = (Balance sheet total 2015 + Balance sheet total 2016) / 2
Year 2017 = (Balance sheet total 2016 + Balance sheet total 2017) / 2
Year 2018 = (Balance sheet total 2017 + Balance sheet total 2018) / 2

*if 2008 is not available:

Year 2009 = (Balance sheet total 2009 + Balance sheet total 2009) / 2

Year 2018 = (Balance sheet total 2017 + Balance sheet total 2018) / 2

The average balance sheet total (5-year sample) was calculated using the following

Excel formula.
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Average balance sheet total for the 5-year sample:

Year 2014 = (Balance sheet total 2013 + Balance sheet total 2014) / 2 >> if 2013 is
available*

Year 2015 = (Balance sheet total 2014 + Balance sheet total 2015) / 2

Year 2016 = (Balance sheet total 2015 + Balance sheet total 2016) / 2

Year 2017 = (Balance sheet total 2016 + Balance sheet total 2017) / 2

Year 2018 = (Balance sheet total 2017 + Balance sheet total 2018) / 2

*if 2013 is not available:

Year 2014 = (Balance sheet total 2014 + Balance sheet total 2014) / 2

Year 2018 = (Balance sheet total 2017 + Balance sheet total 2018) / 2

5.6.2.2 Checking data consistency

In order to check the consistency of the data (the conformity of the BISNODE data
with the Federal Gazette data), samples from the BISNODE database were com-
pared with data from the Federal Gazette. Two methods of comparison were used:
(1) a complete evaluation over 10 balance sheet years for five randomly selected
banks (Raiffeisenbank Mutlangen, Raiffeisenbank Pfaffenwinkel, Raiffeisenbank
Sinzing, Sparda-Bank Nurnberg, Vereinigte Raiffeisenbank Burgstadt); (2) 10 ran-
domly selected individual balance sheet years® (Raiffeisenbank Hofkirchen-Bayer-
bach 2013, Volksbank im Ostmunsterland 2018, Raiffeisenbank Ried 2008, Raif-
feisenbank Vordersteinenberg 2014, Volksbank Feldatal 2008, Volksbank Haltern
2011, Volksbank Hameln-Stadthagen 2010, Volksbank Immenstadt 2017, Volksbank
Lastrup 2009, Volksbank Remseck 2012). The evaluation of the samples is shown in
Table 47 in Appendix 5 (page 354).

Accuracy of the results

To increase accuracy, the Gross Profit Margin was calculated and displayed to eight

decimal places.

92 The consistency of the data was compared for individual items in the balance sheet and profit and
loss account taken from the BISNODE data source and from the Federal Gazette data source.
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Calculating the Gross Profit Margin for each individual bank year

The next step was to calculate the Gross Profit Margin for each bank for each individ-
ual year, using the following Excel formula:

Gross Profit Margin
= (Gross profit from ordinary business activity)

/(Average balance sheet total)

In the final analysis, an average value was calculated for each bank over either 10

years or 5 years. The average values were then incorporated into the evaluation.

5.6.3 Qualitative content analysis

Since quantitative data alone is not sufficient for the purposes of this thesis, qualita-
tive data was also collected. Qualitative content analysis was used to evaluate the
feedback in the final question in the survey, which was an open question: “Is there
anything else that you would like to add in terms of qualities and characteristics that
you think are likely to impact the success of a cooperative bank?”. According to Mayr-
ing and Brunner (2009), qualitative content analysis can be used to establish a link to
guantitative analysis, which is the main instrument used in the current work. The de-
velopment and application of categories is often qualitatively oriented, but a further
analysis regarding frequency, differences and correlations is carried out quantita-
tively.

Mayring and Brunner (2009, p. 673) define qualitative content analysis as follows: “It
represents a method of evaluating fixed communication (e.g. texts), proceeds sys-
tematically, is rule- and theory-based by means of a set of categories, and measures
itself against quality criteria. The qualitative element consists in the development of
categories and the content-analytical systematisation of assigning categories to text

components — steps that are usually ignored in quantitative content analysis”.

A distinction is usually made between material found in the literature and material
produced by the current work. The answer to the open question in the survey is
classed as material produced by the current work. According to Hittner and Schwart-
ing (1999) and Harwood and Garry (2003), qualitative content analysis is the appro-
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priate means of evaluating open answers in questionnaires. The techniques of quali-
tative text content analysis are summarising (reducing), explaining (explicating) and

structuring.

According to Mayring and Brunner (2009), quality criteria are essential in qualitative
content analysis. These include objectivity, reliability and validity. For objectivity, it is
necessary that at least two evaluators check their codes for conformity. For the sake
of reliability, texts should be examined several times and the results should be com-
pared. For validity, it is necessary to develop a theory-based category system.

Doppler and Steffen (2019) suggest that data quality should first be improved by pro-
cessing the data to make the information more usable. In concrete terms, the follow-
ing approach, which could easily be transferred to the current work, is recommended:
copy the raw data, sort the data (e.g. by survey date), summarise all the data in a ta-
ble, assign the data to the respective bank, and conduct qualitative content analysis
according to Mayring (2010). The first step here is creating paraphrases from the
data. This starts by identifying passages of text which contain useful information and
deleting those which do not. The individual paraphrases are transformed into terms
that generalise the content; this is called coding. To create codes, questions should
be asked of the text; for example, “What is addressed here?”, “What is relevant to the
research question?”, etc. (cf. Strubing et al., 2018). After this, paraphrases that dupli-
cate others or that are not relevant are identified and deleted. The remaining para-
phrases and associated codes are bundled together in a tabular evaluation and sum-
marised into new, higher-level paraphrases that reflect the main content of all re-
sponses. This records the central statements. The last step is to indicate the absolute

and relative frequency of entries (cf. Doppler and Steffen, 2019).

The qualitative evaluation of the answers to the open question was conducted on this
basis. Table 48 in Appendix 5 on page 367 shows the original responses to the sur-
vey question, and Table 50 on page 388 shows the volume of responses received.
Most of the answers contain only keywords, not full sentences or explanations. The
statements were initially numbered and assigned to the respective banks. Further-

more, the original answers were retained in German before further processing.

Based on the procedure described above, reductions and coding (i.e. assignments to
certain generic terms) were performed during further processing. In this context, a

generic term was a paraphrase under which similar keywords were grouped. Table
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49 on page 388 shows that the answers were first paraphrased as far as possible

and necessary. In the next step, they were reduced and assigned to a generic term.

It was not possible to assign certain keywords to only one generic term without creat-

ing ambiguity, so these keywords were assigned to multiple generic terms.

Table 51 on page 397 shows the main points mentioned under the respective generic

terms. In some cases, the same key points were mentioned several times.

5.7 Summary

This chapter introduced the different research philosophies that were considered for
the purposes of the current research. A detailed discussion of the “hard” and “soft” re-
search dichotomies was presented, and this served as a basis for the selection of re-
search design and methodology. A quantitative empirical analysis based on primary
and secondary data was adopted for the current work. This was supplemented by a
survey of all executive board members in German cooperative banks, which was
evaluated not only quantitatively but also qualitatively. Explanations were provided
for the ethical foundations and principles observed in this thesis.

This was followed by a discussion and justification of the scope of the data used in
this research. The chapter went on to explain how the relevant primary and second-
ary data was collected and which sources were used. Furthermore, descriptions were
given of how the collected data was processed to ensure the data provided a secure
and reliable basis for the statistical evaluations reported in the next chapter.

A comparison of the European and German education systems was made for the
purpose of classifying the education levels in Germany. This was followed by a dis-
cussion on how to operationalise the education and experience variables. For this
purpose, the variables education and experience were divided into several catego-
ries.

In the further course of the chapter, the variables used were introduced and justified.
Information was provided on the dependent variables (the 5-year Gross Profit Margin
and the 10-year Gross Profit Margin) and the independent variables (age, gender, ex-
ecutive board size, executive board composition and dual leadership, in addition to
education and experience). In addition, control variables in the form of unemployment

rate, insolvency rate and gross value added were taken into account.
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The statistical calculation methods and tests used for the individual hypotheses were
then explained in detail. The chapter concluded by discussing the collection of the

guantitative data and the data obtained from the survey of individual board members.
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Chapter 6: Results

6.1 Introduction

This chapter presents an empirical examination of the developed hypotheses set out
in the previous chapters. The results of various statistical analyses conducted for this

purpose are presented in tables, described and then interpreted.

6.2 Statistical methodology

In a regression model, the influence of the variables on the 5-year Gross Profit Mar-
gin and the 10-year Gross Profit Margin were investigated simultaneously using a
multiple linear regression. The following quantities were used to describe the metric

variables: number, mean, median, minimum and maximum.

6.3 Multiple linear regression analysis with the variables

from Hypotheses 1-4

In the first analysis, the variables from Hypotheses 1-4° were examined in relation

to the 5-year Gross Profit Margin and 10-year Gross Profit Margin.

The data sets contained the following information: female members on the board
(yes/no), number of board members, boards with more than one CEO, unemploy-
ment rate, insolvency rate, gross value added, 5-year Gross Profit Margin, 10-year
Gross Profit Margin and average age. For processing in IBM SPSS 25, the variables
gender, board size and board composition (boards composed of more than one

CEO) were each divided into yes/no categories and assigned the values 0 or 1.

The data is shown in Table 4 below:

98The variables from hypotheses 3-6 (age, gender, education and experience) were assigned to the
category “manager qualities”. The variables from hypotheses 1 and 2 (board size and dual leadership)
were assigned to the category “board characteristics”.
In the regression analysis, the hypothesis variables were not ordered by group but by the number of
data sets available. The most data sets were available for hypotheses 1-4.
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Variable Valid Mean Median Minimum Maximum

N
5-year Gross Profit Margin 672 .934 912 .168 2.468
10-year Gross Profit Margin 608 1.009 .984 011 2.451
Unemployment rate®* 788 .049 .041 .015 151
Insolvency rate® 777 .034 .030 .011 119
Gross value added 780 34,745 31,250 15,749 127,285
Average age 423 53 53 40 64
Female board member = No 731
Female board member = Yes 71
Number of board members = 2 606
Number of board members > 2 196
More than one CEO = No 415
More than one CEO = Yes 387

Table 4: Descriptive statistics for dependent variables 5-year and 10-year Gross Profit Margin, inde-
pendent variables number of board members, more than one CEO, average age, female board mem-
bers (from Hypotheses 1-4) and control variables unemployment rate, insolvency rate and gross value
added

The unemployment rate ranges from a minimum of 1.49% to a maximum of 15.06%,
which means that the data encompasses regions with almost full employment and re-
gions where every seventh person of working age is unemployed. The median is
4.10%. The insolvency rate ranges from a minimum of 1.05% to a maximum of
11.85%, which means that there are regions with relatively few business failures and,
at the other extreme, regions where 1 in 10 businesses fail. The median is 3.02%.
The gross value added ranges from 15,749 euros to 127,285 euros, which is re-
flected in the purchasing power of the population. The median is 31,250 euros. For
the 5-year Gross Profit Margin the minimum is .168 and the maximum is 2.468, and
for the 10-year Gross Profit Margin the minimum is .011 and the maximum is 2.451.

% Note: the values reported are in decimal notation, but are presented as percentages in the descrip-
tive statements. This is because in statistical publications the unemployment rate is usually given in
per cent. The minimum and maximum values are rounded.

9% Note: the values reported are in decimal notation, but are presented as percentages in the descrip-
tive statements. This is because in statistical publications the insolvency rate is usually given in per
cent. The median, minimum and maximum values are rounded.
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This means that at one end of the scale there are banks that barely show a profit, in
either the medium term or the long term; at the other end of the scale, there are very

successful banks that perform well in the medium term and the long term.

The median values for the 5-year Gross Profit Margin and the 10-year Gross Profit
Margin are .912 and .984, respectively. This shows that the banks surveyed perform
slightly better over the long term than over 5 years. The average age of the board
members ranges from 40 to 64 years, which indicates that board members of cooper-
ative banks are usually appointed to these positions in their later years. The median
age is 53 years. Out of 802 banks, 606 have two executive board members and 196
have more than two board members. Of the 196 banks with more than two board
members, 123 have three, 62 have four and 14 have five to eight board members
(see Table 38: Completion of collected data for hypotheses 1-3 on page 320). More
than half (415) of the 802 banks are managed by an executive board with a chair or
CEO. There is no CEO at the other 387 banks, meaning that in these banks there are

at least two board members on an equal hierarchical level (dual leadership).

To explain the dependent variable 5-year Gross Profit Margin by the independent
variables (which relate to the number of CEOs, board members, female board mem-
bers, and average age, in addition to the control variables unemployment rate, gross
value added and insolvency rate), a multiple linear regression was performed. The

results are presented in Table 5 below:
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Variable Regression Wald-Chi- Sig.

coefficient Square

B
Female board members .003 .006 941
Number of board members -.077 3.809 .051*
More than one CEO -.020 488 485
Unemployment rate -.015 3.641 .056*
Insolvency rate -.033 .057 .811
Gross value added?®® -.026 .303 .582
Average age% -.360 5.326 .021**
AIC®7" = 77.008
Regression constant 2.744
N = 396

Table 5: Regression analysis for 5-year Gross Profit Margin with the control variables unemployment
rate, insolvency rate, gross value added and independent variables from Hypotheses 1-4 (number of
board members, more than one CEO, average age, female board members)

Notes: *Significance at the 10% level; **Significance at the 5% level; ***Significance at the 1% level.

Multicollinearity was checked for the regression analysis. The VIF value of < 10.00 was confirmed on
the basis of the collinearity statistics. Thus, no multicollinearity was found between the predictors. For
the VIF values, see Table 52: VIF values from the multicollinearity tests for regression analysis for 5-
year Gross Profit Margin with the control variables unemployment rate, insolvency rate, gross value
added and independent variables from Hypotheses 1-4 (number of board members, more than one
CEOQO, average age, female board members) on page 430.

Regression equation for 5-year Gross Profit Margin = .003 x Female board members -.077 x Number
of board members -.020 x More than one CEO -.015 x Unemployment rate -.033 x Insolvency rate -
.026 x Gross value added -.360 x Average age + 2.744

The correlations between the 5-year Gross Profit Margin and the variable average
age (p =.021) is identified as statistically significant. Due to the use of the natural
logarithm of the age variable, no statement can be made about the exact effects.
However, this result indicates that a higher average executive board age could have
a negative impact® on the 5-year Gross Profit Margin. The number of board mem-
bers, while not statistically significant at the 5% level, is significant at the 10% level

9% For this variable, the natural logarithm was used in the regression analysis.
97 AIC = Akaike information criterion
98 Note: although statistically significant, this does not necessarily imply practical significance or im-
pact. Therefore, the explanations and interpretations refer exclusively to the respective mathematical
result, which was calculated on the basis of the regression analysis.
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with p = .051. Furthermore, the variable unemployment rate with p = .056 is signifi-
cant at the 10% level. This means that for every extra member of the executive
board, the 5-year Gross Profit Margin deteriorates by an estimated .077. At the same
time, the 5-year Gross Profit Margin decreases by an estimated .015 with each per-

centage point increase in the local level of unemployment.

For the multiple linear regression analysis concerning the 10-year Gross Profit Mar-
gin, 356 complete data sets were available. The results of the analysis are presented
in Table 6 below.

Variable Regres- Wald-Chi- Sig.
sion coef- Square

ficient B
Female board members .028 423 .516
Number of board members -.106 5.640 .018**
More than one CEO -.020 407 .523
Unemployment rate -.023 8.540 .003**=*
Insolvency rate .012 .659 417
Gross value added -.051 1111 .292
Average age -.309 3.580 .058*
AIC = 68.068
Regression constant 2.860
N = 356

Table 6: Regression analysis for 10-year Gross Profit Margin with the control variables unemployment
rate, insolvency rate, gross value added and independent variables from Hypotheses 1-4 (number of
board members, more than one CEO, average age, female board members)

Notes: *Significance at the 10% level; **Significance at the 5% level; ***Significance at the 1% level.

Multicollinearity was checked for the regression analysis. The VIF-value < 10.00 was confirmed on the
basis of the collinearity statistics. Thus, no multicollinearity was found between the predictors. For the
VIF-values, see Table 53: VIF values from the multicollinearity tests for regression analysis for 10-year
Gross Profit Margin with the control variables unemployment rate, insolvency rate, gross value added
and independent variables from Hypotheses 1-4 (number of board members, more than one CEO,
average age, female board members) on page 430.

Regression equation for 10-year Gross Profit Margin = .028 x Female board members -.106 x Number
of board members -.020 x More than one CEO -.023 x Unemployment rate + .012 x Insolvency rate -
.051 x Gross value added -.309 x Average age + 2.860
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The correlations between the 10-year Gross Profit Margin and the variables number
of board members and unemployment rate are identified as statistically significant
(number of board members at the 5% level, unemployment at the 1% level), with the
average age being statistically significant at the 10% level, with p = .058. The unem-
ployment rate is significant, with p = .003. This means with every percentage point in-
crease in the unemployment rate (over 10 years), the Gross Profit Margin decreases
by an estimated .023 (over the same period). With p =.018, the correlation of the var-
iable number of board members is also significant. As a result, for a bank with more
than two members on its executive board, the Gross Profit Margin deteriorates by an
estimated .106. With p = .058, the correlation of the variable average age is within
the 10% level of the significance value. Due to the use of the natural logarithm of the
age variable, no statement can be made about the exact effects. However, this result
indicates that a higher average age of the board members could have a negative im-

pact®® on the 10-year Gross Profit Margin.

6.4 Small-scale bivariate and descriptive analysis with the variables

from Hypotheses 5 and 6

To further explain the variables 5-year Gross Profit Margin and 10-year Gross Profit
Margin, the variables from Hypothesis 5 (education) and Hypothesis 6 (experience)
were examined. However, due to the low number of complete data sets, the data was
examined using bivariate methods only, and the results are mainly explained descrip-

tively.

Hypothesis 5 examines the potential influence of a board member’s education on the
performance of cooperative banks. The banks’ performance is measured in terms of
the dependent variables 5-year Gross Profit Margin and 10-year Gross Profit Margin.
The independent variable education is expressed in terms of the following individual

categories in descending order of rank°0:

99 Note: although statistically significant, this does not necessarily imply practical significance or im-
pact. Therefore, the explanations and interpretations refer exclusively to the respective mathematical
result, which was calculated on the basis of the regression analysis.
100 For further explanations regarding the formation of the categories and their ranking, see Section
5.4.7.1 on page 142.
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Category 1: bank apprenticeship + degree + additional training + doctoral

degree

Category 2: bank apprenticeship + degree + additional training

Category 3: bank apprenticeship + degree

Category 4: degree + additional training

Category 5: degree

Category 6: bank apprenticeship + additional training

Category 7: bank apprenticeship

The existing data concerns 65 banks for which full data on the education and training

of the board members was available. The information provided by the board member

with the highest level of education was used for the analysis. The reasons for this ap-

proach are described in detail in Section 4.3.4 - Education and bank performance on

page 107.

In Table 7 and Table 8, the number, mean value, median, minimum and maximum

are used to describe the metric variables from Hypothesis 5 for the education catego-

ries over the two periods studied.

Category Valid Mean Median Mini- Maxi-
N mum mum

1 — bank apprenticeship, degree, additional 4 .916 .968 .635 1.095

training, doctoral degree

2 — bank apprenticeship, degree, additional 21 1.029 .985 .681 1.524

training

3 — bank apprenticeship, degree 11 .926 .835 717 1.331

4 — degree, additional training .897 .705 .623 1.362

5 — degree .676 .636 .168 1.082

6 — bank apprenticeship, additional training 21 .993 .949 517 1.883

Table 7: 5-year Gross Profit Margin— Description of the metric variables from Hypothesis 5 for educa-

tion categories 1-7
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Category Valid Mean Median Mini- Maxi-

N mum mum
1 — bank apprenticeship, degree, additional 3 913 1.052 .586 1.101
training, doctoral degree
2 — bank apprenticeship, degree, additional 17 1.067 1.026 .753 1.440
training
3 — bank apprenticeship, degree 10 .947 .956 .657 1.190
4 — degree, additional training 3 .928 .719 .646 1.419
5 — degree 5 .683 .687 .118 1.127
6 — bank apprenticeship, additional training 19 1.008 1.048 .514 1.433

Table 8: 10-year Gross Profit Margin— Description of the metric variables from Hypothesis 5 for educa-
tion categories 1-7

The seven pre-defined education categories are represented in different proportions
in the data set. Category 6 occurs the most frequently, followed by Category 2. Cate-

gories 1, 4 and 5 occur the least frequently, while Category 7 does not occur.

To compare the location of the distribution of a metric variable of independent
groups, the Shapiro—Wilk test was used to establish whether the data was normally
distributed (Shapiro and Wilk, 1965).

Education category Sig.
1 — bank apprenticeship, degree, additional 417
training, doctoral degree

2 — bank apprenticeship, degree, additional .118
training

3 — bank apprenticeship, degree .149
4 — degree, additional training .195
5 — degree .708
6 — bank apprenticeship, additional training .048

Table 9: Shapiro—Wilk test of normal distribution for education categories 1-7 for 5-year Gross Profit
Margin

The normal distribution assumption for the 5-year Gross Profit Margin was rejected
for Category 6 (p < .05). If the normal distribution is rejected, the Kruskal-Wallis test
is usually the next step for a category comparison. The Kruskal-Wallis test is recom-

mended when there are more than two groups or categories (cf. Blanca et al., 2017).
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Null Hypothesis Test Sig. Decision

The distribution of 5-year Independent samples 466 Retain the
Gross Profit Margin is the Kruskal-Wallis Test null hypothe-
same across categories of sis

education categories 1-7

Asymptotic significances are displayed. The significance level is .05.
Table 10: Category comparison with Kruskal-Wallis test
The Kruskal-Wallis test returned a result of in p = .466, which means that no differ-
ence could be found among the education categories for the 5-year Gross Profit Mar-
gin.
The normal distribution assumption for the 10-year Gross Profit Margin was not re-

jected for any category (p > .1).

Education category Sig.
1 — bank apprenticeship, degree, additional .164
training, doctoral degree

2 — bank apprenticeship, degree, additional 151
training

3 — bank apprenticeship, degree .136
4 — degree, additional training .163
5 — degree 671
6 — bank apprenticeship, additional training .946

Table 11: Shapiro—Wilk test of normal distribution for education categories 1-7 for the 10-year Gross
Profit Margin

If the normal distribution assumption is not rejected, the F-test is usually recom-
mended for further analysis (cf. Blanca et al., 2017) when there are more than two

groups or categories.

Sum of squares Df Meansquare F Sig.
Between groups .618 5 .124 1.935 .105
Within groups 3.256 51 .064
Total 3.874 56

Table 12: F-Test for 10-year Gross Profit Margin within education categories

The F-test returned a result of p = .105, meaning that no difference could be found

among the education categories for the 10-year Gross Profit Margin. As a result, no
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relationship could be found between the level of education of the executive board
and the 5-year Gross Profit Margin and 10-year Gross Profit Margin.

At most, a statement can be made on the different mean and median values of the
education categories, but this bears no statistical significance. Categories 2, 6 and 3
have the highest mean values in relation to both the 5-year Gross Profit Margin and
the 10-year Gross Profit Margin. The small number of complete data sets available
might have influenced this result. In addition, this small number of data sets was
spread across six categories, which further reduces the significance.

Hypothesis 6 examines the potential influence of a board member’s experience on
the performance of cooperative banks. The performance was measured in terms of
the dependent variables 5-year Gross Profit Margin and 10-year Gross Profit Margin.
Experience is expressed in terms of the following four sub-variables: XP1 — total pro-
fessional experience; XP2 — professional experience in banks; XP3 — professional
experience as a board member (also referred to as board member for n years); and

XP4 — number of previous board positions.

The full details of the experience of the members of the executive board were availa-
ble for 62 banks. The information provided by the board member with the highest
level of professional experience was used for the analysis. The reasons for this ap-
proach are described in detail in Section 4.3.5 - Professional experience and bank
performance on page 111. In the first regression analysis, the variable XP4 (number
of previous board positions) was compared with the 5-year Gross Profit Margin and
the 10-year Gross Profit Margin. In Table 13 and Table 14, the number, mean value,
median, minimum and maximum are used to describe the metric variable from Hy-

pothesis 6 for the two periods analysed.
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Variable Valid Mean Median Mini- Maxi-

N mum mum
One previous board position 46 .982 .936 494 1.883
Two previous board positions 11 .868 .878 .567 1.086
Three previous board positions 5 .817 .819 .168 1.301

Table 13: 5-year Gross Profit Margin — Description of the metric variable from Hypothesis 6 regarding
XP4 — number of previous board positions

Variable Valid Mean Median Mini- Maxi-

N mum mum
One previous board position 42  1.0041 1.037 432 1.506
Two previous board positions 10 .906 .899 .685 1.181
Three previous board positions 2 490 490 .118 .862

Table 14: 10-year Gross Profit Margin— Description of the metric variable from Hypothesis 6 regarding
XP4 — number of previous board positions

The evaluation reveals that there are three groups of board members who have pre-
vious experience at board level: those with one previous board position, those with
two previous positions and those with three. The most numerous group is the group
of board members with only one previous position, followed by the group of board

members with two previous positions.

Variable Sig.
One previous board position 234
Two previous board positions .962

Three previous board positions

Table 15: Shapiro-Wilk test of normal distribution for the variable previous board positions for 5-year
Gross Profit Margin

Variable Sig.
One previous board position 917
Two previous board positions .073

Three previous board positions

Table 16: Shapiro-Wilk test of normal distribution for the variable previous board positions for 10-year
Gross Profit Margin
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The normal distribution assumption for the 5-year Gross Profit Margin and the 10-

year Gross Profit Margin was not rejected in any group (p > .05).

Sum of squares Df Meansquare F Sig.
Between groups .225 2 112 1.445 .244
Within groups 4.592 59 .078
Total 4.817 61

Table 17: F-Test for 5-year Gross Profit Margin within variable previous board positions

For the 5-year Gross Profit Margin, the F-test returned a result of p = .244. This
means that none of the groups has a significant correlation with the 5-year Gross

Profit Margin in terms of XP4 — number of previous board positions.

Sum of squares Df Meansquare F Sig.
Between groups .550 2 275 4.307 .019
Within groups 3.254 51 .064
Total 3.804 53

Table 18: F-Test for 10-year Gross Profit Margin within the variable previous board positions

For the 10-year Gross Profit Margin, the F-Test returned a result of p = .019. This
means that the groups do have a significant correlation with the 10-year Gross Profit

Margin in terms of XP4 — number of previous board positions.

To guantify the relationship between the 5-year Gross Profit Margin and the 10-year
Gross Profit Margin and the total number of years of professional experience in
banks (XP2) and on an executive board (XP3), the Pearson correlation coefficient
was calculated. No significant differences from zero were shown in the calculated
correlation coefficients for the variables XP1 — total professional experience, XP2 —
professional experience in banks, or XP3 — professional experience as a board mem-

ber.

With regard to the median and the mean values, board members with three previous
board positions scored lowest, followed by board members with two previous posi-

tions. The highest median and mean values were recorded for board members with

176



only one previous position as a board member. This applies to the 5-year Gross

Profit Margin and the 10-year Gross Profit Margin.

Therefore, the research shows that board members who have held only one previous
position as a board member perform best in the medium and long term. However, the

number of data sets is too small to make reliable statements about this.

6.5 Large-scale multiple linear regression analysis with the variables from Hy-

potheses 1-4 supplemented by the variables from Hypotheses 5 and 6

Due to the small number of data sets in the evaluation described in the previous sec-
tion, no reliable conclusions can be drawn for Hypotheses 5 and 6. The fewer data
sets that are available, the greater the risk that individual data sets have a dispropor-
tionally strong influence on the parameter estimates and the model assessment. This
creates uncertainty with regard to the interpretability of the results (cf. Baltes-Gotz,
2019). Therefore, the regression analysis for Hypotheses 1-4 was carried out again,
but supplemented by a larger number of data sets from Hypotheses 5 and 6. For this
purpose, the variables from Hypothesis 5 (concerning education) and Hypothesis 6
(concerning experience) were included in the regression model as further explanatory
variables. For the purpose of the regression analysis, the education categories and
experience categories were each combined into one variable (Education categories
1-7, Experience categories 1-6). The evaluation also included banks for which the
data of at least one board member was available in full. Although this still contains
certain inaccuracies, the data available can be regarded as the minimum level in the
respective bank: in other words, the level of education or professional experience

cannot be lower. In this respect, the insights gained are considered relevant.

To ensure that the evaluation delivered results that are as meaningful and reliable as
possible, the regression model was limited to those variables that were identified in
the first regression model as significant or just slightly more than significant: number
of board members, unemployment rate and average age for the 5-year Gross Profit
Margin and 10-year Gross Profit Margin. In addition, Category 1 of the education vari-
able (apprenticeship + degree + additional training + doctoral degree) was combined
with Category 2 (apprenticeship + degree + additional training), because there were

only 11 data records for Category 1 and the two categories were very similar.
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The available data is described in Table 19 and Table 20.

Category Valid Mean Minimum Median Maximum
N

1 (+2) — bank apprenticeship, degree, addi- 73 1.018 .968 .507 2.468
tional training (doctoral degree)

3 — bank apprenticeship, degree 35 .906 .853 .383 1.411
4 — degree, additional training 11 .902 .935 .550 1.362
5 — degree 13 .783 .819 .168 1.161
6 — bank apprenticeship, additional training 119 .969 .938 .287 1.883
7 — bank apprenticeship 19 .918 .865 .533 1.718

Table 19: 5-year Gross Profit Margin— Descriptive statistics for metric variables from Hypothesis 5 re-
garding educational Categories 1-7

Category Valid Mean Minimum Median Maximum
N

1 (+2) — bank apprenticeship, degree, addi- 62 1.104 1.050 .586 2.451
tional training (doctoral degree)

3 — bank apprenticeship, degree 32 .947 .915 .619 1.261
4 — degree, additional training 11 .926 .975 409 1.419
5 — degree 12 .825 .932 118 1.232
6 — bank apprenticeship, additional training 105 1.038 1.048 478 1.688
7 — bank apprenticeship 16 .960 .905 577 1.761

Table 20: 10-year Gross Profit Margin— Descriptive statistics for metric variables from Hypothesis 5
regarding educational Categories 1-7

The seven pre-defined education categories are represented in different proportions
in the data set. Category 6 occurs most frequently, followed by Category 1 (+2), and

Categories 4 and 5 occur the least frequently.
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Variable Valid Mean Median Minimum Maximum

N
5-year Gross Profit Margin 643 .932 912 .168 2.434
10-year Gross Profit Margin 584 1.008 .984 011 2.369
Unemployment rate 759 .049 .041 .015 151
Average age 403 53 53 40 64
XP1 — total professional experience 241 35 35 12 50
XP2 — professional experience in banks 241 33 34 6 50
XP3 — board member for n years 241 15 13 5 36
XP4 — previous board positions = 1 182
XP4 — previous board positions > 1 59
Number of board members = 2 583
Number of board members > 2 190
Cat.1 (+2) — apprenticeship, degree, addi 68
tional training (doctoral degree)
Cat.3 — apprenticeship + degree 27
Cat.4 — degree + additional training 11
Cat.5 — degree 12
Cat.6 — apprenticeship + additional train 112
ing
Cat.7 — apprenticeship 11

Table 21: Descriptive statistics for dependent variables 5-year and 10-year Gross Profit Margin, inde-
pendent variables number of board members, average age, education categories 1-7, experience XP1
— XP4 and control variable unemployment rate on a large scale

With regard to XP1 — board members’ total professional experience — the minimum is
12 years, the maximum is 50 years and the median is 35 years. The professional ex-
perience in banks (XP2) ranges from 6 years to 50 years, with a median of 34 years.
In terms of the number of years as a board member (XP3), this period ranges from 5
years to 36 years — a result that is also in line with the average age: because board
members are only usually appointed after they have gained a significant degree of
experience, the number of years they can spend on a board is limited (e.g. to 25 or

30 years). The median period of time on the board is 13 years.
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For the multiple linear regression analysis regarding the 5-year Gross Profit Margin,

163 data sets were available, as shown in Table 22 below.

Variable Regres- Wald-Chi- Sig.
sion coef- Square

ficient B
Number of board members -.086 3.095 .079*
Unemployment rate -.005 .004 .949
Average age'®! -371 1.989 .158
Education Categories 1-7 .010 .807 .369
Experience Categories 1-6 -.013 1.089 .297
Previous board positions -.049 1.232 .267
AIC = 10.607
Regression constant 2.466
N =163

Table 22: Large-scale regression analysis for 5-year Gross Profit Margin with control variable unem-
ployment rate and independent variables number of board members, average age, including variables
from Hypotheses 5 and 6 (education categories 1-7, experience categories 1-6, previous board posi-
tions)

Notes: *Significance at the 10% level; **Significance at the 5% level; ***Significance at the 1% level.

Multicollinearity was checked for the regression analysis. The VIF value of < 10.00 was confirmed
based on the collinearity statistics. Thus, no multicollinearity was found between the predictors. For
the VIF-values see Table 54: VIF values from the multicollinearity tests for the large-scale regression
analysis for 5-year Gross Profit Margin with control variable unemployment rate and independent vari-
ables number of board members, average age, including variables from Hypotheses 5 and 6 (educa-
tion categories 1-7, experience categories 1-6, previous board positions) on page 431.

Regression equation for 5-year Gross Profit Margin = -.086 x Number of board members -.005 x Un-
employment rate -.371 x Average age + .010 x Education category -.013 x Experience category -.049
x Previous positions as a board member + 2.466

The correlation of the number of board members variable is statistically significant at
the 10% level, with a figure of p = .079. This means that the performance of banks
having more than two executive board members is estimated to be .086 lower (in

terms of the 5-year Profit Margin) than that of comparable banks.

For the multiple linear regression analysis of the 10-year Gross Profit Margin, 146

data sets were available. The details are shown in Table 23.

101 For the variable average age, the natural logarithm was used in the regression analysis.
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Variable Regression co-  Wald-Chi- Sig.

efficient B Square
Number of board members -.105 4.506 .034**
Unemployment rate -.765 1.040 .308
Average agel0? -.531 3.952 .047**
Education categories 1-7 .008 .589 443
Experience categories 1-6 -.008 425 .515
Previous board positions -.089 3.762 .052*
AIC = -7.473
Regression constant 3.188
N = 146

Table 23: Large-scale regression analysis for 10-year Gross Profit Margin with control variable unem-
ployment rate and independent variables number of board members, average age, including variables
from Hypotheses 5 and 6 (education categories 1-7, experience categories 1-6, previous board posi-
tions)

Notes: *Significance at the 10% level; **Significance at the 5% level; ***Significance at the 1% level

Multicollinearity was checked for the regression analysis. The VIF value of < 10.00 was confirmed on
the basis of the collinearity studies. Thus, no multicollinearity was found between the predictors.For
theVIF values see Table 55: VIF values from the multicollinearity tests for the large-scale regression
analysis for 10-year Gross Profit Margin with control variable unemployment rate and independent var-
iables number of board members, average age, including variables from Hypotheses 5 and 6 (educa-
tion categories 1-7, experience categories 1-6, previous board positions) on page 431.

Regression equation for 10-year Gross Profit Margin = -.105 x Number of board members -.765 x Un-
employment rate -.531 x Average age + .008 x Education category -.008 Experience category -.089 x
Previous positions as a board member + 3.188

The correlation of the nu