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Abstract:

This study aims to investigate the structural relationship between board characteristics, risky behaviors, and bank performance using the
profit frontier approach in banks listed on the Tehran Stock Exchange. The research employed a quantitative, descriptive-correlational
design. The statistical population included managers of public and private banks in Tehran, with 384 participants selected using Cochran's
formula. Data were gathered via three tools: a risky behavior questionnaire, a performance checklist based on the profit frontier model,
and a board characteristics inventory. Instrument reliability and validity were confirmed through confirmatory factor analysis, AVE, CR, and
the Kolmogorov—Smirnov test. Data analysis was performed using Structural Equation Modeling (SEM) in SmartPLS. Results showed that
board characteristics significantly and directly influenced both risky behaviors and bank performance. Risky behaviors also had a significant
and positive effect on bank performance based on the profit frontier approach. All t-statistics exceeded the 1.96 threshold, and the overall
model fit index was reported as 0.603, indicating a strong model fit. The findings underscore the critical role of board structure in shaping
banks’ risk-taking behaviors and ultimate performance outcomes. When governed effectively, risk-taking can contribute positively to
performance. The study highlights the necessity of integrating corporate governance and risk behavior frameworks in bank performance

evaluations.
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Extended Abstract

Introduction

In the aftermath of global financial crises and evolving corporate governance standards, the performance and stability of
banks have increasingly been linked to internal governance structures and risk management behaviors. The nature of risky
behaviors undertaken by banking institutions—such as credit, liquidity, operational, market, and exchange rate risks—
alongside the quality of board governance, are now recognized as key determinants of bank performance. As highlighted by
Albrecht et al. (2020), the systemic role of banks during the 2007—-2009 crisis emphasized the need for rigorous scrutiny of
governance practices and risk-taking incentives. The effectiveness of board governance in mitigating risk behaviors and
enhancing operational efficiency has been widely debated in recent studies, with growing evidence suggesting that board
characteristics significantly affect both the level and outcomes of bank risk exposure (Albrecht et al., 2020; Babic et al., 2020).

Corporate governance features such as board independence, tenure, duality of CEO roles, gender diversity, and
educational composition have been associated with strategic decision-making capacity and oversight strength. For example,
research by Mayur and Saravanan (2017) found that larger and more active boards had a greater influence on performance
outcomes through better risk management frameworks. Similarly, Lazar and Raviv (2019) emphasized that bank capital and
diversification, both products of strategic board-level decisions, influence a risk spiral that affects firm-level performance. In
emerging markets, such relationships are particularly pertinent due to often fragile regulatory frameworks and fluctuating
financial ecosystems (Lazar & Raviv, 2019; Mayur & Saravanan, 2017).

Another dimension of interest is the intentional risk-taking behavior of banks, sometimes driven by short-term profit
motives or implicit state guarantees. Pernell and Jung (2023) revisited the concept of moral hazard in banking, arguing that
government protection can embolden banks to assume higher levels of risk. Meanwhile, Putawska (2023) provided evidence
that regulatory interventions such as bank levies in Germany and Hungary reduced excessive risk-taking. These regulatory
effects are mediated by internal governance capabilities, highlighting the need for dual-level scrutiny—internal governance
design and external regulatory impact—to assess bank behavior comprehensively (Pernell & Jung, 2023; Putawska, 2023).

Moreover, studies from developing economies reinforce these perspectives. Aleemi et al. (2022), in their analysis of
Pakistani banks, established a connection between competitive conditions and banking stability, mediated by market power
and governance structures. Likewise, Natufe and Evbayiro-Osagie (2023) emphasized the importance of credit risk
management practices in explaining bank performance variation. These findings suggest a shared pattern across contexts:
banks with stronger board governance and more cautious risk profiles tend to achieve more sustainable performance
outcomes (Aleemi et al., 2022; Natufe & Evbayiro-Osagie, 2023).

Against this backdrop, the present study investigates the structural relationships between board characteristics, risky bank
behaviors, and bank performance using the profit frontier approach in listed banks on the Tehran Stock Exchange. While prior
studies have separately examined governance or risk behaviors, this study integrates both dimensions using structural
equation modeling (SEM), enabling an assessment of both direct and mediated effects. It contributes to the literature by
evaluating how specific board attributes influence risk behaviors and how both sets of factors jointly affect performance
within a frontier-based performance evaluation framework (Fischer et al., 2014; Schindele & Szczesny, 2015; Seta & Inoué,
2019).

Methods and Materials




GHALANDARNEJAD ET AL.

This study employed a descriptive-correlational design using a quantitative methodology. The population included
executive managers from all public and private banks operating in Tehran. Given the finite size of the target population and
using Cochran’s sampling formula, a sample of 384 individuals was selected. Data were collected using three validated
instruments: a checklist assessing profit frontier-based bank performance on a Likert scale; a risk behavior questionnaire
developed by Al-Tamimi and Al-Mazrooei (2007) measuring six types of bank risks; and a board characteristics inventory
measuring dimensions such as board size, independence, tenure, ownership, duality, meeting frequency, education level,
and gender composition. All instruments were adapted to the local context and reviewed by academic experts to ensure
content validity.

Structural equation modeling was applied using SmartPLS software. Prior to SEM, Kolmogorov-Smirnov tests confirmed
data normality, enabling the use of maximum likelihood estimation. Confirmatory factor analysis was conducted to test the
measurement models. The fit of each measurement model was verified using indices such as RMSEA, GFl, NFI, and CFI.
Convergent and discriminant validity were assessed using AVE and CR values. Multicollinearity was checked via VIF statistics
to ensure independence among predictor variables.

Findings

Kolmogorov-Smirnov tests for all variables indicated significance levels above 0.05, supporting the assumption of normal
data distribution. Measurement model fit indices were all within acceptable thresholds: RMSEA was 0.019, CFl was 0.991, GFI
was 0.951, and NFI was 0.913. AVE values exceeded 0.50 and CR values exceeded 0.70 across all latent constructs, confirming
convergent validity and internal consistency. VIF values for all components were below 3, indicating no multicollinearity
concerns.

Factor loadings for board characteristics ranged from 0.546 to 0.716, with all paths statistically significant at p < 0.05. For
risky behaviors, loadings ranged from 0.658 to 0.817. The structural model revealed that board characteristics significantly
affected risky behaviors (B = 0.886, t = 76.030), which in turn significantly influenced bank performance under the profit
frontier framework (B = 0.538, t = 5.598). Additionally, board characteristics directly impacted performance (B = 0.646, t =
16.277).

Among individual components, board tenure, board size, and independence exhibited the highest factor contributions.
Risk categories such as credit risk (B = 0.817) and operational risk (B = 0.781) emerged as the most dominant risk behaviors
impacting overall risk profiles. The overall model demonstrated good fit, with a global fit index of 0.603, indicating strong
support for the proposed theoretical structure.

Discussion and Conclusion

The findings of this study affirm the significant role of board governance in shaping both the risk appetite and performance
outcomes of banking institutions. Board characteristics such as independence, tenure, and educational composition directly
influenced the degree of risk-taking behavior, which subsequently affected bank performance measured via profit frontier
efficiency. This demonstrates that effective governance not only mitigates undue risk exposure but also channels risk into
productive avenues that enhance operational output.

The results further suggest that risk-taking, when strategically managed under sound governance conditions, can

contribute positively to performance—particularly in competitive financial environments. This underscores the nuanced
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nature of risk in banking, where not all risk is detrimental. The integration of risk behaviors and governance characteristics
into a comprehensive SEM framework provides a more holistic understanding of bank performance dynamics.

The use of profit frontier modeling allows for a more refined measurement of performance that considers both efficiency
and contextual competitiveness. In doing so, it reveals the mediating role of governance in transforming potentially hazardous
risk behaviors into profitable outcomes. These findings are particularly relevant for banks in emerging markets, where
governance practices are still maturing and regulatory mechanisms may be less robust.

Overall, this research highlights the need for bank leadership and regulators to move beyond isolated risk metrics or
governance checklists. Instead, they should adopt an integrated approach that considers how board structure and risk
preferences coalesce to shape performance. Improving board capacity and ensuring alignment between governance
mechanisms and strategic risk-taking will be vital for building resilient and efficient banking systems.
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