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ABSTRACT

This chapter aimed at assessing the contribution of a bank’s listing to its governance and performance.
Using a single case study, it collected data on bank governance, performance, and stability over the
period 2009-18. Findings show that listing improved I&M Bank’s internal governance in particular soon
after it listed on the Rwanda Stock Exchange in 2008. Its board’s independence, size, and ownership
showed significant changes soon after it listed and listing improved its performance as well as stability
through governance. A change in both the board’s size and independence significantly reduced the bank’s
non-performing loans and increased the bank’s resilience (Z-score) and lending.

INTRODUCTION

With a case of a young stock market in a developing country context, this study contributes to the debate
on corporate governance by exploring how listing either constrains or improves the corporate governance
mechanisms, as well as their effects on a firm’s performance. The chapter sheds light on the changes
happening in the governance and performance of a bank during its earlier stages of listing. By focusing
on a specific case of a bank in Rwanda, the chapter understands how corporate governance mechanisms
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change with listing requirements on a young stock market. I&M Bank listed on the stock exchange
which too is in its infancy in Rwanda. Therefore, the bank did not have any benchmark in the country.
All financial institutions must comply with the external corporate governance policy imposed by the
Central Bank. However, a successful listing requires additional governance policies specific to the listing
process. Therefore, a listing firm has more pressure from the stock exchange if it wants to list. Coping
with external pressures of complying with the Central Bank’s policies and internal pressures to meet
stock market governance requirements may bring changes in internal corporate governance mechanisms
leading to an impact on a firm’s performance and stability. This paper focuses on changes in corporate
governance mechanisms as a result of complying with listing requirements.

It is known that firms, banks, and countries adopt corporate governance mechanisms in response to
pressures from international markets and inter-governmental organizations, mostly channeled through
reforms imposed by the World Bank (Adu-Amoah, Tsamenyi & Mensah Onumah, 2008; Chanda, Burton
& Dunne, 2017; Kun Liew, 2008; Jain, Aguilera & Jamali, 2017). Therefore, banks establish and improve
their governance mechanisms as a response to external pressures. Further, in developing countries, extant
corporate mechanisms are imposed by different bodies which were adopted from western governance
systems for improving the working environment of local firms and regulators (Tsamenyi & Uddin, 2008).
It is also known that for a young stock market, listing firms must comply with certain corporate gover-
nance mechanisms established by the stock market. For the sake of staying on the stock market, newly
listed firms make more efforts to comply with the stock market’s corporate governance requirements. In
such a situation instead of responding to external pressures to comply with certain corporate governance
mechanisms, firms try and improve their corporate governance mechanisms to be accepted on a stock
market and for continuing to operate on the stock market. These corporate governance mechanisms are
not only external to a firm’s usual practices but are also new to both the country and the firm since the
stock market is new in the countery, Rwanda. This is problematic because literature shows that corporate
governance mechanisms are normally embedded within a country’s social-political system (Alawattage &
Wickramasinghe, 2008; Mahadeo, Soobaroyen & Hanuman, 2012). Moreover, less developed countries
operate under structural conditions which are very different from those in developed countries, the way
things like power relationships and intra-organizational power are treated when it comes to corporate
governance in countries like Ghana (Gesiye Angaye & Gwilliam, 2008) and Egypt (Kamal Hassan, 2008).
It is also known that corporate governance mechanisms in developing countries with their weak judicial
systems and enforcement in capital markets, expectedly lead to the adopted governance mechanisms
not working (Tsamenyi & Uddin, 2008). This is also connected with ownership being concentrated in
families and family linkages with external economic, social, and political actors.

However, little is known about how compliance with corporate governance guidelines affects a firm’s
performance. Existing literature focuses on well-established stock markets and not on newly listed firms.

Before joining a stock market, a firm has to follow corporate mechanisms imposed by the Central Bank.
However, after a firm joins a stock market, more mechanisms are added, and it is in a firm’s interests to
comply with both the Central Bank and the stock market’s regulations. What is missing is the evaluation
of the effect that complying with corporate governance has on a firm’s performance and whether there
is an improvement, a deterioration, or a stagnation in a firm’s performance due to these governance
mechanisms. In other words, does listing improve internal governance and/or a firm’s performance? How
does improving internal governance affect the performance of a recently listed firm? Researchers also
want to know the changes happening in a firm’s corporate governance mechanisms as a result of adopt-
ing listing requirements and how these changes affect a firm’s stability and performance. Unfortunately,

242



20 more pages are available in the full version of this document, which may
be purchased using the "Add to Cart" button on the publisher's webpage:
www.igi-global.com/chapter/corporate-governance-mechanisms-and-firm-

performance-in-a-young-stock-exchange/272614

Related Content

Digital Leadership in the New Century

Viktor Wangand Geraldine Torrisi-Steele (2017). Encyclopedia of Strategic Leadership and Management
(pp. 143-159).

www.irma-international.org/chapter/digital-leadership-in-the-new-century/173519

Entrepreneurial University Challenges and Critical Success Factors to Thrive
Neeta Baporikar (2022). International Journal of Applied Management Theory and Research (pp. 1-15).
www.irma-international.org/article/entrepreneurial-university-challenges-and-critical-success-factors-to-thrive/300347

Aristotle’'s Rhetorical Triangle as Applied to Advertisements: Its Impact to Saudi Arabian College
Student Consumers

Gilbert Macalanda Talaue (2022). International Journal of Applied Management Theory and Research (pp.
1-18).

www.irma-international.org/article/aristotles-rhetorical-triangle-as-applied-to-advertisements/300280

Effect of Work Conflict, Work Involvement, and Family Work Conflict on Turnover Intentions and

Intention to Move Through Job Satisfaction as a Moderation
M. Al Musadieq (2020). International Journal of Applied Management Theory and Research (pp. 41-53).
www.irma-international.org/article/effect-of-work-conflict-work-involvement-and-family-work-conflict-on-turnover-

intentions-and-intention-to-move-through-job-satisfaction-as-a-moderation/260737

Meeting the Cognitive Demands of Leading in Times of Uncertainty
Al Lauzon (2017). Encyclopedia of Strategic Leadership and Management (pp. 434-443).
www.irma-international.org/chapter/meeting-the-cognitive-demands-of-leading-in-times-of-uncertainty/173538



http://www.igi-global.com/chapter/corporate-governance-mechanisms-and-firm-performance-in-a-young-stock-exchange/272614
http://www.igi-global.com/chapter/corporate-governance-mechanisms-and-firm-performance-in-a-young-stock-exchange/272614
http://www.irma-international.org/chapter/digital-leadership-in-the-new-century/173519
http://www.irma-international.org/article/entrepreneurial-university-challenges-and-critical-success-factors-to-thrive/300347
http://www.irma-international.org/article/aristotles-rhetorical-triangle-as-applied-to-advertisements/300280
http://www.irma-international.org/article/effect-of-work-conflict-work-involvement-and-family-work-conflict-on-turnover-intentions-and-intention-to-move-through-job-satisfaction-as-a-moderation/260737
http://www.irma-international.org/article/effect-of-work-conflict-work-involvement-and-family-work-conflict-on-turnover-intentions-and-intention-to-move-through-job-satisfaction-as-a-moderation/260737
http://www.irma-international.org/chapter/meeting-the-cognitive-demands-of-leading-in-times-of-uncertainty/173538

