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Abstract 

The subject of corporate governance has brought great attention to global business in developing and developed 

countries after a string collapses of high profile companies. The failure of Enron Corporation in 2001 for example 

shocked the investment community in it very core. Banking sector is a critical sector in any economy. A 

well-developed corporate governance system with clear authorities and responsibilities can contribute in advancing 

economic welfare. Good corporate governance enhance real investments. At the core of corporate governance lies the 

importance of transparency, monitoring, responsibility and accountability. 

Egypt is one of the most important Arab countries. Now the Egyptian uprising has to bring into attention economic as 

well as political reform. The failure of the privatization program together with the lack of rules governing 

organizations and institutions stress the need for reform. Effective corporate governance practices are essential for 

achieving and maintaining public trust and confidence in the banking system. 

The objective of this study is to investigate and explore the effect of separation the positions of CEO and Chairman on 

the financial performance of banks in Egypt. We believe that this research could be beneficial as it shed light on new, 

empirical knowledge on the effect of separation positions of Chief Executive Officer and Chairman on a developing 

country such as Egypt struggling to achieve high rates of economic growth by creating a well-developed legal, political 

and economic infrastructure. The empirical study on Egyptian commercial banks measures financial performance by 

return on assets (ROA) and return on equity (ROE) since both ratios summarize the final results of the bank 

performance. 
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1. Introduction 

The failure of Enron Corporation in 2001 was the fuel that inflamed the importance of corporate governance in 

developed and developing countries with different degrees. It showed the flawed of our accounting and auditing 

systems as well as shortages in rules governing organizations with the greed of corporate managers. 

Corporate governance of banks in developing countries such as Egypt is important as banks have great role in 

developing economy financial systems, and are extremely important engines of economic growth.  Financial markets 

in developing countries are usually underdeveloped, banks are typically the most important source of finance for the 

majority of companies. Banks are usually the main depository channel for the economy’s savings. Many developing 

countries have recently liberalized their banking systems through privatization and reduce the role of government in 

financial regulation. Consequently, managers of banks in economies such as Egypt have obtained greater freedom in 

how they run their banks.  

Banks are different from that of non-financial institutions.  Banks have many stakeholders which creates more 

challenges than non-financial institutions. Business of banks is complicated and can shift rather quickly due to many 

factors. Stakeholders in a bank include debtholders, the majority of which are the depositors. The failure of banks can 

creates huge consequences to financial system of the country concerned as a whole (Mehran et al., 2011). As pointed 
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by Narwal and Jinda (2015, p.81) “Poor corporate structure results indiscipline, both on the part of management and 

workers. Poorly governed corporations not only pose a risk to themselves, but they also cause barrier to others and 

could indeed pull down capital markets”. The collapse of banks creates social costs to stakeholders and sometimes 

bank mangers in their desire to satisfy shareholders can bear more financial risk which exposed stakeholders to 

financial disasters (Marcinkowska, 2012). The objective of this study is to investigate and explore the effect of 

separation the positions of CEO and Chairman on the financial performance of banks. 

1.1 Problem Statement 

The duality of Chairman/CEO is considered a debated area in research (Narwal and Jindal, 2015). The CEO a leader is 

responsible for implementing short and long term plans as well as the effective running of business.  On the other hand, 

the chairman is responsible for ensuring that the board works as it should in monitoring the CEO to ensure that 

shareholder interest is well protected. As stated by Tonello (2011, p.1), “In light of required disclosure about board 

leadership structure, the decision of whether or not to separate the chairman and chief executive roles remains a hot 

governance topic for public companies, boards and shareholders”. Since the chairman performs important control 

functions, it is often suggested that a separate person apart from the CEO should occupy this position. The 

Chairman/CEO duality can creates obstacle for the board’s ability to perform its monitoring functions over CEO. 

Likewise, Jensen (1993) argues that separating the two positions is required for board effectiveness. According to 

stakeholders theory which provides theoretical framework for analyzing relations between companies and society, 

companies should design their strategies considering their stakeholders. This contrast the shareholders perspective 

which implies that managers should be controlled by the board to act on the owner’s interest. While the mode of 

governance according to stakeholders perspective is to maintain more coordination, collaboration and conflict 

resolution in order to distribute value among stakeholders (Ayuso and Argandona, 2007) .  

This research thus seeks to investigate and explore the effect of separation the positions of CEO and Chairman on the 

financial performance of banks measured by return on assets and return on equity in Egypt by examining the following 

research question: 

 Is the separation positions of Chief Executive Officer and Chairman has an impact on the financial 

performance of Egyptian banks?  

1.2 Literature Review 

Banks are essential for the effective functioning in any economy. Effective corporate governance practices are 

necessary. Banks failure is inevitable with poor corporate governance (Bank for International Settlements, 2006). 

Black et al., (2006) provide evidence that corporate governance is an important factor in explaining the market value of 

Korean public companies, and that this effect is likely causal. Companies’ having higher governance scores have a 

high market value. According to Russell Reynolds Associates survey (2012) recent corporate financial scandals have 

created a need for intensifying corporate governance, including calls for the separation of CEO and chairman positions. 

Indeed, from 2001 to 2005 companies included in the Standard & Poor’s 500, and NASDAQ 100, started to separate 

the Chairman and CEO positions. 

The concept of corporate governance takes into consideration the relationship between stakeholders and management 

of companies. This relationship has to be based on trust and credibility and to be sustainable. The overall objective for 

the shareholders is to have adequate return on their investments. Therefore, the owners must be sure that management 

are going to work in their best interest since they are the ones operating their investment. It is the management that are 

managing the owners’ capital and are in some ways responsible for making sufficient return. Shareholders’ interests 

may differ from those of other stakeholders, especially on risk tolerance (Mehran et al., 2011). Macey and O’Hara 

(2003) argue corporate governance mechanisms for banks should include depositors and shareholders. The complexity 

of banks operations also makes it very costly for depositors to control managers. Depositors need to be sure when the 

deposit their money in banks. Governments through insurance and regulations can encourage depositors and make 

them safer. According to (Bank for International Settlements, 2006) the effectiveness of the board of directors require 

identifying lines of authority, responsibility and accountability for managers and be able to oversight their decisions. 

The relationship between management and owners are discussed in the agency theory. The agency theory, developed 

by Jensen and Meckling (1976), highlights the existing conflict of interests between the owners of a company and its 

management. Agency theory suggest that CEO duality may limit board’s ability to monitor management and thereby 

increase the agency cost. As a result, splitting the titles of CEO and Chairman of the Board will improve firm 

performance. On the other hand, Dahya et al., (2009) conducted a study to examine the performance of UK public 

listed companies after the issuing of Cadbury Committee's Code of Best Practice. They found no significant 

improvement for companies separating chief executive officer and chief of the board positions.  
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Corporate governance is a mechanism through which shareholders are assured that managers will act in their interests. 

Sometimes managers do not always act in the best interests of shareholders. Suppliers of finance control managers in 

order to ensure that their capital is not going to vaporize and that they earn a reasonable return on their investment. 

Nevertheless, even if the government provides deposit insurance, bank managers may be involved in risky projects 

with the aim of high return. Regulations are necessary to limit bank manager’s strive for high returns. Therefore the 

special nature of the banking industry requires protection of depositors from bank management (Capiro and Levine, 

2002). Shareholders may want managers to take more risk than is socially optimal, whereas regulators have a 

preference for managers to take substantially less risk due to their concerns about financial stability. Good corporate 

governance can help to prevent corporate scandals. It enhances image and reputation of financial institutions and 

makes them more attractive to stakeholders. The implementation of corporate governance principles such as disclosure 

of information, protection of shareholder rights and equal treatment of shareholders, can ensures safeguarding of 

investments (Todorovic, 2013). Usui (2003) argued that both American and Japanese bank regulators have high 

authority to supervise and inspect banking organizations.  Sarbanes-Oxley Act and new provisions in Japanese 

Commercial Code have a common trend in which they all consider the oversight of the board of directors and senior 

management as the key to the improvement of corporate governance. Both were enacted with the purpose of protecting 

investors and are applicable not only to banking organizations but to all businesses. In addition to the enactment of the 

corporate governance laws, American and Japanese bank regulators are continuing to create new regulations and 

guidelines on banking organizations’ corporate governance. Arun and Turner (2004) argued for the need of corporate 

governance in the banking sector to protect depositors. It is necessary to have supervisor authority and to work closely 

with bank’s management. One of the most hotly issues in corporate governance is the question of whether the chief 

executive officer (CEO) should also serve as the chairman of the board of directors. Tonello (2011, p.1) argued that 

“when, as after the recent financial crisis, public corporations come under fire from activist  shareholders, institutional 

investors, proxy advisory firms, and regulators, the issue of separating the Chair/CEOs roles is often front and center, 

with a view to achieving independent leadership in the board”. Recent corporate scandals created debates on the 

effectiveness of corporate governance and the accountability of corporate executives. The CEO is a corporation’s chief 

strategist, responsible for initiating and implementing company-wide plans and policies. The Russell Reynolds 

Associates’ Survey New York (2012) highlighted that board members are concerned about their independence from 

the Chief Executive and are increasingly promoting that the chairman and CEO roles be separated to have a balance of 

power. While this trend is more established in Europe, data indicates that companies in the United States are imitating.  

While the trend toward separating the roles gains prominence, not all directors are in favor. According to survey, 41% 

percent of board members feel the chairman/CEO position should be one person.  

Kang and Zardkoohi (2005) concluded that the relationship between CEO/Chair is complex due to turbulence in the 

external environment and if such duality exists as a reward, it might result in positive performance. But if the reason is 

to increase the CEO’s power than it may have a negative effect on the performance of the firm. If duality contributed to 

corporate scandals, it is not the only reason to cause corporate failure.  

The evaluation of the Egyptian financial sector before 2004 urges the need for reforming financial sector regulation 

and supervision. The Program was approved in September 2004, and is currently under implementation. According to 

African Development Bank Group (2012, p.4 emphasis added) case study about Egypt financial sector reform 

program: 

The development of secondary capital markets will improve price discovery and valuation of financial assets and 

productive activities, and will improve liquidity by facilitating efficient capital entry and exit. The buildup in 

regulatory and supervisory capacity with enhanced corporate governance will ensure market integrity and instill 

investor confidence. The creation of a mortgage market will serve as a market mechanism for mobilizing 

medium-term funding from capital markets for residential housing while increasing access to finance and affordability. 

As a further step to strengthen the banking sector, the Banking Reform Unit (BRU) –a unit reporting to the 

Deputy-Governor– was established at the Central Bank of Egypt (CBE, hereafter). The Banking Reform Unit worked 

out on a basis of four pillars (CBE, 2007):  

 Privatization and consolidation of the banking sector;  

 Streamlining the financial and managerial structure of State-owned banks;  

 Addressing the issue of non-performing loans;  

 Upgrading CBE banking supervision.  
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The CBE works on deepening and developing the concept of risk- based supervision, in order to assess banks’ ability to 

identify, measure, control and manage current and future risks. The CBE also examines the adequacy of procedures 

and internal control systems applicable at banks to determine, measure and control the information technology related 

risks. During the financial year 2005/2006, examinations covered 16 banks. To effect the provisions of Article 133 of 

Law No. 88 for 2003, of the Central Bank, many settlement cases are studied, and their settlement reports are 

documented. In addition, the CBE co-operates with any investigation entities that need banking expertise and know 

how assistance to decide on the relevant technical banking issues. In addition, the CBE studies customers’ complaints 

to verify them. Moreover, the CBE’s Board approved in its session on February 7, 2006 Decision No. 305 regarding the 

maximum limits of a bank’s investments with a single customer and the connected parties (CBE, 2006).  

Banks' aggregate financial position during 2005-2007 shows an increase over the three years following the 

implementation of the reform program. 

Table 1. Aggregate Financial position of Banks (CBE, 2007) 

 

Source : CBE (2007) 

As per Central bank of Egypt Annual Report 2007, the level of profits realized by a bank reflects its ability to 

strengthen its capital (equities) and to distribute dividends among its shareholders. A follow up of the levels of banks' 

profits reveals that public sector banks  net profits amounted to some LE 2204 million for the year ending June 30
th

 , 

2006, (mainly due to the profits of selling some of financial investments held with the Bank of Alexandria) compared 

with LE 714 million for the previous financial year. The ratio of public sector banks' average return on equity was 11.6 

percent for the year ending June 30
th

, 2006, against 3.9 percent for the preceding year (CBE, 2007). 

We believe that this research could be beneficial since it provides new, empirical knowledge on the effect of separation 

positions of CEO and Chairman on the financial performance of the Egyptian banks. The objective of this study is to 

investigate and explore the effect of separation the positions of CEO and chairman on the financial performance of 

banks in Egypt. The main objective is to find out whether there is a correlation between separation of the two positions 

Chairman and CEO’s in achieving better financial performance reflected in better financial ratios of return on assets 

(ROA) & return on equity (ROE).   

1.3 Hypotheses 

This research will take both an explorative and a descriptive approach. It will take an explorative approach because it 

provides basic knowledge concerning the concepts of corporate governance as well as special aspects of corporate 

governance for banking sector. The descriptive approach is based on a description of how the financial performance of 

banks in Egypt affected by separation CEO and chairman positions, thus we took the descriptive approach to gather 

data, analyze it and interpret it. We proposed the following hypotheses for the concern of this research: 

H1: There is a positive correlation between separation chairman & CEO positions and enhancing return on assets 

(ROA) & return on equity (ROE) in Egyptian banks. 

2. Methodology 

Our empirical study data collection and analysis was built on 3 years period financial statements (2005, 2006, and 2007) 

of the sample selected banks. In September 2004 the Government of Egypt launched a comprehensive reform 

programmer for its financial sector. It is, Financial Sector Reform Program, planned to run from 2005 through 2008. In 

our opinion, this period was very critical as it witnessed the starting of reforming financial sector as well as by its end 
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the global financial crises hit the world. The researcher selected 8 major banks in Egypt that represent public, private 

sectors and foreign international banks .The 8 banks were selected for the following reasons: 

1) The 8 banks all combined capture about 60 % market share of the total Egyptian banking sector based on total 

assets (CBE, 2007). 

2) The sample includes the biggest 2 public sector banks (National Bank of Egypt and Banque Msir). 

3) The other 6 banks represent the biggest 6 ranked among all private sector banks based on market share and total 

assets.  

4) Availability of the financial statements and figures. 

The banks sample are National bank of Egypt ( NBE ), Banque Misr, Arab African international bank (AAIB), 

Barclays, HSBC, CIB, NSGB, and Piraeus Bank. The study differentiated between the selected banks based on the 

nature and structure of the board and existing of the CEO/ Chairman positions, accordingly, study divided the 8 banks 

into 3 groups. The first Group A, (where the title of CEO is not exist in structure of the said banks), includes National 

Bank of Egypt and Banque Misr. The second Group B, (where no separation as Chairman serves as CEO –duality), 

includes NSGB, CIB, and Piraeus Bank. The third Group C, (where CEO and chairman positions are totally separated 

– non duality), includes Arab African Bank, Barclays, and HSBC. 

In each group we gathered and analyzed 3 consecutive years (2005 to 2007) related financial  reports, we calculated 

the ROA & ROE for each bank separately, then we conducted an average for the entire group for each year and then for 

the whole 3 years period respectively , finally a comparison between the 3 categories was conducted  to reach the final 

conclusion if separation positions of chairman and CEO would enhance the ROE & ROA and respectively the financial 

performance of banks in the Egyptian banking sector. The study samples average total assets represents about 60 % 

market share of based on total assets of banking sector in Egypt as per CBE 2007 annual report , however number of 

total banks was limited to only 8 due to the reasons mentioned before .  

Group A encompassed 2 major public sector, The National bank of Egypt and Banque Misr, both banks sharing the fact 

that no CEO position exists in bank structure .Total assets combined for 2 banks amounted LE 367,399 billion 

representing 39.2 % of total banking sector in Egypt in 2007. As shown on the above table the 3 years average ROA & 

ROE for the entire group A were respectively 0.20 %, and 6.49%. 

Table 2. Average financials for the National bank of Egypt and Banque Misr (Group A, 2005-2007) 

Bank Name 

Total 

Assets ( Market Share ) 

Total 

Equity 

Net 

Profit ROA ROE 

NBE  177,716 23.3% 6,446 415 0.23% 6.44% 

Banque Misr 126,034 16.5% 3,377 221 0.18% 6.54% 

Total 303,750 39.9% 9,823 636 0.20% 6.49% 

Source: Authors (2016) 

Group B encompassed 3 private sector banks Commercial International Bank (CIB) National Societe Generale Bank 

(NSGB), and Piraeus Bank. They have combined total assets LE 96,483 billion representing 10.3 % of total banking sector 

in Egypt in 2007. The 3 banks shared the fact that its chairman serves as CEO as well. Meaning that chairman combined 

both authorities of being a chairman and CEO as well (duality). As shown on table 3 years average ROA & ROE for the 

entire group B were respectively 1.24 %, and 16.89%. 

Table 3. Average financials for the Commercial International Bank (CIB) National Societe Generale Bank (NSGB), and 

Piraeus Bank (Group B, 2005-2007) 

Bank Name Total Assets  ( Market share ) Total Equity Net Profit ROA ROE 

NSGB 31,855 4.2% 2,066 248 0.78% 12.01% 

CIB 38,582 5.1% 2,859 955 2.48% 33.41% 

Piraeus Bank 6,516 0.9% 585 31 0.47% 5.27% 

Total 76,954 10.1% 5,509 1,234 1.24% 16.89% 

 

Source:Authors(2016)       
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Group C encompassed 3 private sector banks which are Barclays, HSBC and Arab African Bank. Combined total 

assets for the 3 banks amounted LE 89,455 billion representing 9.5 % of total banking sector in 2007. The 3 banks 

have separated the clearly the positions of CEO and chairman (non-duality). As shown on table 4 ROA & ROE for 

the entire group C were respectively 2.48 %, 44.43%. 

Table 4. Average financials for Barclays, HSBC and Arab African Bank (Group C, 2005-2007) 

Bank Name 

Total 

Assets  ( Market Share) 

Total 

Equity 

Net 

Profit ROA ROE 

Arab African Bank 30,094 4.0% 1,183 474 1.58% 40.08% 

Barclays 12,795 1.7% 679 326 2.55% 48.04% 

HSBC 19,572 2.6% 1,441 651 3.33% 45.17% 

Total 62,460 8.2% 3,303 1,451 2.48% 44.43% 

Source: Authors (2016) 

3. Results and Discussion 

In order to examine the relationship between Chairman/CEO position and   the financial performance of commercial 

banks in Egypt, Pearson Correlation Coefficient testing was conducted to ensure that study findings are statistically 

significant. The alpha level α equals 5%. The null hypothesis and the alternative hypothesis were set as following: 

 The (non-duality) was set as independent variable; ROA & ROE were set as 2 dependent variables. 

 Null hypothesis H0: r = 0 (no positive relationship between separation chairman & CEO positions "Non-duality 

"and enhancing ROA & ROE in Egyptian banks.) 

 The alternative hypothesis H1: r > 0 (There is a positive correlation between separation chairman & CEO 

positions and enhancing ROA & ROE in Egyptian banks). 

 The value of the Pearson Correlation Coefficient (r) was calculated. The Pearson correlation coefficient is a 

measure of the linear correlation between the two variables which are Chairman/CEO position and   the 

financial performance of commercial banks in Egypt, giving a value between +1 and −1 inclusive, where 1 is total 

positive correlation, 0 is no correlation, and −1 is total negative correlation. It is widely used as a measure of the 

degree of linear dependence between two variables. Also, the statistical test was conducted and the results were: 

 r = .70 for variable ROA and r = .79 for variable ROE   

 Decision rule for rejecting the null hypothesis.  

To write the decision rule we had to know the critical value for r, with an alpha level of .05 (two-tailed test) as we are 

not previously sure of the results, and critical value was found .404. 

Reject H0 if r >= .404 

Since our calculated value of r and were respectively (.70 and .79) for ROA & ROE both are greater than the critical 

value of .404, so we reject the null hypothesis and accept the alternative hypothesis.  Hence, the positive correlation 

between the separation of Chairman /CEO position and enhancing the ROA & ROE is statistically significant. Based 

on the findings, the empirical study showed that there is an obvious link and correlation between Non-duality 

(separation positions of the CEO and chairman) and enhancing ROA & ROE of the Egyptian banking sector, since in 

Group C where clear separation between the two positions was exist, the Group C performed almost 10 times better the 

Group A where no CEO position exist in bank’s Group, and almost double times better than Group B where chairman 

serves as CEO. Moreover Group B results where CEO title is exist but occupied by the Chairman were remarkably 

better than Group A where CEO title is not exist at all. All public sector banks do not have a CEO position in its 

hierarchies. The study shown that the far and deepening we go towards the full separation between chairman and CEO 

titles (non-duality) the better ROA & ROE were conducted. 

4. Conclusion  

Researchers recommends and urges the banking sector to take proper actions to apply and implement a full separation 

between Chairman and CEO positions in addition urging the central bank of Egypt as the responsible entity for banking 

sector in Egypt to take necessary actions to direct Egyptian banks to implement full separation between the two posts, 

as per the study findings this will support enhancing banking corporate governance that most probably will lead to 

better financial results. Due to the size of the sample the study results should be taken with caution, it is recommended 

https://en.wikipedia.org/wiki/Correlation
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for further studies to enlarge and expand the number of banks sample size, additionally more deep financial analysis to 

examine financial performance since it was limited in this study to ROA & ROE. 
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